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IntroductionIntroduction

Preparing for a certification exam can feel overwhelming, but with the right tools, it becomes
an opportunity to build confidence, sharpen your skills, and move one step closer to your
goals. At Examzify, we believe that effective exam preparation isn’t just about
memorization, it’s about understanding the material, identifying knowledge gaps, and
building the test-taking strategies that lead to success.

This guide was designed to help you do exactly that.

Whether you’re preparing for a licensing exam, professional certification, or entry-level
qualification, this book offers structured practice to reinforce key concepts. You’ll find a
wide range of multiple-choice questions, each followed by clear explanations to help you
understand not just the right answer, but why it’s correct.

The content in this guide is based on real-world exam objectives and aligned with the types
of questions and topics commonly found on official tests. It’s ideal for learners who want to:

• Practice answering questions under realistic conditions,
• Improve accuracy and speed,
• Review explanations to strengthen weak areas, and
• Approach the exam with greater confidence.

We recommend using this book not as a stand-alone study tool, but alongside other
resources like flashcards, textbooks, or hands-on training. For best results, we recommend
working through each question, reflecting on the explanation provided, and revisiting the
topics that challenge you most.

Remember: successful test preparation isn’t about getting every question right the first
time, it’s about learning from your mistakes and improving over time. Stay focused, trust the
process, and know that every page you turn brings you closer to success.

Let’s begin.
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How to Use This GuideHow to Use This Guide

This guide is designed to help you study more effectively and approach your exam with
confidence. Whether you're reviewing for the first time or doing a final refresh, here’s how to
get the most out of your Examzify study guide:

1. Start with a Diagnostic Review

Skim through the questions to get a sense of what you know and what you need to focus on.
Your goal is to identify knowledge gaps early.

2. Study in Short, Focused Sessions

Break your study time into manageable blocks (e.g. 30 – 45 minutes). Review a handful of
questions, reflect on the explanations.

3. Learn from the Explanations

After answering a question, always read the explanation, even if you got it right. It reinforces
key points, corrects misunderstandings, and teaches subtle distinctions between similar
answers.

4. Track Your Progress

Use bookmarks or notes (if reading digitally) to mark difficult questions. Revisit these
regularly and track improvements over time.

5. Simulate the Real Exam

Once you're comfortable, try taking a full set of questions without pausing. Set a timer and
simulate test-day conditions to build confidence and time management skills.

6. Repeat and Review

Don’t just study once, repetition builds retention. Re-attempt questions after a few days and
revisit explanations to reinforce learning. Pair this guide with other Examzify tools like
flashcards, and digital practice tests to strengthen your preparation across formats.

There’s no single right way to study, but consistent, thoughtful effort always wins. Use this
guide flexibly, adapt the tips above to fit your pace and learning style. You've got this!
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Questions

Sample study guide, visit https://farmbusinessmgmt.examzify.com
for the full version with hundreds of practice questions 5

SAMPLE



1. When the size of the soybean harvest exceeds locally available storage,
what happens to the basis?
A. Narrows
B. Widens
C. Stays the same
D. Becomes negative

2. Who pays the income tax in a Limited Liability Company?
A. The LLC pays corporate tax
B. Each member pays individually on personal tax return
C. The state pays taxes
D. Tax is deferred

3. Which statement is true about the farm manager's role?
A. The farm manager is responsible for using the resources of land, labor, and

capital wisely for the business to provide the largest return possible.
B. A net capital ratio greater than one indicates the business is solvent.
C. Net farm income from operations includes gains or losses from disposal of

farm capital items.
D. Debt structure is defined as current liabilities divided by total equity.

4. Which of the following is NOT listed as a method to forward price a farm
commodity?
A. Options contract
B. Basis contract
C. Futures contract
D. Forward contract

5. The ultimate user of a product is called
A. The consumer
B. The producer
C. The distributor
D. The retailer
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6. Which statement is true?
A. Working capital is defined as current assets minus current liabilities.
B. Comparative analysis is comparing ratios over time for the same farm

business.
C. Short term goals may require more than one year to achieve.
D. Debt structure is defined as current liabilities divided by total equity.

7. In the marketing example, the professional consulted by the farmer's son is
the
A. County extension agent
B. Bank loan officer
C. Marketing consultant
D. Agronomist

8. Double taxation is a disadvantage of which business structure?
A. Sole Proprietorship
B. Limited Liability Company
C. C Corporation
D. Partnership

9. Which cost category is typically associated with long-term ownership and
investment in farm assets?
A. Fixed cost
B. Variable cost
C. Mixed cost
D. Sunk cost

10. What are the three basic types of goals in farm planning?
A. Short term, intermediate, and long term
B. Short-term, mid-term, and long-term
C. Immediate, medium, and ultimate
D. Annual, biennial, and triennial
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Answers
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1. B
2. B
3. A
4. D
5. A
6. A
7. A
8. C
9. A
10. A
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Explanations
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1. When the size of the soybean harvest exceeds locally available storage,
what happens to the basis?
A. Narrows
B. Widens
C. Stays the same
D. Becomes negative

The key idea is how basis is defined and how local supply interacts with futures pricing. Basis is the local cash
price for soybeans minus the nearby futures price. When the harvest is larger than what local storage can
handle, a glut develops in the cash market: sellers flood the market and cash prices fall. The futures price, which
reflects expectations for delivery and broader market conditions, doesn’t fall by the same amount because it’s
influenced by supply across regions and longer-term storage considerations. So the difference between cash
and futures grows larger in magnitude, meaning the basis widens (the cash price drops relative to the futures
price).  For a quick feel: if cash is 13.50 and the nearby future is 13.95, the basis is -0.45. If the harvest glut
pushes cash down further to 13.00 while futures stays near 13.90, the basis becomes -0.90, a wider gap. The
idea isn’t that the basis becomes a fixed negative value; it’s that the gap between cash and futures expands in
response to the local oversupply.

2. Who pays the income tax in a Limited Liability Company?
A. The LLC pays corporate tax
B. Each member pays individually on personal tax return
C. The state pays taxes
D. Tax is deferred

Tax treatment of an LLC is typically pass-through, so profits flow to members and are taxed on their personal
returns. Because of this, the members report their share of the LLC’s income on their own tax forms and pay tax
at their individual rates, rather than the LLC paying income tax itself. An LLC can choose to be taxed as a
corporation, in which case the entity would owe corporate tax and distributions to members could be taxed
again, but that is a specific election. The state does not pay the LLC's income tax, and tax is not automatically
deferred; there may be state fees or minimum taxes in some places, but these are separate from income tax.
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3. Which statement is true about the farm manager's role?
A. The farm manager is responsible for using the resources of land, labor, and

capital wisely for the business to provide the largest return possible.
B. A net capital ratio greater than one indicates the business is solvent.
C. Net farm income from operations includes gains or losses from disposal of

farm capital items.
D. Debt structure is defined as current liabilities divided by total equity.

The central idea here is that the farm manager’s job is to allocate scarce resources—land, labor, and
capital—wisely to generate the best financial return for the business. This captures the essence of effective farm
management: planning, coordinating, and controlling inputs to maximize profitability while working within
constraints like prices, weather, and costs. Holding resources and putting them to their best use is the core duty
of the manager, so this statement best describes the role.  The other statements misrepresent common financial
concepts. A net capital ratio is not a universal, fixed signal of solvency, because solvency depends on long‑term
ability to meet obligations and depends on how the ratio is defined and used—simply having a value over one
doesn’t guarantee solvency in every framework. Net farm income from operations normally reflects operating
results from the core farming activities and does not include gains or losses from disposal of capital items,
which are treated separately as gains or losses on capital transactions. Lastly, debt structure is not defined as
current liabilities divided by total equity; standard measures of debt structure involve long‑term liabilities relative
to equity, or total liabilities relative to assets, not just current liabilities, which would give a distorted view of
leverage.

4. Which of the following is NOT listed as a method to forward price a farm
commodity?
A. Options contract
B. Basis contract
C. Futures contract
D. Forward contract

Forward pricing relies on tools that hedge or manage price risk using market-based mechanisms. The main tools
used are futures contracts, options contracts, and basis contracts. Futures contracts provide a standardized,
exchange-traded way to lock in a price for future delivery, helping plan and protect against price swings. Options
contracts give the right to transact at a set price, offering protection while preserving upside potential. Basis
contracts hedge by locking the difference between the local cash price and the futures price, reducing basis risk. 
The forward contract, while it does set a price for future delivery in a private agreement, is not listed here as a
forward-pricing method because it’s the actual price arrangement rather than one of the market-based hedging
tools used to establish or manage a forward price in these frameworks. That’s why this option is not considered
a listed forward-pricing method.

5. The ultimate user of a product is called
A. The consumer
B. The producer
C. The distributor
D. The retailer

Understanding who actually uses a product helps target the right audience. The person who finally uses or
benefits from the product is the consumer—the end user. In a supply chain, the producer creates the product, the
distributor moves it, and the retailer sells it, but none of these intermediaries are the final user. The consumer is
the one who ultimately purchases for use, so they are the correct choice.
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6. Which statement is true?
A. Working capital is defined as current assets minus current liabilities.
B. Comparative analysis is comparing ratios over time for the same farm

business.
C. Short term goals may require more than one year to achieve.
D. Debt structure is defined as current liabilities divided by total equity.

Working capital measures the farm’s ability to cover near-term obligations. It is calculated as current assets
minus current liabilities, so that statement is true. Positive working capital means there are more short-term
resources than obligations due in the near term. Current assets include items like cash, accounts receivable, and
inventory, while current liabilities include payables and other obligations due within a year. The other statements
are less accurate because comparative analysis can involve both internal trends over time and external
benchmarks, so defining it only as time-based comparison for one farm is too narrow; short‑term goals are
typically set within a year, not longer; and debt structure usually refers to debt relative to equity (often long-term
debt to equity), not current liabilities divided by total equity.

7. In the marketing example, the professional consulted by the farmer's son is
the
A. County extension agent
B. Bank loan officer
C. Marketing consultant
D. Agronomist

County extension agents are the go-to source for practical, locally relevant marketing advice for farmers. They
work through the extension service to help producers understand local markets, price trends, and buyer needs,
and to develop marketing plans, assess marketing options (like direct-to-consumer sales or contracts), and
connect with opportunities and risk management resources. In the marketing example, the farmer’s son seeking
guidance fits this role because the focus is on how to market farm products and navigate market channels,
rather than on financing, field production, or private consulting. A bank loan officer concentrates on credit, an
agronomist on crop production, and a marketing consultant, while helpful, is not the standard public resource
the extension service provides for everyday marketing guidance.

8. Double taxation is a disadvantage of which business structure?
A. Sole Proprietorship
B. Limited Liability Company
C. C Corporation
D. Partnership

The concept being tested is how business incomes are taxed across different legal forms. A C corporation is
taxed as a separate entity on its profits, and shareholders are taxed again on any dividends they receive, so the
same earnings face taxation twice. In contrast, sole proprietorships and partnerships pass profits through to
owners to be taxed only once on their personal returns. An LLC typically acts as a pass-through entity for tax
purposes unless it elects to be taxed as a corporation, in which case double taxation can occur only if that
election is chosen. So the structure with the disadvantage of double taxation is the C corporation.
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9. Which cost category is typically associated with long-term ownership and
investment in farm assets?
A. Fixed cost
B. Variable cost
C. Mixed cost
D. Sunk cost

Costs tied to owning and investing in farm assets are fixed costs because they do not change with the level of
production in the short run. When you invest in durable assets like buildings or machinery, you incur ongoing
commitments such as depreciation, loan interest, insurance, and property taxes that persist regardless of how
much you produce. These costs are characteristic of long-term ownership and investment. In contrast, variable
costs fluctuate with output (like feed and labor tied to production), mixed costs have both fixed and variable
parts, and sunk costs are past expenditures that cannot be recovered and don’t guide current decisions.

10. What are the three basic types of goals in farm planning?
A. Short term, intermediate, and long term
B. Short-term, mid-term, and long-term
C. Immediate, medium, and ultimate
D. Annual, biennial, and triennial

In farm planning, goals are set across different time horizons to align decisions with resources and investments.
The three basic types are short term, intermediate, and long term. Short-term goals guide day-to-day and
seasonal actions within roughly a year. Intermediate goals connect operations to bigger changes and
investments over one to a few years. Long-term goals shape the farm’s direction and asset base beyond several
years. This structure helps with budgeting, scheduling, and sequencing major changes. Other option wordings
either describe cycles (annual, biennial, triennial) or use terms like immediate or ultimate that don’t fit the
standard horizon approach, so the first option is the best fit.
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Next StepsNext Steps

Congratulations on reaching the final section of this guide. You've taken a meaningful step
toward passing your certification exam and advancing your career.

As you continue preparing, remember that consistent practice, review, and self-reflection
are key to success. Make time to revisit difficult topics, simulate exam conditions, and track
your progress along the way.

If you need help, have suggestions, or want to share feedback, we’d love to hear from you.
Reach out to our team at hello@examzify.com.

Or visit your dedicated course page for more study tools and resources:

https://farmbusinessmgmt.examzify.com

We wish you the very best on your exam journey. You've got this!
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