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Introduction

Equity share-farming has a dubious success record. Our first venture into equity share-farming was less than successful and narrowly short of disastrous.

We could have decided at that point that equity share-farming was not for us. However, we look back on that as a major learning experience - learning what you should do, what you shouldn’t do - and how people react under pressure.

We now see equity share-farming as a viable alternative to sole ownership.

Positives and negatives of equity share-farming

Historically individuals or families have held New Zealand farm ownership. So why would someone give up autonomy and sole ownership of land for equity share-farming when there are some negatives:

· You lose total control

· You have to consider others

· Decision-making is slower

· Risk of incompatibility

· Maybe more difficult to exit

There are also some positive features:

· Access to scale

· Opportunities for hands-off farming

· Utilisation of combined skills

· Good pathway for farm workers to progress to ownership

· Social aspect

On balance it would appear the positives and negatives cancel each other out. Quite simply, equity share-farming will not be for everyone. If you are not comfortable with it - don’t do it.

For those of you who do want to give equity share-farming further thought let’s re-visit those negatives again. You need to ask yourself. How serious are the negatives?

Can the negative aspects be minimised? Can the negatives in fact be turned into positives?

You lose total control

If you are already perfect - this is a major problem. If you are less than perfect then depending on who your equity partners are it may be advantageous to have joint rather than total control. What really is the difference between owning a 200-cow farm and having a third share in a 600-cow farm?

You have to consider others

Instead of making decisions that only affect you or your family, the decisions you make may impact on your equity partners. If you select good, trustworthy and skilled partners with different skills from your own, then needing to consider others may in fact mean more balanced decision-making.

One of the equity share-farming companies we are involved in did a conversion four years ago on a block that nobody thought you could dairy on. It created its own unique problems. Physical, technical and risk factors.

One of the partners is practically strong - but technically not so strong. The other is technically strong with fewer practical skills. The skills I provide are different but complimentary to the other two partners. The decision making by a combination of three skill sets has resulted in better outcomes than if any one of us had made those decisions alone. Growth in a business usually means being able to do less yourself and a drop-off in performance. In this case the reverse has applied by delegation.

By involving smart people the potential negatives of having to consider others can in fact become a positive.

Decision making will be slower

Yes it will be.

By minimising the number of shareholders you will reduce this slow-down.

If geographically possible I strongly recommend monthly meetings (keeping minutes) - not too much of a problem over a bottle of wine or a feed of fish and chips. Having disciplined processes means the business is run more commercially than most individuals will run their own businesses.

There is a tendency for individuals, depending on their own particular interests (machinery, cars, good cows, new grass species) to look at their bank balance, see a few thousand dollars and satisfy their lust. Joint decision-making is a good discipline against compulsive spending. We cannot eliminate the negatives of slower decision-making but it can be minimised by good planning, and positives will be generated by better joint decisions.

Risk of incompatibility

This is always a risk, but you have some control over your risk by choosing whom you go into business with and the guidelines that are laid down.

Your marriage will be at risk if one party is dishonest or one party has unrealistic expectations of the other. The same applies to an equity share partnership.

Your relationship with your banker or accountant will not click if you do not have a policy of total disclosure and honour the commitments you have made. 

The same applies to an equity share partnership. 

Any problem with staff will normally come about by one party or the other not being totally honest or the two parties having a different understanding of what the rules of the game are. In other words, if you have two honest players and a signed-off set of conditions, the risk of failure should be small. Most of you will have employed people. It’s not their lack of skill that annoys you - it’s their dishonesty and attitude. Over the years we have employed some people with ordinary skills but they were quite tolerable as long as they were honest and tried hard.

Equity share partners with honesty and attitude, but with self-recognised areas of weakness, can be ideal for an equity share partnership. For example, a consultant can easily do feed budgeting.

In case of incompatibility, having a clear pre-determined pathway to dismantle your equity share farm is essential

Ability to exit

People generally go into equity share-farming with common goals and expectations.

Think back over your life in the last five years, situations change:

· People die

· People divorce

· People change life direction

· Other investments may interest you

· Neighbouring land may come up for sale

So, in my view not having a sunset clause in your equity share-farm is fraught with danger, because you do not know what the future holds. If you went into partnership with two other parties tomorrow, in three years time your life might be changed for a number of reasons If you then multiply those changes in your life by the number of equity share partners (as you have because their personal circumstances will also change) - you can see the need for a planned exit policy.

Set a rollover period where either:

· Everything is going well and the deal rolls over for another determined period.

· The whole project goes up for sale.

· One party is bought out by the others using a pre-determined methodology for 


   evaluation.

Should the equity share partnership wish to split up for any reason, but the timing is not right for selling due to the cyclical nature of our industry, this should not be an issue provided you are wanting to re-invest in dairying as you will be buying and selling on the same market.

Conclusions

In conclusion, I feel equity share-farming offers many options. In my experience the benefit outweighs the risks, provided:

· You operate under strict discipline

· You have clear, agreed pre-determined exit clauses

· You trust and respect your equity share partners

My tests for trust are:

· Would you send them overseas with your credit card?

· Would they ever lie to you on any issue?

· Would you trust them in bed with your wife?

Workshop summary for Lines and Townshend

Summary

Why?  Equity partners and/or company farming gives a better use of capital, pathway to ownership, risk sharing, scale and financial returns?

How?

· People, people, people. Who to choose, mix/skill level, flexibility, friends?

· Set clear objectives and have a management plan. It has to be clear to all partners 

               what the: stocking policies are to be, the financial targets, roles of the partners, and 




   the timeframe of the company.

· Use professionals.

· Ownership structure. Do you have a partnership or trust or company? Most common 

               is a  company as this gives clear guidelines of ownership and is easier to transfer 




  assets in  the future.

· Debt levels. Who has the debt? Does the individual carry the debt or the company?

· Selecting the property. This will depend on your objective but note there is no 


   such thing as a perfect property.

· Exit procedures. Set the rules at the start. Use independent valuations. Shareholders 




   should have first right to purchase from other shareholders and discretion of who 

               purchases those shares.

Negatives of equity farming
Positives of equity farming

Lose total control
Scale

People
Combine skills

Decision making is slower
Social

Compatibility
Off-farm investments

Exiting
Pathways to ownership

Discussion summary

· Three is an ideal number in a equity partnership as everybody gets a chance to have 


          their say and it is not too big that decision making is too slow.

· Partners should meet on a regular basis. Ideally once a month if possible. Need to

     review goals and direction of the company on regular basis.

· There may be opportunities for silent partners. It is important that the people who are

     doing the work are adequately compensated. It was noted silent partners are only

     silent when things are going well.

· The ideal is to have one person = one vote and not to work on shareholding. It 
important

     that decisions are made on logic and not who is the biggest shareholder.

Future challenges

· 80% of farmers at the workshop thought they would be in equity partnership in ten     

       years.

· Income protection and ACC to understand equity farming structures.
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