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Introduction

Southland and Canterbury, in comparison to other dairy areas in New Zealand have more equity/syndicate partnerships. Agribusiness Consultants Ltd have a number of multi-ownership farms within our client base. We find them good clients and good to do business with.

What is equity / syndicate farming?

It is basically a combining of resources of finances, labour and knowledge/skills from different people. It is important not to underestimate the value of this. 

Why would you want to get into it?

· Capital - lack of, or better use of

· Pathway to farm ownership / increasing assets piecemeal

· Risk sharing

· Economies of size

· Financial returns

How do you go about it?

People, people, people

Number of people involved and mix of skills / level of skills - don’t underestimate or under value the importance of this. 

Set your objectives / management plan 

Put these objectives down on paper. Is the objective to develop the perfect dairy farm or are financial return targets more important? What is the stocking rate policy? Is emphasis on per hectare and per head production targets and if so what about the use of grain feeding? 

Employ professionals

Use a farm management consultant for financial and management expertise and also to act as a good facilitator. Use appropriate legal and accounting personnel. Consider the merits of sharemilker versus contract milker

Ownership structure / shareholding / voting rights

The ownership structure could be company, partnership, or trust. I prefer the company structure because of its flexibility. Shareholdings do not need to be equal but if they aren’t then voting rights need to be sorted out. Also consider taxation implications at the start.

Debt levels / risk levels

These are definitely related. As returns may currently be better than bank rates there may be advantages in being highly geared. Consider how the debt is structured  and how much is carried? Does the partnership carry the debt or do you? You may need to borrow against other enterprises. You will need to know what is the debt structure of the other partners involved?

Selecting a property

This depends on your objectives. Remember there is no such thing as the perfect property

Exit policies

Make sure you know what happens if you want to get out. You may not think it’s a big issue but when it happens you will find that it is easier to set the rules at the start. A company structure is best in my opinion for this. Have an independent valuation with first right of purchase to remaining shareholders and then others at discretion of remaining shareholders

Returns

Every property and every situation is different so it is really impossible to give an indication of what sort of returns might be achieved from an equity farming / syndicate proposal. 

A couple of examples of my clients are shown on the table below.


Initial equity
Average annual payout (%) 
Capital gain /year

Example 1

(Converted 1994)
$550 000
4.5%
9.3%

Example 2

(Purchased 1995)
$800 000
2.75%
16.6%

Example 3

(Purchased 1994)
$1 697 000
9.0%
7.2%

Example 4

(Purchased 1998)
$1 000 000
10.0%
40%

Looking back is no guarantee of what is coming up. Some of the return on investment figures I have done lately based on a 5% borrowing have shown the following:


Sharemilker
Manager / CM

Dairy area
7-9 %
14-15 %

Marginal delivery area
10-15 %
20-25 %

Conclusions

· There have been many successful equity partnership / syndicates partnerships set up 

       in Southland.

· People are Number 1.

· Planning is Number 2.

· Generally returns can be good given good structure and management - as with any 

  

    Investment.
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