
Case Study #4: Enterprise Change - The North Farm 

Alternate Scenarios 

This fictional Case Study featuring Will and Jane North was prepared as part of a series to illustrate the 

process involved, and benefits of completing a financial review to analyze options that might be 

available for a farm operation.  Every Situation has several possible solutions.  The original Case Study 

Mixed Farm Operation illustrates an action plan based on one scenario.  The following are action plans 

for alternative scenarios for this farm family to consider: 

Scenario 2 – sell excess equipment, purchase equipment and cattle 

Scenario 3 – if calf prices decreased 

Scenario 4 – if expenses increased 

Scenario 5 – if crop prices increased 

Note: This Case Study and the alternate scenarios are not a recommendation for a particular course of 

action.  Individual results for farm operators considering all their own option will vary, with their own 

financial information and family and business goals. 

___________________________________________________________________________________ 

Scenario 2: The Action Plan – 

In this scenario, the projections consider how the financial results would change if the net capital cost 

for the transition from cash crops to beef was to increase: 

- a decreased net return in the equipment being sold of 10% 

- an increase cost of equipment and cattle being purchased of 10% 

All other costs, and returns, and assumed levels of production and prices are kept the same as in the 

original scenario. 



Operations were projected for 2 years based on these changes.  The results 

follow: 

 



  



 

Some comments about these results are as follows: 
1. In this scenario, the operation is unchanged from a production standpoint, so projected cash 

revenue is the same as in the original case.  Net accrued income is similar as well, even 
though cash expenses are higher due to the increased cost of livestock. 

2. Because the assets being sold are being projected to bring less, and those being purchased 
are projected to cost more in this scenario, the new long term loan projected in this case is 
$50,000 higher than in the original scenario.  As that will not fully cover the additional 
capital requirement, this scenario sees cash on hand at the end of Year 2 being about 
$30,000 less than in the original scenario as well, but it is projected the operating loan 
requirement will still remain within the limits approved. 

3. With the higher loan requirement of this scenario, debt service capacity is slightly reduced, 
and payment requirement slightly increased.  As a result, the Debt Service Ratio in this 
scenario is weaker than in the original case, but is still considered to be marginally 
acceptable. 

 

 

| Scenario 2 | Scenario 3 | Scenario 4 | Scenario 5 | 

 

Scenario 3: The Action Plan – 

In this scenario, the projections show how the financial results would change if the price for calves sold 
was to decrease: 

- The change of operation to beef cow/calf taking place as per the original scenario 
- First calf price level – the projected sale price for fall calves dropping by 10% from $1,500 per head 

to $1,350 per head 
- Second calf price level – the projected sale price for fall calves dropping by 10% from $1,500 per 

head to $1,200 per head 
 
All other revenues, and expense are projected to remain the same as in the original scenario.  Projected 
tax payment will be impacted in each case however, because of the resulting drop in net income.  The 
change is made to Year 2 only, as no calves are produced in Year 1.  Instead of 2 years projections at each 
price level, then, only Year 2 is being reviewed. 
 

  



Operations were projected for 1 year for each price level.  The results follow: 

 



 

 

 

 

 

 



Some comments about these results are as follows: 

1. In this scenario, the only thing that changes is the price of the calves being sold.  All other 

revenues and expenses remain the same as in the original case. 

2. In the original scenario, the Debt Service Ratio was projected to be 1.32, which is normally 

considered to be adequate.  At the 10% price drop ($1,500 per calf sold to $1,350 per calf sold), 

that ratio drops to 1.16, which is very marginal, and at the 20% price drop ($1,500 per calf sold 

to $1,200 per calf sold), it further decreases to .99, which is normally considered to be not 

acceptable. 

3. In each of the options, the Norths would have the cash flow to make their payments as due in 

the years projected, but with the decreased revenue, profitability and debt service capacity, 

over time cash reserves would be depleted, and operating loan increased if obligations are to be 

paid as due.  Should low prices persist into the longer term, they may have to make further 

changes to their operation to survive. 

This scenario illustrates the need to test the sensitivity of the projections to changes in possible 

revenues and expenses.  If it is believed that a product price that would result in inadequate income and 

debt serviceability is reasonably probable, other options may need to be considered. 

 

 

| Scenario 2 | Scenario 3 | Scenario 4 | Scenario 5 | 

 

 

Scenario 4: The Action Plan – 

In this scenario, how the financial results would change if key operating expenses were to increase: 
- The change of operation to beef cow/calf taking place as per the original scenario 
- First input cost level – livestock and crop variable costs, including land rent, increasing by 10% 
- Second input cost level - livestock and crop variable costs, including land rent, increasing by 20% 

 
All other revenues, and expense are projected to remain the same as in the original scenario.  Projected 
tax payment will be impacted in each case however, because of the resulting drop in net income.  The 
change is made to Year 2 of the projections only. 
 

  



Operations were projected for 1 year for each cost level.  The results follow: 

 



 

 

 

 

 



 

Some comments about these results are as follows: 

4. the increase in input costs is only done for Year 2 of the projections.  It is assumed that the 
costs for Year 1 are known, but that they will rise to these levels in the following and 
subsequent years 

5. as would be expected, the increase in input costs weakens all of the financial results from 
the original scenario.   

6. in both levels of increased input costs, the results continue to be slightly better than what 
they are presently experiencing as illustrated in the “before change” projections 

7. in both projections, with the increase in input costs, operating loan requirements, at least in 
the first few years, would increase.  As long as calf prices remain strong, however, and Jane 
continues with her non farm employment, in both cases, cash flow should allow for a slow 
decrease in operating loan requirements over time 

8. In the original scenario, the Debt Service Ratio was projected to be 1.32, which is normally 

considered to be adequate.  At the 10% cost increase that ratio drops to 1.25, which is 

generally considered to be acceptable, and at the 20% cost increase it further decreases to 

1.18, which is marginally acceptable.  If there are further challenges to revenue, or expense, 

or if debt service requirements increase, the Norths could find themselves in a situation 

where, over time, their income is insufficient to service debt as required. 

As with Scenario 3, this scenario illustrates the need to test the sensitivity of the projections to changes 

in possible revenues and expenses.  If it is believed that operating costs that would result in inadequate 

income and debt serviceability is reasonably probable, other options may need to be considered. 

 

 

| Scenario 2 | Scenario 3 | Scenario 4 | Scenario 5 | 

 

Scenario 5: The Action Plan – 

In this alternative, the projections look at how the financial results would change if the operation 
continued on producing grain as at present, and if crop prices were to increase:  

- There would be no change of operation as assumed in the “after change” scenario, rather, 
operations would continue on as at present 

- First crop price level – crop prices increase by 5% 
- Second crop price level – crop prices increase by 10% 

 
All other revenues, and expense are projected to remain the same as originally projected.  Expected tax 
payment will be impacted in each case however, because of the resulting increase in net income.  The 
change is made to Year 1 of the projections only which reflects the operation as it presently exists, without 
changes. 
 

  



Operations were projected for 1 year for each price level.  The results follow: 

 



 

 

 

 

 

 



Some comments about these results are as follows: 

9. In the original grain operation, with the crop prices used, the Debt Service Ratio was 

projected to be 1.17, which was felt to be marginal.  At the 5% crop price increase that ratio 

rises to 1.27, which is generally considered to be acceptable, and at the 10% crop price 

increase it further rises to 1.45, which is considered to be strong.   

10. As with the Debt Service Ratio, all financial indicators improve under these 2 changes. 

This scenario illustrates the need to analyze assumptions about an existing operation before making 
major changes, as with small increase in crop prices, the operation as it presently exists shows 
reasonable financial strength 
 
Summary 
Four alternative Scenarios have been developed for this Case Study.  Each Scenario has it’s own 
individual results, positive features and negative features.  Please refer to the Summary document 
which displays the Financial Ratios and Indicators for each Scenario, and what are considered to be the 
Positives and Negatives of each relative to the Case Study presented and Business and Personal Goals of 
the Case Study Farmers. 
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