Equity Partnerships

Peter Ormsby

Farmer

My background
I started sharemilking in the Waikato with my brother, at the age of 16, milking 120 cows. At 23, my wife Margaret and I bought our first 100 acre farm south of Te Awamutu. Over the next 25 years we added to it twice and were milking 550 cows on 170 hectares when we sold in 2002. We moved to Ashburton to live in 2000.

In 1992 we went into our first equity partnership in the North Island. This was a very financially successful venture but with no proper business structure. We sold out of it after three years. This venture taught us a number of lessons that we would be able to call on in the future.

In 1996 with a new group of people we started Quintag Holdings Ltd at Ashburton. Now we are involved in nine equity partnerships throughout the South Island including a sheep and beef station in Northern Southland.

My key role for the partnerships has been as the Project Manager for the development of the farms. I have been asked to talk today about the lessons learned in equity partnerships.

Equity ventures
Equity partnerships provide quality investment by providing business growth that you can’t do alone. This form of investment is always saleable. For us equity partnerships have been a way to grow our business at a rate that would have been difficult to achieve on our own.

We believe in setting up companies to a high standard from the beginning. This is achieved by having a totally developed farm where all costs are capitalised at the start. By having capitalised all costs it allows the company to have a positive cash flow very early on and enhances dividends to the shareholders. It also means that the farms are producing at a high level in their first season with some achieving about 1400 kgMS/ha.

What we have learnt
Good partners

Partners don’t need to be your good friends as long as you are travelling in the same direction.

Going into business with people who have common goals in an enterprise having a sound business structure are among the biggest lessons we learnt from our experiences since 1996.

Having partners that are practical people brings a range of different skills to the company and is an integral part of our business. As an equity partnership employing a manager we are all able to have the same goals and objectives about the common business. We must act professionally with the best interest of the company at the heart while remaining objective.

In most cases our managers own shares in the company which creates opportunities for the partnership and can be a driver towards better cost efficiency. Management is a salaried position separate to shareholding.

To me good partners are people that are open to discuss all aspects of the business as a two way discussion. All issues must be fully discussed and a solution acceptable to all partners produced, this can sometimes mean everyone has to make compromises. To be good equity managers people must feel they have ownership but must remember they have partners who also need to have a sense of ownership for the right decisions to be made for the company.

It is important to use professionals such as bankers, lawyers and accountants to help with the operation of setting up the company.

Communication
Communication is paramount. We have six monthly company meetings with an agenda and minutes.

Regular actual cash-flows against budgets and monthly farm reports are an important part of the operation.

Everything must always be documented; this provides a safety net for partners and avoids any disagreements. A further skill is to conclude a plan where there are other people’s view points to consider. If we had to resort to a vote for a solution it would be very destructive for the partnership.

It is important that the company provides minority shareholders with security so that they will not be railroaded into a direction they oppose. This can be done by having a voting system where a unanimous vote is required where a change of direction for the company is involved e.g. buying more land. As soon as there is a vote someone is going to feel they have missed out. To thoroughly talk through an issue may take longer but if everyone compromises a little there need not be any losers.

Business structure
The robust ownerships give us a basic foundation for our whole business. While it may not be perfect it gives us all something to build upon.


We always budget carefully to avoid any hidden surprises and this in turn creates confidence and trust for partners, bankers and creditors. It also allows us to maximise potential shareholding.

The company has defined entry and exit clauses so that there is no need for a termination date for the company. The Heads of Agreement provide an operating guideline for the company structure.

Challenges


Equity partnerships have made us remain committed and focused in our business while creating opportunities for ourselves and for our managers to grow their business. For us it is about growing our business as well as doing better business with like minded partners. We all agree on business strategies so as to create value for the company.

Conclusion

Equity partnerships need extra effort to succeed and people have to be prepared to compromise to get what is the right decision for the company. It won’t happen by chance.

Workshop summary

Outcomes

· The Groundwater business and equity partnership philosophy

· Alignment of common values and goals

· Peter Ormsby comments on equity arrangements

· Business growth achieved at greater rate through equity partnership
Further discussion points

· How do existing partners increase their shareholding or exit business? Well defined and documented process, first sell back into company at fair value (determined by value appraisal or negotiation) or at a price realised on the open market. The miniority shareholder is protected.

· Can the managing partner increase share value, or use their equity to leverage outside opportunities? No, can buy share in the next opportunity. The company borrows as own entity.

· How do you keep the ship together in equity partnership? Have structure and documentation in place and by good communication.

Conclusion


Have same goals and values as partners, effective communication.
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