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Executive summary

The Farm Success Enabling Case Studies project was undertaken to provide red meat producers with
a series of case studies on ‘how to build your business’ to prepare for the various ‘exit strategies’
available, including farm succession and building of a successful business for sale. This was deemed
to be useful because in 2015-16 there were 52,130 broadacre farms.

e Of these there were:
o 19,770 (38%) with annual cash receipts of under $170,000.
33,980 (65%) with annual cash receipts under $400,000
18,345 (35%) with annual cash receipts over $400,000
3000 (5.8%) with annual cash receipts of $500,000 or greater (ABARES)

O O O

Because of the size of farms succession of a viable business is a reality for only a few (maybe 30% or
15,000) businesses. The underlying assumption is that farmers have three main aims:

1. Funds to enable retirement:
. Farmer may not want to retire;
e  Sufficient funds means choices.
2. Aviable farm for the child or children who want to farm:
e Ifany want to farm;
e  Viable may mean the next generation taking on considerable debt.
3. Sufficient resources for the non-farming children to be happy:
e Often a good plan is one where nobody is overjoyed but nobody is harbouring
resentment;
e A ‘Happy Family’ ensures the satisfaction of self-interest.

Before conducting the case studies, surveys were conducted through lawyers, accountants, bankers,
rural financial councillors and consultants. A total of 6,500 farms (12% of all broadacre farm
businesses business) were looked at. In addition surveys were conducted directly with farmers.

Thirty farm businesses were considered for the Farm Success Enabling Case Studies project. Nineteen
of these red meat farm businesses were approached, with sixteen studied in significant detail. In
addition to these Case Studies, 100 succession cases were also examined.

From the research, the following characteristics of successful farm business managers VS
unsuccessful were noted:

e |Intelligent leadership VS Autocratic, patriarchal behaviour.

e An absolute commitment and determination to achieve the three aims, Succession is at
the core, not an add-on. VS A belief that the big three isn’t achievable.

e A history of well thought out succession VS Poor history of succession.

e Progressive farm management VS Doing things the way we always did.

e Afocus on the customer VS What customer?

e The intelligent use of capital VS Using capital to support the lifestyle.

e Preparedness to go into debt and maintain low equity VS Totally debt adverse and
maintaining lazy capital in the business.
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o Deliberate strategies to woo stakeholders VS A strategy of keeping them off farm and
disengaged.

e Managing with humility and quietly going about your business VS Maintaining your
position in the family and society as somebody very important.

e A determination not to live like peasants VS A determination not to look like peasants.

e A common end game goal VS No agreement about the end game.

o Respectfully challenging advisors VS Threatening advisors.

In addition to the contrasting characteristics listed above, major findings include:

Most farmers don’t have an up to date succession plan;

Most farmers are reluctant to become involved in the succession planning process;

Many plans are incomplete or fail;

Conventional wisdom is that scale is a prerequisite to succession but the studies show that

P wnNhPR

scale is built to enable succession;
Only 22% of the minor study families achieved the three main aims;
Only 11% of the minor study families achieved the three main aims and an equal assett split.

Y

At the end of the project (Oct / Nov 2018) surveys were conducted with each of the case study
participants in order to measure participant uptake and knowledge from the case study series. In
addition to this, a survey was also sent to those that had read / made contact with Meridian
Agriculture about the Case Studies and those that have attended one of the two webinars that were

presented.
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1 Background

The Farm Success Enabling Case Studies project was undertaken to provide red meat producers with
a series of case studies on ‘how to build your business’ to prepare for the varies ‘exit strategies’
available, including farm succession and building of a successful business for sale. The study included
a series of 16 in-depth studies of family farming businesses that looked at the human, financial,
political and environmental risks and examined the decisions and strategies that directed the growth
which enabled succession or that rendered that business un-viable. The studies included eight case
studies which featured businesses which have successfully grown and evolved over three or more
generations and are set to carry on to a fourth generation, while the other eight studies feature
businesses that have not survived through the generations.

2 Project objectives

The following lists the project objectives as set out in the MDC Contract.

2.1 Case Studies

Development of 16 red meat producer case studies focusing on ‘how to build your business’ to
prepare for the various exit strategies available including farm succession and building a successful
business for sale.

2.2 MER and Communication Plans

Development and implementation of agreed communication and monitoring and evaluation (MER)
plans for the project and integration of outputs with other adoption and extension programs (see
Appendix 1 & 2).

2.3 Final Report

Delivery of final report detailing the projects process, its success/constraints, and recommendations
to MLA to assist with awareness, delivery and uptake of information within the red meat industry.

3 Methodology

3.1 Choosing the case study method

Before deciding to use the case study method surveys were conducted through lawyers,
accountants, bankers, rural financial councillors and consultants. As a result of these surveys a total
of 6,500 farm business, or 12% of all broadacre farm businesses, were examined. In addition, surveys
were also conducted directly with farmers.

The case study method was chosen after discussions with academics at the University of Melbourne.
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Thirty farm businesses were considered for the case study series. Nineteen of these farm businesses
were approached, with sixteen agreeing to participate. In selecting the sixteen businesses it was
recognised that some farming families manage to keep a viable farm in the family for generations
and keep the non-farmers in the family happy. Other families do not. The differences are contrasted
in the Farm Success Enabling Case Studies. Some of these case studies illustrate a business that
continues successfully over multiple generations, some don’t continue on in the same way, and
some don’t continue at all.

The case studies are based on intensive studies of sixteen, family owned, Australian farming
businesses, selected from a list of thirty businesses. The studies consider the approaches to
succession throughout successive generations. They contrast the attitudes, attributes and actions of
people within each business. Eight will continue, while the other eight businesses have been sold,
have remained in the family but are no longer viable, or have had significant changes in direction. To
protect the privacy of the participants and ensure anonymity, a letter of the Greek alphabet has
been used for the name of each family.

3.2 Interview process

Preliminary interviews were held by phone. These were followed up by a minimum of two, and in
some cases up to four, face to face interviews.

Following each interview the researcher sent a draft of the case study to the participants for review /
edit / correction.

The final version of both the full and summary case studies was sent to each participant for
approval. When approval was granted the summary case studies were uploaded to the Meridian
Agriculture website and notification was given to all participants that the summaries are available on
the website and the full case studies are available upon request.

The sixteen case studies all had differing circumstances which could be described by a tag line:

e They determined that they weren’t going to live like peasants and used their combined skills
to follow their passion.

e Being an only child helped, but with his father he built the business from a small farm to a
truly viable one and the eventual division of family assets amongst his three children will be
40/30/30

e The farm was split in three successive generations. For it to remain viable it needed to avoid
further size reduction. There are four children. The family confronted the issues and the split
is 79/7/7/7.

e The start was modest, we share farmed, worked off farm, invested off farm. The seven
children were brought up to expect no handouts. They play together and they have stayed
together. The two who farm own the business and some of the land. Most of the others still
share in the landownership and want to keep it.

e  Without a succession plan the farm would have been sold. Who would invest in a business
with no future?

e After the lean years after wool crashed the shareholders threw down the gauntlet to the
directors. Perform or we sell. The business was turned around, several off farm investments
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were made (unsuccessfully at first) and family members were encouraged to spend time on
and enjoy the properties.

e The farm was halved, then again and then again. The current owner and his brother revered
the trend and have now split with a viable business each. Over a 20 year period the Mu
family has achieved a 14% return to capital.

e Their Grandfather set up the two brothers. The brothers just kept buying more land. Their
sons this generation then had to pay for it. More expansion, poor prices and some droughts
didn’t help. But they were nothing compared to the Swill Franc loan. They borrowed one
point five million and paid back three.

e A strong history of succession done well and brothers, with complementary skills, working
well together to build the business, under pins this business well.

e They inherited a farm which had been successively cut up through five generations. The
business wasn’t viable but as stewards they handed it on to the next generation.

e He was given no choice and was burdened with the family expectation that he should carry
on. But he wanted to give his children room to do what they want. So he and his wife
decided to sell the entire seed stock operation.

e His grandfather, in order to uphold his position in the community, funded his lifestyle by
selling a part of the farm whenever he was short of cash. In addition the old man was
dictatorial and pushed his family away only to recall one member when in old age he
couldn’t manage the place.

e The company battled drought, government, price crashes and each time got back to profit.
But when the family lost interest and then lost control of the board, they lost the company.

e They wanted to keep farming but it was unrealistic. There were too many shareholders as
the shares were handed on from generation to generation. The sale was clever and the
business was sold with the value paid for the intangible assets. A family member has
remained as manager for the new owners.

e The three brothers took the business from 3000 to 13,000 in one working lifetime. But they
spent 20 years and hundreds of thousands of dollars arguing about whether to break it up.
The legal and accounting costs were enormous.

e They thought they had succession sorted. The family member who wanted to farm is smart,
industrious, works hard, was suitably experienced and educated so he got the job and some
of the land. Then he changed his mind.

3.3 Webinars

Two webinars were conducted. The first to publicise the findings of the case studies and the second
to encourage producers to consider ‘Where to from here”.

3.4 Follow-up surveys

At the end of the project, in October and November 2018, two surveys were conducted, the first
with case study participants and the second with webinar attendees. The results of the surveys are
discussed in section 4 of this report.
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4 Results

4.1 Case Studies

As part of the Farm Success Enable Case Studies, Meridian Agriculture has produced 16 summarised
word versions of the case studies. The summaries have been provided to the MLA Donor Company
and are publically available on the Meridian Agriculture website.

In short the results of the case studies can best be described by comparing business success with
business failure.

The business success is measured against the stated aims of each family. In most of the case studies
the family aims are to; ensure sufficient funds to retire, to hand over a viable farm, and to ensure
that all members of the family are happy. The aim has been to share the family wealth as near to
equally as possible whilst achieving the three previously mentioned aims. Each family was given a
letter of the Greek alphabet as the family name.

In one case, the Rho family, the viability of the farm took precedence over the near equal
distribution, and that has been accepted by the family concerned.

The Lambda study demonstrates a successful business growth strategy, with growth achieved while
maintaining the enterprise mix. The business is now jointly owned and managed by two brothers,
and most of their siblings are joint owners in a portion of the land. There are mechanisms in place to
ensure that, if in future, any do want to sell, both a valuation and the timing can be agreed.

Other businesses have growth strategies which have included the development of a bull breeding
business (the lota family), significant off farm investment (the Mu family), brothers working together
and building on their individual strengths (the Epsilon family). In the Sigma family brothers
aggressively bought land and left it up to the next generation to pay for it. It nearly ended in failure
when they borrowed heavily off shore.

Delta and Epsilon had similar histories. In the Delta family, which is continuing, the brothers agreed
on the end game and the family split was easy, however in the Epsilon family it was hostile and led
to business failure.

Table 1 below, contrasts a series of attributes which were common to businesses that were
continuing, with those that are not or are no longer viable (not continuing).

Table 1: Contrasting Attributes of Continuing and Not Continuing Businesses.

Business continuing Business not continuing
Intelligent leadership Autocratic, patriarchal behaviour
A history of well thought out succession Poor history of succession
Progressive farm management Doing things the way we always did
A focus on the customer What customer?
The intelligent use of capital Using capital to support the lifestyle
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Preparedness to go into debt and maintain low
equity

Totally debt adverse and maintaining lazy capital
in the business

Deliberate strategies to encourage stakeholders

A strategy of keeping stakeholders off farm and
disengaged

Managing with humility and quietly going about
your business

Maintaining your position in the family and
society as somebody very important

A determination not to live like peasants

A determination not to look like peasants

A common end game goal

No agreement about the end game

With the stated aims for each family identified previously, the case studies have helped to debunk
some common truisms within the industry. Some of these include:

e Get big or get out — could be replaced with ‘get efficient or get out’. The Sigma and Tau family
studies identified that an undercapitalised small business will not become more inefficient
simply by increasing scale before it has achieved efficient use of capital. Similarly the lota and
Lambda family studies showed that the efficient use of capital can fuel expansion.

e You cannot fund retirement, pass on a viable farm and treat your children equally (the three
aims) — as identified in the case studies of the Mu, Upsilon, and Epsilon families, the three
aims of the family can be achieved by: starting at an early age to build the business; handing
over to the next generation early; encouraging family members to earn off farm income; and
using all the relevant skills and talents of family members to achieve agreed goals.

o Keep the family capital in a block - The Theta study shows that whilst maintaining the capital
in a block may give growth if the family grows (in number) faster than the capital grows (in
value in real terms), eventually the asset will have to be sold or some of the shareholders
bought out.

e Maintain 80% equity — As was demonstrated with the Mu family study, 80% equity is an
indication of ‘lazy capital’. The equity has mostly been between 60% and 70%, and an average
return on capital of 14% per year has been achieved over the last 20 years.

With these in mind, let’s further examine some important contrasts of continuing and non-continuing
businesses within the case study series:

Control of the Board and Shareholder engagement: The case studies highlight the importance of
keeping control of the Board and ensuring shareholders are engaged. Two families, in the farming
business since the 1800’s, employed people from outside the family at a senior level. The Beta family
relied heavily on external advice and consequently lost control of the Board, the family became
disenchanted and the business was sold. In contrast, the Pi family kept control of the Board, and
ensured family members had a keen interest in the business. The Pi family business is thriving.

Team work & involving the next generation: The case studies serve to highlight the importance of
working together as a family unit to grow the business, and involving the next generation early on to
ensure smooth succession. The lota family business started small and now supports eight people
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including four members of the founding family. In contrast, the Zeta business started as a large
business, but has shrunk and is now requires off farm income to rebuild infrastructure and support
the family. The principle in the Zeta family was autocratic in his leadership style, and the next
generation were chased away.

Agreement on the end game: In succession, it is important that all family members agree on the end
game, and are happy with the outcomes of succession. Contrast two sets of brothers who farmed
together from an early age and their approach to succession. The Epsilon brothers used their
combined talents so the inevitable split would be orderly and advantageous to all. ‘It took about an
hour to agree’ and each member of the family got what they wanted. In contrast, the Delta brothers
took twenty years of argument to eventually agree to appoint a liquidator to sell and distribute the
assets. The family lost about 40% of its wealth in the split, and no one got what they wanted.

In addition to this, the 16 full length case studies have also been finalised and provided to the MLA
Donor Company. Anyone interested in attaining a copy of the full length studies has been advised to
contact Meridian Agriculture and the full studies will be made available.

A copy of both 16 Case Study Summaries and 16 full length Case Studies can be found in Appendix 3.

4.2 Business Edge Case Studies

As requested by the MDC, Meridian Agriculture completed five Business Edge case studies. A copy of
the 5 Business Edge case studies can be found in Appendix 4.

4.3 Case Study Communication Activities

An important component of this project was getting the word out around this project and its key
outcomes and leanings. Consequently a number of communication activities were undertaken
throughout the life of this project.

4.3.1 MLA Feedback Magazine

As part of the project Meridian Agriculture was obliged to provide four articles for the MLA Feedback
Magazine. After discussions with the Feedback team, at their request this was reduced to two. One
of these was contributed directly by Meridian Agriculture and the other through interview of a case
study participant by a member of the Feedback team. A copy of the articles can be found in
Appendix 5.

4.3.2 Social Media

Throughout the life of this project Meridian Agriculture has been active in promoting the case
studies quite heavily on social media. The social media campaign was run over a nine month period,
generally focusing on one case study each week, including a generic image with key learnings,
guotes and points from the studies. Posts were shared on both the Meridian Ag Facebook account
(@meridianag) and the Meridian Ag Twitter account (@Meridian_Ag).

The Social Media campaign proved quite popular and while not all posts and tweets reached targets
as set out in the MER Plan (300+ people/impressions per post/tweet), the posts did gain a large
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number of impressions, likes and re-tweets/shares and were effective in driving the audience to our
webpage where the studies were housed.

For the full list of social media posts that have been released and their reach, please see Appendix 6.

4.3.3 Media Outreach - Press Releases

It was stipulated in the MER plan that quarterly press releases would be developed for this project.
Unfortunately no press releases were released during the life of this project. MLA Comms limited the
press releases to coincide with Feedback and the Webinars.

4.3.4 Website

A website page was created for the Farm Success Enable Case Studies on the Meridian Agriculture
website on 22" June 2017. Over the life of this project, this website page has received over 2,600
hits (or views). This number is well above our target of 500 views as outlined in the MER plan.

A copy of the summary Case Studies and other media articles are available on this page for target
audiences to download and read.

To view the webpage, please visit - http://www.meridian-ag.com.au/farm-succession-webinars/

4.3.5 Newsletter Articles

There have been three articles circulated in the Meridian Agriculture Newsletter. The Meridian
Agriculture Newsletter is sent to our clients via Mailchimp to approximately 600 clients. In addition,
there articles are placed on the Meridian Agriculture website for download. A copy of these articles
can be seen in Appendix 7.

In addition Rennylea also promoted some of the material from the Case Studies in two of their
Quarterly Newsletter. For a copy of these articles, please see Appendix 8. Rennylea print 2,400
copies of their Newsletter, of these 2,150 are mailed and the remaining are distributed organically.
An additional 25 copies are sent overseas in a PDF format, while the Newsletter is also available to
be downloaded on the Rennylea website. Lucinda Corrigan (Rennylea) also advised that she has
some good feedback regarding the article.

In addition, Mike also wrote a series of articles for the Murray Dairy and Charles Stewart
newsletters. See Appendix 9 for a copy of the article that appears in their Spring 2018 Buying Guide.

4.3.6 Videos

As per discussions with MLA, it was decided to not to produce a series of videos for this project.

4.3.7 Events

As per the MER Plan, Mike was to deliver and discuss the case study project at a minimum of two
workshops or seminars (with 25-100 attendees). In addition to delivering the two webinars, Mike
has attended the following conferences and workshops, delivering information on the key messages
and outcomes from the succession studies:

e BetterBeef Workshop — Hamilton — 22" Jun 2017 — 110 people in attendance.
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e Marcus Oldham College Real World Seminar — 30" Nov 2017 — 80 people in attendance.

e White Suffolk Conference — 13" Feb 2018 — 90 people in attendance.

e Rural Financial Counselling Service (two workshops, one public (70 attendees)and one for the
Counselling team (I5 attendees) — 28 - 29" May2018

e North Central CMA 16 attendees,

e Marcus Oldham College Leadership Program — June 2018 — Approx. 45 attendees

e Rural Financial Counselling Service Bi-Annual Conference — 30 August 2018, Adelaide —600
attendees

e Commonwealth Investment Corporation Board presentation ( October 25" 2018)

e Bendigo Bank workshop —9 November 2018 — 80 attendees

Mike also has the following succession speaking events planned for the remainder of the year:

Marcus Oldham College Real World Seminar — December 2018 80 attendees expected

4.3.8 Webinars

As per discussions and correspondence with MLA, Mike delivered two webinars as part of the Farm
Success Enabling Case Studies. Mike delivered the first webinar on 10" April and the second on 8
May 2018. The details of each webinar are included below. Each webinar was recorded and the
YouTube links were posted on the Meridian Ag website following each webinar for those who were
unable to make it on the day or are after more information.

Webinar 1: Succession planning — dos and don’ts from the people who’ve been there and
done that.

Time & Date: 1pm NSW time, 10 April 2018
Registered: 130 people registered for this event.

Online: Up to 80 people attended the webinar on the day. As per our
Communications Plan we had aimed to attract minimum of 30 participants.

For full details advertised for Webinar 1, see Appendix 10.
Webinar 2: Succession planning — what to do when you don’t know where to start
Time & Date: 6pm NSW time, 8 May 2018
Registered: 120 registered.
On Line: again, up to 80 attended.

For full details advertised for Webinar 1, see Appendix 11.
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4.3.9 Brochure/information leaflet

A two page flyer was been created that describes the subject, steps taken and key messages from
the case study series. The flyer was developed and approved by the MDC for circulation. A copy of
this brochure is available on the website — a copy has also been included in Appendix 12.

4.3.10 Co-operating organisations

As per the communications plan, the details of the case study series and a copy of the summary case
studies have been circulated with the following organisations:

e Ag Institute Australia (the national professional body of Ag Scientists and Ag Consultants);

e Marcus Oldham Farm Management College (to its alumni nationally);

e Northern Australian Beef Research Council (NABRC);

e Southern Australian Meat Research Council (SAMRC);

e West Australian Livestock Research Council (WALRC);

e NSW Rural Resilience Program;

e Monaro Farming Systems;

e Tablelands Farming Systems;

e Holbrook Landcare;

e Birchip Cropping Group;

e Meridian Agriculture: list of farmer clients (400 approx.); plus our communications - Twitter,
Facebook & our company website; our consulting team (from Longreach to Casterton).

e Meridian Agriculture also has a strong connection with Best Wool Best Lamb and Better Beef
Networks.

e Banks (NAB and CBA through individual Senior Managers)

e Rural Financial Counsellors networks (currently four);

e Country Women'’s Association (45,000 members in over 1800 branches); and,

e Country Education Program in Victoria.

4.4 Surveys

4.4.1 Case study participant survey

At the conclusion of the project, all 16 case study participants were asked to complete a survey
which highlights how their participation in the studies changed their understanding and knowledge
of succession planning. The survey consisted of 12 questions and a copy of the full results can be
found in Appendix 13.

A snapshot of the results from this survey is included below:

e Onascale of 1 (being negative) and 5 (being highly beneficial), 40% of respondents rated
their involvement in the case story series as highly beneficial (5) and 53% of participants
rated their involvement as beneficial (4). In addition, some comments from respondents
were as follows:

o Helped the development of our succession plan.
o The varying approaches to farm succession planning was informative.
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e Overall, on a scale of 1 (being not helpful) and 1 (being very helpful) 25% of respondents
rated the case study series as being very helpful (5) and a further 50% rated the series as
being helpful (4). In addition, some comments from respondents were as follows:

o The information is a useful guide to families considering succession planning and
how to avoid pitfalls.

e  64% of respondents noted that their understanding of succession planning had changed
since taking part in the case study series. Some of the details on how their understanding
has changed are included below:

o Act earlier rather than later, involve everyone where possible.
o There is no 1 template to follow, it must be worked through for each family and they
will be different.

e Figure 1 below highlights the attributes, attitudes and skills that have enabled some
businesses to continue and present a successful succession plan as ranked by the 16 case
studies. In addition to these, the following suggestions were also made:

o Share the decision making early.

o Don’t leave out the ‘daughter in law’.

o There are a number of influential external issues that constrain the boxes above, i.e.
drought, debt, management style, etc.
| think all of the above have relevance in succession planning procedures.
Leadership from a family member that oversights and owns the process and takes
responsibility for its progress.

Figure 1: Attributes, attitudes and skills that have enabled some businesses to continue and
present a successful succession plan

Open and honest communication with all
family members

A willingness to ‘hand over the reigns’ to the
next generation

Involving the next generation from a young
age

Increasing farm size
Investment off-farm

Stewardship within the family

Seeking advice (from external professionals)

Keeping family members and shareholders
engaged

Other (please provide details)
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e Figure 2 below highlights the major road blocks to succession as ranked by the 16
participating case study businesses. In addition to these, the following suggestions were also

made:
o
o

Lack of leadership from senior generation — what do the parents need?

Inward looking management. Some of the worst cases we see are farming families
that don't understand the wider context. Stick to long cherished views without the
ability to challenge and change.

Personal relationships within the family. Not all families can get on or trust each
other.

Figure 2: Major road blocks to succession

Lack of communication within the family
Unwillingness to ‘hand over the reigns’ from the
Uncertainty from the younger generation
Limited resources to share within the family

The high cost of land, stock and plant

Lack of direction and vision for the future of the

older generation

business

Losing control of the Board

Other (please provide details)

e 92% of respondents identified that their involvement in the case study series was helpful for
future planning. Some of the following comments were made:

O

The information in the case studies can be used, not only in farm succession
planning, but in dealing with setting up inheritances within non-farming families.

We shared the findings with our clients through a written newsletter to 2,300
people. We had significant feedback on the usefulness of the information. For
families that are 'stuck’ this can be quite confronting.

Our involvement in this case study allowed our family to review the past, plan for the
future, and find a way to implement the plan, which looks like been in a successful
way.

e The following described changes to the succession plans since their involvement in the case
study series:

e}

O

Starting succession conversations earlier. We have also restructured the Trust
structure to better facilitate the next generation.
Asset and ownership of property has changed.
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o Clearer about the steps, e.g. Removing one member of the family from the trading
company. Separation of the issues of the trading company (livestock and plant and
equipment) versus the ownership of land. Schedule of steps clear.

4.4.2 Case study audience survey

At the conclusion of the project a survey was sent to all those that attended the webinars and who
were sent a copy of the survey, or made contact with Meridian Agriculture, regarding the case
studies. The survey consisted of 19 questions and a copy of the full results can be found in Appendix
14.

A snapshot of the results from the 20 respondents to the survey are included below:

e Of the 20 that completed the survey, 30% of the participants had read all of the case studies
and a further 40% had read a few.

e Overall, on a scale of 1 (being not helpful) and 5 (being very helpful) 21% of respondents
rated the case study series as very helpful (score 5) and 50% as helpful (score 4).

e Of the 7 respondents (who answered this question) and participated in one or more of the
webinars, on a scale of 1 (being not helpful) and 5 (being very helpful) 29% of respondents
noted that the webinars were very helpful (score 5) and 45% as average (score 3).

e On ascale of 1 (being not important) and 5 (being highly important) 47% of respondents rate
succession planning as being of high importance (score 5) and a further 47% rate this as
important (score 4). Included below are some comments from respondents:

o Critical to allow planning and implementation of strategies on farm. How do you
move forward decisively with farming if the uncertainty of not knowing what the
ownership and management of the asset will be has not been dealt with?

o Il'would like to pass the business on so | have rated it as important.

e Figure 3 below shows the results from respondents when questioned — as a result of the
Case studies and surveys, have you adopted a succession plan for your business. While 47%
of respondents did not have a plan, 24% have now commenced a plan and 11% now have an
advanced business plan in place.
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Figure 3:

W0
B0
B0%
0%
- -
0%
The business
alroady had a
swooession plan
in place

ANSWER CHOICES

The business already had a succession plan in place

The business hags now commanced a succassion plan

Answenad:

The business
has now
commenced a
sucoession plan

The business has an advanced slage sucosssion plan in place

Mo, B businass does nol ave a sucoesgion plan

TOTAL

Respondents that have adopted a succession plan

Skippad: 3

The business
has an advanced
stage succession
plan in place

Mo, the
business does
not hawve a
succession plan

RESPONZES
17.65%
23.53%
11.76%

47.06%

17

The following includes some key messages that the survey participants learned from the case
study series and/or attending the webinars.
Not always fair, must keep pushing hard
Every succession plan is different and they be changed - they are not set in concrete.

O

O O O O O

o
o

O

Start early. Being fair might not mean being equal
Involve all key stakeholders in the decision making
Input is required from a variety of professionals.

Invest off-farm, have shareholder agreements with buy-sell agreements, fair is not
necessarily equitable if everyone is happy.

Plan early

Start churning ideas to match our needs
e The below graph (figure 4) highlights what respondents believe are the attributes, attitudes
and skills that have enabled some businesses to continue and present a successful plan. Other
attributes, attitudes and skills that were mentioned are also included below:

o A caveat on seeking advice - the key is finding an advisor that can work with the
personalities in the business and listen rather than tell.
Possibly invest off farm.
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Figure 4: Attributes, attitudes and skills that have enabled some businesses to continue and
present a successful plan

Open and honest communication with all...

A willingness to ‘hand over the reigns’ to the...
Involving the next generation from a young age
Increasing farm size
Investment off-farm

Stewardship within the family

Seeking advice (from external professionals)
Keeping family members and shareholders...

Other (please specify)

e The graph below (figure 5) highlights what respondents believe are the major road blocks to
succession. Other road blocks that were mentioned by participants include:
o Fair does not mean equal!
o Family politics, distribution of assets in wills to numerous siblings and uncertainty
around their intentions (i.e. communication).
o The unknown of the swags future.
e Since reading the case study series and / or joining one or more of the webinars, the 61% of
respondents have changed their approach to succession (see Figure 6).
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Figure 5: Respondents that have changed their approach to succession since their involvement
in the case studies and webinars

WO

B0%:

0%

0%

Angwerad: 13 Skippad: T

Yes Mo

e The following describes the changes participants have made in their approach succession
planning:

e}

O O O O

O
O
O

Broad advice, open dialogue and communication, take time, look forward, consider
non binary options.

have not yet approached it

The need to engage all parties early in the discussion. Open communication.

Getting in expert help earlier in the process.

Mainly more determined to progress succession planning. Proposing to family use of
a facilitator. More involvement and respect for views of upcoming generation.

My thoughts have cleared somewhat.

Given higher priority.

Asked them to watch the webinar and think about what has to be done.

e Below are comments from some of the participants who have not changed their approach to
succession planning:

@)

Too far already down the chosen path, NEVER use a bank's team of succession
planners!

There is not a lot | can do until dad comes to the table and is committed to the process
We started our process a long time ago and much of what is now have already in place.

5 Discussion

5.1 Inferences and insights from the data relative to previous research

The pre case study work confirmed that most farmers do not have a succession plan and most

broadacre farm businesses do not have sufficient scale for succession of a viable business to be a

reality. The case studies contrasted the attributes of the successful (continuing) businesses with

those of the businesses which are not continuing or are no longer viable. The case studies and the

subsequent minor case studies clarified some ‘conventional wisdom’ including the notion that scale
is necessary for succession. The case studies showed that the aim of succession drove the

determination to build scale. The end of study surveys with case study and webinars confirmed that
the majority had paid insufficient attention to succession planning. They also confirmed the need to

start building the business and planning early.
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5.2 Practical implications for industry

The first practical implication for industry is that building a business to have the scale to enable
succession is a long process which takes considerable time, effort, skill, dedication, energy and
commitment from all family members involved.

The second is that although it may be too early to plan succession for unborn or very young children,
it is never too early to build the business to allow succession planning.

Other practical applications include using a team of professions to assist with succession, involving
the whole family with the process and accepting that there will be hurdles or obstructions which
create difficulties in turning the plan into action.

5.3 Unanswered questions and recommendations

The recommendations fall into the province of Government rather than industry.
These include:

e Increasing the financial literacy of farmers by increasing the Farm Management Accounting
literacy of accountants.

e Lifting the turnover and net asset limits for Small Business CGT Concessions.

e Allowing Farm Management Deposits (FMD’s) to be held by Trusts and Companies.

e Allowing family members working off farm to direct their salary through the farm accounts
and into FMD’s provided the money was used as part of a succession plan.

e Developing a register of Succession Planning Accredited professionals.

e Providing tax incentives for farmers to use Accredited Succession Planning professionals.

5.4 Draft Extension messages.

e Thinking succession? Start now.

e Don’t worry about a succession plan, start planning for succession.
Build the business to ensure choices.

Make your investment work and don’t tolerate lazy capital.

Make sure you understand the profit drivers in your business.
Work with a team of Succession specialists.

o Keep the family involved.

o Keepatit.

5.5 Improvements in project delivery

The project delivery could have been improved if more of the participants had been willing to
divulge more detailed financial information and been prepared to be identified. However the
sensitivities around sharing financial information and personal family situations was a barrier to
individuals agreeing to be identified.

The method of interview, report back, discuss, refine and write worked well but the early drafts
were too wordy and in some cases too ‘folksy’. In an attempt to capture the personality of the
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subjects the researcher allowed the early drafts to be far too lengthy. Discussions with MLA which
provided direction to the researcher to bring the drafts back to an acceptable length were helpful.

The financial case studies would have been of greater use if a template outlining the MLA
requirement had been provided.

It would have been beneficial if the researcher had a better and earlier understanding to the
requirements of the MLA MER and Communications requirements.

6 Conclusions/recommendations

6.1 Future R&D

Future R & D to increase the number of farmers who build their business to plan for succession and
develop a succession plan could investigate sociological aspects of the family in business and
generational interaction. In cases where there is no successor, investigations could be centered on
the relative importance of family relationships, the image of farming, the social isolation, and the
capital constraints.

At the extension end of the R D and E continuum initiatives could include:

e Enhancing the financial literacy of farmers:

o One approach is to enhance the understanding of the requirements of Farm
Management Accounting. Many accountants provide taxation accounts which are
useless in supporting farm management decision making. In most cases with minor
additions, new calculations at a slight increase in fees tax accounts could become
useful.

o Asecond approach is to deliver the Young Farmer Business Boot Camps, which have
been very successful in Victoria, across all States.

e Understanding the blockages which inhibit farm business growth.
e Understanding the blockages to farm succession which include:
o The scale of the business;
= Many are too small.
The belief by the business owners that succession of a viable business is possible.
The lack of a successor:
= In some cases the next generation has no interest in farming.
= |n other cases the possible successor or successors have left the farm
because of difficult personal relationships or an unsatisfactory employment
relationship while they were on farm.
o The desire of the business owner:
= Some people see the farm as their superannuation to be sold to provide
funds for retirement.
The threat of legal action.
The threat of legal action is very real in some families but the structures which need
to be put in place to mitigate against it are often complicated and expensive.
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Some areas of government policy, if changed, could assist farmers in building their businesses. These
include:

1. Accept that high quality analysis and advice about farm succession decisions is in short
supply and:

e Develop a register of succession professionals (as with Whole Farm Planning);

e Appoint part time succession expert Rural Financial Councillors;

e Provide a better than 1 for 1 tax incentive for approved plans;

o For the plan to be approved the farmer would need to meet agreed criteria.

2. Remove the restrictions on FMD’s to allow family companies to hold them and;

e  Further lift the individual limit of FMD’s;

e Allow off farm income, used in succession to be included as part of the farm income.
3. Support programs which improve financial literacy including:

e Programs which encourage accountants to provide farm management accounts

e Programs such as the Young Farmer Finance Boot Camp.
4. Actively support community debate around the meanings of fair, equal and equitable.

NOTE: Foreign/sovereign/domestic fund investment is a two edged sword in relation to succession
and any policies which interfere with/control the free market will have negative consequences for
some family farmers and positive consequences for others.

7 Key messages

In order to increase the percentage of properties which remain in the ownership of a family for
several generations farmers will need to:

e Believe that succession is possible.

e Have a successor.

o  Work with the family to build the business to enable succession.
e Develop a succession planning team

e Develop a succession plan.

e Be prepared to adapt and modify the plan.

The likely social benefits will be derived from family members having certainty about the future.

The likely economic benefits include arresting asset decline which occurs during a rundown phase in
a farm where no succession is planned.
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9 Appendices

9.1 MERPlan

MER PLAN

PSH 0827 FARM SUCCESS ENABLING CASE STUDIES

KRA: By June 2018, through a series of case studies conducted with Australian red meat production businesses which are family owned
and managed, demonstrate how businesses (and the families who own them) have been managed and can manage in the future to
build wealth to enable succession through successive generations.

Key business driver (metric being examined):

o Development of ‘Road Maps’ to enable viable businesses to be passed to successive generations

Evaluation level

Generic Performance Measures

Project Performance Measures

Evaluation Methods

Inputs — What did
we do?

Describe the
planned and
expected inputs
involved in your
project, including
funds, resources,
development &
projects structures

e Number of producers involved in
case studies and the family
situations

e Investments from MLA and other
parties (cash and in-kind
contributions) and what was
purchased — professional time,
project inputs

e Evaluate 30 candidate
businesses/producer families as part of
the success enabling case study series

e Interviews with 20 businesses/producers
completed. The sixteen selected
businesses are situated in mid and
southern NSW, the Rangelands and SE in
South Australia and throughout Victoria.
All are family owned and all have been run
by that family for at least three previous
generations. Businesses will be a mix of
beef and sheep enterprises. Stock
numbers range from 2500 DSE (Alfa) to
1,860,000 DSE(Beta @12)

e A short summary of the 30

businesses considered

e Thorough record of all

interviews and meetings
conducted with the 16
businesses, including
transcripts of the interviews.

e Provision of publication

ready: case studies x 16, 5 x
Business EDGE studies, four
x three minute videos, and
other communications
materials as detailed below.

e Financial reconciliation of the

project and all reports




P.PSH.0827 — Farm Success Enabling Case Studies

e Funds: $103,425.66 from MLA Donor
Company.

e Funds: $103,425.66 from Meridian
Agriculture.

submitted to MLA on time
and approved by MLA

Outputs - What
did we do?
Describe the
outputs
planned/expected
from your project,
including
engagement
activities &
products from
demonstration sites

Outputs from case Studies (e.g.
successful in creating a viable
farming enterprise for the next
generation, or not successful in
creating a viable farming
enterprise for the next generation)
Media events/outputs

e Provision of 16 summarised (300-500
words) word versions of case studies that
are publication ready

e Provision of 16 full length versions (2,500
words) — eight of these businesses will be
continuing and the other eight will be
businesses that have discontinued for are
no longer viable (8/16 case studies are
likely to be anonymous).

e Five Business Edge case studies
(publication ready) for inclusion in
Business Edge program (three of these
will be written around succession
planning)

e Four x three minute videos (publication
ready) that summarise and examine four
agreed broad situations

e Conducted a webinar in conjunction with
MLA to promote the project results and
recommendations to producers,
researchers, extension officers and
consultants (minimum of 30 participants to
join this webinar)

e Submission of a PowerPoint presentation-
short and sharp to summarise the key
findings, information and
recommendations

e Submission of milestone reports, including
final milestone report

Communications activities:

Interview data from case
study interviews included in
milestone reports

500+ hits recorded during the
project life on the dedicated
Case Studies projects page
on Meridian Ag website
Feedback recorded from the
website and social media
activities

During the life of the project
300+ people/impressions per
post/tweet recorded from
sharing of publications and
case study stories on
Meridian Ag Facebook &
Twitter accounts

A minimum of two events
held with a target audience of
between 25-100 people
each.
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Delivery against the MLA approved project
communication plan including:

e Provision of a lead story to introduce the
project and two articles based on the case
studies for use in MLA communication
channels, social media activities

e Delivery of succession presentation at
producer events, including information on
case studies

Changes in
knowledge,
attitudes and
skills - How well
did we do it?
Describe the
changes in KASA
that you are
planning to
achieve.

Change in
knowledge/attitudes/skills of the
participants in case studies before
and after the project

Experience of producers involved
in succession- extent to which
they found the project valuable

The 16 businesses involved in the project will
be surveyed to measure whether they have a
better understanding of:

e The attributes, attitudes, skills and
knowledge which have enabled some
businesses to continue while others don’t

e The major road blocks encountered by
businesses and how they overcame them

e The contrasting actions, decisions,
mindset of the two groups of business

e Provisioning for retirement

e Provisioning or succession based on the
number of children and family situation

e The need to increase farm size to provide
for the family

e The diminishing value of the $ due to
inflation

e The interference by courts if the primary
vehicle for succession is the Will.

Case Study material from
people involved in the project
will be available on the
Meridian Agriculture website
Conduct follow-up
interview/survey at the end of
the project with the 16
businesses/producers
considered and measure
changes in and their
understanding of succession
planning

Practice changes
— Has it changed
what people do?
Describe the
practice changes
that you are
expecting to

Producer (core & observer)
practice relating to family
succession planning before and
after the project

The industry measures:

Succession plans adopted by an increasing
percentage (up to 80% of the 16 continuing
businesses) by 2020

The participant measures:

Survey through the co-
operating organisations as
listed in the communications
plan to identify industry
changes in the uptake and
implementation of
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achieve by the end
of your project:

Intent to change of the 16 businesses
involved in the case studies captured at the
beginning of the project and compared to
actual change at the end of the project
Intent of change for participants attending
events captured

The advisor measures:

We will measure advances in the plans of
the participants

succession plans (via Survey
Monkey).

e Conduct follow-up
interview/survey with the 16
businesses/producers and
measure changes in their
succession planning. They
will have either taken the
steps to continue or they
have not.

Benefits — Is
anyone better off?
Describe the
benefits that you
are expecting to
achieve as a result
of the project:

Benefits from outcomes
Project learnings, barriers/enablers
to adoption of succession planning

Participants will have benefited through
their involvement due to inproved
understanding of the succession process
and are refreshing/updating their
succession plans

The wider audience will have a series of
‘Road Maps’ for building their businesses
to enable succession

The barriers (i.e. size of business) to
succession planning are better publicised

e Captured through follow-up
interviews/suervery with the
16businesses/producers.

e The program is costing the tax
payer $104,000; the
cumulative benefit over the
cost is $180,590. As 5%
adoption of target farms, the
benefit over cost per farm is
$550 (see Appendix 1 for
details)

General
observations /
outcomes —Is the
industry better
off?

Potential impacts (practice change)
at the end of the project and well
after the project has concluded (12
months after) for the broader target
audience

The cost of inaction (see Appendix 2)

e The program is costing the tax
payer $104,000; the
cumulative benefit over the
cost is $180,590. As 5%
adoption of target farms, the
benefit over cost per farm is
$550 (see Appendix 1 for
details)
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Appendix 1: Evaluation

ABS estimates that there are 111,171 sheep and beef cattle businesses in Australia.
ABARES (2013) estimates that there are 53,300 broadacre farmers in Australia. Red meat producers are included in that category.

A Meridian Agriculture (2016) survey of Accountants, Lawyers, Farm Management Consultants, Bankers and Rural Financial
Counsellors, which reached into over 6,000 businesses, indicated that over half the 6,000 businesses surveyed did not have a
succession plan.

The 53,300 includes cropping only farms and corporate farm businesses. If we subtract an allowance of 10% for corporate and a further
10% for cropping only farms, the number of broadacre livestock family farms is around 43,000. If, like the sample of 6,000 farm
businesses, half of these farms did not have a plan to grow the business or a succession plan, that would make around 20,000 farm
businesses without a succession plan.

For some farmers selling the farm and retiring is the best option, however of these a proportion take that option because they have
been unable to build the business and envisage succession.

Typically the generational interval in a farm business is 30 years so, if it was the case that exits from the industry was distributed evenly
across time, in any year there would be around 650 businesses where transition occurs with a plan and 650 where it occurs without
one.

The MLA investment in this project is $104,000. A meta-analysis of returns to investment in agricultural R&D based on several thousand
investments found that the average return on investment in RD&E in agriculture is 10-12% (Hurley 2014).

It can be argued that the ‘Shelf Life’ of the results of this study about succession is ten years. If so, with the investment in year zero and
the benefits in the subsequent 10 years, then the required annual net benefits from the investment — the annuity — to earn 10% return,
is around $18,000 p.a. (see Table 1 below). Where could net benefits of this size come from? If 5% of the farm businesses each year
changed from not having a succession plan to having one, or improved a plan, the benefit required would be around $550 per farm
business each year over 10 years that implemented a succession plan influenced by this research.
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If 5% of the 650 businesses in one year moved to a plan, or produced a better plan and avoided each $550, the project will return its

10%.

If 5% of farm businesses in the target audience make improved succession plans, each year, as a result of the findings of this research,
where might $550 net benefits be found as a result of the research findings? For starters, this represents about two hours of a solicitors
time and a very short day for a SC. Legal bills of tens of thousands of dollars are common where no plan is in place. Meridian Agriculture

has a client (not a succession client) who has just won a succession dispute at a cost (for one side) of $1,200,000.

Table 1:
Year 0 1 2 3 4 5 6 7 8 9 10
Cost 104000
Benefit 18059 18059 18059 18059 18059 18059 18059 18059 18059 18059
Net benefit -104000 18059 18059 18059 18059 18059 18059 18059 18059 18059 18059
Cumulative benefit 18059 36118 54177 72236 90295 108354 126413 144472 162531 180590
NPV 0
Disc.Rate 0.1
no farmers 650

5% 35
$/farmer 550
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Appendix 2: the cost of inaction
The Chapman Eastway and Charles Sturt University report 2016, Australian Farming Families: Succession & Inheritance, shows that:

Businesses where owner retirement looms, will, over the next decade employ 7.9 million people and contribute approximately $500
billion in GDP (PWC, 2016) [This number is based on 157,000 farms]

Red meat farms without a succession plan will bare approximately 7% of the loss.
Full Extract:

Succession involves the transfer of leadership, managerial control and ownership of family and farming assets from one generation to another.
During the succession process, it is often difficult for farmers to reconcile the balance between treating children “fairly,” providing for their future
and maintaining a viable business which can lead not only to a reluctance to step into retirement, but to discuss succession at all. This reluctance
in combination with the net reduction in young farmers (those under 30) means Australian farmers are getting older. In fact, over half of Australia’s
farm owners are over 55 years old with the majority expecting to retire in the next 15 years.1 The potential tide of future sales posed by this
outflow presents a risk not just to owners themselves, whose valuations could be hurt in the supply of businesses for sale, but to the broader
economy. Businesses where owner retirement looms, will, over the next decade employ 7.9 million people and contribute approximately $500
billion in GDP (PWC, 2016). Given the scale of projected exits, multiple failed business transitions could have a knock-on effect in the wider
economy including increased job displacements, dampening innovation and compromising agricultural productivity. An estimated $400 billion will
be needed to support the structural shift in farm ownership over the next 40 years.2 A failure to plan for the growing number of retirees and
develop effective strategies for the transition of ownership and management poses a serious risk to the survival of those enterprises looking to
hand over assets to the next proprietor, be it family or otherwise.
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9.2 Communications Plan
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1. INTRODUCTION

Most farming families share the three aims of funds to enable retirement; passing on a
viable farm (if any of the next generation want to farm); and keeping the non-farming
members happy both now and in the future. These three aims can be described as ‘the

Project PSH 0827 Famm Success Enabling Case Studies will produce a series of case
studies (for use in a range of communications channels) of Australian red meat production
businesses which are family owned and managed. The studies will include descriptions of
the businesses from the human, financial and physical perspectives. The studies will
contrast the decisions, actions, aftitudes and attributes of the ocwner/managersifamily
members of businesses which will continue into and beyond the fourth generation, with
those which will not continue. Put simply they will show how businesses (and the families
who own them) have been managed to build wealth to enable succession through
successive generations.

An extensive literature review, conducted in preparation for this project, indicates that the
vast majorty of broad acre (sheep, beef, goats and cropping) farms are not viable and there
iz no prospect of the families who own and manage those farms achieving the trifecta (funds
to enable retirement, passing on a viable farm, and keeping the non-farming members happy
both now and in the future).

The case studies will provide examples of how businesses have succeeded and confrast
with those which have not. They will be drawn from a range of businesses including at one
end; very large, multi-family, multi-generation, multi-milion deollar, and at the other very
modest single family, single generation businesses.

The work to date has indicated that the issues are the same no matter what the size of the
business is.

2. THE HIGH LEVEL OBJECTIVE

The high level ohjsctive is to demonstrate that the trifecta is possible if the family sets out
over a long period to build the business. The primary question to be answered is: “what
strategies are required to enable the cument generation fo achieve the three goals of
farming, which are to retire, pass on a viable business and provide equitably for non-farming
children?” [Refermed in case studies as ['the trifecta’], or "How can the farm be kept in the
family?

Collectively the case studies will act as ‘road maps® which, in the case of continuing
businesses, show what they have done to make succession possible and confrast those
studies with businesses which will not continue. The case studies will be distributed through
the wide range of co-operating organisations which are listed in section 4.1.

2.1 High level measures
The most important measure is that the number of farm business owners who are
addressing the issues sumounding building the business to enable succession, in particular
the capacity to remain viable, increases.

A full explanation of the evaluation is described in the accompanying MER plan. An extract
appears below:

Project PSH 0827 Farm Success Enabling Case Studies
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It can be argued that the ‘Shelf Life’ of the results of this study about succession is fen years.
If 50, with the investment in year zero and the benefits in the subsequent 10 years, then the
required annual net benefits from the investment — the annuwty — fo eam 10% refum, is
around $18,000p.a. (see Table below). Where could net benefits of this size come from? If
5% of the farm businesses each year changed from not having a succession plan fo having
one, or improved a plan, the benefit required wouwld be around $550 per farm business each
year over 10 years that implemented a succession plan influenced by this research. A return
per farm of $550, on a 5% of farms basis will justify the investment.

Secondary measures include a greater focus on the future and increases in productivity and
profitability. The case studies of continuing businesses show that generally they set out to be
efficient and the efficiency enabled them to build scale andfor off farm income.

The case studies will enhance MLA Stakeholder engagement and by using the channels of
the co-operating organisations will increase stakeholder and target audience reach and
ensure renewed discussion on the subject.

3. KEY TALKING POINTS (THE TOP ‘TAKE-OUTS’)

In preparation for PSH 0827, | have conducted an extensive literature review of the policies
and practices which have brought Australian agriculture to a point in 2017, where the vast
majorty of broad acre (sheep, beef, goat and cropping) farms are not viable and there is no
prospect for the trifecta.

ABARES reported in 2014 (see Appendix 1) that there are 53,300 broadacre businesses in
Australia. Seventy percent (70%) of those 53,300 had a Gross Income of less than $380,000
in 2012-13, only 17% had a gress income which is ikely to be high enough to allow the
trifecta. Although those figures will have improved in the three years since the report, the
picturs remains the same.

In 2015, Meridian Agrculture surveyed famners, accountants, lawyers, rural financial
counzellors, bankers and private consultants, who collectively provided responses
representing over 6,800 of the 53,300 broadacre businesses. The surveys have provided us
with a window inte 12.75% of broad acre farm businesses.

Our surveys have shown us that:

+ The majority of farmers don't have a succession plan;

¢ [f they have to choose between the future of the farm and a happy family,
they will choose the future of the farm. That is that, although some family
members will be unhappy and receive a very small share of the family
assets, the farm will be given to one child to ensure its viability,

+ A conseguence of the point above is often inaction;

¢+  They can address the problem if they start early, build the business and don't
owverload the business with family members;

¢+ A significant number of additional businesses (about 15%) can remain viable
if they address the issues related to the trifecta.

Project PSH 0827 Farm Success Enabling Case Studies
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3.1 Two academic theories

Two academic theories underpin these case studies. The first is 'The Theory OF The Growth
of The Firm' (Penrose) and the second is “The Case Sfudy As A Serious Research Strategy”’
(in) and as used in Australia by Crosthwaite.

3.2 Summary of work pre PSH 0827

= Extensive literature review;

+  Segmentation of the market by gross fam income and as a consequence the steps
required to make succession a possibility;

= An extensive survey of farmers and their professional advisors;

= A compilation of the work to date (provided to MLA with the initial application).

4. WHO ARE THE PRIMARY, SECONDARY AND TERTIARY
AUDIENCES?

The 'primary audience’ is red meat producers. It is the farmers who currently run businesses
who have to make the decision to build to enable succession or not.

Currently the majority of businesses are wedged in a state of ‘inaction’ and are unable to
decide what to do. The case studies will provide them with useful road maps and advice.

The ‘secondary auvdience’ is farm advisors in the broadest sense of the word. This includes
conzsultants, lawyers, accountants, bankers and rural financial counsellors.

The third level is producer groups and other crganisations which assist farmers and their
families.

A list of organisations which have committed to assist appears at the bottom of this section.
4.1 Communication Channels

A full explanation of the project output (case studies, videos, webinars, Business EDGE case
studies and the success vs failure aricle) iz outlined in Section 6 of this plan.

Meridian Agriculture has been using a wide range of communication channels and, in
conjunction with and approval from MLA will continue to utilise different channels to engage
primary and secondary audiences.

MLA Feedback magazine: Meridian Agriculture will work in conjunction with MLA to
produce four articles for the MLA Feedback magazine.

Social media campaign: Merdian Agriculture will work with MLA to promote the Case
Studies through both Facebook (@meatandlivestockaustralia & @meridianag) and Twitter
accounts {@meatlivestock & @Meridian_Ag).

Media outreach: In conjunction with MLA, Meridian will work to produce and distribute a
quarterly press releaze. Mote that MLA will manage the distribution of media releases and
have full sign off and approval before distribution. The first press release will offer an
overview of the program and its aims, with case studies targeted at specific media to follow
each quarter.

Project PSH 0827 Farm Success Enabling Case Studies
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Website: A page will be created on the Meridian Ag website that will have an outline of the
project and include regular updates that will be shared via social media.

E-Newsletter: All articles will also be made available to MLA for inclusion in their e-
newsletter Friday Feedback (four articles in total). Meridian Ag will incorporate articles in
their quartery newsletter which has a distribution to over 500 client and corporate contacts.

Videos: Four three minute videos will be available on both the Meridian Ag YouTube and
MLA YouTube pages and advertized via our website and social media. Note that MLA will
hawve full sign off and approval before distribution.

Events: Mike Stephens will continue to speak about thiz project and succession in general
at events. He will be available to deliver workshops at MLA events. Recent events have
included two major conferences and two group presentations in the last year, two planned
workshops in March & April, and delivery through Meridian Agricultures confract to design
and deliver the Victorian Ag Departments Young Farmers Farm Business Boot Camp Project
(YFFBBC).

Brochurelinformation leaflet: Meridian Agriculture will create a flyer which describes the
subject, the steps taken and the key messages. This fiyer will be developed in line with MLA
brand guidelines and will gain MLA approval before distribution.

Webinars: To be developed with MLA.

Cooperating organisations: The organisations which have agreed to promote and
digtribute the case studies when complete include:

+  Ag Institute Australia (the national professional body of Ag Scientistz and Ag
Consultants);

+  Marcus Oldham Farm Management College (to its alumni nationally);

* Northemn Australian Beef Research Council (NABRCY);

+  Southem Australian Meat Research Council (SAMRC);

+  West Australian Livestock Research Council (WALRCY;

* N5W Rural Resilience Program;

+  Monaro Farming Systems;

* Tablelands Farming Systems;

¢« Holbrock Landcare;

+ Birchip Cropping Group;

* NMeridian Agriculture: list of farmer clients (400 approx.); plus our communications -
Twitter, Facebook & our company website; our consulting team (from Longreach to
Casterton).

+  Meridian Agriculture also has a strong connection with Best Wool Best Lamb and
Better Beef Networks.

* Banks (MAB and CBA through individual Senior Managers)

*+ Rural Financial Counsellors networks (currently four);

*  Country Women's Association (45,000 members in over 1800 branches); and,

+  Country Education Program in Victoria.

5. TIMELINES

March 15™ 2017 - Communications and MER plan to MLA.

May 15% 2047 - First draft of 16 case studies to MLA.

Project PSH 0827 Farm Success Enabling Case Studies
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September 1% 2017 - {the actual timing and order of the case studies will be decided in
conjunction with MLA)

*  |aunch with program overview press release |

*  Six case studies (three of continuing and three not continuing);

* Five Business EDGE Case Studies;

+  Four by three minute videcs which depict the most important lessons from the case

studies;
+  Sixteen publication ready case studies (including the six above) written in a format
which meets MLA approval

Movember 1% 2017 - Final versions of Videos delivered fo MLA.

June 1% 2018 - Final report supplied to MLA for approval, including a report against the
listed program objectives and this and the MER plans.

Lintil all the interviews are complete it is not practical to be definitive about the choice of casze
studies or the order in which they should be publizhed.

6. PLAN DETAIL
The Communications Plan is a pyramid and is in reverse order to the work undertaken:

+ |n developing the case studies, thirty farm businesses were considered;

* Sixteen business willlhave agreed to pariicipate;

+ |nterviews are being’have been conducted with the participants;

+  From the sixteen participating businesses, six case studies which best compare and
contrast (the decisions, atiributes, skille and aftitudes of the business
owner/managers) will be selected for inclusion for distribution by MLA and for the
videos;

* The six case studies will be presented in a format/style acceptable to MLA;

+ The video messages will be selected in conjunction with MLA and the subject
participants selected. The factors which make the case most interesting and the
ability of the paricipants to appear on camera will have a strong bearing on the
selection;

*+  The videos will be produced;

+ The remaining case studies will be prepared for inclusion in eventual distibution
through the distribution channels listed above in section 4.1.

Figure 1: Communications Pyramid

Each of the case studies will highlight the outstanding features or attributes of the business.
In addition they will describe the busineses in terms of age (in years and number of
generations), size (area or DSE over time), major obsticals overcome (drought, fire, market)
sources of capital (foundation and expansion) and any aspect of the business or its people
which sets it apart.
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1. Introduction 1

3. Business Edge —=
1R$l|ﬁgw¢l.mﬁruﬂﬁh‘al_l /1 2 3 4 5\

16. Case Studies ———»
{Real sisustions) 12346678 123456748

Continuing Mot Continuing

30 Farm businesses considered as case study subjects

The aim is to have the prospective reader "hooked’ by article one and encouraged to follow
on down through any one of the five '‘Business EDGE' case studies to one of the 16 which
has a Tag Line’ that describes their circumstances.

Top Level: Article One

Level 1 (Top): A sharp piece (see concept article below) which: explaing that we have
carmied out 16 case studies, eight of which are of famn (red meat) businesses which will
continue beyond the 3" generation and in some cases the 5 generation and contrasts the
continuing businesses with businesses which, for a variety of reasons, have ceased or will
cease to operate. The reason for 16 businesses is that there are some typical sets of
circumstances which individuals will relate to. The sixteen will cover virtually all the sets of
circumstances. They are shown in Appendix 2: Case Study Tag Lines Table.

Middle Level: 5 draft Business EDGE case studies

Five draft Business EDGE case studies which are shont blurbs about the business (which
can have made up names etc.), accompanied by profit and loss statements etc. as per the
existing ones in Business EDGE.

Bottom Level: The 16 Case studies (Appendix 2) which are described by the tag lines
See Appendix 2: Case Study Tag Lines Table.

7. FURTHER BACKGROUND INFORMATION — A DETAILED LOOK
AT THE ISSUE

Historically, few farm businesses in Ausfralia have passzed smoothly from one genesration to
the next for several generations. In the past fifty years the number of commercial farm
businesses in Australia has more than halved. This reduction is due to the combination of
many factors. These include declining terms of trade, recuming drought, commeodity price
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cycles and the unpreparedness of successive generations to follow in the footsteps of
previous generations. But perhaps the greatest reason for the fall in the number of farm
businesses is the cumulative effect of government policy which commenced with the desire
in the 1770's of the British Govemment to create a ‘Class’ of small land owners In the hope
to become an established colony. That desire, in one form or another, has been continued
by successive Australian state and federal governments to the present day.

In future, as in the past, a small minorty of farm businesses in Australia will have the
potential and capacity to evolve into successive generational businesses that can continue
to eamn competitve retumns on capital, be financially viakle {liquid) and build wealth (growth
and return to equity).

Using the ABARES figures in Appendix 1 it is hard to envisage how more than 10,600
(twenty percent of the 53,300) broadacre businesses can remain viable. The 10,600
businessaes include all broad acre businesses, so when specialist crop businesses are
excluded from the data the number producing red meat will be less.

MNumerous studies of, and texts on farm management both within Australia and
intemationally, fail to point out the management and strategy development reguired to build
the business to enable farm transfer or succession. Similady, studies on fam transfer or
succession generally fail to address those management issues which will create the wealth
to make succession a realistic possibility.

8. DRAFT PRESS RELEASE (CONCEPT ONLY)

Building the farm business to enable succession- A case study senes:

A case study series, including the key factors which enabled succession has been
developed in an innovative project, induding producers, MLA, producer advisors and
Meridian Agriculture. Following a seres of in-depth intendews invalving thirty producers from
maost climatic regions and a wide range of businesses sizes, six sfudies have been selected
for the key messages that they contain.

The studies, which have induded individual businesses which will confinue o grow and be
owned by the current family and others which have been sold, or are no longer viable, have
been investigated looking at the key management and human aspects of the business.

By comparing and confrasting the skills, knowledge, affitudes and afinbutes of the family
members and the decisions they have made, the studies provide some valuable pointers, or
roadmaps, for ofher businesses. The lead arlicle in the senes summarises the confrasis
between the two groups of business. It will be followed by 5 or 6 case studies which best
represent the range of circumstances which have been identified. Five studies will be looked
at through the lens of the Southern Business Edge and will concenirale on financial aspects.
The key case studies will be supported by videos and one page diagrams showing the
important lessons which have been leamt. Al the case sfudies and all of the material will be
published though the MLA and Meridian Agriculture websites for more informafion....

9. LEAD STORY-THE CONCEPT

Succession case studies — compared and contrasted: This lead article can be used to
explain the program and will tie in with the successfailure document. It will be based on the
actual businesses but the piece has been written for demonstration proposes for the
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communications plan. In the article below the businesses are referred to by A or B. In the
series, where permission has been obtained, the real names will be used. In some cases a
pseudonym may be required.

Lead Story-The story (Concept only, currently 578 words)

Meridian Agricuifure, in conjunclion with MLA and over thirfy producers, has developed a
zenes of case studies looking af the key factors which have enabled some family businesses
to continue to and beyond the 4" generation, while others have been sold or remain but are
nof viable.

Some important findings from the case siudies are compared and contrast in this arficle.
Firstly let's consider ftwo wvery large, mulfi-generafional, multi-family, multi-million dollar
businesses which have several properties.

Study One

Business A has recently been soid; the other (Business B) will remain in the family for the
foreseeable future. The major contrast between the fwo businesses it that while both were
profitable, both had a spread of enterprises and both cowld hold their head up in the way
they had performed, one lost confrol of the Board and family became disenchanted, while
the other kepf control of the Board and ensured that family members had a real inferest in
the business. In the case of the confinuing business, family members have been encouraged
to wvisit the properties and fo work in the business. The Board, alfthough it has oulside
Directors, is controlled by the family.

In the case of the business thatf has been sold, the family members decided that it was more
important fo get expertise from outside Direcfors and over fime the Board became
dominafed by oufside Directors and the oufside Directors aclively discouraged family
members from presenting any of the properties- family members became disenchanted and
the businesses have been sold.

Study Two

Business A started as small business and has grown. Business B starfed as a big business
and is now a small business which requires off farm income to rebuwild infrastruciure and
suppoit the family.

Business A now supports a team of eight full ime people including four members of the
founding family. Business B which once supported a team of ten or more now fails to support
one full ime person.

Business A was defermined that ‘we were not going to live like peasants’, while business B
was determined that they were nof going to look like peasants.

Business A grew, business B shrunk. Business B used other people’s capital; Business B
s0id assets and used the capital.

The principals in Business A worked very well logether as a feam; the principals in Business
B, while a team as a family, were nof a team when it came fo the farm.

Business A concentrated on feam work and team decision making while the principal in
Business B was aulocrafic. In Business A there was a long history of succession and

invalving the next generation early in business decisions. In business B the next generation
was chased away.

Project PSH 0827 Farm Success Enabling Case Studies

Page 47 of 239



P.PSH.0827 — Farm Success Enabling Case Studies

Business A sef out to creafe a new enterprise, researched their possible client base and
created a ‘product’ to meet the demand. Business B ignored markef signals and continued
doing what they had always done.

Study Three

The third set of circumstances featurss multi-generafional, mulfi-family businesses. In
Business A, the cousins who now run the business worked out how fo go an running the
business fogether and keep everybody involved. In the last 30 years, they've managed to
reduce the number of shareholders. That conirasts with Business B where the number of

sharehoiders was gefling greater. The refumn per shareholder was minimal and the only
foreseeable action was fo sell the business.

The case studies track the size of the businesses over time and the imputed value.
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10. APPENDICES
Appendix 1: Total Value of Sales 2012/13 from Broadacre Farms

Cumulative Shareof Cumulative

47

Share of share of value of value of

Salesclass population population sales sales

Less than S60000 149 15 1
$60000to $80 000 10.1 25 3
S80000to S100 000 50 30 4
$100000 to $120 000 5.1 35 5
$120000 to $140 000 4.9 40 7
5140000 to $160 000 5.0 45 8
$160000 to 5190 000 5.0 50 10
5190000 to 5230 000 5.0 55 13
$230000 to $270 000 5.0 60 16
$270 000 to 5320 000 5.0 &5 19
$320000 te $390 000 5.0 70 23
$390 000 to 5480 000 5.0 75 28
5480000 to $590 000 5.0 80 34
$590 000 to $700 000 30 32 38
$700 000 to $800 000 2.0 85 41
$800 000 to $900 000

0 88

$1.1 to $1.3million 30 3 0 :
51.3to 51.7million 2.0 : 66
$1.7to $2.1million 20 a 75
$2.1to $2.5million 1.0 5 80
$2.5to $3.4million 1.0 : 26
Greater than 53.4million 1.0 100 13.3 100
Total population of broadacre farms 53300 no
$'s billion in
Total value of sales (gross) 2013-14

22,78 dollars

Note: AAGIS excludes farms with an estimated value of agricultural operations of less than $40 000
Source: Australian Agricultural and Grazing Industries Survey (AAGIS)
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Appendix 2: Case Study Tag Lines Table

Description Continuing Not Continuing Comment
Multi Family, Mulii | We set out to achieve all three. We lost the connection between the | First Interviews complete. Both very large
Generation farms and the family. businesses, both profitable, both paid

dividends to shareholders.

Wil Able-Smith (S. Kidman & Co) has
(today- 7/3/17) authorised the publication of
his name.

Multi Family, Mult
Generation

Dad grew the assets by trading
farms. (1)

Over the generations there were
too many beneficiaries. (2)

First Interview for 1 complete, Interview for
2 agreed.

Both  profitable  both  from  similar
hackgrounds in the same district. Cne
continuing one sold.

Multi Family, Mult
Generation

They just kept on buying and left it
up to us to pay the bill. (1)

Too many kids.

Similar situations, different result.

Single Family, Two
generations

We decided that we weren't going
to live like peasants. (1)

| won't sell on my watch. (2)

First Interview for 1 complete, Interview for
2 agreed.

Both have a similar family history of multi
generation ownership. Both started with
similar capital and similar area. One has
grown to a multi-million turmover, the other
is split into three hohby farms.

Single Family, Two
generations

Dad worked off farm and that made
room for me. (1)

He just kept selling bits off. (2)

First interview (2) complete.
Similar to above.

Single Family, Two
generations

We were determined to grow.

We just grew tired of it.

Contrasts the aftitudes of two families.

Single family one

We wused the assets of other

We thought there were better

Some people want to farm, others don't.

generation businesses. retumns in other businesses. Why?
Single famify one | We built off farm assets. (1) Itisn’t possible to get all three. Similar situations in terms of size. One
generation manages to distibute on a 40/30/30 basis,

the other on a 80/10M10
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9.3 16 Case Studies — Summary and Full Case Studies

Case Studies Key.

Public | C/NC Number Name Description Quote

N C 1 lota They determined that they weren’t going to live like peasants and used their | We weren’t going to live like
combined skills to follow their passion. peasants

N C 2 Upsilon Being an only child helped, but with his father he built the business from a We wanted it to be a fair as
small farm to a truly viable one and the eventual division of family assets possible
amongst his three children will be 40/30/30.

N C 3 Rho The farm was split in three successive generations. For it to remain viable it If the division was even the
needed to avoid further size reduction. There are four children. farm would be sold
The family confronted the issues and the split is 79/7/7/7.

N C 4 Lambda The start was modest, we share farmed, worked off farm, invested off farm. It was a modest start but with
The seven children were brought up to expect no handouts. They play share farming, off farm work
together and they have stayed together. The two who farm own the business | and investments...
and some of the land. Most of the others still share in the landownership and
want to keep it.

N C 5 Kappa Without a succession plan the farm would have been sold. Who would invest | If we hadn’t had a succession
in a business with no future? plan the farm would have

been sold

N C 6 Pi After the lean years after wool crashed the shareholders threw down the The family told the directors
gauntlet to the directors. Perform or we sell. The business was turned to “perform or sell’
around, several off farm investments were made (unsuccessfully at first) and
family members were encouraged to spend time on and enjoy the properties

N C 7 Mu The farm was halved, then again and then again. The current owner and his We could not allow it to be
brother revered the trend and have now split with a viable business each. halved again
Over a 20 year period the Mu family has achieved a 14% return to capital

N C 8 Sigma Their Grandfather set up the two brothers. The brothers just kept buying Our fathers bought it but we
more land. Their sons this generation then had to pay for it. More expansion, | have to pay it off
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poor prices and some droughts didn’t help. But they were nothing compared
to the Swill Franc loan. They borrowed one point five million and paid back

three.

C 9 Epsilon A strong history of succession done well and brothers, with complementary Dad and his brother always
skills, working well together to build the business, under pins this business had the end game in mind
well

NC 10 Alpha They inherited a farm which had been successively cut up through five We were stewards, it wasn’t
generations. The business wasn’t viable but as stewards they handed it on to | ours to sell.
the next generation

NC 11 Gamma He was given no choice and was burdened with the family expectation that We wanted the next
he should carry on. But he wanted to give his children room to do what they | generation to be free to
want. So he and his wife decided to sell the entire seed stock operation. choose

NC 12 Zeta His grandfather, in order to uphold his position in the community, funded his | They kept selling land to fund
lifestyle by selling a part of the farm whenever he was short of cash. In their lifestyle
addition the old man was dictatorial and pushed his family away only to
recall one member when in old age he couldn’t manage the place.

NC 13 Beta The company battled drought, government, price crashes and each time got The family lost control of the
back to profit. But when the family lost interest and then lost control of the board
board, they lost the company.

NC 14 Theta They wanted to keep farming but it was unrealistic. There were too many There were too many
shareholders as the shares were handed on from generation to generation. shareholders
The sale was clever and the business was sold with the value paid for the
intangible assets. A family member has remained as manager for the new
owners.

NC 15 Delta The three brothers took the business from 3000 to 13,000 in one working They built it and then spent

lifetime. But they spent 20 years and hundreds of thousands of dollars
arguing about whether to break it up. The legal and accounting costs were
enormous.

twenty years arguing about
how to cut it up
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16

Tau

They thought they had succession sorted. The family member who wanted to
farm is smart, industrious, works hard, was suitably experienced and
educated so he got the job and some of the land. Then he changed his mind.

We had succession sorted.
Then the next gen farmer

changed his mind

Each of the studies is as continuing (C) or not continuing (N C)
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Summary - Case Study 1: IOTA Family.

Business continuing
“We weren’t going to live like peasants”.

Fred and Sue lota have built a dynamic business. Fred is the fourth generation of his family to own
and operate the home farm. Their three children all had post-secondary education and will be able
to make a contribution to the business. Two, who are now young adults, work in the business, where
the eldest has a high level of responsibility in the business. The lota family has a long, well-handled
history of succession and passing responsibility to the next generation.

Over a thirty year period the lota family has built the business in the high rainfall zone from 500
hectares (ha) to 2,300ha. The major enterprise is a bull breeding, and the business runs in excess of
30,000 DSE's.

There are ten attributes which have enabled Fred and Sue to build a successful business:

e Work as a couple and be prepared to ‘have a go’: They developed a common interest, were
determined that they would not ‘live like peasants’ and that they would need to grow the
business to allow their children to follow them.

e Become highly skilled: They honed their individual skills to ensure that between them they
understood their business, their cattle herd, genetic improvement and the industry.

e Have a compatible attitude to debt: That is not to say that they always agree about the debt
level, but in general terms they do.

o They are prepared to things differently: This includes almost every aspect of the business
model, management, sale preparation and presentation and advice to clients.

e Focus on the customer: While many of their competitors produce the sale animals that they
want to produce, Fred and Sue continually try and look beyond the day to day, and work with
their clients to meet expectations.

o Seek external advice: They attribute much of the success of the business to the external
advisors they have retained. Sometimes they have ‘outgrown’ individual advisors, but they
have always maintained a cordial relationship.

e Allow the business to grow at its own pace: In reality, that means when they have more stock
that they can carry, they find more land through rent, agistment, lease or purchase and allow
the herd to grow. At the same time they keep a close eye on the balance sheet, cash flow,
profit and loss, and equity.

e Employ the right people in the right positions: The staff are as stable as the continual growth
allows. Individual employees are given a high level of responsibility and delegated authority.

e Bring family members into the business: That has already happened, with two of their three
children now working in the business on a full time basis. The elder of the two how holds a
senior position in the management team.
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o Treat land as the basis. Keep the capital together: This is fundamentally important to Fred
and Sue. As Sus says ‘the cattle make the money but we couldn’t run the cattle if we didn’t
have the land.

The really important lessons from the lota family are that they work hard, are prepared to ‘have a
go’ and use the best technologies and advice they can find.
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Case Study 1: lota Family

Business continuing
“We weren’t going to live like peasants”.

Fred and Sue lota have built a dynamic business. Fred is the fourth generation of his family to own
and operate the home farm. Their three adult children all had post-secondary education, and will be
able to make a contribution to the business. Two of the children, now young adults, work in the
business. The older of the two (Jill) now has a high level of responsibility in the business. Anne is just
finding her feet, while their sibling (Bill) has developed a career and is highly qualified in his
unrelated field of endeavour.

Over a thirty year period the lota family have built the business in the high rainfall zone from 500
hectares (ha) to 2,300ha, building the per hectare stocking rate at the same time. The major
enterprise is bull breeding and the business runs in excess of 30,000 DSE’s. The family has a long,
well-handled history of succession and passing responsibility to the next generation.

A genogram of the lota Family with the appropriate branches is shown in Figure 1.

Figure 6: lota Family Genogram

Approx. 1860 Gen 1

1910 Gen 2 NI NI NI NI NI
Gen 3 Fred’s Fred’s Uncle

Gen 4 Sue Fred Fred’s Brother NI NI

Gen 5 Jill Bill Anne

*(NI = No Issue)

History

The initial start with Gen 1 (Fred’s great grandfather) was a land grant in the late 1860’s combined
with savings from living frugally. By the time Gen 1 handed over to Gen 2, in about 1910, the area
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farmed had been increased through leasing. Fred’s great grandparents had several children, but only
one of the children in Gen 2 married and had their own children.

During their tenure, Gen 2 produced two sons including Fred’s father (Gen 3). Fred’s father and
uncle farmed together from the 1940’s to the 1960’s, and then split the farm.

Fred’s parent’s grew the business slightly and had four children. Two (including Fred), inherited the
farm, and the other two sought careers away from farming and received no substantial inheritance.
The growth of the business in Fred’s father’s tenure was assisted by a substantial inheritance to
Fred’s mother.

Fred and his brother farmed together, and the business grew and shrank over the generations until
Fred, and his wife Sue, broke away from Fred’s brother in the 1980’s. The business they developed
was destined to become a model which would thrive. Fred and Sue have succeeded because of
many factors which will be discussed, but primarily because they recognised that they had
complementary skills and were prepared to ‘have a go’.

The summary of the business from Gen 1 to the present, including Gen 4 where Fred and his brother
split, appears in table 1 (below) and shows that over successive generations, people did work hard to
grow the business.
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Table 1: lota Table

BT Business
Generation Period Children Source of Capital Challenges
Area/ha P 8 Shrunk/ Grew
9 — 2 inherited New country
farms, only 5 Land grant ;
1859-1900 | 1,000 > onY & Isolation | Grew
1 married Frugality, savings Personal hardship
Rabbits
2 children . Rabbits Shrunk
1900 — 1940 500 . No expansion War & depression
2 survived
Seasons
nitially 500 fr’] 2 v;/]entrllntzo Larry Inherited
nitaty © chureh, 150ha @ Northern Rabbits
bought 400 | farmed, Larry Grew
3 1940-1975 _ _ Place Drought
which Ken | senior went to Bought with
took over the Northern ought wit
retained profits
property
4 1975 Drought &
o Inherited 3,2 farming, 1 | Inheritance seasonal variation Grew
split-in 1988 . . Biosecurity,
500ha in business . .
1986 - 2017 including pests &
4 Fred and Sue diseases
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Current Situation

Fred and Sue took over a modest farming business and have turned it into a dynamic business. It has
grown from approximately 500ha when they took over, to approximately 2,300ha today and it is still
growing. When Fred says ‘we were determined that we weren’t going to live like peasants’ he is not
suggesting that previous generations of the family did. Rather, that from when he and Sue took over,
things needed to change, or they would have a peasant like existence. Fred and Sue did change, and
they will continue to change into the future.

Fred and Sue have worked hard to expand the business within the current generation, as can be
shown in Table 2 and Figure 2.

Table 2: lota Family expansion under the current generation

Year Farm Ha Source of Capital Comment

1986 Home Farm 500 Family Fred and his brother split the
partnership leaving Fred and Sue with
500ha, a house, and some facilities

1987 Farm B 290 Family

1994

1995 Farm C

) 557 Vendor and bank

2000 aggregation

2002

2005 Farm E 100 Then sold 10ha with the house

2005 to Leasing 130 Now with the exception of 130ha no

2010 current leases

2010 Farm D 323 Bank

2010 Farm E 505 Partly bank Further finance from sale of a surplus
house and annual earnings
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Figure 7: Land Owned and Leased
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Over the last 20 years the business turnover has grown from $250,000 to $3,000,000.The below
figure shows how the gross income for the lota family has grown from 1993 through to 2011.

Figure 8: Gross Income

Gross Income
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*Note that data was not available for 2007.

The attributes of the lota business which have allowed it to grow:

The attributes that have enabled Fred and Sue to grow, and set up, a viable business to pass on to

the next generation, are that, as a couple, they:

1. Are prepared to ‘have a go’;
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2. Are highly skilled, and the skills of both are utilised within the business;
3. Have a compatible attitude to debt;

4. Are prepared to do things differently;

5. Focus on the customer;

6. Seek external advice;

7. Allow the business to grow at its own pace;

8. Employ the right people in the right positions;

9. Bring family members into the business; and,

10. Treat land as the basis. Keep the capital together.

Prepared to ‘have a go’:

Fred and Sue have both been prepared to ‘have a go’ and believe that you have to keep driving the
business to ensure success.

Fred: “You've got to think about providing for the next generation. And so you can’t actually
have the view ‘Oh, when we get the debt paid off we’ll be right’. You’ve actually got to keep
pushing hard... There are family farms around here where people are doing well and it’s
always because they think outside the square and they push hard and they work hard. And |
think in other instances [where the farms have been sold] the people didn’t actually work
very hard.”

Fred went on to describe many situations where people were hanging around the house, or were
involved in many off farm activities, and as a consequence employed people to do the physical work.
To ensure success, it is important in any business ‘to work hard and to ‘have a go’.

Highly skilled, and the skills of both, are utilised within the business:

Fred claims that he didn’t know much about the cattle business when he started. He was interested
in cattle, as was his father, but he didn’t understand anything about genetics, breeding or using
predictive tools such as EBV’s. That was at the beginning.

Fred has developed a keen interest in, and is now knowledgeable about, seed stock. He has a good
working knowledge of pastures and grazing and is a first rate stockman.

Sue, as well as sharing a passion for breeding cattle, understanding genetics and breeding, has skills
which are complementary to Fred'’s.

Sue: “For a short while | worked off farm but | thought | should be using these skills
[administration and marketing] in this business rather than outside. There are a lot of
couples that pursue different interests and when they do that, they miss the opportunity we
have captured.”

Together, Fred & Sue combined their skills and knowledge to promote and grow their business.
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A compatible attitude to debt:

Fred and Sue had a similar attitude towards debt. They were not afraid to take risks when it came to
loans and work hard to ensure that they got on top of debt. Sue reflects on their attitude to debt
and purchase of Farm C:

Sue: “When we bought Farm C [the 557ha property] we really extended ourselves. It was a
big piece because we basically doubled our capacity and hit the drought...”

Prepared to do things differently:

The business return on capital over the last few years is a double digit number. Fred and Sue discuss
how they have taken a different approach to grow their business:

Sue: “When you include the land it was 17% per annum over the twenty years.”

Fred: “Since 2010, we’ve bought four places and prior to buying those places, we leased
nearly 800ha. That was another significant thing, but we have built our livestock numbers
up. None of the country we have bought has been a bargain, some has been slightly ahead
of the market... Our business model does increase costs, it increases cartage, labour by one
and requires a lot more mental discipline.”

When questioned if this was opposed to having the same area of land in one parcel, Fred affirmed:

Fred: “Having six parcels of land does make it easier to pass it on. Our business model is
good because it takes the pressure off the balance sheet and we keep growing a little bit.”

Fred and Sue leased country and built up stock numbers to ensure they had stock ready to graze
country when they purchased it. Their business model has ensured a viable farm that can be passed
on to the next generation, as a whole, or in parts.

Focusing on the customer:

Most people who are in the bull breeding business will tell you they focus on the customer. But Sue

and Fred really do. They surveyed, they asked questions, they encouraged feedback, and as result of
the information received, they changed many of the ways they prepared, presented and sold cattle.
This attitude allowed Sue and Fred to become trail blazers.

Seeking external advice:

Fred and Sue attribute much of their early success to a private consultant who continually
challenged them. Without that relationship and continual challenges, they may not have been able
to see their potential. They still seek external advice, but these days they get experts to look at
specific aspects of the business, rather than retaining one generalist consultant.

As with many businesses the pupil outgrew the ability of the master.

Fred: “Our consultant kept saying [when we got to a certain level] you can’t breed anymore
bulls as you can’t cope with what you’ve got. | got sick of listening to this and although he
had been my greatest mentor in agriculture, after ten years we wanted to do our own
thing.”
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Allowing the business to grow at its own pace:

Fred and Sue understand the importance of letting a business grow at its own pace. They did not
purchase paddocks next door, but rather grew the business gradually when necessary. Fred reflected
on the purchase of their last block of land, stating that he ‘wasn’t very interested, but our spring cut
out, and it had a heap of grass on it. We had 1,000 cows over here and the stocking rate was about
14 DSE’s, which was outside our comfort zone’. With Sue away at the time, Fred had an hour long
phone conversation [with Sue] and made an offer the following morning. He bought 1,500 tonnes of
feed. Sue did her bit and ensured their daughter Jill's name was on the title. Fred emphasised the
importance of having a good cash flow for such business ventures, and reflected that if things had
have gone pear shaped ‘you can pick things up quickly, if you’ve got a good cash flow’.

It is important to note that Fred and Sue were prepared to buy land when it was available and make
it fit within their current enterprise. Fred noted that it takes confidence, ‘making it fit [is important],
but whether, or not, you’d have the confidence to do it, if you didn’t have a business that had a
really good cash flow [is a different story].” With stock numbers a major trigger behind the lota
family purchasing additional land, vendor terms have been essential to ensure a successful purchase.

Employ the right people in the right positions:

In an industry renowned for underpaying, under rewarding and under promoting, Sue and Fred have
ensured that they employ suitably equipped people, and treat them well. Their key staff have
appropriate levels of responsibility and delegated authority.

Bring family members into the business:

Fred & Sue understand the importance of inspiring and involving the next generation at an early
stage.

Fred: “We started with a tiny bit, but now we have got a little bit of momentum. If people
want one or two of their children to farm they have got to start thinking about it early. The
mistake that most people on the land make is that leave it too late to grow.”

Sue: “We'’ve always said to the kids that the land is not a cash cow, the land is just the
framework upon which the business sits. The cash cow is actually the business so don’t ever
see the land as some sort of windfall because it’s not.”

Treat land as the basis. Keep the Capital together:

Sue and Fred don’t want to put too much pressure on Bill (their second child) to decide about his
involvement in the farm.

The Last Word:

The last words in this study come from Fred, who emphasises the importance of keeping a positive
outlook, working hard to achieve business growth, and planning early to ensure smooth succession.

Fred “I think the thing that holds people back is negativity. | called in to a bloke at about 7
o’clock in the morning a couple of weeks ago. He was in bed and his wife, about my age was
all negativity. ‘Oh he’s not up, he’s got a bad back’. His sons got the same problem, the
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seasons crook. But it’s not that bad because they’ve got really good country. It would be a
very valuable asset they could do all sorts of things...

| know a young lady who decided that she wanted to come home. But her parents had made
no preparation because they were of the mindset that these young people are not coming
on the land. It was too late.”

Watch the lota Business with interest. With Fred and Sue at the helm and the next generation
starting to take control, fasten your seat belts. That 17% return to capital will be hard to sustain, but
they have every chance of doing it.
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Summary — Case Study 2: Upsilon Family

Business continuing

“We wanted to be as fair as possible.”

Between the father and son pair of Ken and Jim, the business was built from a small farm to a truly
viable one. The eventual division of family assets amongst Jim’s three children will be 40/30/30 split.

There are several important aspects which have enabled this business to be successful. The attitudes
and aptitudes of people in the business have allowed steady growth. They have done things well but
have never made sudden jumps. No big jumps in growth. In 1955 the farm was worth about
$345,000 (in 2017 dollars). Today the land is worth $5,900,000 and the total value family assets is
now $8,000,000 the annual capital growth claimed by this business, over a sixty year period is 4.9%.
At the same time the farm has sustained, maintained and educated two families.

This business hasn’t suffered huge financial pressures other than the wool collapse, drought and the
cattle collapse, and has steadily moved forward. The decision point from the previous generation to
the current owner was easy because the current owner is an only child. The decision point for the
current owner to his children has been carefully planned to allow a viable farm and a 40/30/30
percent split, which is a great achievement.

The most important underlying elements to the success of the Upsilon business are the personal
attributes of the people involved. These attributes include:

1. Ability: Each family member has worked hard to develop the skills required to manage and
grow the business.

2. Respect: While family members have differing views, each had a high level of respect for each
other.

3. Determination to run a profitable and expanding business: This determination was evident in
Ken’s resolve to buy land to ensure the farm would remain viable.

4. Awillingness to let go and have a go: Most of the families who owned small farms of a similar
size to the Upsilon family have left the district. They didn’t ‘have a go’.

5. A determination from each of the older generations in turn to hand over to the next
generation.

6. Continually investing off-farm.

The Upsilon family is unlikely to create headlines, or be the first to adopt new technology, and are
unlikely to buy the farm next door. But if the attributes which have underpinned the family decisions
and past performance remain constant, the family farm and off farm investments will continue, and
there will be a generation of Upsilons to follow Allan.
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Case Study 2: Upsilon Family

Business continuing

“We wanted to be as fair as possible.”

A third party looking over the fence at the Upsilon family farm could easily be dismissive of the
achievements. Jim, as the current owner and an only child, tells the story: ‘we decided to provide a
viable farm for one child and treat the others more or less equally. We wanted each of our three
children to get a start in the same way that | did.” Jim was careful in his approach to succession,
buying land and building off farm assets to ensure smooth succession.

The Upsilon family have owned land and farmed since 1875 and the business has managed to
survive, and now thrive. Allan, Jim’s son, who has a desire to farm, is set to have a viable farm and
his siblings are set to get an almost equal share in inheritance. This business hasn’t suffered huge
financial pressures other than the wool collapse, drought and the cattle collapse, and has steadily
moved forward.

History

The inaugural capital to purchase the original 1,214 hectare (ha) farm came with the first settler of
the family (James) in 1875. James travelled with his father from England, married and had twelve
children. James’s eighth child took over half the farm in 1905 and handed it over to two of his
children, including Ken (Jim’s father). Ken originally had 186ha and during his life, working with Jim,
handed Jim ownership of 930ha. In addition Ken had set himself up so he had a house in town and
was independent financially.

The Upsilon family genogram showing the people involved is shown in Figure 1 below.

Figure 1: Upsilon Family Genogram

1875 - James’ Father

Gen 1-1870’s

Gen 2 -1900’s 1905 - James
Gen 3-1930’s | NI || NI || NI || NI || NI | | NI || NI || NI || NI || NI || NI |
Farmer
Gen 4 —1950’s Ken Ken’s Brother
Jim
Gen 5-1980’s
Gen 6-2010 Allan Bro Bro
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*(NI = No Issue)
Figure 2 below shows the land owned and leased by the Upsilon family over the generations.

Figure 2: Upsilon Land Owned & Leased in Ha
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Why has this business been successful?

There are several important aspects and attitudes of the people in the business which have
contributed to its success. They maintained steady growth without any mighty leaps. They
maintained a solid return on capital, but didn’t have any sudden windfalls. Those attributes that
have helped with their business success include:

1. Ability;
2. Respect;
3. A determination to run a profitable and expanding business;
4. A willingness to let go;
5. A determination from each of the older generation (in turn) to hand over;
6. Investing off farm.
Ability:

Ken, who remained actively involved in the farm business until well into his eighties, was a hard
worker and was always looking for a better way of doing things. As he gradually increased the area
of the farm, for a long time he ran wethers. This gave him maximum stocking rate with maximum
flexibility. It also allowed him the time required to improve the property. Those improvements
included fencing, water, yards and buildings. It was unlikely that any aspect of the farm was going to
hit the front page of the paper but Ken and Jim just kept at it.

Respect:

In many farming families, intergenerational competition, an uncomfortable employer/ employee
relationship or the pursuit of incompatible goals causes friction and, in extreme cases, a
dysfunctional work/family situation. The Upsilon family managed not only to avoid those situations,
but developed a relationship which is built on trust and mutual respect.
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Jim: “I had worked on the farm, on and off since | was ten but | returned here
approximately aged twenty. Ken (Jim’s dad) and | always worked quite well together,
decision-making was always talked out, both views were given a good airing, and most of
the time we had a compromised decision. Sometimes in the earlier years [my] views were
only considered but not put into practice. And then further on as we went on | managed the
stock and finance part and Ken worked with his passions of engineering and a little bit of
cropping. It just sort of evolved as time when on.”

There was turning a point when Ken and Jim looked at each other and Ken said, ‘Well who’s running
the show?’

Jim: “There was a decision that had to be made, but both of us were standing there looking
at the problem and no-one was going to address it. | think he was giving me the opportunity
to address it, but | was probably standing back thinking I’'m not going to step in on what you
normally do in your area- sort of thing. So he was starting to withdraw and | was given the
opportunity to sort of go ahead.”

The question raised by that situation is whether Jim stood back because of respect, or uncertainty.

Jim: “Probably more respect. | probably knew what was needed to be done, but | didn’t
want to push him away. | was just waiting for what normally happened.”

Although the relationship between Jim and Allan (his own son) is different from the relationship
between Jim and Ken, it has the same essential elements, respect and mutual trust.

A determination to run a profitable and expanding business:
Ken and Jim were both determined to run a profitable and successful business.

Jim: “Ken had a good business sense and [that] he just wanted to keep establishing the farm,
holding it together and running a profitable show.”

This typically modest statement ignores the fact that, between them, Ken and Jim turned a very
small business into a viable business with significant off farm investment.

In 1955 the farm was worth about $50/DSE with an inflation multiplier of 15. The original farm was
186ha and ran 460 sheep. That would value the land at $345,000. Using the same formula today
(930ha* 9.9DSE * $6005/DSE) the land is worth $5,900,000. The effective annual interest on a
compound basis was 4.69% which is very solid. In addition to the value of the land the business has
built off farm assets, and stock and plant, which add a further $2,000,000 to the balance sheet.
Assuming that in 1955 the farm, stock and plant were valued at $400,000 (2017 dollars) and the
total value is now $8,000,000, the annual capital growth over sixty years is 4.9%. At the same time
the farm has kept and educated two families.

A willingness to let go:
Ken understood the importance of involving the next generation early and was willing to let go.

Jim: “It was very early in the piece | was given the management all the stock and all the
finance.”
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This early hand over of responsibility is another recurring theme which differentiates successful
business with those which struggle. By Ken showing that he had confidence in Jim very early in Jim’s
time on the farm, Ken helped Jim to develop the confidence which is an essential feature of a
successful Farm Manager. No sudden moves, no big changes, simply a gradual handover.

A determination from each of the older generation (in turn) to hand over:

Ken had been able to hand over to Jim without Jim taking on any debt. Because he has three
children Jim wasn’t in the same position. So, in order to ensure that the non-farming children started
to get some advantage from their eventual inheritance, Jim handed land over to Allan who was then
able to borrow to start to buy out his siblings.

This strategy achieved four important imperatives:
1. That the non-farmers started to receive part of their eventual distribution.
2. That neither Jim, nor the farm, had to find the money.

3. That Allan suddenly understood the responsibility of having debt and the work needed to pay
the interest and eventually pay off the debt.

4. The non-farming children understood that their brother was buying them out.
Jim confirms the importance of an understanding of debt.

Jim: “l didn’t realise how beneficial it would be to Allan to get debt and then pass that cash
to the off-farm children. | didn’t realise how much it would mean and how well they’ve used
their opportunity. They have an entry into the housing markets and now they are very
established.”

Investing Off Farm:

Investment has ensured that about 25% of the family assets are now off farm. Jim recalls their
strategy, where they ‘used the profits from the mid 80’s and invested off farm rather than trying to
increase size of farm has been a deliberate strategy.” This achieved several aims.

1. To have a spread of investments from a risk management view point.

2. That the farm remained manageable without taking on too much outside labour, whereas, if
the investment had been in farming land only, the management would have required more
labour.

3. That there was no guarantee that any of the boys would want to become farmers. The off
farm investments have kept the farm more manageable and given a much greater set of
choices when it came to succession planning.

A work in progress:

Jim and his wife didn’t expect that any of the children would want to take over the farm.

Jim: “No | never expected that anyone would stay on then. We prepared them all for life
outside the farm but it was always open if one, two or three wanted to farm. But it became
obvious when Allan was mid-teens, he could have been the only one that would farm.”
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The split of assets between the three siblings will not be entirely even.

Allan, the farmer, will end up getting 40% and the other two siblings will receive 30% each. That
decision was made because if Allan had received an equal share then the farm may not be viable.
Certainly his equity would have dropped well below 70% and in an enterprise which is almost
entirely dependent on grazing, the percentage was considered too risky. In effect, there were two
starting points in the plan. One was ‘what does and equal split look like’ and the other was ‘what is
required to have a viable farm’. The 40/30/30 split was a reasonable compromise between the two
points.

Jim: “l didn’t think we could achieve a viable farm and an equal split. So we had to build in
some parameters where you could make it happen. Allan gets land but he doesn’t receive
any cash so he can’t have any personal indulgences as early in life, whereas his bothers can.
They can purchase houses or use their cash. There were no strings attached.”

Over a period of two years Jim and his wife worked with an external succession planning specialist.
The plan was devised with the full knowledge of the whole family. All the family members were
consulted, had the process explained to them, and all had opportunity for input. When the plan was
ready for implementation Jim arranged to have a family meeting when they were all at home. He
chose Christmas morning.

Jim: “I called them together to summarise the plan. They had all been involved, they all
understood it. The eldest said ‘Dad, you can’t have your moment of fame, we understand it,

7 n

we’re all over it’.
All over it, did that mean sick of it or that they understood it? The latter.

The Upsilon family succession is still a work in progress. The first tranche of funds has been paid to
the non-farmers, and the farmer has a good stake in the business and a growing stake in the land. All
the children now have partners and the family is growing. There is a commitment from Jim and his
wife to keep gradually handing over ownership to Allan and at the same time for Allan to use the
equity to borrow to buy out his siblings. As with many plans, the core of the plan remains solid but
the timing for the next move is uncertain.

Jim: “It’s just where we go next, you know do we make another step or do we let time take
its step, or do we start specifically willing land to Allan?”

That question is partly a question for Jim’s lawyer. But even in a family where relationships are very
solid there is always a risk in handing over ownership via a Will. Wills can be challenged. It is true
that there can also be challenges where the assets have been handed over during the lifetime of the
person who gave them. But if the appropriate agreements have been entered into and the work has
been professionally, and completely done, a challenge is much more difficult. But if the work is
sloppy, hasn’t been ‘road-tested’, if all the documents, including Deeds, Agreements, Powers of
Attorney and Wills, aren’t ‘harmonised’ then assets passed on during the givers lifetime can be
challenged.

If history is a guide the Upsilon family will do a thorough job.
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Summary — Case Study 3: Rho Family
Business continuing

If the division was even, the farm would be sold.

The farm was split in three successive generations. For it to remain viable the business needed to
avoid further size reduction. There are four children in the Rho family, who as a family confronted
the issues and the split is 80% to the farmer and 20% shared by the other three siblings.

In some families it’s accepted that the farmer will get the farm, and the rest of the family will be
content with what is left over. That is pretty much the case with the Rho family. Succession up until
this point had been managed by continually splitting the farm between the farmers in each
generation. As well as size reductions forced by family members, some of the farm was acquired for
solider settlement. That’s why the farm fell in area to its present size.

The cut up of family assets, 80% to the farmer and 20% to the three other siblings, was enabled by
off farm assets. But the current arrangement could not have been agreed without the family
confronting the issues. Adam, the farmer in the current generation, made it clear that he wasn’t
prepared to spend twenty years working on the farm and then find that he had a quarter share. The
conversation was blunt ‘if you all want your equal share, we will just have to sell it.” With a young
family to consider, he made it clear that he would sell and go and do something else. But his parents
wanted to remain on the farm.

The lessons from the Rho family are:

1. Individual families have the right to choose a course which suits them.
In this case fair does not mean equal.

3. The family ’bit the bullet’ and decided to split the assets 80/20 soon after the farming son
committed to running the farm.

4. There is some unfinished business in the Rho family which won’t be finished until Adam’s
parents die.

5. For Adam, relying on his parents Wills may be a dangerous choice.

There may still be some issues to resolve for the Rho family.
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Case Study 3: Rho Family

Business continuing

If the division was even, the farm would be sold.

Whilst it is fashionable to expect that a family’s resources will be split equally amongst the children,
in many farming families that would make succession impossible. In the case of Rho family, where
the farm had already been split at the changeover between three previous generations, the farm
would be un-viable if the split was even again.

History:

The Rho farm is part of the original family ‘Run’ which was acquired in 1883. There are strong
emotional ties. For Adam, the farmer in the current generation, business viability is as important as
the history. With the farm on its third split, Adam outlined the history behind the splits in each
generation.

Adam: “The first split occurred in generation three, my grandfather, and the second split
was in the fourth generation, between my father and his brother. The property was about
4,000 hectares (ha) originally, but now | have 1,400ha. Some of the reduction in area was
through acquisition for soldier settlement and the others were to allow brothers to farm
independently”.

The family genogram below details the people involved in the Rho family story.

Figure 1: Rho Family Genogram

Three previous generations

1930's |

1960’s

2000’ O Adam

A farm of 1,400ha is viable and likely to remain so. However, in a family with four children where the
bulk of the family assets are invested in the farm, an equal split would have left Adam with less than
300ha plus the stock and plant, or around 25% equity. Figure 2 (below) shows the land owned and
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leased by the Rho family since the farm was acquired in the 1880’s and highlights the split in each
successive generation.

Figure 2: Rho Land Owned and leased in Hectares

Land owned and leased in Hectares

4500
4000
3500
3000
o 2500
2000 \
1500
1000
500
O'm
O N O N o N O N O Mmoo mowmwowmo umowmOo umowm o uwmwo um
00 00 OO OO O O d A N N OO N & < 1N 1D ©W O INMNOOWOOW OO O OO dH
0O 00O 00 GO OO OO O OO OO O OO OO O OO OO O OO OO OO O OO OO O OO O O O O
Y o e e e e e e " NN NN
Year

A story of Succession:

Adam went to University to study business and completed an Ag marketing course. He travelled to
America to work on farms, and later in the marketing department for a seed company. It was after
this overseas stint that Adam returned home to work on the family farm. The Rho family had some
hard decisions to make when it came to succession planning, and it was five years after Adam had
returned home that the Rho family started to examine a viable succession plan.

The family met and discussed the thorny issue; an equal split would lead to an unviable farm,
meaning the family property would need to be sold. In preparation for succession, Adam’s parents
have acquired some real estate that the three non-farming siblings will inherit. It is unlikely that
Adam would have remained farming with the prospect of the farm becoming un-viable. In that case
the farm would have been sold and his parents, who wanted to remain living on the farm as long as
possible, would not have been able to do so. While Adam’s sisters, all three of which have successful
independent careers, are happy with the succession plan, and are set to inherit property that their
parents have acquired, the future is still uncertain. Adam recalls the family discussion:

Adam: “We sat down and talked about the future. It isn’t all signed which makes me feel
uncomfortable. I’'m not totally worried about my sisters, but you don’t know what their
partners could put in their minds - we shouldn’t think like that but you do think about it.”

The conversation in the room was blunt and all cards were laid on the table. With a young family,
Adam did not want to risk their future and effectively told his sisters that.

Adam: “If you all want your equal share, we will just have to sell it. It was as blunt as that.
Just tell me now, because | don’t want to get twenty years down the track and then get hit
with this. That would be no fun for me, | have little kids.”
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But what if Adam’s sister’s wanted a larger share of the assets? Thankfully, it never got to this point,
but if his sisters had wanted a larger share (say 40%), Adam would have sat down and worked out
whether a larger split with his siblings would have been practicable.

Adam: “If | worked it out and it was financially unviable, then that is a bad business decision.
So you might as well get out. If you got money back out of it, invest that and do something
and go and work and find another field. | couldn’t tell you an exact percentage as we never
got to that point.”

To ensure an inheritance for their three daughters, Adam’s parents have built their off farm assets
(which amount to around 20% of their total assets) through good farming practices, and buying and
selling land. Adam recalls that they have ‘worked hard to get it’, and they have ensured that there is
something for their daughters to inherit.

Adam is working hard to ensure that he runs a successful business and grows assets further for the
future generations. Operations on the Rho family farm have changed a quite a bit since Adam
returned home. The number of enterprises has been reduced with the cattle sold, and a heavier
focus on cropping, grazing and livestock trading. The business has also gone into trade steers,
keeping them for several months and selling depending on the season.

As in any business, change is inevitable and since his return home on the Rho family farm, Adam
recalls some of these changes and how much harder it is to save money in the current climate. Cost
of production is a major factor and Adam compared the cost of inputs when he came home about
fifteen years ago with those of today.

Adam: “The purchase of 100kg of MAP fertiliser was $97 per tonne and now it is $750. We
got $245 for wheat and this year | got $253. | came across these recently and reading them
actually made me feel sick.”

Unsurprisingly, farming is getting tougher for the Rho family. They do not have spare money like
they used to. Adam recalls that when he first came back to the farm ‘we always had a little buffer all
the time. That’s now gone. Every year | am on budget with my costs so then we’re at the lap of the
gods as to what we get at the other end. We’re price takers not makers. The situation is getting
harder.

It is hard to say if Adam’s children will want to farm in the future. He has one son, aged 10, and two
daughters, aged 8 and 6. Adam is unsure of his position should one child want to farm, or maybe
even all three.

Adam: “To tell you the truth | don’t know. That is a tough question. | guess I'd have to take a
step back and look at the whole picture, including the financial side. This wouldn’t be for
probably twenty years down the track and the farm may not be in a position or viable to run
two operations. We might have to bite the bullet and sell the farm.”

Adam recalls his parent’s decisions around the percentage split with 80% to Adam and 20% shared
between his three siblings.
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Adam: ‘My parents just basically said that if you [my siblings] want your entire share we will
have to sell it, pure and simple and Adam will have to go and do something else. That’s itin a
nutshell.’

That was a choice that Adam’s parents were not prepared to make. But Adam will be well advised to
secure the ownership to ensure that the land isn’t handed over to him via a Will. Wills, when
challenged can bust the toughest nutshell. If the seeds of discontent are present in the family,
handing over the farm via the Will is a good way to enable them to flourish.

The lessons from the Rho family are:

Individual families have the right to choose a course which suits them.
In this case fair does not mean equal.

3. The family ‘bit the bullet’ and decided to split the assets 80/20 soon after the farming son
committed to running the farm.

4. There is some unfinished business in the Rho family which won’t be finished until Adam’s
parents die.

5. For Adam, relying on his parents Wills may be a dangerous choice.
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Summary - Case Study 4: Lambda Family

Business continuing

It was a modest start, but with share farming, off farm work and investments...

In the early 1960’s, Eleanor inherited three contiguous paddocks totalling 1,300 hectares (ha). They
had no improvements, poor water and the place was infested with rabbits and wattle. In 2016
dollars it was worth about $700,000. It was battling to run 1,000 DSE.

Matthew and Eleanor Lambda had seven children. Two of them, Allan and George, have purchased
and manage the farm business including stock, plant and contracts. The seven children, now middle
aged adults, are part of a happy extended family. Six have chosen to retain ownership of family land.
One choose to sell their allocated share and this was managed amicably.

Today, Home Farm, situated close to a major rural town with an annual rainfall of 550mm, is the
centre of a farming operation which covers 3,293ha of owned land, plus 2,162ha of leased land.
Allan and George run in excess of 30,000 DSE and, in addition, trade up to 4,000 prime lambs
annually. Concurrently the family has built significant off farm investments. The farming enterprise
alone is worth $20,000,000.

George and Allan own the business and all but the 1,200ha which is jointly owned by them and their
siblings. This land is leased by them. Business expansion came in small steps, ensuring that they had
livestock ready by leasing, vendor finance and family guarantees.

Matthew and Eleanor set in place four guiding principles and the current generation has added a
fifth:

Everyone is expected to work (and work hard):

‘We were all expected to pitch in and help’.

If any of the children had time on their hands Matthew would ensure that they had something useful
to do.

Whatever we have will be divided (absolutely) equally:

‘The starting point was that family assets would be divided absolutely equally’.

Don’t expect to be given money:

But there is a difference between ‘It’s up to you’ and ‘you’re on your own’. The reality was that there
were no free lunches, but if any really needed assistance it was forthcoming.

Invest off farm:

The primary area of off farm investment, at least initially, was to buy residential land and develop it.
That strategy allowed Matthew to get leverage on the investment and add value by doing much of
the work.

Page 77 of 239



P.PSH.0827 — Farm Success Enabling Case Studies

Be prepared to do a deal:

This principal of doing business had a subset; which is, ‘...and leave something in the deal for the next
bloke’. When Allan and George were working to provide certainty for each other and their
immediate families, they put a deal together which involved swapping land and keeping the houses
they lived in. The attitude of give and take allowed them to reach agreement.

The Future:

There are mechanisms in place to ensure that if at some future time any do want to sell, that a
valuation can be agreed. There are also restrictions on the number of siblings who can sell at any
one time, the time between sales, and an agreement that the sales must remain within the family.
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Case Study 4: Lambda Family

Business continuing

It was a modest start, but with share farming, off farm work and investments...
The people in this case study are Matthew and Eleanor Lambda and two of their children; Allan and

George. The remainder of the children, all part of a happy extended family, are important in that
they have accepted the ‘family rules’. Most still have some land ownership.

Figure 1: Lambda Family Genogram

Gen 1: O
eleele

Gen 3 - (1960’s): Matt Ellie

Gen 4 - (1980’s): Allan George

In the early 1960’s, Matt and Ellie Lambda settled on a block of about 1,316 hectares (ha). They were
the third generation of the family to own the place and it was handed down more or less debt free.
Matt owned a small farm in another district on which he ran a few hundred sheep. His main source
of income was seed harvesting.

The property, Home Farm, has an annual rainfall of 500 to 550mm and is reasonably close to a major
centre. When Matt and Ellie took over the place it was effectively three paddocks, had no
improvements, no buildings, poor water, and was infested with rabbits and wattle. In 2016 dollars it
was worth about $700,000. The place was battling to run 1,000 DSE.

Today, Home Farm is the centre of a farming operation which covers 3,293ha of owned land, plus
2,162ha of leased land. The family now run in excess of 30,000 DSE, and in addition trades and
finishes up to 4,000 prime lambs. As well as expanding the farming operation the family had
significant off farm investments. In addition to the farm and off farm development, Matt and Ellie
had a large family. The adage, ‘the family which plays together stays together’ is applicable to the
Lambda family, and is an important factor in its continued success.

The business is now jointly owned and managed by two brothers, Allan and George, and along with
most of the rest of their siblings (six in all) are joint owners in some of the land. One sibling choose
to sell their allocated share and this was managed amicably. The siblings who are involved in land
ownership are happy with the return and have no plans to sell. There are mechanisms in place to
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ensure that if at some future time any do want to sell, that a valuation can be agreed. There are also
restrictions on the number of siblings who can sell at any one time, the time between sales, and an
agreement that the sales must remain within the family.

Before describing the steps the family took to achieve this remarkable record of growth and family
harmony there are some important principles and attitudes which Matt and Ellie set in place. These
principles and attitudes were about how the family and the business operated.

Matt and Ellie had four guiding principles and the next generation has added a fifth:
1. Everyone is expected to work (and work hard);
2. Whatever we have will be divided (absolutely) equally;
3. Don’t expect to be given money;
4. Invest off farm;

5. Be prepared to do a deal.

Everyone is expected to work (and work hard):

‘We were all expected to pitch in and help’.

As Allan and George tell the story, everyone was expected to work when time allowed. During slack
times on the farm as young adults they might be taken to a development site to help out. There they
might act as builders, labourers, or in general clean-up tasks before painting. The overriding principle
was that if we had time on our hands Matt would ensure that there was something useful to do.

Whatever we have will be divided (absolutely) equally:

‘The starting point was that family assets would be divided absolutely equally’.

The statement above, coming as it did from Mark, one of the siblings who has a city based
professional career, was the catalyst for making this business interesting as a case study. Whilst it is
easy to say ‘the asset division will be equal’, it isn’t easy to achieve that and pass on a viable farm.
Later in this study we will explore how it has been achieved.

Don’t expect to be given money:

One of the recurring themes in businesses where succession is achievable, is that families have
managed expectations. In Ellie and Matt’s case this went further than ‘You will all be treated equally’
to ‘Don’t expect to be given money’. The rules of the family were clear. We will support you until the
end of your school education, and then it is up to you. There was no expectation that Matt and Ellie
would contribute to university fees or assist with buying houses or starting business.

But there is a difference between ‘It’s up to you’ and ‘You’re on your own’. The reality was that
although each of the children understood that there were no free lunches, if any really needed
assistance, it was forthcoming.
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Invest off farm:

The primary area of investment, at least initially, was to buy residential land and develop it. That
strategy allowed Matt to get leverage on the investment and add value by doing much of the work.
Although not a builder, Matt understood how, and was capable of, doing all the site preparation,
digging and pouring foundations, and assisting with a good deal of the construction. Some of this
was done with farm (and later family) labour.

Be prepared to do a deal:

This principal of doing business had a subset; which is, ‘and leave something in the deal for the next
bloke’. There were several occasions where the preparedness to ‘do a deal’ was probably the
difference between a go/no go. When both Allan and George, who were married with their own
children, were working out how to provide certainty for each other and their immediate families,
they put a deal together which involved swapping land. They wanted to ensure that they each
owned the house and land where they live. Unless they had entered the negotiation with an attitude
of give and take, they would not have reached an agreement.

Another example is when they (Allan and George) were negotiating to buy Farm C. During the
negotiations, the vendor, whose business was in a ‘distressed state’, dismissed the agent acting on
his behalf. Allan worked hard to stay in the deal and managed by working with both the dismissed
and the newly appointed agent to buy the property.

The business now:

George and Allan and their families own the business. That is the stock, plant and contracts to lease
land, both from the family and from third parties. They also own, partly as individuals and partly
together, all but the 1,200ha which is jointly owned by them and their siblings. The farming
enterprise alone is worth $20,000,000.

Table 1: Lambda Record of Property Purchases

Property Year Purchased Area Acres Area Ha
Home farm 1960 3,250 1,316
Home farm 1981 1,100 445

addition

A Leased 1989 4,000 1619
B 1994 550 227
C 2000 1,800 728
D 2007 250 101
E 2013 1,000 404
F Leased 2013 800 323
G 2015 180 72
H Leased 2015* 544 220
Total 5,455

*Irrigated land
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Figure 2: Land Owned and Leased in Ha
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How did they do it?

There was no sudden change. The growth was gradual. At the point when Allan came home in the
mid 1980’s Matt had developed the pastures, subdivided, put in water, and built a decent house,
shedding and yards. In the early days he carted and spread the super himself. He had also
established the pattern of active off farm investment.

Allan worked both on farm and off farm, eventually managing a small farm for a third party and
leasing various parcels of land on his own account. Matt was surprised when Allan was about to get
married that he (Allan) asked for a written agreement which gave his wife surety that if anything
happened to him (death or permanent disablement) that she could remain living in the house for a
predetermined period. Matt was surprised, but he agreed.

Later, when George had been home for a few years and both George and Allan were in a position to
buy some land, the first priority was to buy the land where they lived. The catalyst was a compulsory
land acquisition. Allan and George recognised this as an opportunity to rearrange things, and
working with Matt, and a city based brother, they devised the plan which started to separate the
business from land ownership. This allowed them to expand by buying more land, and leasing and
securing, the non-farming member’s investment in family assets.
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A technique that Allan and George employed constantly was to build up livestock numbers, making
room by leasing and then borrowing heavily to buy land. This technique provides two advantages.
First there is the advantage of reduced taxable income because of a reduction in stock sales, and
secondly when land is purchased they already have the stock to run on it.

The purchase of Farm Cin 2000 is typical. They had the stock and the deposit. Matt agreed to act as
guarantor and they persuaded the bank to lend the money. It was a good decision. The farm for
which they paid just under $1,000,000 is now worth $4,500,000. Given that improvements and
interest were paid for out of the earnings from the farm, a multiplier of 4.5 in sixteen years is very
solid.

Where to now?

The challenge for Allan and George is that they have been so successful, the business has been
performing so well, and paying a respectable lease figure to the non-farmers, that when they (the
non-farmers) add the capital growth, they are very comfortable with the return. So comfortable that
nobody wants to sell.

It is most likely that in the foreseeable future, as Allan and George’s children start to make career
choices, that the issue of the non-farmer siblings will become important. At the moment there are
five siblings who jointly own 1,200ha. That is manageable while the shares are owned by the siblings.
But as the siblings pass their share to the next generation, if they are allowed to pass them on in
parcels to each of their children there could soon be twenty or more shareholders.

Moving ownership from siblings to cousins will be a new ball game but the family is following the
‘Family in Business’ model shown earlier in this series.
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Summary - Case Study 5: Kappa Family

Business continuing

“If we hadn’t had a succession plan the farm would have been sold”.

Without a succession plan the farm would have been sold. Who would invest in a business with no
future?

With equity hovering around the mid 60’s, and the older generation having progressively less
energy, something had to give. The 2000 — 2010 drought had a negative impact, both financially and
mentally on the people. The bank was getting nervous.

Rob and Diana Kappa had a further challenge. Rob wanted to ensure that the farm remained viable,
but Diana was determined that the eventual distribution of assets to their two children would be
fair. In Diana’s terms, fair meant very close to equal. The eventual split between the two children will
be 60/40 and the family has agreed that this is fair.

The introduction of the possibility of a succession plan triggered the imagination of the next
generation. Returning home became a viable option. The succession planning process took about
seven years. It was managed by a facilitator with input from the bank, the accountant and from a
business advisor.

The three overall aims of the Kappa family, funds to enable retirement, a viable farm and happy non
farming children, are similar to the aims of most farming families.

Although the debt for their farming son will be high, it is manageable. Rob and Diana will be able to
retire and their daughter is accepting of the result.

The lessons from the Kappa family are:

Without a succession plan, the next generation would not invest time in the business.
With the broad plan in mind, land was given to the next generation to allow borrowing to start
paying out a sibling.

3. Ensuring that a suitable house is provided for the exiting generation was essential.

4. The farm had been falling behind in terms of productivity, and the entry of a new generation
created a huge amount of energy.

5. Without succession in mind they would not have increased productivity.

6. The plan evolved over a seven year period.
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Case Study 5: Kappa Family

Business continuing

“If we hadn’t had a succession plan the farm would have been sold”.

Rob: “If we hadn’t started a succession plan Rob Jnr would not have come home. Without
him here we would not have increased production and without that increase we would have
ended up selling the farm.”

Rob is the fourth generation of his family to own the farm. It took about two years from the time
Rob and Diana Kappa decided to do something formal about succession, until they ‘seriously’ started
by engaging a professional to assist them.

In addition to the family farm on which they lived, Diana had an interest in some farming land
handed down from her family. From the time they approached the professional to assist them with a
succession plan until they had agreed on the plan, was a further five years.

From the very beginning Diana had insisted that the eventual total distribution of family assets had
to be fair. Both their two children had spent some time working on the farm and either could have

taken on the responsibility. At the commencement of the planning process Robert Jnr. was working
as a tradesman interstate. His sister Rosemary was working locally.

Over the years Rob had put together a portfolio of residential rental properties partly in the nearby
town and partly in a capital city. The debt on all assets was about 28% and the proportion of off farm
assets was about 27%.

During the formation of the plan there were many occasions when it appeared that some of the off-
farm assets would have to be sold, but Rob was dogged in his determination to hang on to them.

The family set five goals for the plan. They were:

e Maintain family harmony;

e Ensure the final distribution is fair;

e Build the business to ensure higher cash flow;

o Keep at least some off farm investments to provide retirement income; and
e Build a new house for Rob and Diana.

Although there were times when, due to tough seasonal conditions, it seemed that some off farm
assets may have to be sold, the basic goals didn’t change.

Maintain family harmony:

This was agreed by all, but really driven by Diana. At times it wasn’t easy. Robert Jnr. and Rosemary
were both in relationships and the family needed to accommodate that situation. The family made
the decision that both, the discussions, and the decisions, relating to the plan would be on a ‘No
DNA, no say’ basis. This worked well for them. The underlying factors which enabled the family to
work through the process were that they do really care for, and respect, each other and that they
‘play together’.
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The push to sell some of the off farm assets came from Diana. Her motivation was to ensure that in
taking on the farm, Robert Jnr would not be too burdened with debt, and that he would have a
family life.

The fact that the family plays together, that it takes holidays together, and all the family enjoy each
other’s company, has also been a big factor in ensuring success.

That doesn’t mean that the process hasn’t been stressful, or that emotions have not run high at
times. Both stress and emotion have surfaced, however on each occasion the family members have
parted amicably.

Ensure the final distribution is fair:

Very early on in the process Diana wanted to know ‘What is fair?’ The family agreed that it would
not be possible to keep a viable farm, have sufficient investments for Rob and Diana to retire and to
provide an equal share for Rosemary. The family realised that an equal distribution between
Rosemary and her brother would render the business unviable. Equally, if the farm was sold in the
near future and funds put aside for Rob and Diana to retire, the total eventual distribution would be
reduced.

With Robert Jnr. taking on the debt and some future, paid employment commitments to his father,
the eventual split between he and Rosemary will be 60/40. The family has agreed that this is fair.

Build the business to ensure higher cash flow:

There was a period when it seemed unlikely that Robert Jnr. would come home and farm. During
that period, which coincided with the effects of the millennium drought, development (particularly
pasture development) slowed down. Father and son accepted that they would have to lift
productivity to create cash flow and that the business had the capacity to achieve higher
profitability.

Together, they enrolled in courses such as ‘Making More Money from Sheep” and ‘Lifetime Ewe
Management’ and in a very short time span lifted the production capacity of the farm and as a
consequence the cash flow.

Keep at least some off farm investments to provide retirement income for Rob and Diana:

In business there are ‘Good Decisions’ and ‘Right Decisions’. Consequently it can be argued that
there are ‘Bad Decisions’ and “Wrong Decisions’. Only hindsight can tell which category a decision
falls into. Given the cash flow situation at the time, when it was first suggested that some of the
residential rental property should be sold, and Rob doggedly refused, it looked as though that was a
bad decision. But what appeared to be a bad decision at the time looks like the right decision now.
There is an opportunity to enhance the value some of the rental properties and the family has the
required skill to carry out the improvements. This will improve the balance sheet position and as a
consequence ensure that Rosemary ends up with 40% of the family assets.

Fund a retirement house for Rob and Diana:

This point has been non-negotiable within the family. Although there has been acceptance that
Diana would not get the house she wanted, as soon as she wanted, it was agreed that the house was
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a priority which could not be put off forever. At the time of writing, the plans are in an advanced
stage, and the method of funding has been agreed as part of the overall plan. That method includes
the transfer, to Robert Jnr, of the ownership of some unencumbered farming land which is not
connected to the farm. Robert Jnr. will borrow against that land and in turn pay for the house. In the
event that he encounters severe financial stress, the land could be sold without significantly
compromising the business.

Ensure the farm is profitable:

There is still a lot of work to do to ensure that the farm is profitable in the long term. Currently the
equity, when the commitment to build Rob and Diana’s house is included, sits at a little over 60%.
Low equity at what is effectively the establishment of a new (Robert Jnr.) business is to be expected.
Equity at 60% is manageable, while interest rates are low, the season is favourable, and prices are
high. In the long term, equity will need to increase to ensure long term viability. Whilst investments
in pastures and equipment are necessary, a plan to reduce debt is essential.

The lessons from the Kappa family are:

Without a succession plan, the next generation would not invest time in the business.
With the broad plan in mind, land was given to the next generation to allow borrowing to
start paying out a sibling.

3. Ensuring that a suitable house is provided for the exiting generation was essential.
The farm had been falling behind in terms of productivity, and the entry of a new generation
created a huge amount of energy.

5. Without succession in mind they would not have increased productivity.

6. The plan evolved over a seven year period.
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Summary - Case Study 6: Pi Family

Business continuing

The family told the directors to “perform or sell”.

The Pi Family own and operate a very large farming business based mainly on livestock production,
in both the high rainfall and pastoral zones of southern Australia. The actual area and the stock
numbers are not important in this study. The important factors are that the family is multi-
generational, with cousins working together to govern and manage a business which is in the top
100 of Australian primary production business.

The family had been able to steer the business through 60 years of drought, rabbits, the depression,
the 1974 cattle crash and many, mini collapses in the livestock industries, but the wool collapse of
the 1990’s really took a toll.

‘The wool crash in 1991 is probably a significant milestone in the family. There were good
returns up until then and then it went to almost no return.’

That was the start of 10-15 years of disquiet which culminated around 2004. The family members
remained patient for a few years, but after a time they had enough. They demanded that the
business perform:

‘Then there was an ultimatum on the table; profit improvement, or wind-up the company.
That was a wake-up call and the Board brought those two positons to the shareholders. They
didn’t even get a seconder to wind-up the company so everyone voted for profit
improvement.’

In order to perform they agreed that the business needed to set production and financial goals, to
benchmark externally and within, and to grow by adding to existing properties rather than adding
new properties to the portfolio.

This strategy, combined with solid off-farm investment and a strong shareholder engagement policy,
has ensured that shareholders are happy with the new arrangements. If any becomes unhappy,
there is an agreed method of buying and selling shares, and they have implemented a ‘Share Trading
Post’.

The business was turned around. Several off-farm investments were made (unsuccessfully at first)
and the family members were encouraged to spend time on and enjoy the properties. This
engagement has ensured that the shareholders derive benefits in addition to the financial returns.

The elements of the success include:

1. The implementation of the share trading post was a significant point. The investment is more
stable.

2. There is always a capital growth component in agriculture almost every farmer borrows
against it but the Pi family doesn’t.

3. Commercial property investment allowing leveraging against something with a known
income.

4. A new acquisition policy to own more farming land, in addition to the commercial property.

5. Ensuring that returns from the land are optimised.
Benchmarking to reinforce high levels of profitability.
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7. Leveraging on property interdependence.
8. Ensuring that family members are welcome on the properties and at business events
interspersed throughout the year.

The family has put a lot of thought into succession and there is every reason to expect that the
business will remain in the family for future generations.
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Case Study 6: Pi Family

Business continuing

The family told the directors to “perform or sell”.

Allan is the spokesperson for the Pi family. The Pi family company produces over 1,000 bales of wool
annually in addition to running beef cattle and prime lambs, and significant horticultural interests.
The company owns significant pastoral and high rainfall country. Rather than growing the portfolio
of nine properties by purchasing unattached land, the company has added to the land area by
buying land adjoining the properties it already owns. The family doesn’t make a fuss, doesn’t seek
publicity, and is rarely in the news.

The company is almost 100 years old, all the shares are held by descendants of the founders and a
member of the fifth generation sits on the Board. The company had a strong wool focus until the
collapse of the wool floor price scheme, but since then has diversified its interests from Merino wool
production to a number of other agricultural, horticultural and viticulture interests.

Some companies grow organically, but the Pi family had considerable assets derived principally from
agricultural production before the company was established. The motivation for the establishment
was very forward looking. Shortly after the end of World War One the founder, and his son, decided
to start the company to look after the interests of the daughters/sisters in the family. The provision
for the daughters/sisters was very unusual then as primogeniture was the norm.

Allan: “The father and the son had previously been in partnership and set up the company
to give an income stream to the sisters, or the daughters. The whole scenario was about
providing for the whole family and going through succession. So now the company is still
fully family owned, a third of the shares descend from each of the two brothers; the other
third is from the three sisters. The reason for the establishment of the company was
succession.”

The shareholders, in addition to their shares, individually own properties which are not part of the
company. Some of those family members have succession issues within their nuclear family. ‘They’ve
got one property and it is difficult to share it between multiple children’.

Succession isn’t easy in a nuclear family, so is it harder, or easier, in a family company? Allan used
the example of one of the Directors who is going through succession planning with his children and
trying to determine how to make the eventual distribution equal. Another has said to the daughter,
you either have to be working on the farm, or you’re not going to get the farm, and it won't be
equal. As the company has passed through the generations, the number of shareholders has become
larger and so the slice of the pie at generation 5 to 6 is smaller. With about 75 shareholders now,
some have a very small proportion. The minimum shareholding is 500 out of seven million shares,
but there are some shareholders that still have around 10% of the company.

The Directors have discussed pruning the family tree which is something that has happened in a few
quite larger companies. In some they bought out their cousins, another bought out the rest of his
family:
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Allan “We have looked at that and that hasn’t really got any legs at the moment. We work
on the premise that if you are a family member and you are engaged with the family
company you accept a lower return on investment than listed shareholding. Because as the
generations go further down your shareholding is smaller, you probably live in the city and
could be less engaged in the business. So it’s vital that we need to keep our family members
engaged, otherwise we are going to have to produce an investment grade return on their
investment.”

Keeping family members engaged is a fine principle, but it takes some managing.

Allan: “At the basic level, we try and have shareholder trips to properties so that they can
walk over them and see what’s going on. Our annual report is fairly comprehensive, so we
talk about what actually happens on each property, lots of photographs. We meet more
often than just the AGM, we have shareholder functions. We are now encouraging family
members to have an agricultural career, whereas from probably about the 1960’s to 1990’s
that was very much discouraged. At that time family members were discouraged from going
onto the properties.”

While it is easy to understand the initial motivation of the founders, over the intervening years,
there must have been challenges to the Board. It seems amazing that five generations of family
members were happy to remain committed. The leadership took a very forward view and came to
understand the importance of engagement. Alan explains how they might have arrived at that.

Allan: “The wool crash in 1991 is probably a significant milestone in the family. There were
good returns up until then, and then it went to almost no returns, and that was probably the
start of 10-15 years of disquiet which culminated in around 2004. Then there was an
ultimatum on the table - profit improvement or wind-up the company. That was a wake-up
call and the Board brought those two positons to the shareholders. The choices were
improve profit or wind up. They didn’t even get a seconder to wind-up the company so
everyone voted for profit improvement.”

Wind up was plan B, let’s concentrate on Plan A; improving profitability:

Allan: “I think it was pretty structured in that way too, to get the shareholders on board. So
at that point we had a profit improvement program and we had to work out how we were
actually going to make value for shareholders again. And it’s probably been fortunate that
commodity prices have gone the right way. But some of the things we have done in that
time include adding some liquidity to shares by holding share trading posts. The shares at
the moment probably have an $18 asset backing, back then they probably had a $10 asset
backing, but they were being sold at $2 — so no one wanted to sell their shares because
there was no value in it. So we bought in a share trading post with a proper tradable value
and also put in a buyback provision, a buyback of last resort, so if anyone actually wants to
get out of the family they’ve got the opportunity to do it now.

It is a discount. So the formula we use is a 35% discount to actual asset value (or market
value) and we get everything valued every year.”
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How was the discount of 35% arrived at?

Allan: “We determined that by looking at Prime Ag when it was listed on the Stock Exchange
and was trading at about that discount to NTA [i.e. net tangible assets] at the time.”

Is there a limit on the number of people that can get out at any one time?

Allan: “No, it’s never really come up. So when there is a shareholder that actually wants to
sell all of their holding, it generally overwhelms the market of buyers, but that’s when the
buyback provisions kick in, and it’s never been more than a couple of percent. And also it’s
definitely a Board Policy, and | think that the shareholders would back it up, that because
they have been bought back at a discount to market value, they would borrow to buy out
shareholders.”

Showing that there was a way to get out was important but what about improving the
performance?

Allan: “So there was that [enabling exit], and putting that in place was a big key, the second
thing was starting to get some proper returns.

The company has always been a conservative borrower and it really didn’t have any debt.
Whenever the company purchased another property it generally borrowed money from the
shareholders rather than the bank. But that’s created a lazy balance sheet. The retort from
the company was, ‘well pastoral and agricultural returns aren’t really consistent enough to
allow us to borrow against it so we would only borrow maybe 5% of the asset values’. So we
sold a significant asset of about $30M, gave about one third back to shareholders in a
special dividend and the rest of the money we put back into the company and built a
commercial property portfolio. The returns on that are known and consistent monthly, but
also consistent yearly, it makes it easier for us to borrow against assets.

So now our Board Policy is to borrow up to about 20% of our assets. That’s allowed us to go
out and buy a lot more properties, we are probably, on average, purchasing a new property
about every 18 months for the last 5 or 6 years.”

And 80% equity is very solid?

Allan: “Yes, the bank still laughs when we say that we’re not going above that. And so a lot
of the properties have been add-ons to existing properties, but before we purchased them
they were being operated as a family farm in their own right, so it’s not just one or two
paddocks. Because we can borrow the money and use some of the returns from good
commodity prices, we can pay that money. So our acquisition policy is really geared up
which allows us to pay higher dividends to shareholders, but also they’ve now got this
indicator of share price so the capital growth is moving up as well. We can demonstrate that
even if you are only in this for an investment return, we are doing as well as, or better than,
the market in general. This is helped by the fact that the market in general hasn’t been going
great guns in the last few years. It's put Agriculture back onto the good list, because [at the
moment] everything else is not as good.”
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Agriculture certainly had a period when it wasn’t returning well and whether it’s on the good list
or not, is as much as anything, dependent on what happening to property/land prices:

Allan: “I'll also just go back to the decade of disquiet following the wool price [collapse]. The
Board strategy at that time was to diversify in order to not, solely, be reliant on wool. But
pretty much all the investments the Board went into were shockers. But the company has
stuck with those investment and they are starting to turn good now. We sold out of a citrus
farm last year with an average of 11% per annum over the life of the investment, including
that millennium drought.”

For a shocker, 11% was pretty good, but in the early days of the investment the returns were poor.
The shareholders weren’t getting a dividend, the Board was reducing the reliance on wool, but the
alternative investments were performing poorly. That caused disquiet. It was a key point in the
company because it could have fallen over. It would have followed many companies where the first
generation starts, the second one builds, and the third one gives it all away. The third generation
was in control at that time, so it actually could have gone the way that a lot of family companies go.
But they had that buffer of the share portfolio which allowed them to struggle through the 1990's
until prices improved.

Was the investment in physical assets that they could see and hold important, rather than the
money market or shares?

Allan: “I think the off farm investment strategy started in the 70’s, but the company built
quite a large share portfolio pre 1991, and it was around then that they actually liquidated
the shares to get rid of all their debt. That’s another thing said, if you held those shares in
1991, this company would be worth much more now; but that is hindsight. And we are not
interested at all in having paper investments now because it’s not attractive because of the
CGT [Capital Gains Tax] rules.”

When the Board had put the option to liquidate, they had stacked the argument a bit. Did
somebody have the foresight to stack the argument, or was it just that they wanted to go on doing
what they were doing?

Allan: “At that point there were members of the Board who could see the disquiet and also
the fact that the company was going a bit wayward. So they brought in a share valuation
expert. And the first thing that this expert really said was, ‘I’ve got buyers in China that can
take this all off your hands for you if you want, just ‘name your price’. That focussed the
Board and forced the question - Do we really want to continue as a family company or do we
want to get out now?”

Selling was clearly a commercial option. There was a sell out clause and the shareholders would
receive 100% of their share value. Retaining ownership without improving profitability was not an
option. The alternative to selling was to ensure that the company became truly profitable.

The possibility of getting out, took away some of the perceived necessity?

Allan: “Yes, I’'m sure there’s an element of protectionism in the family. Individuals said |
would definitely keep my shareholding if it is going to go off-shore. | think the fact that there
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was this opportunity and potential that you could give everything up and go away tested the
family on whether they wanted to remain as a family company or not.”

Alan compared the Pi family to the Kidman family. His understanding, from outside looking in, was
that the Kidman family lost control of the Board. They bought in independent Directors and over
time the number of independent Directors was greater that the number of family appointed
Directors. As a result the Board became dis-engaged from shareholder base and vice-versa. The
family lost control of the Board and they lost control of the company. Ultimately, shareholders sold
because they were not in control anymore.

Alan says there has been some discussion about having an independent Director or independent
Chairman because it can assure good governance. But the Kidman experience has really focussed
attention and people don’t want to sell. They do want to keep the company in the family.

In this family company few shareholders have actually had to purchase their shares so they probably
don’t even recognise the monetary value of their shareholding. Less than 50,000 shares out of 7
million have been purchased.

Allan: “A reason why people probably accept a lower return is because they don’t actually
attach a dollar value to it.”

Is there a level of stewardship ‘I’m holding this for the next generation?’

Allan: “Definitely, and I've heard a lot of shareholders say — ‘well look I’'ve got this
percentage of the company and I’'ve got two kids, so it’s my job to try and double the value of
my shares so that | can pass down to my descendants the same that I inherited.”

That’s a real stewardship attitude:

Allan: “Yes, absolutely and | think that’s something in a company that you can do. It’s a lot
harder if you are owning the property in your own right as a partnership or sole trader,
because then you get these issues of having to split the farm up or whatever.”

The company is involved in benchmarking, both between properties and with a commercial
benchmarking service. They put a lot of weight on benchmarking, particularly because they know
they are in the top 20% of ABARES. The company has also increased property interdependence. That
may mean accepting a lower profit on an individual property if it's in the whole company’s interests.
An example is the purchase of a property under an OJD order. The company has a policy to get rid of
0ID, so they decided to spell it for two years and only run cattle and lambs. In order to get
profitability from that property they weaned calves and lambs from all the other properties onto the
0JD one and that was mutually beneficial. It gave a better result for those individual properties and
now that’s part of the property strategy.

The elements of success for the Pi family include:

9. The implementation of the share trading post was a significant point. The investment is more
stable.
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10.

11.

12.
13.
14.
15.
16.

There is always a capital growth component in agriculture, almost every farmer borrows
against it, but the Pi family doesn’t.

Commercial property investment allowing leveraging against something with a known
income.

A new acquisition policy to own more farming land, in addition to the commercial property.
Ensuring that returns from the land are optimised.

Benchmarking to reinforce high levels of profitability.

Leveraging on property interdependence.

Ensuring that family members are welcome on the properties and at business events
interspersed throughout the year

The current management and shareholder engagement strategies should ensure that this business

continues. It is profitable and growing. The family has succeeded in moving the ownership from

siblings to cousins, has sound management and strong inter-family communication.
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Summary - Case Study 7: Mu Family

Business continuing

“We could not allow it to be halved again”.

The area of farming land owned by the ancestor of the Mu family was halved, then halved again. The
current owner and his brother reversed the trend, and have now split with a viable business each.
Over a 20 year period, Tom Mu claims to have achieved a 14% return to capital.

The growth strategy from when Tom Mu took over has been very deliberate. As soon as the business
equity starts to rise above about the 70% level, it’s time to borrow and buy. The actual investment;
land, commercial property, or shares, is less important than the timing. The key to this is that money
is never left idle, there is no lazy capital. Succession to the current generation, and the split of this
generation, were both smooth and handled well with the help of outside professionals.

When asked if he had been in a position to buy the land which had been allocated to his sister, Tom
replied:

“l had to. But it was a stretch financially, it’s never easy. You find the money and make it
work. We had it valued and paid according to value. | just borrowed the money.”

Tom now has 2,000 hectares of highly productive land in the high rainfall zone of southern Australia
running 20,000 DSE’s.

Tom has pondered the question about how to hand the farm on and achieve the three aims, (funds
for retirement, viable farm, happy family). He has already started to grow the capital to make that
possible:

Tom: “It's massive. How do we create an income stream so we are not putting our hand out
to our kids — oh by the way we’re giving it to you but there’s quite a few strings attached
where you’re not going to get ahead because we’re going to stifle you.”

That’s the next challenge, but with off farm investments Tom is well on the way to meeting it.

The ten key elements to Tom’s success are:

1. The starting point of an equal distribution between the siblings has underpinned family
harmony.

2. His decision to expand the farm before he came home.
This decision enabled the family to retain a station hand where many families dispense with
hired labour to accommodate the next generation. Retaining the station hand enabled Tom
to have two mentors. The station hand helped him learn the practical physical skills and his
father helped him with management. It also allowed him time to spend on development and
growth plans.

4. His attitude to risk and debt. Where most livestock farmers get twitchy when debt is above
20% Tom is comfortable with 40% debt.

5. The timing of investments is important. When the collateral is available Tom will borrow and
invest. The only question is - what investment?
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6. When there is an opportunity, take it.

7. Ensure adequate money is put aside for long term planning, strategy and management.

8. Involve the next generation when they are young.

9. Demonstrate to the next generation that farming is an enjoyable business.

10. Tom and his wife take the concept of ‘stewardship’ seriously, and want their kids to each get
the start that they had.
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Case Study 7: Mu Family

Business continuing
“We could not allow it to be halved again”.

If there is a set of attributes which sets the Mu family apart from other similar sized farm businesses,
it’s the attitude to financial gearing and the use of capital and debt. Debt has hovered between 30%
and 40% for successive decades. Tom Mu has continued to borrow to expand both his farming
enterprises, and his non-farming investments. It’s a story of calculated, manageable risk which has
delivered sustained growth over more than two decades.

In 1994, Tom Mu started with one third of a 1,200 hectare (ha) farm, valued at $500/acre, or
approximately $500,000. He now has 60% equity in a property and share portfolio valued at
$15,000,000. That makes his equity $9,000,000. The compound interest rate claimed is 14.75%. It's a
remarkable story.

The story starts in 1904, when Tom'’s great grandfather purchased two properties (both of which
have dual purpose land) in the district, which has a 650mm annual rainfall. He was a stock and
station agent. He put together two magnificent farms. If there were mobile phones around at the
time, he would’ve been forced to sell up, as his creditors would’ve tracked him down. He was a huge
risk taker and just got by. He put the two farms together, and over the generations the family ended
up with land, which has subsequently been split up through the generations.

Tom: “We are the 4" generation to have a go at the farm. It was about 3,200ha at the time
when my grandfather brought the property. Generation two split the farm. My grandfather
had two daughters, and it was split 50/50. This property was 1,200ha under my parent’s
stewardship. Mum and Dad inherited 800ha, | think, and then Dad built it up to around
1,200ha.”

Figure 1: Mu Family Genogram
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Tom'’s parents didn’t consider debt at all. Tom recalls that they didn’t have debt, and that it worried
them, ‘they ran into debt a couple of times and they did not like it. They ran through their career at
95 to 98% equity with a small overdraft.’

There was a massive change of attitude between the generations with Tom exhibiting some of the
adventurous nature of his great grandfather, but with a prudent attitude to risk. Given their
conservative nature Tom’s parents did well to grow the farm.

Tom: “Dad had a small farm which he sold to his brothers when he moved here. So when
they moved up here they had something behind them. They did well tacking on a couple of
the blocks next door from other relatives.”

Tom, who has an older sister and a younger brother, left school and worked in the Riverina for some
time before travelling overseas. He completed an Agribusiness course at Marcus Oldham and came
home seven years after leaving school. If history was to repeat itself the farm would shrink again.
But Tom didn’t muck about.

Tom: “Before | came home we bought some country down the road and | loaded us up with
debt. We did the transaction when | was at college. By the time | came home in December it
had settled after the harvest. So we bought a another small block down the road so we
could keep the station hand who dad had employed and | could join the business and learn
the systems from both my Dad and the station hand.”

Tom’s parents were ready to hand over. His mother had some unhappy memories and was happy to
move.

Tom: “The ghosts hang around a very long time, so Mum was happy to leave here. Dad was
happy to follow and willing as he knew we were up to it.”

Basically Tom’s mother said ‘here you go, if you stuff it up it’s on you’. It was a great opportunity.
Tom was 25, his elder sister was 27 and living in the city and his brother, who was 21, had not
decided whether he wanted to farm. A few years later his brother decided that he wanted to come
home. Tom was living in the big family house and his parents had moved into town.

Tom: “We first initiated succession planning with our accountant before we broughtin a
lawyer to help us. Our accountant sat in on some of our meetings.”

In the early meetings, not long after Tom came home, both his Dad and brother were quiet, as they
really didn’t know what they wanted to do. At the time it was too early for his Dad to leave and his
brother was too young. They each said their bit but couldn’t really enact anything as family members
didn’t know what they wanted to do.

They tried it again the next year and Tom’s Dad and brother said a little bit more, but they were not
as vocal as he or his mother. His sister wanted to be part of it, but not to be a farmer.

By the third year a lawyer was called in and they were ready for him then; to take action and put a
plan in place. They were selling the block down the road and buying a better block.
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Tom: “My brother came back and we were both living here and we had the block up the
road. My mother saw a farm of similar size as ours on the other side of town and suggested
we sell the block. We did some figures and talked to the bank and essentially doubled up
and bought Farm B. That way we had a farm each of similar size.”

They had to work together because the bank wouldn’t allow them to split. They had a big debt
between them and with equity below 60% they needed focus. That initiated succession. That was in
the late 1990’s and interest rates were around 11%, but they locked some in at 12.5%. They had a
couple of good trading years and then the 2000’s drought hit and then the land values went through
the roof. But they still needed cash flow to pay the interest.

Tom: “We had to generate cash but we couldn’t reduce the debt because the seasons didn’t
allow us and because our equity was low. We never capitalised our interest, we always made
our payments.”

Looking back, Tom accepts that they skated on thin ice but says ‘we were in our 20’s and didn’t know
any different.’” But although it was tight, they didn’t ever capitalise interest. They bought Farm B
which is roughly 50km from the home farm and traded as one business, drew wages, and shared
people and machinery.

Figure 2, below, shows the Mu family land owned in hectares throughout the successive
generations.

Figure 2: Mu Family - land owned (hectares)
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The issue of their sister’s share was manageable because the brothers had borrowed for expansion
and their borrowing accounted for almost half the total assets (40% in total).

Tom: “We had that property for five years and we didn’t capitalise much on it. We paid
$440,000 and sold it for $550,000.”
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However, they hadn’t paid any off the loan.

Tom: “No we’d grown with a little bit of machinery; we’d capitalised to then be in a position
to purchase the other farm without any other expense. My brother was coming on board,
machinery and everything we had around us was right. Livestock went straight across so it
worked quite well. We then had to work out how to keep our parents and sister secure. We
cut everything into thirds. My brother and | got a greater share but we also got the debt that
went with it.”

Tom'’s sister will inherit the off farm assets and she is happy. In round figures she will be given a third
of the assets, as valued at the time of the split. Their parents have helped her out with buying a
house in the city. She was quite emotional over the family home and mainly just wanted some
ownership of where she had grown up. She accepted that it could not still be her home, and home
for Tom’s wife and children. Those siblings leaving the farm need to roll forward a few years and ask
themselves is this going to be their family home or is going to be their brothers wife’s family home, it
can’t be both.

Tom: “It was very challenging and that is probably one of the hardest things because it
wasn’t clean.”

None of the siblings were married at the time so they ended up deciding to create value. They
allocated a part of the farm which could be split off without affecting the core, to go to their sister.
They transferred ownership into their sister’'s name, unencumbered, and leased it from her at
market rates

The partnership between Tom and his brother worked very well. They set it up to trade together for
five years (as the bank suggested) and ended up trading together for 12 years. Then the split as
amicable:

Tom: “When our kids were younger, probably seven or eight years ago now, my brother
rang me and said:

‘Everything is going great but let’s split.’

| thought right — so how do we do this? So we just added everything up, we a got a valuer in,
to value the country on each farm; we got an agent in to value the stock, our machinery
dealer to value the machinery. We laid it all on a big piece of paper, the two farms, what
stock was on each, what machinery we’d kept as we had a boom spray each and we shared a
seeder and a few other things.

My brother said: ‘That sounds good but | don’t want to do any farming, | want to contract it
out.’

| said: ‘If | keep our employee and machinery, can | put your crop in? Someone has to do it
and I'd do it at a better rate than a contractor.

He said: ‘No problems.’
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| then took on all his machinery which meant | had more debt. We then got to our land,
stock and plant as a gross on each farm and we adjusted it with debt and come to a net
figure very nearly close to what we thought was ok.”

A similar discussion occurred when Tom’s sister decided she wanted to sell her block to Tom. At the

time she needed to upgrade her house in Sydney. It was a stepping stone for her and the sale was
managed amicably.

Were you in a position to buy it?

Tom: “I had to. But it was a stretch financially, it's never easy. You find the money and make
it work. We had it valued and paid according to value. | just borrowed the money.”

The thing that’s different about this story is that that big jump — doubling.

Tom: “It was ridiculous, would | do it now? | doubt it. | know too much, | know how hard it
can get and | have a family to consider. It’s funny, Dad didn’t like debt, yet he was more than
happy for us to manage debt and he could advise us.”

Tom reckoned that they had 40 years to get it right and if, worst came to worst, they could have sold
the place they bought, or at least sold part of it. They had a year of vendor finance, something like
20 - 30%, which allowed them to trade.

One year of vendor finance was useful, ten would have been better.

Tom: “Doesn’t happen. Our bank supported us and | am still with the same bank now. We
didn’t increase staff levels, my brother came on and we shared the station hand between us.
We made it work with crappy old machinery. The combine we used to put over some
country, the hours we would sit on them just because we didn’t want to buy an air seeder. In
the first year we put in 800ha with one combine, a 130hp tractor and an old grouper.”

Where are you up to now?

Tom: “Looking after Mum and Dad. The banks had first mortgage, and paying out the
remainder of my sisters third.”

What of the future?

Tom: “This farm was 1,200ha when we took it over. It’s now over 2,000ha so it’s a 2 labour
unit business. It’s equivalent of a 4 DSE country so it’s a 20,000 DSE farm. I’'m very
comfortable for our stewardship. There is no need to expand our farming business for the
next 10-12 years because of the scale we have now. We may expand if there are
opportunities to purchase land that is under market value. Naturally we have debt, as you
don’t go from 1,200 to 2,000ha without picking debt up on the way.”

In the twenty year period since Tom came home, the farm has built, split, and then rebuilt again.
Tom went from a big farm to a small farm, then building it up to a big farm again.

Tom: “Yes, but you learn a bit along the way. | took on debt when we split so | didn’t have a
full equity farm because we had scaled up. Our land values had gone from $1,235/ha to
$3,200/ha so equity position was very strong.”
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They bought Tom’s brother’s farm at $1,235/ha (1,214ha). At the time, that farm was on the market
and they made an offer before auction and got it. But Tom thinks that the bank wouldn’t support
him to the same extent now.

Tom: “Timing and time. | had time to get it wrong and then get it right again, and | wasn’t
retiring during the GFC. That would’ve hurt. My brother and | split in about 2008 and land
was $3,800 per ha, when we bought it in 1997/98 for $1,235 per ha and by 1999 it had gone
to $1,730 per ha then just continued to roll.

The first year | was home we bought the farm down the road and we put in 2.5 times what
our normal cropping area. Some of the country paid for itself in one year.”

It hadn’t been cropped for a long time and it was highly fertile?

Tom: “I haven’t had gross margins like it since. It was over $1,000 per hectare gross margin
and we paid just over $1000 per ha for it. It was over a couple of hundred acres of this farm,
this wheat just went. It was on lupin stubble, the guy had farmed lupins the year before and
well just drilled wheat into it.”

It paid for the siblings to work together, they couldn’t have done what they’ve done on their own.
Now they have separate, but co-operating businesses. They didn’t double up on machinery. That
sounds like a copybook approach! Now looking forward, what next?

Are you setting yourself up so that if one of your kids wants to follow they can?

Tom: “I'm 45, my kids turn 13 & 15 this year. | was 25 when | came home and | think that’s a
good age to understand what you want. It takes a few years to figure it out.”

Tom is setting the business up so he will be able to give an equal start to both his children, whether
they want to farm or not.

Tom: “The minute we started on our own we were onto that. We just want to be able to
give them the opportunity that we had, which is a start. We don’t want to make it [too]
easy, but give them a start.”

The children are getting that start. Tom has involved the kids in the farm since they were little. When
they were 3 or 4 he gave them a cow each. They now have 32 cows in their mob, with another 14
heifers to be joined, making their mob close to 50 heifers. They are responsible for the mob, riding
horses to check them and bring them in for marking and weaning etc. Having the own ‘mob’ given
them a big sense of ownership and Tom reflects that it’s ‘been a big key in having them understand.’

Tom also shows his children that he enjoys what he does.

Tom: “It’s positive, not negative, so the kids see how much we enjoy what we do. Our aim is
to hand on our farm in better condition than when we got it. The kids see that it's not a
drag. They’re both very keen on farming at this stage. They both want to be farmers and
they fight over who's getting what paddock.”

The land values have gone from $1,200/ha to nearly $3,700/ha. Consequently, the business equity
has grown from the high 50’s to the high 70’s purely because of increases in land value. All Tom
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needed to do is to pay the interest. That growth in value will help him to hand over a viable farm,
‘we want to be able to hand on our farm; we are custodians’.

As Tom sees it he and his wife will have a thirty year tenure and then it is for the next generation to
enjoy if they want to be farmers. No pressure on them to become a farmer, ‘it has to be in your
blood to do it; you have to enjoy it to want to do it.” Tom thinks he will get a pretty good
understanding if they’re interested: “If they’re at Uni and they come home from holidays and want
to put a crop in, you get that feel | reckon over time.’

Tom: “There is a tendency these days for people to want to do something else and maybe at
35 decide they don’t want to be a merchant banker and want to take it on. You could even
put a manager on and satellite run it. There’s opportunity. We want the kids to pursue
careers and whatever chosen field they are interested in. They don’t have to go to
University. It’s purely up to them. How do we hand it on and not be a noose around their
neck?”

That’s part of the three aims (funds for retirement, viable farm, happy family), and although Tom has
pondered the question about how to hand the farm on, he has already started to grow the capital to
make that possible:

Tom: “It’s massive. How do we create an income stream so we are not putting our hand out
to our kids — oh by the way we’re giving it to you but there’s quite a few strings attached
where you’re not going to get ahead because we’re going to stifle you.”

That’s the next challenge, but with off farm investments Tom is well on the way to meeting it.
The ten key elements to Tom’s success are:

1. The starting point of an equal distribution between the siblings has underpinned family
harmony.

2. His decision to expand the farm before he came home.

3. This decision enabled the family to retain a station hand where many families dispense with
hired labour to accommodate the next generation. Retaining the station hand enabled Tom
to have two mentors. The station hand helped him learn the practical physical skills and his
father helped him with management. It also allowed him time to spend on development and
growth plans.

4. His attitude to risk and debt. Where most livestock farmers get twitchy when debt is above
20% Tom is comfortable with 40% debt.

5. The timing of investments is important. When the collateral is available Tom will borrow and

invest. The only question is - what investment?

When there is an opportunity, take it.

Ensure adequate money is put aside for long term planning, strategy and management.

Involve the next generation when they are young.

Lo Ne

Demonstrate to the next generation that farming is an enjoyable business.
10. Tom and his wife take the concept of ‘stewardship’ seriously, and want their kids to each get
the start that they had.
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Summary - Case Study 8: Sigma Family

Business continuing
“Our fathers bought it, but we have to pay it off”.

Their grandfather set up the two brothers. The brothers just kept buying more land. Their sons, this
generation, then had to pay for it. More expansion, poor prices and some droughts didn’t help.

Succession to this generation was dictatorial but it worked, although leaving a legacy of huge debt.
Succession from this to the next is very consultative with professional assistance. This generation will
also hand on some debt to the next but it will be more manageable.

The Sigma story is a great one with some important lessons:

1. Ingeneration 2, two brothers realising that the farm wasn’t going to be big enough when they
both had families, managed to get a farm each. The present generation is benefiting from the
start provided by their grandfather.

2. In generation 3, two brothers David and George decided that the business had to be
corporatised.

3. David and George purchased land at such a frenetic pace that equity was low, and as a result,
the business almost failed.

4. Borrowing off shore was a significant contributor to the near failure.

5. In Generation 4, five sons started out working together. One brother, when he realised that
the burden of debt was too great for him, was able to exit. The remaining four have been able
to carry on the business through drought, the Swiss franc affair, the wool crash and low cattle
prices and have effectively had to buy a significant proportion of the land that they now farm.

6. The remaining four have agreed on the big picture for the future:

a. They will lease the farms to the business on favourable terms.

b. They will put money aside in good years to ensure that a dividend can be paid in bad
years.

c. They will start to involve the next generation in what is, effectively, a family forum,
bringing the whole family together, providing them with opportunity to understand
what working in your own business really means. This will give them then the
opportunity to decide if they want to be part of the business, either working directly
on farm, or in an associated business.

d. They will be using the principles outlined in the ‘Family in Business’ model.

7. They have also worked out how the next generation can have input into the Board.

8. Effectively, they have appointed a family forum and a family council.

9. They will develop a Shareholder Agreement and what is effectively a Buy-Sell agreement for
the next generation.

With all of the steps that they have put in place there is every reason to anticipate that the business
will carry on until the next generation have children who would want to be involved in a senior
management level. This is probably 30 years from now. In preparation for those circumstances, the
process will need to start again in a few years.

Itis a good story.
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Case Study 8: Sigma Family

Business Continuing

“Our fathers bought it, but we have to pay it off”.

Prior to 1920, two brothers in the Sigma family had been farming in a nearby district in the 700mm
rainfall band in southern Australia. In about 1920, the family purchased Farm A, a holding of 800
hectares (ha) which is now the central property of the current business. One of the brothers, Bill,
moved to the newly acquired Farm A. The exact timing is unclear but soon after he moved Bill
became the sole owner.

Gen 4 is represented by Tom, one of the brothers and his cousin Adam.
The Sigma family is a large family as can be seen in the Genogram below.

Figure 1: Sigma Genogram
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Tom: “Originally Farm A was 800ha. Not long after more land was brought, so the starting
area was 1,700ha with no debt.”

Bill and his wife had seven children and two of their sons, George and David (Gen 3) built the
business to the present 7,800ha and ‘corporatised’ it.

Tom: “Bill ran the farm until he died in the mid 1950’s, but he wasn’t motivated in the way
George and David were. They were totally motivated and driven by the business. Bill
maintained the farm size through to the early 50’s. George and David took over around that
time and it was those two that then drove the business, but they weren’t the only children.”
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George and David had three sisters and two brothers.

Tom: “One ended up with a house in town which | think was her payout. Then the other two
were trustees of the Farm A and | don’t know if they ever got any money”.

Adam: “l don’t know that they got very much. There was some sort of payout and | know
Dad looked after one and paid all her expenses. We're still paying annuity to another.”

Whatever the level of agreement or disagreement among the siblings at the point of incorporation
in 1996, George and David had 50% equity. Corporatisation forced two issues. The first was that
George and David took control of the lion’s share of the company. The second was that they
allocated shares so that the five children in the next generation who wanted to farm, received 80%
of the shares between them and the nine non-farmers received the remaining 20%.

Corporatisation proved later to become the business saviour because, although they kept on
purchasing land, they only paid a minimal amount off the principle. At the day of reckoning when the
bank could have withdrawn support, the business was too big and it would have become very messy
for the bank.

The business carried significant debt, and Gen 3 left it for Gen 4 to pay it off. Gen 4 has three
brothers and a cousin in the company. Shortly before Gen 4 assumed control, acting on advice from
the bank, $1,500,000 was borrowed in Swiss francs. When the loan was called in by the bank the
repayment amount was $3,000,000, or double the amount borrowed.

The rationale to borrow in Swiss francs, before the relative values of the currency’s changed, was
simple. Bank interest on loans within Australia was sitting at around 16% and Swiss francs could be
borrowed at interest rates as low as 4%.

During this period, the Australian dollar (AUD) exchange rate peaked in 1982 then plummeted in
1985. To translate this into money, a loan of CHF (Swiss franc) $1M would have looked like this:

In 1982: Exchange Rate of 2.2 — CHF 1M = AUD 454K
In 1985: Exchange Rate of 1.4 — CHF 1M = AUD 714K

This situation worsened over the following year. The worst position was a 0.93 exchange rate in
January 1988, at which time CHF $1M would have been AUD 1.075M. So it was possible to borrow
CHF 1M at a cost of AUD 454K and pay back AUD 1.075M.

Put simply, for every S1 AUD borrowed $2.35 (plus interest) needed to be repaid.

The Swiss franc strategy was almost the end of the company. But they owed so much that the bank
would have incurred a huge write off if the business had been sold. The bank hung in (just) and the
family disposed of all non-farming assets. It took a long time to get back to a reasonable (80%)
equity.

The pattern of purchasing which led to the low equity is shown in Table 1.

Table 1: Record of property purchases
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Area Purchased

Property Year Purchased Area Purchased (Ac) (Ha)

A 1956 4,200 1,700
B 1960 940 381
C 1963 1,200 486
D 1967 400 162
E 1968 1,200 486
F 1969 800 324
G 1969 500 202
H 1971 730 296
| 1974 600 243
J 1976 1,200 486
K 1980 400 162
L 1981 1,300 526
M 1981 400 162
N 1982 536 217
(0] 1982 160 65
P 1982 180 73
Q 1984 270 109
R 1990 870 352

S 1990 3,300 1,336

Total 7,768

Figure 2: Sigma Land Owned and Leased Table in Hectares
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Land Owned and Land Leased Hectares
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Gen 4, the sons of George and David, had to concentrate, negotiate and work hard to hold the
business together. They also had to sell non-core assets, some at fire sale values:

Adam: “Our debt continued to grow throughout the 90’s after we [Gen 4] took over. Farm A
was corporatised in 1996. That provided the succession frame. Acting on advice from an
adviser and the accountant the decision was to corporatise Farm A and give everyone a
shareholding. All the family members from both their families received a percentage of
shareholding in the entity, which hosted about four companies and two family trusts. It was

a shareholding of a very complex set of entities. Five of us boys ended up in the business and
we bought one out.”

Tom: “By 1996 there were farmers and non-farmers. At that stage there were still two of
David’s children who hadn’t made a decision as to what the future was going to be.
Whereas, the other five had, so they put shares in trust for them to be either distributed to
them if they decided to be farmers, or to be distributed back to David’s family.”

The decision to corporitise was made so the management, future ownership, and debt were all
together in a package that the family could manage, and assist in negotiation with the banks. It
made it easier to actually make some decisions. At the time, in the 90’s, given the debt situation and
very poor income, due to poor commaodity prices, they realised that any decision to split the farm
“would have absolutely cruelled our chances of surviving”. So they took the view that they would
corporatize, and that provided an instant solution to a problem that had grown over time.

Tom: “There was a real hole in the last 20 years [and] we’ve been trying to work through all
the issues of.”

At one stage they had an off farm investor who loaned them $1,000,000 in a really tight time. The
initial thought was that he would convert to a shareholder one day, but the more he looked at it, the
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less he liked the idea. He maintained his investment for five years and it helped from a business
point of view. He also gave the family pointers in how to run a company, but when he got to the end
of the five years he realised he couldn’t easily exit if he became a shareholder. At that stage there
was no-one to sell it to.

Tom: “During those five years our debt reduced significantly and also the land values had a
leap in value. We went from land worth $2,100 per ha to $3,700per ha.”

Looking back, the family still marvel at how George and David managed to get the bank to agree to
so many land purchases. The expansion was all funded by bank finance.

The thing that really stands out as putting the business under extreme pressure was a 25%
expansion of the business in 1989. Things like low wool prices, the floor price scheme disappearing,
high interest rates and drought were manageable, but when they coincided with a big expansion,
the business was on a knife edge.

The business had a good run and just before wool fell over they were thinking about buying a place
for $1,877 per ha. It was a big price and their consultant said “look it’s too dear”. George and David
used to joke that when they had an argument they would just go and buy a block of land and make

up.

Adam “Although it was a joke, | think there may have been something in that. They had this
belief that they had to buy land. If it fitted they didn’t really care about price. They had to
have it.”

The ABARES report of the early 90’s predicted that agricultural prices would halve for the next
twelve months. The bank had set a trigger in place for the Swiss francs and the likelihood was that
the payback figure of $1,500,000 was going to double to $3,000,000. Even with all those factors in
view George and David bought more land.

Adam: “We’d ridden on the back of the ute all around a farm which was for sale and looked
at all the sights, beautiful rolling country. Then | can remember going with Dad to the bank
in Sydney and our Bank Manager said “you’re looking to buy 4,000 acres”. Dad said “no
that’s George” and he said “well if you want to buy it, just come and see me, we’ll fix you
up”. That's what it was like.

Adam remembers telling his father that they shouldn’t buy a place. It was going to make things really
tough. Adam argued that they had enough land. He wanted some breathing space. Adams father
said “no, I’'m going to buy it”. And he did.

Then the bank issued the ultimatum to reduce debt.

Tom: “It nearly killed us too. There was some pretty dramatic rationalisation of liquidating
anything that wasn’t producing (non-core assets).”

They had an apartment in Sydney that they bought in 1973 for about $53,000. It was sitting up on a
ridge overlooking Sydney Harbour in a beautiful position. But 1995 the bank wanted the non-core
assets sold. That apartment was sold for $220,000 and within twelve months it was worth in excess
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of $1,000,000. They also sold all non-farming assets, including a house in town on a small acreage,
and a boat.

So at this stage with the older generation, although in failing health, still in charge and in some sort
of denial, it was tough on Gen 4. It affected one of Adam’s brothers so much that he took his share,
at a reduced value, and left. But the others stayed together as a team and decided to work their way
out of it.

At that point the bank estimated the equity was 50%.

Adam: “The bank never thought we’d get assets out of it, they thought we were gone. They
didn’t give us a chance really. They didn’t close us up, but they were prepared to let us bury
ourselves. But we never ever missed a payment, interest payment, anything.”

They made the budget work, and ensured that they kept every commitment. They were young
blokes who could go outside and not worry too much about things, and just keeping working. They
think in a way it bound them together, they believed that they had no choice.

Tom: “What we had in front of us was what we had in front of us. In a sense it is actually
easier than some of the things we’re faced with now. Basically, we had a goal, at the end of
the year we had to meet this interest payment, pay some off the debt if we had some left
over and then do it again the following year. Our focus was to hang onto what we had and
things would work out.”

They were trying to put money aside to enable succession to the next generation. From the
corporatisation process in 1996 through to about 2000 there was no road back. They paid the first
dividend in 2003/2004 and thought they were starting to win. The debt had dropped by about
$2,500,000. With land values starting to springboard in the 2000’s, both the family and the bank
could see that they were starting to return a profit. This hadn’t happened for a long time. Things
were looking up and everyone was telling them they had a future.

Although they had been banking with one bank for thirty years they tendered the business with
other banks. They were unhappy with the Swiss franc issues, and believe this was poorly managed
by the bank. They weren’t people that knew agri-business. They went through the tender process
and things were looking up. Westpac, their new bank had a good attitude to their business.

Tom: “And then we got that 2000’s drought and all of a sudden that $2,500,000 debt that
we had reduced, just came back in 2 years.”

The debt was back, but on a much larger asset base. After the decade of clawing debt back it was
hard, emotionally and physically. It was a hard time, and hard going out every day and working. They
were older and it seemed tougher.

Tom: “It was bloody hard work, but we kept at it and we paid massive money for stock feeds
and we introduced a whole heap of weeds on the farm that we don’t need, in doing so. Once
2009 came, it was still a drought year but we broke even so it wasn’t a bad result.”
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Since 2010 they have had the best run in the history of the family. They have been consistently
budgeting on a $S1 million pre-tax profit and consistently achieving nearer $1.8 million. It’s just been
working now, but it has created big issues for succession plans.

Tom: “Suddenly you realise that you’re 60 years old. You’re not young anymore.”

Remember, at this stage, there are four sons of the Gen 3 brothers (George and David) in Gen 4 who
own and manage the farm, three siblings and one cousin. The cousin (Adam) has a daughter and son
in law involved in the business, and working on the farm, but the three brothers (Tom, Adam, and
Bob) don’t. They do have children working in agriculture, but off farm. This is a core issue for Adam.

Adam: “I'm a 20% shareholder of this company and the other three are a bit more or a bit
less. When the next generation comes on, if you put more than two sons on the farm out of
your shareholding they’re 10% shareholders. It’s not the end of the world but | have my
doubts whether that’s going to work.”

The questions the current generation are asking their children include; “Would you choose to be in
business with your brother or your cousin”? The current generation didn’t have to make that choice.
They were never asked if they wanted to be part of the family farming business. They finished school
and/or University and just came back.

For this business to continue on into the fifth generation, they have several options. The current
generation has become self-sufficient for retirement. A few years ago they were thinking they were
going to need their shares to fund retirement. The more they think about the succession plan and
what it means to the farming business, the more they realise that cashing out the shares is not a
good option. Getting the value within a private company is difficult, and they believe they have a
responsibility to the business. They see themselves as caretakers of the company, with a
responsibility towards the stewardship as well. They ran a partnership on top of the company’s
structure, so they didn’t have to pay Superannuation or Workers Compensation, and now they have
to face the consequences of that decision.

Tom: “I'm 57 and suddenly realised, you know, in about 10 years’ time I've got to be able to
step away from this place and look after myself.”

At the end of the day, they want to be able to give their shares to the next generation. They will
probably follow the lead of David and George. They made the decision back in 1996 that when the
shares were distributed amongst the 14 children, that the farmer’s sons who wanted to farm would
get the lion’s share and they did.

Adam: “We’ve all seen farms with three or four kids and one boy wants to run it, or one girl
wants to run it, and the other three are given 25% each. Then the farmer has to buy them
out and it doesn’t work, it kills them.”

There is an element of a stewardship, with the current generation wanting to have some influence
on the place in 10 years’ time; leaving a legacy. They want to hand shares on but ensure that the
company is viable. They understand they have to get the farm to the position of consistently paying
a dividend. Then they can afford retirement, and hand over the running of the farm to the next
generation, if they want to work the land. The millennium drought disrupted the plan to a certain
extent; it put them back about five years.
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One part of the plan which has worked, is that each of the current generation owns the house they
live in, and a small parcel of land.

Tom: “There was a change of council regulation that you could as a farmer title off a couple
of hectares and a house block”.

The challenge now is for the company to make profits and pay dividends. The next generation has
the opportunity to expand, when the current generation hand over the titles.

The Sigma story is a great story with some important lessons:

1. In Gen 2, two brothers realising that the farm wasn’t going to be big enough when they both
had families, managed to get a farm each. The present generation, represented by Tom, Adam
and Tom’s two brothers, is benefiting from the start provided by their grandfather.

2. In Gen 3, two brothers, David and George, decided that the business had to be corporatised.
In Gen 4, five sons, including Tom and Adam, started out working together. Adam’s brother,
when he realised that the burden of debt was too great for him, was able to exit. The
remaining four have been able to carry on the business through drought, the Swiss franc affair,
the wool crash and low cattle prices and have effectively had to buy a significant proportion
of the land that they now farm.

4. The four have agreed on the big picture for the future:

a. They will lease the farms to the business on favourable terms.

b. They will put money aside in good years to ensure that a dividend can be paid in bad
years.

c. They will start to involve the next generation in what is, effectively, a family forum,
bringing the whole family together, providing them with opportunity to understand
what working in your own business really means. This will give them then the
opportunity to decide if they want to be part of the business, either working directly
on farm, or in an associated business.

d. They will be using the principles outlined in the ‘Family in Business’ model.

5. They have also worked out how the next generation can have input into the Board.

6. Effectively, they have appointed a family forum and a family council.

7. They will develop a Shareholder Agreement and what is effectively a Buy-Sell agreement for
the next generation.

With all of the steps that they have put in place, there is every reason to anticipate that the business
will carry on until the next generation have children who would want to be involved in a senior
management level. That is probably 30 years from now. In preparation for those circumstances, the
process will need to start again in a few years.

It is a good story.
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Summary — Case Study 10: Alpha Family

Business not continuing

“We were the stewards, it wasn’t ours to sell”.

The Alpha family inherited a farm which had been successively cut up through five generations. The
business wasn’t viable, but as stewards they handed it onto the next generation. Faced with this
situation many families would have sold and moved, however the Alpha family, with a strong sense
of family history, combined with the weight of the past and the burden of being the eldest child,
meant that selling was not an option. The farm is in the 700mm plus rainfall belt and was never truly
profitable but they got by, lived happily and educated their children.

Handing the family farm over to the next generation was a difficult task that required four key
guestions to be answered:

Would it be fair to hand over to one child?

Should we force the children to be in business together?
What gives the best chance of keeping the farm in the family?
Should the split be equal?

PWNPE

It was a difficult decision to make and taking into account the above questions the Alpha family are
sure they’ve made the right decision. The land was split equally amongst the members of the next
generation, who now farm together on land which they own as individuals. The enterprises have
remained unchanged.

The key messages from the Alpha family are:

1. Some families place more importance on stewardship and keeping the farm in the family than
on economic factors.

2. In order to meet the stewardship obligations some families will forgo many of the trappings
of modern day life.

3. It would be unfair to postpone the eventual decision about ownership by leaving it up to the
next generation to decide.

4. The best chance of keeping the farm in the family may be to split it up between the siblings.

5. Individuals make choices and one choice, no matter what the consequences are can be ‘It
won’t be sold on my watch’.
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Case Study 10: Alpha Family

Business not continuing
“We were the stewards, it wasn’t ours to sell.”

The Alpha family farm isn’t viable. In reality, it wasn’t really viable when Nick’s father took it on. But
Nick and Sally Alpha are content with their lot. They are amongst a diminishing group of farmers
who have an attachment to the property and family history, which outweighs economic reality. They
could have sold the farm and had enough money to buy a viable farm in a district where Nick could
have followed his farming passion, but they choose to stay. They see themselves as life stewards
holding the farm in trust for the next generation. Although they hold title, in Nick’s words ‘it isn’t
ours to sell.”

Nick’s farm and family story is a copy book example of a farm which has been successively cut up to
allow the members of successive generations to farm on their own account.

The 1840’s generation comprised an equal partnership between two brothers. They handed over
smaller areas to their children. In the 1920’s the farm was split again, and again in the 1940’s. The
brothers who took over part of the original holding in the 1940’s split it three ways in the 1950’s.
Nick is a member of the fifth generation of his family to have farmed the land since it was first
occupied by his ancestors in 1840.

When Nick took over in the 1970’s his father retained part of the farm, which was subsequently sold
outside the family. There were injections of capital in Nick’s parents’ generation from family sources
which took the pressure off Nick. In addition to that source of windfall capital, Nick’s father had an
Uncle who didn’t marry and, as a consequence, in that generation there was more land to share. In
addition, Nick’s wife, Sally received a modest inheritance from her family.

The farm wasn’t a viable farm when Nick took it over, and if Nick and Sally hadn’t developed a direct
to customer niche market product they would not have been able to make a living. But they did
make a living, while also educating their children and then handed the place over. Staying came at a
personal cost of needing to be very careful with money, avoiding taking holidays and being available
to look after their customers virtually 365 days per year. The other cost is that they will have to
continue working into their late seventies.

The farm land is now owned by the next generation. Nick and Sally own a modest house in town,
and return to the farm to help out. Together Nick and Sally had achieved their life’s aim; to hand
over the place to the next generation.

From Nick and Sally’s viewpoint, selling was never an option. They probably hadn’t read what Dr
Simon Longstaff from The Ethics Centre wrote in relation to the ethical question surrounding any
possible decision to sell. Nick didn’t need to seek outside input. But had he consulted Dr Longstaff,
Nick would have found that Dr Longstaff distinguishes between assets passed down through a
family, such as heirloom jewellery, and wealth that has been accumulated during your lifetime
purely through your own work and efforts.
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According to Longstaff, ‘While legally you might be entitled to dispose of an heirloom however you
like, either during your lifetime or in your Will, ethically you cannot sell it if you accepted it knowing
you were expected to keep it in trust for the next generation.’

As Nick and Sally contemplated a future, they believed that ethically the farm wasn’t theirs to sell.
There was no prospect of handing a viable farm on to the next generation, so the situation was
difficult. None of the children were in a position to buy the farm, or buy out any of their siblings. As
they saw them, the choices were:

1. Hand over to one child and allow the others to miss out;
2. Hand over with joint ownership;

3. Hand over to those who want to farm so they can borrow to buy out those who don’t want
to.

4. Hand over in separate (about equal) parcels, so the problem of who gets what is dealt with
now.

If the farm was kept intact, anyone of the next generation has the skills to manage it and any of
them could have taken it on. So there was no oblivious successor. The option of handing over to one
child was rejected.

If the farm was given to the children jointly they would have to work together as joint owners.
Although the siblings get on, they don’t get on well enough to be welded together in business. Any
arrangement which involved joint ownership was only prolonging the day when the farm would have
to be split.

None of the children had the resources to borrow and buy out any of their siblings so option three
was dismissed. That left option four, hand over in separate but about equal parcels, as the only
option worth consideration.

There were four background questions:
The first was ‘Would it be fair to hand over to one child?’ The answer to that was no.
The second, ‘Should we force the children to be in business together?’ Again the answer is no.

The third, ‘What gives the best chance of keeping the farm in the family? The answer in this case
was by splitting it up.

The last question was whether the ‘Split had to be equal?’ In this case the children answered the
guestion for the parents, and the answer was no. The monetary value of land going to each child
was near to equal. However, one of the siblings acquired the homestead and surrounding buildings
which is now being run as a conference centre and accommodation business. The siblings now farm
together on land which they own as individuals.

There was nothing easy about the process, or the eventual decision. Nick and Sally are comfortable
that they have made the right decision. They would have been better off financially if they had sold,
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and it is likely that the next generation would have been better of (financially) also. But the decision

wasn’t mainly about money. In fact it wasn’t about money at all.

So what was it about? Nick had the final say. ‘It won’t be sold on my watch’.

The key messages from the Alpha family are:

1.

Some families place more importance on stewardship and keeping the farm in the family than
on economic factors.

In order to meet the stewardship obligations some families will forgo many of the trappings
of modern day life.

It would be unfair to postpone the eventual decision about ownership by leaving it up to the
next generation to decide.

The best chance of keeping the farm in the family may be to split it up between the siblings.
Individuals make choices and one choice, no matter what the consequences are can be ‘It
won’t be sold on my watch’.
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Summary — Case Study 11: Gamma Family

Included with the not continuing studies

“We wanted the next generation to be free to choose”.

The Gamma property has been in the family since the 1930’s and Mark, the current farmer, was
given no choice, and was burdened with the expectation that he should carry on that family
business.

Mark: “My Grandfather talked about the sheep stud and said, ‘That’s your legacy, don’t
bugger it up! And they are pretty heavy weighted words in regard to his thinking.”

Mark and his wife Anna, have built a successful seed stock business almost from scratch, carrying on
the family seed stock tradition but changing from sheep to cattle. When it came to succession
planning for his own children, Mark wanted to give them a choice to do what they wanted.
Consequently, he and his wife decided to sell the entire seed stock operation, capitalising on the
2017 beef market prices.

Mark: “A mate of mine said ‘God you guys are in for a good ride’ and | said ‘yes, wouldn’t |

”m

be a silly fool if | didn’t capitalise on it

The decision was a gusty one, and it wasn’t about money, at least not in the short term. The cash
from the sale of cattle will make succession easier, but that wasn’t the main reason for the decision.
The real reason was to give the next generation the opportunity to do what they want to do, rather
than what they are expected to do. In arriving at the decision the family leaned heavily on outside
professionals and trusted advisors. The Gamma family business is now a commercial operation,
where some succession models have been put in place to ensure smooth business operations. The
next generation are enjoying the challenge that lies ahead of them.

The real lessons in this study are that:

1. In spite of ninety years of sons following in their father’s footsteps, Mark, and his wife Aggie,
have broken the mould.

2. They have allowed their farming son the room to move and farm the way he wants too.

3. They have also freed up capital which will provide them with more flexibility in the way they
hand over assets to their other son, who may not want to farm.

4. They have taken advantage of a market on a high and have not been in a hurry to restock.
For the moment, while prices are at current levels they will renovate some pastures and
either short term lease, or take on agistment.
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Case Study 11: Gamma Family

Included with the not continuing studies
“We wanted the next generation to be free to choose”.

When a property has been in the family since 1930, and there are expectations and the weight of
history on the current generation, it would be very easy to continue to carry on with the current
enterprise mix and then when the next generation is in charge let those people decide if they want
to change. But that isn’t what the Gamma family has chosen to do.

Mark, and his wife Anna, had built a cattle seed stock business almost from scratch. It had become
the dominate enterprise and fuelled expansion. The expectation was that one of their sons would
follow their lead and take on the business. But the next generation had other things in mind. When
Mark started work he didn’t have such choices.

There had been a stern call to arms, almost a warning from Mark’s Grandfather to Mark when he
first came home to work on the farm.

Mark: “My Grandfather talked about the sheep stud and said, ‘That’s your legacy, don’t
bugger it up!" And they are pretty heavy weighted words in regard to his thinking.”

Mark and Anna decided to allow the next generation decide what they wanted to do, without being
constrained by history.

Mark: “Let’s take the buckets off the next generation, let’s tip them out and let them fill up
them up again some other way.”

The most important thing in their minds was that although they really want the next generation to
farm, they want them to have a free choice. That choice extends to whether they want to farm,
where to farm and what enterprises to run. Mark wants their children to have free choices because
when he and his brother started work there was an expectation that they would farm. They weren’t
asked ‘would you like to do anything else?’

They see themselves as lucky because they had more than one family farm to do it on, but there was
an expectation that they would come home and play their role. Mark and Anna believe that with the
education and the opportunities available for young people that they have to be able to choose.

Mark: “They’ve got so much they can do. With us there was an expectation to come home
and, if | asked my contemporary’s ‘who would have gone farming in this day and age’, you'd
probably only find 10-20% would.”

Mark had been thinking about how to capitalise on the 2017 beef market without letting it wash and
come back to reduced values. He didn’t want to miss out on what could effectively be a good
financial opportunity for the family and the business. Initially he contemplated selling all the
commercial cattle. But observing his sons and noting what they were interested, he couldn’t see
beef seed stock as their area of passion. But then there was a ‘light bulb’ moment.

Mark: “I was having lunch one day with a mate and we were talking about the beef industry
and he said ‘God you guys are in for a good ride’ and | said ‘yes, wouldn’t | be a silly fool if |
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didn’t capitalise on it’. Then | came home and said, ‘Come on guys, let’s get in the office
we’ve got to have a talk’ and that probably was the catalyst, that one conversation, but the
rest was twisting around. Anna had told me in July last year, ‘Do something about it or shut
up’. She said ‘it’s not fair to keep saying to our boys, ‘do we sell, and do we not sell?"”

Ideas which had been rattling around in in his head for six months suddenly started to take form.
There was that combination of things; great market opportunity and what does the next generation
want to do. Mark has always wanted to try and do the right thing, particularly in relation to
succession. But what's right, how do you know what'’s right?

Mark recounted the first meeting he had with a succession advisor, who asked him what he wanted.
His answer was ‘the rule book’ - a guide of how to do it. Another thing that stuck in his mind is advice
from a Sydney businessman. He was the fourth son of a father/son farming enterprise and he really
wanted to go home, but his father said ‘sorry, there’s no room for you, you better go find something
to do’. He bought a little business and turned it into a very big business. His views on succession
influenced Mark. He said ‘I don’t get all this stuff that you’re talking about. | reckon you ought to sell
the lot and give them enough to start again and watch them.’

Mark thought that was an interesting concept, but he pointed out that people become attached to
these family farms. The businessman’s theory isn’t silly, but there is still that emotional attachment
to the land. Those thoughts spurred Mark on and he thought, ‘how can I change this for the better,
for the future?’

Mark decided that if either of the children wanted to get into the seed stock business of breeding
and selling bulls, it’s easy for them to start from scratch. Mark proposed to the family that the
current seed stock business should be sold as quickly as possible so as to take advantage of the
market. The family enthusiastically agreed.

The decision to disperse the stud was made in October, and the first of a series of sales was planned
for the following March. The family agreed that they would do whatever was required to bring a
very large number of cattle onto the market in a very short period of time. It was a lot of work.

Mark: “A lot of work... but | love a challenge and it’s what everyone said ‘You haven’t got
time’. ‘You need 12 months’. And | said ‘You watch me’. We were pretty busy, but its
organisation, it’s planning, it’s management. You spend the time with your staff and say
‘look, in sale week this is what’s going to happen’ - ‘these cattle are going to walk through a
process of paddocks to the sale ring, they are going to be available for everyone to look at on
the way, but there’s this step process that we’ve got to do and we’ve all got to know what
we’re doing and we’ve all got to know when it’s going to happen.’”

The following March they had four sale days all in the same week, Tuesday to Friday. They put 1,500
lots up for sale in those four days, including live cattle, embryos and semen. Each lot was sold
through the ring individually. In order to avoid flooding the marked younger bulls were held back
until September.

Now it’s a purely a commercial farm. The next generation is free to choose how they farm it and
there is sufficient cash in the system to allow a wide range of choice. Some of that may go into
superannuation for Mark and Anna. There is likely to be a change in farm management now, with
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the next generation taking over and Mark doing less. Mark and Anna will keep a close eye on the
financial situation and gradually allow more authority.

They have put some succession models in place, including the use of a trustee management
company, and a management company over the whole business with corporate trustees. This
structure allows flexibility when required for the future of the business.

The son who is at home, is enjoying the challenge.

Mark: “He did his first real budget with me the other day which was only finishing up this
financial year. I'm saying to him you have to live this now. For the future, you’ve got to live
this.”

Most people won’t sell cattle when the market is riding high and Mark’s reflection is worth noting.

Mark: “Is it a ballsy decision... Once you make a decision like that, yes you have the flutters
and all that sort of stuff, but you make it and then you’ve just got to get on with it. What's
the point of going backwards?

Mark likes looking forward. He didn’t want to keep doing the time consuming stud work for the rest
of his life. So if someone else wasn’t going to take a lot of the workload from he and Anna, that part
of the business had to be sold. The customer always wants to talk to the principal, they always want
the person who is supposedly running the stud and it is very demanding.

Mark: “Staff, clients. It still comes back to me.”
No matter what Mark says it was a gutsy decision.
The real lessons in this study are that:

1. In spite of ninety years of sons following in their father’s footsteps, Mark, and his wife Anna,
have broken the mould.

2. They have allowed their farming son the room to move and farm the way he wants too.
They have also freed up capital which will provide them with more flexibility in the way they
hand over assets to their other son, who may not want to farm.

4. They have taken advantage of a market on a high and have not been in a hurry to restock. For
the moment, while prices are at current levels, they will renovate some pastures and either
short term lease, or take on agistment.
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Summary - Case Study 12: Zeta Family

Business not continuing

They kept selling land to fund their lifestyle.

His grandfather, in order to uphold his position in the community, funded his lifestyle by selling a
part of the farm whenever he was short of cash. In addition, the ‘old man’ was dictatorial, pushed
his family away, only to recall one member when in old age he couldn’t manage the place.

It's a common and sad story. Although the grandfather desperately wanted the farm to stay in the
family, he did everything he could to make that less likely and more difficult.

Succession was easy for Rick’s grandfather when the farm passed to him. He was the eldest son. But
he wasn’t interested in succession so the business skipped a generation, and at a time when he was
lacking in clear judgement, his family had to sort it out.

Although they used appropriately skilled professionals, the journey was difficult because family
communication was poor and relationships which were already strained at the beginning of the
process, broke down completely. This is often seen in family succession. The question needs to be
asked: If they don’t have the ability to communicate how can people talk about succession?

Rick’s Ten Commandments are:
1. Start now.
2. Understand and respect each other’s feelings.
3. Commit to the process.
4. Commit to what is agreed.
5. Equitable is not always fair (and vice versa).
6. Seek and verify sound professional advice.
7. Set and adhere to ‘ground rules’.
8. In-laws can be ‘outlaws’.
9. Observe and focus on the outcomes.
10. Never lose perspective.

And the lessons from the Zeta family?

As well as Rick’s Ten Commandments, it seems that previous generations were so caught up in
community matters that they didn’t concentrate on the farm. Rick’s grandfather, the patriarch, was
old school conservative. While he was managing the farm he had a good run with the wool and
generally solid prices. He ran at low input and kept selling bits off to pay the bills. He didn’t like being
challenged, so few people, including family members, challenged him.
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He managed to push the next generation away only to recall one of his children, when in his dotage,
he was not capable of physically or mentally managing the place. The ‘recallee’ was expected to
assist but not really allowed to make any decisions. If Rick manages to create a viable business it will

be because of income from off farm investment.
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Case Study 12: Zeta Family.

Business not Continuing
They kept selling land to fund their lifestyle.

The Zeta family first settled in 1846 in the Monaro region of South Eastern NSW. The first generation
was a squatter and selector. His four sons actually bought the property in 1885. It was 3,200
hectares (ha) for which they paid £20,000 ($1.6M in 2016 dollars). The homestead, which was built
in 1868, has had continuous ownership and occupancy by six generations of the family since 1885.

The Zeta family owned other properties amounting to 16,200ha, but the partnership dissolved in
1903, when the land was split between the four brothers. The oldest son also died that year and his
family took some land, while the current branch took the remaining farm, which is the subject of this
case study.

Rick’s (the current farmer) great grandfather was the youngest child and when his uncle died in
1942, the farm was left to him in gratitude for the work he had done for him in the past. Rick’s
grandfather had been working on the farm and his father left one-quarter each to his three sons and
one-eighth each to his two daughters. There was a large amount of probate to pay so Rick’s
grandfather bought much of the property from his brothers and arranged for his son (Rick’s uncle) to
buy his sister’s land by guaranteeing his loan and covering all his costs. He also gifted around 100ha
each to his daughters to avoid the probate problem in the future.

Consequently, the land area has decreased in this way over the years as the figure 1 below shows.

Figure 1: Zeta Family Genogram, including comment on land ownership and split.
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Ownership commences in 1885 with Generation 1.

1870’s Squatter controlled the property

Two sons purchased the property in

Gen 1 (1885) Moved away Partnership

Four brothers split the
land up

Gen 2 (1903)

Left to nephew

Gen 3 (1940’s)

1/4 to each son and 1/8
to daughters

Gen 4 (1962)

Gen 5 (2010)

Gen 6 (current) Rick

During its ownership of the property the Zeta family has endured some of the biggest droughts,
floods and snowfalls in Australia. The family is proud of its heritage, but to some extent it has been
pride which has limited the ability of the business and rendered it unviable today.

When Rick, the current and sixth generation owner, took over there was a complex ownership and
management structure, a low input history, pastures were mostly under improved, and structural
improvements were generally decaying. To add to this mix there was limited off farm investment,
the family had too few active and too many passive contributors. All the members of generation 5
had a view about the management, but only one actually contributed. There was a long history of
extended family involvement in local district and industry activities.

Members of generation 5, the generation before Rick, had no real opportunity to manage the
property other than what was almost a ‘caretaker capacity’ in the twilight years of generation 4.

Rick, the current owner, has the following assessment:
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Rick: “I think we would all agree that the longer you leave it to plan succession, the lower
your potential for success. Because, if nothing else you get health complications coming into
play, particularly mental health issues and dementia with older generations. You also get the
various parties that might be interested in a farming business, go away, get married and
have kids and it just gets more and more complicated. So | would argue that the critical
lesson is to get started ASAP.”

As Rick sees it, succession is multi-faceted and involves:
1. Future needs:
a. Farm and off farm
b. Aged care/accommodation
c. Dividends and returns
2. Assets and Liabilities:
a. Onfarm
b. Off farm
c. Immediate
d. Future
3. Commitments:
a. Past debts/loans
b. Unpaid contribution by family members
c. Bequests and pledges, both formal and informal
4. People:
a. Owners
b. Managers
c. Next generation

d. Aspirations

A Generation Missed

In Rick’s experience, when you miss a generation on the place and you are trying to play catch up, it
gets pretty difficult and it’s hard going to recover. So it would have been easier to start earlier, to
gather physical and financial data, encourage family participation, and understand and manage
expectations.
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Rick: “Set a process in train, explain to the family what is happening and seek professional
advice. Ensure that the professional advice is from people who are impartial, independent
[not seen to be too close to any individual family member], competent [with a proven track
record] and well networked. It is also important to get a cost indication/ undertaking to
ensure that the advisors have no baggage which will make them unsuitable, that they are

accessible and compatible.”

Although they used appropriately skilled professionals, the journey was difficult because family
communication was poor and relationships which were already strained at the beginning of the
process, broke down completely.

In Rick’s case, although it was obvious for some years that a generation would be skipped, it would
have been possible to keep the momentum of the farm if the older generation had permitted it.

Rick: “I have a mate where the farm was running perfectly well but he wanted to go away
and get experience in Agribusiness off the farm. There was not a lot of communication. His
parents got to the point where they made assumptions [which is the worst thing you can do
of course] and they got to a point and said ‘We’ve had enough, we’ll sell it’. Even though he
came back and said ‘I am interested in it’, it was too late. Mum and Dad had switched off and
they had seen the light for retirement, or at least the end of the farming business, and that
place got sold in the end even though the son was, arguably, perfectly well equipped to
come home and take it on. They had actually just progressed too far mentally and probably
financially as well to reel it back in.”

Rick has strong views on how much input (life) partners have in the process. He has seen many
situations where the ‘outlaws have railroaded the process’ and thinks that although ‘outlaws’ can be
included in discussions, the decisions should rest with the ‘blood’ members of the family.

Rick: “No DNA, no play, but in the case of an in-law who has been living and working on
farm, remembering the difference between equitable and equal is important, | would break
the DNA rule there. It is easier if you are negotiating and having these discussions as a
nuclear family before partners etc. have come onto the scene because siblings generally get
on, don’t they, they might fight and scruff a bit, but they generally get on. Where it gets bad
is when more parties come on board.”

Rick thinks there were attitudinal and generational aspects, such as ‘I’m the patriarch of this family,
my word is final.” Unfortunately there was a fair bit of what Rick described as ‘petty, belligerent
behaviour'. Every farm transition needs someone to drive it, and in this family that ‘sure as hell
wasn’t going to come from the patriarch’. In fact, Rick thinks that because of the attitude he had,
that sort of iron fist, his children would never raise succession. Rick often asked his mother how it
was left up to him to resolve. His reflection is: ‘The old fellow rules with an iron fist and no one would
raise it with him. They wouldn’t dare raise it’.

If Rick hadn’t wanted to take on the situation, it would not have been resolved. The whole family
agree that the place would have been sold; gone. Rick’s message is that unless there is someone
who is willing to get in there and drive the process, and say ‘hey we should think about getting a
facilitator to come along and at least open up some discussion about it’, it won’t happen. In his view,
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the most practical lesson is that there is no downside in going as early as possible in planning. ‘I can’t
think of a downside, even if people’s circumstances change, because when they partner-up etc.’

Rick described a big property, set up for two boys to come home, but one realised he wanted to be a
tradesman. Because they got into it so early, it was actually a relatively seamless resolution. The two
biggest lessons for Rick are the importance of going as early as you possibly can, and understanding
the fact that farm businesses, and particularly farm family businesses, are unique. ‘You often have
this situation where someone has put in a disproportionately high level of input; blood, sweat, tears.
How do you take account for that, like we had to? Also, how do you articulate that to other parties
that don’t really understand that?’

Rick thinks that people need to be realistic, and accept that the issues surrounding family farm
succession will sometimes cause individuals to become very emotional. ‘/ don’t think you should try
and suggest- ‘hey you need to just put the emotion to one side altogether’, | just don’t think that’s
realistic.”

The Lessons:

Rick: “I suspect they were of a generation [and they are rapidly coming to an end] where in
farming you could basically just toddle along, do a bit of this and a bit of that. Plenty of
labour, fair bit of money coming around, plenty of commodities, cheap inputs all that stuff.
That feels like a long time ago now”.

Rick’s Ten Commandments are:

Start now.

Understand and respect each other’s feelings.
Commit to the process.

Commit to what is agreed.

Equitable is not always fair (and vice versa).
Seek and verify sound professional advice.
Set and adhere to ‘ground rules’.

In-laws can be ‘outlaws’.

W oo NV R WDNPR

Observe and focus on the outcomes.
10. Never lose perspective.

And the lessons from the Zeta family?

As well as Rick’s Ten Commandments, it seems that previous generations were so caught up in
community matters that they didn’t concentrate on the farm. Rick’s grandfather, the patriarch, was
old school conservative. While he was managing the farm he had a good run with the wool and
generally solid prices. He ran at low input and kept selling bits off to pay the bills. He didn’t like being
challenged so few people, including family members, challenged him.

He managed to push the next generation away, only to recall one of his children when he was in his
dotage and not capable of physically or mentally managing the place. The ‘recallee’ was expected to
assist, but not really allowed to make any decisions. If Rick manages to create a viable business it will
be because of income from off farm investment.
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Summary — Case Study 13: Beta (Kidman) Family

Business not continuing
The family lost control of the board.

Once the largest private landholder company in Australia, S. Kidman & Co Ltd was recently sold for
an undisclosed sum. The company battled drought, government, price crashes and each time got
back to profit. But when the family lost interest and then lost control of the Board, they lost the
company. Although it was sold at what appeared to be the top of the market, many family members
regret the decision.

It's quite likely that if it was put to a vote again, the family may decide to keep the company. But it is
now too late. In some ways, the sale of the business cannot be seen as a business failure, because it
was sold for an entirely acceptable sum.

But the sale was a failure, in that at least some of the family shareholders only agreed because they
had become disinterested. Perhaps this is one of the lessons of Australian agriculture, if you’re not
truly interested in agriculture for its own sake, not just for the dollars involved, you’d be better to
invest somewhere else.

The lesson of study is crystal clear.

1. Inany family business, shareholders must remain in control of the Board.
The company had withstood everything that nature, markets and governments could throw
at it. It had come back from the brink of financial ruin on at least two occasions. But it could
not withstand the disinterest of its shareholders.

3. Agricultural investments require patient capital, and to be patient, shareholders may want to
be involved.

4. There was no company succession plan. Either it would be kept, or it would be sold.
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Case Study 13: Beta (Kidman) Family

Business not continuing

The family lost control of the board.

The Beta family business is not continuing. The shareholders lost interest in the business, and then
lost control of the Board. The company was sold, in 2016, after a lot of public comment.

Because of the iconic nature of this business this case study starts with a conversation, rather than
with a description of the business. The business will become apparent, but first imagine a
conversation in a drought ravaged, much depleted, outback station store in the late 1890’s. Two
men are talking. The boss who has just arrived after a long, hot, dusty and dry ride on horseback

asks:
‘What are you doing?’
‘Storekeeping’.
‘What, storekeeping on an empty bag of sugar?’

He paid the men off, the wife of one, argued. He responded. ‘If | don’t pay him off he’ll have
nothing. The only money | have in the world | have with me. When | pay you off Ill be stone
broke.

He stayed the night in the empty homestead. Next day he was left alone. On all his stations
he had lost 35,000 head. Crows feasting on his cattle. He was totally crippled by drought.

He herd the crack of a whip, a little later another, then another.

Again he heard the crack of a whip. Strange! No real drover ever returns empty handed to

the crack whip.

And again the crack of the whip. Then he heard the lowing of thirsty cattle. Then he heard
thunder.

As it started to spit with rain he met the drover who said, ‘I’'ve brought your cattle. I'm
drover Gleeson, with 1,200 Avon bullocks for delivery..... It looks like these storms are the
break of the drought.’

‘They are!’ said Kidman. ‘Look away to the East, black with falling rain! God be praised.’

It was 1901, and the Federation Drought was disastrous for him, but within a year he had
made £40,000! ($5.8M in 2016) and began buying on a large scale again.

The above account is a work of fiction, but it’s based on fact. Many aspects of the Idriess account of
the story are corroborated in the biography, written in 1987 by Jill Bowen, with research assistance

1 Edited extract and value taken from The Cattle King, lon L Idriess Pacific Books pages 144/45
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from the Kidman family. Sir Sidney Kidman had no cash at the time but he was far from broke. He
still controlled a string of stations in SW Queensland. Bowen?wrote;

‘If Kidman’s estimated 70,000 [head] stock loss had been measured at the Avon Downs
Bullock price in 1902, his loss would have been £857,500. That is $60.3 million in 2017.’

Bowen corroborated the £40,000 figure (above).
‘l went home and in ten months | had made £40,000%

By 1903 Sidney Kidman owned, or was a part owner of, 98,420km? of land, and eventually owned, or
had a large interest in, an enormous area of land. The empire is variously stated to have covered
from 85,000 square miles (220,000km?) to 107,000 square miles (280,000km?), covering some 68
properties stocked with about 176,000 cattle and 215,000 sheep.

He could grow and fatten the cattle in the north, and bring them through his string of stations to
markets in the south. His stations provided good feed and water on the way, so he was able to sell
them in top condition. Kidman, who was knighted for his services to the nation during the First
World War, died in 1935.

S. Kidman & Co Ltd was once the largest private landholder in Australia. The entire landholding was
placed on the market in 2015. It comprised eleven cattle stations with a total area of over 100,000
square kilometers and a herd of 155,000 cattle.

Between the Federation Drought, which broke in 1901, and nearly broke Kidman, and it’s sale in
2016, S. Kidman and Co had withstood two world wars, the great depression, the 1974 cattle crash,
and droughts in 1911-16, 1918-20, 1935-45, 1963-68, 1972-73, 1982-83, 1991-95, and 2000-2003.

The company, which had proved to be extraordinarily resilient, and had a total value publically
estimated at A$S360 million, was sold in 2016 for an undisclosed sum.

One of Kidman's great grandchildren, Will Abel-Smith, the sole decedent of Sir Sidney who worked in
the company, shared the story. The business was built on sound business principles. It was cautious,
conservative, and made sure that it could always pay its debts, cover depreciation, pay tax and
provide shareholders with a solid return.

Will: “We’ve always been a pretty conservative business, not much debt really until we
bought Helen Springs. We always said there are three points that we make; our net profit
[will be used as] a third for tax, a third for shareholders and a third to re-invest in the
business. If you’re not putting that back in then you’re going backwards.

So [our rule was] always make sure that, whatever your depreciation number is, that you’ve
got that back into your business every year.”

2 Bowen, Jill. The Forgotten King. A & R 1987 page 117.
3 Bowen, Jill. The Forgotten King. A & R 1987 page 120
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The business went from about 100,000 cattle and about 20,000 to 40,000 sheep in the 1980’s to
running 235,000 cattle in 2014. The drought hit, and they dropped back to 160,000 odd cattle. But
the business grew quietly in a conservative way. There were times when the company nearly fell
over. As well as the Federation Drought, the cattle crash of 1974 nearly tipped it over. Will hadn’t
started working in the business then, but recalls:

Will: “A previous Chairman spoke at our final AGM and said ‘you know guys, | don’t know if
you all remember this, but in 1974 we had to sell our head office, we sold a number of
properties to keep things going. We were gone [done for, finished]’. The whole thing was so
close to being done and whether that [experience] shaped his thoughts going from then on,
[because] he was around then, but he said ‘to turn [the company] around and sell the things,
we gave a very good share portfolio back to shareholders well over 5400 million, that’s a
pretty good result. From being damn near broke, to returning a sum like that is a good

4

result.

By any measure it was a good result. The company was travelling well so why was it sold? Will thinks
that the former Chairman was very keen to get more advice. He was very much the driver of getting
independent people into the business. He kept pushing for more unrelated Non-Executive Directors
saying, ‘it’s not a family business anymore, it’s just a corporation, and we’ve just got to push on’.

Will: “The real reason that this got sold is because the family just felt disconnected from it.
And there was [not] enough love of the business to keep it going. It just felt separated [from
the family].”

The principle of ensuring that a family business is run following the rules of good corporate
governance is a sound principle. The business was large, geographically spread, subject to the
vagaries of markets, government regulation (which for some months blocked its sale) and the
weather. But at some point, the principle of following sound corporate governance caused the start
of the disconnection from the business of the shareholders, who were all still members of the family.

Will: “There are probably a few different parts of it. The family have been kept out of the
business over the years, I'm the only family employee, there were three family Directors.”

The former Chairman decided that he wanted the business to be run as an independent entity, so in
the end there were more independent Directors than Family Directors and the people who actually
owned the business were the minority on the Board. Consequently, the shareholders felt that they
were not as connected to the company as they were previously, and started looking at things like
rates of return.

As with most farm businesses the return to capital came from two sources. Part of the profit came
from operational activity and part from capital gain. The majority came from capital gain, which isn’t
liquid and cannot be distributed until assets are sold. When they did the numbers, the rates of
return were actually reasonably good. With capital gain and cash returns of 1% to 1.5%, the
company was consistently returning 7.5% to 8% to the shareholders.

Will: “Unfortunately the capital you can’t get to - you can’t eat it unless you sell it. So the
small cash return of 1.5% to 2% wasn’t exciting people, who therefore, weren’t as connected
to the business as they were previously. | was pushing for change because I'm the closest to
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it and | had another cousin who was trying quite hard to get family back in control, but it
didn’t win enough support.”

Now that the company has been sold, there are some family members who regret the decision.
Perhaps this regret is driven by nostalgia, perhaps it is because the cattle market is at a very high
level, and perhaps it is because, at the moment, it is hard to find an investment with a comparable
return at a comparable risk. Whatever the reason, there is more than a little regret in the family that
it has been sold.

Will: “Now it’s funny, there are enough people [family members] now who would have
loved this thing to keep going and are upset now that it might have happened, that if they
had backed family, but at the time they just weren’t going to do it. They just weren’t
prepared to change the rules or re-think how it happened.”

The business was five generations old and was effectively owned by nine people. There were about
twenty five family shareholders who might have had 1,000 to 5,000 shares and about 25 or 30
outside shareholders who owned 2% but they didn’t have a lot of impact. The vast majority of the
company was owned by nine family members.

Will: “So we were sort of at the point where something had to give and we couldn’t pull it
together.”

Will believes that if he had been able to get the older shareholders to think about it more they might
have voted to keep the company. But they weren’t going to make a decision until they were pushed
to the edge. ‘And then, by the time we got to the edge, it was too late.’

When he talks to these people, some say ‘Oh we could have saved it’. But Will says that they ‘should
have stood up a bit earlier.” There are some who may have regret, but the majority wanted to sell,
and most of them are happy with a good result, selling at the top of the market. Ultimately, they all
did very well, as the price paid was well above valuations.

The lesson of this case study is crystal clear:

In any family business, shareholders must remain in control of the Board.
The company had withstood everything that nature, markets and governments could throw
at it. It had come back from the brink of financial ruin on at least two occasions. But it could
not withstand the disinterest of its shareholders.

3. Agricultural investments require patient capital, and to be patient, shareholders may want to
be involved.

4. There was no company succession plan. Either it would be kept or it would be sold.
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Case Study 14: Theta (Kininmonth) Family

Business not continuing
There were too many shareholders.

‘He could see that it would be necessary one day, mainly because of the unequal shareholdings, so it
was best to sell it at a time, and in a way, which would give the best result.’

The Kininmonth family purchased Mt Hesse in a walk-in-walk-out sale. They family wanted to keep
farming, but it was unrealistic. There were too many shareholders, as the shares were handed on
from generation to generation.

The business survived drought, rabbits, the depression, wool and cattle collapses and having a large
slice resumed for solider settlement. It survived the wool collapses of the 1990’s, when gross farm
income went from over $1 million to $300,000 in one year. That was particularly difficult. But they
made sure that the property was maintained. ‘The gates were hanging and buildings had new spouts
on them, all that sort of maintenance was done.’

Although the shareholders were engaged and encouraged to visit the property, it was becoming
obvious that as the next generation became involved, and the number of shareholders multiplied,
that it would be difficult to provide sufficient returns. The very deliberate strategy was to sell when
market conditions were right.

The sale was clever and the business was sold with the value paid for the intangible assets. ‘In the
end they had an inspection, we all had dinner together, and they accepted the pre-prepared contract,
virtually without amendment.’

A family member has remained as Manager for the new owners.

The key lessons from the Theta study are:

Keep the shareholders engaged.

Be aware of the dangers of parcels of shares becoming diluted.

Have a shareholder agreement which sets rules about the dilution of holdings.

Ensure that the business is ‘sale ready’; that means having it ship shape.

If you sell, sell on a walk in walk out basis, where the intangibles are valued and paid for.
When selling a ‘trophy property’, manage the sale carefully.

No vk wnNe

In this case, unlike the family, the corporate owner is prepared to continually re-invest the
annual profits.
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Case Study 14: Theta (Kininmonth) Family

Business not continuing
There were too many shareholders.

John Highett and William Harding formed a partnership and were granted ‘A Licence To Occupy The
Waste Lands Of The Crown’ for a fee of 10 pounds in 1837. The area they chose was Mount Hesse,
‘Run number 1, covering an area of 18,500 hectares (ha).

James L Kininmonth, the Manager and partner in the neighbouring ‘Barunah Plains’, bought Mount
Hesse, now 6,500ha, in a walk-in walk-out sale. J L Kininmonth had six children, including one son,
James Castairs (Jim) Kinimonth.

Jim Kininmonth employed an Overseer who ran the property very successfully with around 16,000
sheep and 150 cattle. The overseer retired in 1926 leaving management to Jim, who managed the
property on behalf of the whole family. J L Kininmonth, in an unusual decision for the time, had left
his estate equally to his children, so Jim was a one sixth owner. Two of his sisters married and went
to live in England. One didn‘t marry, and another one married, but did not have children.
Nevertheless, there were five ‘breeders’ in Jim’s generation, and Jim married twice so the number of
potential owners was beginning to escalate. Figure 1, below, shows the Kinnonmonth family
genogram.

Figure 1: Kininmonth Family Genogram
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In 1952, aged 22, Peter Kininmonth (one of Jim’s children from his second marriage), took over the
management after the death of his father. At that time the property was 6,500ha, had 22 staff and
carried 16,000 sheep, with 450 cattle, and 42 horses. The Soldier Settlement Commission acquired
2,950ha, leaving the property with a total of 3,550ha in 1956. By the mid 1980’s Peter had increased
the carrying capacity through improved pastures, superphosphate, labour and time saving
technologies, to 20,000 grown sheep, 452 cattle and 120ha of crop, managed by a permanent staff
of four. The business was humming.

1990 - David Kininmonth

The current manager, David Kininmonth, took over the management in 1990, and like his father, was
almost immiediately faced with a difficult situation. Having produced the record clip of 124,000kgs
of wool in 1989, the end of the reserve price scheme led to a dramatic fall in profitability of merino
sheep, and to major changes in direction at Mount Hesse. The property enterprise mix was
diversified, although still having wool and sheep meat production as the main focus.

David: “I had to go through 89-90 transition where the income went from $1 million to
$300,000 in one year. We had five staff on, and everything that goes with it.”

At that point the major enterprise was wool. There was a mini wool boom and David recalls that
‘Australian Wool Innovation’s predecessor was buying all our wool for inflated prices, it was an
absolute disaster’. David’s way of getting through those tough times was to keep the staff and
shareholders engaged, and let them know that they are doing things and that the property was
being maintained. ‘The gates were hanging and buildings had new spouts on them, all that sort of
maintenance was done.’

One of the reasons David was so keen to ensure the place was well looked after, was that he was a
family member, although not a shareholder, and he was working for the Trustees to keep the
business profitable and ongoing. That was what he was asked to do. To do that, when times were
poor, he needed to have engagement with the shareholders. ‘My way of having engagement with
the shareholders was to let them know that we are actually doing things even though the financial
returns were poor’.

The shareholders were very supportive right up until David’s time as Manager. They liked having a
share in Mt Hesse, especially the two English families. They found that this was their link to
Australia, and their kids came out to stay and worked on the farm. But at the end of the day the
shareholdings became too small, there were too many people involved to keep them all engaged.

David: “It was really Dad who drove the decision to sell. He could see that it would be
necessary one day, mainly because of the unequal shareholdings, so it was best to sell it at a
time, and in a way, which would give the best result.”

The unequal shareholdings had started in David’s Father’s generation because some families only
had one son, or one daughter, and others families had has two. Some families had one sixth and
others had a one seventieth share. The shareholdings were only going to become more uneven as
time passed.
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The method of sale was unconventional. Rather than only appoint an agent, they decided to seek
expressions of interest from likely purchasers. They did appoint an agent, but the trustees handled
all the negotiations. They were not in a hurry, and wanted to sell on a ‘walk in walk out’ basis, this
would ensure that they would get paid for the intangibles of the business. They were very selective,
had very few inspections, and from when the present owners first showed interest, until the deal
was done, was only a matter of weeks. ‘In the end they had an inspection, we all had dinner together
and they accepted the pre-prepared contract virtually without amendment.’

David has found that managing for a family corporate rather than for your own family required a big
transition. The biggest difference is that with family ownership all profits were distributed, and for a
Manager that makes it very difficult to do any capital improvement. The Trustees had a limitation to
borrowing money, so when Mt Hesse was sold it had an overdraft of about $120,000. It was only
short term so that would have been covered by the wool sales in a couple of months and then
cleared. They would have $400,000 to $500,000 sitting in the bank earning one or two percent. ‘But
today it’s very different, they want to see the property developed. They are happy to leave their
profits in the company basically to go into improvements.’

It took the new owners a little while to understand how a farm is so different to factory. ‘Ina
factory, absolutely everything they do depreciates’. For that factory to survive, it needs a pretty high
profit margin. Most farms have a low profit margin, but significant capital gain.

The key lessons from the Theta study are:

Keep the shareholders engaged.

Be aware of the dangers of parcels of shares becoming diluted.

Have a shareholder agreement which sets rules about the dilution of holdings.

Ensure that the business is ‘sale ready’; that means having it ship shape.

If you sell, sell on a walk in walk out basis, where the intangibles are valued and paid for.
When selling a ‘trophy property’, manage the sale carefully.

Nouhs~wNe

In this case, unlike the family, the corporate owner is prepared to continually re-invest the
annual profits.
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Summary - Case Study 15: Delta Family

Business not continuing

They built it, and then spent 20 years arguing about how to cut it up.

Why did a family that had grown 1,200ha to 5,300ha over a fifty year period end up selling it at a fire
sale?

The Delta family ran a successful sheep, cattle and cropping business in the 730mm rainfall belt west
of the divide in southern Australia. The second generation handed over ownership to generation
three when the eldest of that generation was in his late teens. The transfer was part of a strategy to
avoid death duties. Generation three ran the farm successfully allowing some of the sons
(generation four) to return home in their early 20s. At that point, in the 1960’s, generation four
started to grow the business further.

The development plan was simple; three years of crop, then pasture with cattle grazing for two to
three years and then sheep grazing for four years. As soon as they had too many livestock they
would lease land, then purchase it usually borrowing all the money. The growth to 5,300ha was as
steady as the final sale was abrupt.

While there was often tension amongst the brothers, they agreed on the big ticket items, and kept
out of each other’s way by dividing responsibility for the management of the sheep, cattle and crop.
In the late 90’s consultants were engaged to assist in benchmarking and they pushed the family to
start succession planning.

Over a twenty year period the Delta family worked with thirteen succession planners. Each time
they ended up with no progress, and a bemused, confused, sometimes slightly damaged succession
planner that would be dispensed with. The brothers would start again with a new planner.

The brothers eventually decided to appoint a liquidator to sell everything. The controlling brother
tried, once again, to play for time, but eventually had no alternative other than to sign the
agreement.

There are four lessons in this story:

Lesson One - a good news story: The business grew in size and value, where it went from 5,000
DSE’s to 50,000 DSE’s with about 70% equity. The starting capital in 2016 values was about $2.2

million. This was grown to a real net value of $7.4 million

Lesson Two: Failure to agree on how to dissolve the partnership led to liquidation and a fire sale at
about a 40% discount.

Lesson Three: The method of the engagement of the planner. One of the brothers had a habit of
pressuring the succession planner. When progress was apparent this family member would change
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the rules or throw in a ‘curveball’, and stop the progress. The clear lesson here is that all
communication between the family and the planner must be transparent.

Lesson Four: If the family had a shareholder agreement, with an enforceable buy-sell arrangement
they would have not have ended up as they did. Buy-sell agreements can provide a mechanism to
allow resolution of the issues.

After the legal mediation process ended with agreement to liquidate, it didn’t take long for word of a
fire sale to spread and the value to drop. The combined cost in time and professional fees, combined
with lower production towards the end of the company and the fire sale of the assets puts the total

cost at about $3,000,000.

The emotional cost was huge, and the family is fragmented.
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Case Study 15: Delta Family

Business not continuing

They built it, and then spent 20 years arguing about how to cut it up.

How could a family that had managed to grow a farm from 1,200 hectares (ha) to 5,300ha over a 50
year period, end up selling it at a fire sale? And how, at the same time, did a business which was so
successful end up a failure?

The Delta family ran a very successful sheep, cattle and cropping business in the 730mm rainfall belt
west of the divide in southern Australia.

The second generation handed over ownership to generation three when the eldest of that
generation was in his mid-twenties. Generation four took over the management and ownership of
the land and the stock and plant in the 1970’s. The eldest was in his late teens. This story about
generation four is told by Harry, who is a member of generation five.

Figure 1: Delta Family Genogram

Gen 2 O

Gen 3

Gen 4 -1970’s

Gen 5

Harry

Harry’s father was the eldest of three boys, who were given the original property through a death
duties transition, via their father, when they were quite young. Harry’s father was only seventeen.
The farm was about 1,200ha at that stage, and over the years they built it up to 5,300ha.

The expansion and development plan was simple. As soon as they had enough livestock to stock all
their land they would borrow and buy more land to grow crop. They would crop it for three years,
then develop the pasture with cattle grazing for two to three years. Then it was used for sheep
grazing for four years. Although the relationship between the brothers was often tense, they agreed
on the big ticket items.

Harry: “From a management perspective, even though the boys couldn’t agree on what colour
the sky was, they agreed on the management and growth strategy.”
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One brother looked after the cattle, which he ran very well. The middle boy looked after the sheep
enterprise and some of the pasture rotations, which was also run pretty effectively. The youngest
looked after the cropping. They all had their own cost centres which they each had their own control
over. They were keen and worked hard to improve the productive capacity of the property, including
pasture renovation, spreading super, fencing and other general maintenance tasks. Even though
they had their issues, they were production focused and that is how they were able to grow the
farm, whilst minimising the discussions between themselves.

The use of fertiliser was high. The growth to 5,300ha was as steady as the final sale was abrupt.
Harry explained how the business was managed.

Harry: “One of the things they set up was rotations, which worked like clockwork. There was
a ten year pasture rotation. Of that three years was cropping, the cropping just rolled
around regardless of pasture quality.”

The Delta brothers killed some beautiful pastures over their time, but they were just in time to go
for the rotation, there were too many weeds. Within the seven year pasture cycle, the first two
years was always cattle, to allow easier grazing pressure on young pastures. Sheep would have it
until it came back into crop.

There was no argument over land usage, as they had an effective management system of the
rotations. The whole place was split into blocks of about 160 to 200ha and each block had four or
five paddocks. Then it was a matter of one, two or three rotations until it was ready for crop again.

Although there was tension between the brothers, they managed to keep out of each other’s way by
dividing responsibility for the management of the sheep, cattle and crop.

Harry: “That was all agreed upon and they all knew that was a good way to manage the
country. That worked well, it wasn’t an ad hoc process at all. All three of them had pretty
good management capacity, and knew their enterprises. | don’t think budgeting was a
problem back then, they just knew it was going to pay for itself and they just did it.”

The business was very successful and the brothers knew that eventually they would need to split it
to allow each of their family’s to control their own assets. Over a period of twenty years the brothers
engaged, and then dismissed, some of the most successful succession planning professionals in
Australia.

Harry: “Consultants were engaged, initially just to assist in benchmarking and all of them
were pushing the family to look at succession planning. At the end | think we went through

13 succession planning facilitators all with their pound of flesh on the way through.”

This raises one important question, was there something wrong with the family, or were the
facilitators not up to it? Harry describes:
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Harry: “Well some of the facilitators | don’t think were up to it, | got involved in the
succession planning process when | finished University. | actually did a proposal in my third
year [Farm Management] to run the property as a corporate, set up a Board structure, pay
dividends etc.”

That proposal was rejected, as was the suggestion that a farm management lecturer (who was a
respected succession facilitator) be retained. The family almost had an Aussie rules football team of
succession planners. Each time they ended up with no agreement, no progress, and a bemused,
confused, sometimes slightly damaged succession planner. One after the other they would be
dispensed with, and then the brothers would start again with a new planner.

Harry: “This is where the story is a bit murky.”

Harry has spoken to two or three of the succession facilitators about what was actually happening.
The brother (one of Harry’s Uncles) who didn’t want to relinquish or lose control actually threatened
facilitators. This brother was actively trying to stop the process. One facilitator that they had
engaged towards the end, vowed never go in a room with Harry’s uncle again. The words used to
describe the situation to Harry were that his Uncle ‘was physically threatening.” In the Uncle’s view,
the facilitator was pushing too hard. According to Harry his Uncle used scare tactics because of what
was happening. There was a repeated process of stop-start facilitators, and his Uncle knew that if
the current facilitator was stopped, there would be another gap of twelve months before another
facilitator was engaged. Whatever way he could stop the process, he brought himself another
eighteen months.

A really surprising aspect of this story is that Harry’s parents managed to shield Harry and his siblings
from the feud. “Mum and Dad were good about it. We went to all the family functions and kept the
peace, | wasn’t aware of it until | came home on the farm.” Harry felt that the succession planning
would work.

Harry: “I thought that we would have been able to do it, but it was all lip service. Day to day
management things were fine, we made good decisions and we worked through that, but
trying to transition to the next generation when we were purchasing other country, and
things like that, it was all lip service for what his [the Uncle’s] total intentions were to be.”

It resolved when the brothers eventually decided to appoint a liquidator to sell everything. The
‘controlling’ brother tried, once again, to play for time, but eventually had no alternative other than
to sign the agreement.

There are four lessons in this study.

Lesson One - The farming lesson was a good news story. The business grew in size and value, and it
went from 5,000 DSE’s to 50,000 DSE’s, with about 70% equity. The starting capital in 2016 values
was $1.8 million in land, plus stock and plant valued at about $450,000, giving a total of about $2.2
million. This was grown to a real net value of $7.4 million.
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Lesson Two - Failure to agree on how to dissolve the partnership led to liquidation, and a fire sale at
about a 40% discount. The fire sale did help the continuing farmers, but financially hurt those who
retired.

Lesson Three — The method of the engagement of the succession planner. Although it was not
apparent at the time, one of the brothers had a history of interfering with, putting pressure on,
being heavy handed and on occasions threatening the current (at that time) succession planner. As
soon as the planner appeared to be making progress this family member would interfere, change the
rules, apply pressure, throw in a ‘curveball’, and stop the progress. The lesson here is that when
multi members of the family are engaging a succession planner, they need to have a set of rules that
if any of the individuals talks to the planner, that planner is free to share the essence of the
conversation, if not the detail, with the rest of the family members. A succession planner who takes
sides, or even reluctantly has the ear of one family member, is unlikely to be able to succeed.

Lesson Four — The shareholder agreement. If the family had a shareholder agreement in place with a
way of forcing a buy-sell arrangement they would not have ended up in the situation that they did.
Such buy-sell agreements can be quite cutthroat in their nature, however they do provide a
mechanism to allow resolution of the issues. In this case, the final resolution came by the family
having a formal legal mediation process, during which it was agreed to liquidate the properties.

It didn’t take long for the word to go around the district that it was a fire sale, and although some of
the family members were able to purchase land that they wanted at a reduced rate, the net financial
effect on the family was negative. The cost of the liquidation is in the millions of dollars. This is made
up of time, legal and accountancy fees, lowered production towards the end of the company, and
the fire sale of the assets. The emotional cost was huge, and the family is fragmented.
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Summary - Case Study 16: Tau Family

Business not continuing

“We had succession sorted. Then the next gen farmer changed his mind”.

The Tau family thought they had succession sorted. The family member who wanted to farm was
smart, industrious, worked hard, was suitably experienced and educated and hence he got the job
and some of the land. Then he changed his mind.

As with many of the examples in this series, money wasn’t the issue which impeded progress. The
problem was that the family member, who took on the farm, came to believe that the debt was too
great. He may have been scared off. He started to question his decisions.

Succession in this family had been handled well, there were no demands from the bank, the business
was growing and profitable, but still it failed. It failed through a lack of confidence in the generation
that needed to keep it going.

In reflection on the failure of the business, Tom, who was handing the business over to his son Mick
was philosophical. He thought there was an element of ‘we’re getting out of our depth as far as debt
was concerned.” In Tom'’s view the debt was manageable, they weren’t paying off land. But they
wanted to purchase land and didn’t have the collateral. Tom suspects that they were looking at
others of their cohort who have an easier ride in other businesses. ‘Perhaps it’s a case of grass is
greener over the fence. That may not be a fair comment. | just don’t know.’

The important lessons from this study are:

1. Building scale doesn’t automatically mean increasing profitability.
There is always the possibility that the person who returns to manage and take ownership of
the farm will change their mind. The implication of that possibility should be considered.

3. Gifting land without some guarantee, handcuff, undertaking from the person who receives
the gift is a dangerous move.

4. Allowing a situation where a key parcel of land, including all the important infrastructure can
be sold to an outside party is also dangerous.

5. Relying on goodwill could have created a dangerous situation.

6. Thatin a business which was expanded in cooperation with family members and neighbours
that it was the decisions of the family members, not the neighbours, which caused the
venture to fail.
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Case Study 16: Tau Family

Business not continuing

“We had succession sorted. Then the next gen farmer changed his mind”.

The Tau family thought they had succession under control. The farm had been in the family since the
1870’s. But because of a death during World War Two, and as a result a childless widow, the farm
passed to the current branch of the family in the 1970’s. The farm had been conservatively managed
and was in reasonable repair when Tom Tau took over. Tom was appropriately trained and had a
good level of practical experience. There was a lot of room for improvement, but the farm was in
reasonable condition.

Tom, and his wife Ruth, settled in, started a family and began to develop the farm. Roll the calendar
forward to the early 2000’s and the Tau’s have three grown children, one of whom is working on the
farm, while the others have followed other chosen professions.

The farm, of about 730 hectares (ha) in the 550mm rainfall belt, is mostly arable. Whilst it was big
enough to create a satisfactory level of income for Tom and his family, it was obvious that it lacked
the scale required to sustain another nuclear family. One of Tom’s children, Mick, had shown a
passion for farming. He had appropriate tertiary training, and following some years working on other
farms, came home to assist; with the aim of taking over management and eventually the ownership
of the Tau family farm.

As Mick gradually started to assume management control, the first step in growing the business was
to lease some land. But that wasn’t going to grow the business quickly enough. Particularly as Mick
had married Sue, and they had started a family.

In an effort to get scale quickly the family set up a three way partnership with Tom and Ruth having
one third, Mick and Sue with another third and an unrelated neighbouring family held the other
third. Each party leased their land to the New Farm business at around $60 an acre (about $150/ha).
Mick was appointed the Manager of the business operations, Tom was an employee, and there was
one other full-time employee. The New Farm business was run under a board structure and the
families were equal voters. They took on more land under this structure.

Tom: “I think the Tau family bought in about 730ha and the neighbouring family bought in
about 610ha and we leased about another 610ha nearby.”

The business of New Farm was formed in 2002 and continued until 2011. Together the neighbour,
who was the prime motivator of the whole concept, and the Tau family put in significant effort with
meetings, planning and drawing the whole plan together. ‘The gestation period was probably a good
two years | reckon.’

It appears that in terms of income generated, the arrangement worked, and all the landlords were
happy with rent at around the $150/ha. Tom was happy because he still had a job within the
business for a significant part of that period. It was travelling well until Tom sold his share in the
business to Mick and Sue. The viability of the business was ok at that level of rent, but buying the
shares put stress on Mick and Sue because they had to borrow the money. ‘That’s where it started to
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get a bit trickier for them, even though they were both employed in the business on what we all
thought was a fair and reasonable wage of the day.’

The millennium drought occurred during that period and affected the business, which had ups and
downs, but they managed their way through that. They were farming 2,000ha at that stage and had
900ha under crop. There was certainly an affect from the dry and it’s continued to this current day.
But the drought wasn’t the problem. Buying land wasn’t the problem because Mick and Sue had
been given 162ha. The problem was funding the extra stock. ‘The cash requirement of them was to
buy extra livestock, or to buy out our share, that’s where it started to get tricky.’

New Farm had some pressure because of the lease it was paying, but it was still profitable. When
asked whether New Farm had delivered the economies of scale which had been anticipated, Tom
replied “it certainly wasn’t making the money that was planned.” When asked why not, Tom

responded, ‘it’s a good question and | don’t know whether we ever really got the full answer to it'.

But the promised returns did not eventuate. Mick and Sue were not feeling comfortable with the
degree of pressure they were under and decided to withdraw from New Farm, and from farming
altogether, deciding to sell the land which had been given to them. There was an element of ‘we’re
getting out of our depth as far as debt was concerned.’ In Tom’s view, the debt was manageable,
they weren’t paying off land. But they wanted to purchase land and didn’t have the collateral. Tom
suspects that they were looking at others of their cohort who have an easier ride in other
businesses. ‘Perhaps it’s a case of grass is greener over the fence. That may not be a fair comment. |
just don’t know.’

Mick and Sue’s decision to depart was a shock to Mick’s parents. There were certainly concerns
raised by the younger couple, but there was plenty of opportunity for everyone to express their
opinion - ‘Whether they did or not is another point’. Tom concedes that the whole business of pulling
family and friends together is a very tricky business. Whether it is fathers and sons, daughters and
mothers, or just friends. In their case it was a combination of all of those parties, it is ‘probably
fraught with a lot of dangers’, even though they all had the best of intentions to achieve goals that
were good for them all. Toms notes that ‘when you’re all together, sometimes you don’t necessarily
say what you think.”

The whole concept worked for nine years and then it stopped because Tom thought that it was
appropriate to sell their share out Mick and Sue. That allowed them to grow their personal business
and it gave Mick a controlling interest in a business which they all thought would go ahead. Tom
notes that ‘at the end of that nine year period we were all rocked a little bit when Mick & Sue
decided- well we don’t want to do this anymore.’

But in any event, family relationships have been maintained on an even keel. Although Tom and his
wife were extremely disappointed to see the plan fail, they still have a lot to do with Mick & Sue and
enjoy spending time with them and their grandchildren.

Tom'’s eldest son will now take on the farm, but it’s smaller because Mick and Sue sold off 80ha to
finance the house they now live in. Mick still owns 80ha, including the homestead and woolshed.
This is complicating issues for the rest of the farm viability, in that the sheds and yards and are still
part of Mick’s property. The family has reached agreement and their eldest son, who has decided to
come back to live on the property, will live in the homestead. Tom outlines that his eldest son ‘will
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buy that 80ha which includes the homestead, sheds and yards, from Mick if and when it’s possible to
do so.”

This poses the question, ‘What if Mick needs the money in the mean time?' A vital part of the farm,
including important infrastructure could be sold to an outside party.

Tom: “It will get tricky won't it? He may be able to mortgage it. Maybe our eldest son will
buy it. It just depends on his ability to put up the money to buy it in the future, but there
seems to be agreement that that should happen to maintain the operational viability of the
farm as it is now.”

There are inherent dangers in leaving the situation as it is, but at the moment no-one has the
resources to do anything about it.

The Tau story is a cautionary tale. On the face of it at the time the family followed copy book
process. The deficiency was to ensure that in the event that Mick changed his mind and decided not
to continue farming, that there was a mechanism in place to ensure that the land could not be sold
outside the family for a predetermined period. It is commonly known as handcuffing.

There is a postscript to this study.

Following the interview process and reading this study Tom discussed the situation with his lawyer
and accountant. As a result of that discussion Tom’s eldest son, who now lives in the homestead, has
found the money to buy the land containing the homestead and sheds from Mick.

The important lessons from this study are:

e Building scale doesn’t automatically mean increasing profitability.

e There is always the possibility that the person who returns to manage and take ownership of
the farm will change their mind. The implication of that possibility should be considered.

e Gifting land without some guarantee, handcuff, or undertaking from the person who receives
the gift is a dangerous move.

e Allowing a situation where a key parcel of land, including all the important infrastructure, can
be sold to an outside party is also dangerous.

e Relying on goodwill could have created a dangerous situation.

e That in a business which was expanded in cooperation with family members and neighbours
that it was the decisions of the family members, not the neighbours, which caused the venture
to fail.
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9.4 Business Edge Case Studies

9.4.1 Bill Bristle Case Study (1)

Bill Bristle is a fifty something year old farmer farming a 1900 ha grazing property in hill country in
the 725 mm rainfall belt. About 300 ha is arable and Bill normally crops about 80 ha per year in
fodder crop and up to 200 ha in serials on a share basis. Bill's wife, Faye, nurses at the local hospital.

Bill runs about 17,000 DSE. The livestock include 550 British breed, self-replacing, spring calving
cows, running calves through to the mid-autumn to early winter, depending on the season. The
remaining stock include 4,000 spring lambing ewes, joined to wool rams, and depending on the
season, up to 1,200 wethers. Dry cows and wethers do a great job in some of the rough hill country.

Shearing and crutching are done on contract. Bill employs one full time person and gets a handy
man/contractor/fencer to help with R and M.

Bill and Faye have three children, the middle child (Ron) now in his 30’s is managing a farm in a
nearby district and would love to come home to take over the farm. Bill and Faye would like to see
that happen but their eldest, Andrew, a slick city lawyer reckons that anything other than equal
eventual distribution of the family assets would be unfair.

The business has a strong EBIT and a strong Gross Margin /DSE. When Ron comes home, Bill will
assist his employee to find another job. Under the provisions of the Fair Work Act, Bill cannot simply
dismiss the worker and replace him with Ron.

There is sufficient equity within the business for Bill to hand over some of the land to Ron. This will
allow Ron to start to buy out his siblings. It is likely that they will agree to a discount on the
understanding that they are paid out now, rather than later after Bill & Faye die.
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Table 1: Bill Bristle Business Income Statement

Year 1 Year 2 Year 3 Year 4 Year 5 Average
($) ($) ($) ($) (s)

SALES 926,105 1,017,569 848,901 1,214,579 1,233,513 | 1,048,133
Cattle 376,410 443,904 379,778 580,608 641,232 484,386
Sheep 471,839 458,058 420,459 569,110 525,157 488,924
Crops 77,856 115,607 48,665 64,861 67,124 74,823
Other 0 0 0 0 0 0

PURCHASES -27,460 -44,020 -50,308 -57,337 -65,345 -48,894
Cattle -16,900 -27,360 -28,548 -30,984 -41,265 -29,011
Sheep -10,560 -16,660 -21,760 -26,353 -24,080 -19,883

INVENTORY CHANGE 178,000 30,210 35,830 11,890 -8,540 49,478
Cattle 59,200 39,300 70,000 34,800 -29,500 34,760
Sheep 118,800 -9,090 -34,170 -22,910 20,960 14,718

GROSS PROFIT 968,405 1,029,509 890,353 1,218,395 1,162,748 | 1,053,882
Cattle 418,710 455,844 421,230 584,424 570,467 490,135
Sheep 471,839 458,058 420,459 569,110 525,157 488,924
Crops 77,856 115,607 48,665 64,861 67,124 74,823
Other 0 0 0 0 0 0

ENTERPRISE EXPENSES 172,465 184,555 282,094 204,470 218,172 212,351
Cattle 64,004 78,928 103,372 78,169 85,856 82,066
Sheep 108,461 105,627 178,722 126,301 132,316 130,285
Crops 16,376 16,218 19,397 16,984 18,430 17,481

GROSS MARGIN 779,564 828,736 588,863 996,941 926,146 824,050
Cattle 354,706 376,916 317,858 506,255 484,611 408,069
Sheep 363,378 352,431 241,737 442,809 392,841 358,639
Crops 61,480 99,389 29,268 47,877 48,694 57,342
Other

OVERHEAD EXPENSES
Administration 1,540 1,710 1,412 1,892 1,910 1,693
Depreciation 12,150 13,250 12,347 13,401 13,748 12,979
Electricity & Gas 2,463 2,514 2,571 2,682 2,790 2,604
Fuel & Lubricants 14,875 16,235 15,821 17,890 18,102 16,585
Insurance 12,540 13,100 13,064 13,875 15,786 13,673
Landcare 400 1,128 0 1,550 1,001 816
Motor Vehicle Expenses 6,020 6,542 5,148 7,856 8,926 6,898
Pasture 42,805 52,309 34,020 71,682 69,708 54,105
Rates & Rents 14,400 14,682 14,400 15,620 16,024 15,025
R & M General 25,230 27,356 21,895 27,836 29,305 26,324
Wages 89,400 89,890 91,423 93,455 94,533 91,740
Wages (Owner) 80,000 80,000 80,000 80,000 80,000 80,000
Land Lease 0 0 0 0 0 0

301,823 318,716 292,101 347,739 351,833 322,442

TOTAL OP. EXPENSES 474,288 503,271 574,195 552,209 570,005 534,794
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EBIT 494,117 526,238 316,158 666,186 592,743 519,088
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Table 2: Bill Bristle Business Cashflow Statements

Year 1 Year 2 Year 3 Year 4 Year 5 Average
$ $ $ $ $ $
Cash flows from operating activities
Sales - Cattle 376,410 443,904 379,778 580,608 641,232 484,386
Sales - Sheep 363,599 483,808 476,389 618,373 528,277 494,089
Sales - Crops 62,856 94,407 -13,793 42,361 47,124 46,591
Sales - Other 0 0 0 0 0 0
Total Operating Income 802,865 1,022,119 842,373 1,241,342 1,216,633 1,025,066
Livestock Purchases -27,460 -44,020 -50,308 -57,337 -65,345 -48,894
Enterprise Expenses -172,465 -184,555 -282,094 -204,470 -218,172 -212,351
Overhead Operating Expenses
Administration -1,540 -1,710 -1,412 -1,892 -1,910 -1,693
Electricity & Gas -2,463 -2,514 -2,571 -2,682 -2,790 -2,604
Fuel &
Lubricants -14,875 -16,235 -15,821 -17,890 -18,102 -16,585
Insurance -12,540 -13,100 -13,064 -13,875 -15,786 -13,673
Landcare -400 -1,128 0 -1,550 -1,001 -816
Motor Vehicle Expenses -6,020 -6,542 -5,148 -7,856 -8,926 -6,898
Pasture -42,805 -52,309 -34,020 -71,682 -69,708 -54,105
Rates & Rents -14,400 -14,682 -14,400 -15,620 -16,024 -15,025
R & M General -25,230 -27,356 -21,895 -27,836 -29,305 -26,324
Wages -89,400 -89,890 -91,423 -93,455 -94,533 -91,740
Plant & Equipment Lease Costs 0 0 0 0 0 0
Total overhead operating costs -209,673 -225,466 -199,754 -254,338 -258,085 -229,463
Net cash flow from operating activities 393,267 568,078 310,217 725,197 675,031 534,358
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Cash flows from investing activities

Disposal of capital items 9,546 2,410
Capex - farm & private vehicles -27,580 -45,200
Capex - plant & equipment -27,458 -16,892 -12,583 -38,721 -58,674
Capex - infrastructure, improvements -112,542 -87,920 -57,823 -142,896 -189,547
Capex - land
Financial Provisioning -150,000 -100,000
Net cash flow from investing activities -140,000  -132,392 -60,860 -331,617 -391,011 -211,176
Cash flows from financing activities
Interest on loans -75,221 -70,596 -77,506 -74,422 -70,511 -73,651
Land lease payments 0 0 0 0 0 0
Net cash flows from financing activities -75,221 -70,596 -77,506 -74,422 -70,511 -73,651
Net cash flow before tax* 178,046 365,090 171,852 319,157 213,509 249,531
*excludes owners wages and drawings
Reconciliation of income and cashflow statements
EARNINGS BEFORE INTEREST AND TAX 494,117 526,238 316,158 666,186 592,743 519,088
Finance Costs -75,221 -70,596 -77,506 -74,422 -70,511 -73,651
Interest Component of Lease Payments 0 0 0 0 0 0
Inventory Change -178,000 -30,210 -35,830 -11,890 8,540 -49,478
Depreciation 12,150 13,250 12,347 13,401 13,748 12,979
Owner Wages 80,000 80,000 80,000 80,000 80,000 80,000
Fodder & Supplement Adjustment -15,000 -21,200 -62,458 -22,500 -20,000 -28,232
Plant & Equipment Lease Payments 0 0 0 0 0 0
Capital Expenditure -140,000 -132,392 -60,860 -181,617 -291,011 -161,176
Financial Provisioning 0 0 0 -150,000 -100,000 -50,000
NET CASH FLOW BEFORE TAX 178,046 365,090 171,852 319,157 213,509 249,531

Page 152 of 239



P.PSH.0827 — Farm Success Enabling Case Studies

Table 3: Bill Bristle Business Balance Sheet & KPI’s

Year 1 Year 2 Year 3 Year 4 Year 5 Average
$ $ $ $ $ $
ASSETS
Cash 60,000 66,000 70,000 72,000 273,000 108,200
Plant & Equipment 395,000 378,500 362,000 407,000 387,000 385,900
Livestock 2,122,200 2,300,200 2,330,410 2,366,240 2,378,130 | 2,299,436
Land & Infrastructure 9,620,650 9,750,000 9,900,000 9,950,000 10,010,000 | 9,846,130
TOTAL ASSETS 12,197,850 12,494,700 12,662,410 12,795,240 13,048,130 12,639,666
LIABILITIES
Overdraft 32,000 15,100 118,000 52,389 0 43,498
Term Loans 1,250,000 1,250,000 1,250,000 1,250,000 1,250,000 | 1,250,000
Other Loans 82,564 76,285 74,258 98,562 95,125 85,359
TOTAL LIABILITIES 1,364,564 1,341,385 1,442,258 1,400,951 1,345,125 @ 1,378,857
NET ASSETS (EQUITY) 10,833,286 11,153,315 11,220,152 11,394,289 11,703,005 | 11,260,809
Key Performance Indicators

Year 1 Year 2 Year 3 Year 4 Year 5 Average
Operating Return 4% 4% 2% 5% 5% 4%
Capital Return 2% 1% 1% 2% 2% 2%
Total Business Return 6% 6% 4% 7% 7% 6%
Cost of Capital 5.5% 5.3% 5.4% 5.3% 5.2% 5%
Equity % 89% 89% 89% 89% 90% 89%
Finance Coverage (EBIT/ 6.6 7.5 4.1 9.0 8.4 7.1
Finance Costs)

Land & Livestock Data

Year 1 Year 2 Year 3 Year 4 Year 5 Average
Total Area (Ha) 1,980 1,980 1,980 1,980 1,980 1,980
Effective Area (Ha) 1,820 1,820 1,820 1,820 1,820 1,820
Total Cattle DSE 11,579 12,485 13,020 13,523 13,533 12,828
Total Sheep DSE 10,414 11,046 10,834 10,519 10,480 10,659
Total Livestock DSE 21,993 23,531 23,854 24,042 24,013 23,486

*note these are opening values
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Table 4: Bill Bristle Business Cattle Income Statement

Year 1 Year 2 Year 3 Year 4 Year5 | Average
$/DSE $/DSE $/DSE $/DSE $/DSE $/DSE

SALES 32,51 35.55 29.17 42.94 47.38 37.51
Cattle Purhases -1.46 -2.19 -2.19 -2.29 -3.05 -2.24
Cattle Inventory Change 5.11 3.15 5.38 2.57 -2.18 2.81
GROSS PROFIT 36.16 36.51 32.35 43.22 42.16 38.08

ENTERPRISE EXPENSES

Animal Health 0.33 0.42 0.38 0.44 0.45 0.40
Contracting & Mustering 0.00 0.00 0.00 0.00 0.00 0.00
Fodder 2.50 2.95 4.55 1.97 1.82 2.76
Insurance & Materials 0.04 0.07 0.06 0.03 0.04 0.05
Internal Enterprise Freight 0.02 0.00 0.02 0.05 0.01 0.02
Marketing & Promotion 0.00 0.00 0.00 0.00 0.00 0.00
Selling Costs 2.52 2.84 2.86 3.22 3.93 3.07
Supplementation 0.12 0.04 0.07 0.06 0.08 0.07
5.53 6.32 7.94 5.78 6.34 6.38

GROSS MARGIN 30.63 30.19 24.41 37.44 35.81 31.70

OVERHEAD EXPENSES

Administration 0.04 0.05 0.04 0.05 0.05 0.04
Depreciation 0.35 0.35 0.32 0.33 0.34 0.34
Electricity & Gas 0.07 0.07 0.07 0.07 0.07 0.07
Fuel & Lubricants 0.51 0.52 0.49 0.53 0.54 0.52
Insurance 0.36 0.35 0.33 0.34 0.39 0.36
Landcare 0.01 0.03 0.00 0.04 0.02 0.02
Motor Vehicle Expenses 0.17 0.17 0.13 0.19 0.22 0.18
Pasture 2.03 2.30 1.44 2.92 2.83 2.30
Rates & Rents 0.41 0.39 0.37 0.39 0.39 0.39

R & M General 0.76 0.77 0.59 0.72 0.76 0.72
Wages 2.70 2.52 2.46 2.42 2.44 2.51
Wages (Owner) 2.42 2.24 2.15 2.07 2.07 2.19
9.86 9.77 8.37 10.06 10.12 9.64

TOTAL OPERATING EXPENSES 15.38 16.09 16.31 15.84 16.47 16.02
EARNINGS BEFORE INTEREST & TAX 20.78 20.42 16.04 27.38 25.69 22.06
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Beef Enterprise Performance Indicators

Year 1 Year 2 Year 3 Year 4 Year5 | Average
PRIMARY PERFORMANCE INDICATORS
Average Price Received ($/kg LW sold) 2.50 2.78 2.40 3.17 3.21 2.81
Gross Profit (S/kg LW produced) 2.78 2.85 2.66 3.19 2.86 2.87
Cost of Production ($/kg LW) 1.18 1.26 1.34 1.17 1.12 1.21
Operating Margin (S/kg LW) 1.60 1.60 1.32 2.02 1.74 1.66
Kg Beef/DSE 13.00 12.80 12.16 13.53 14.74 13.25
Labour Efficiency (DSE/FTE) 12,736 13,734 14,322 14,875 14,886 14,110
SECONDARY PERFORMANCE INDICATORS
Kg Beef/Head Sold (Male) 335 310 285 325 325 316
Kg Beef/Head Sold (Female) 320 300 270 300 300 298
Annual Average Stocking Rate (DSE/Ha) 134 14.6 14.7 14.6 14.8 14.4
Enterprise Size (Annual Avg DSE) 11,579 12,485 13,020 13,523 13,533 12,828
Reproductive Rate 0.92 0.93 0.95 0.92 0.83 0.91
Mortality Rate 1.0% 0.8% 0.5% 0.8% 0.8% 0.8%

Page 155 of 239



P.PSH.0827 — Farm Success Enabling Case Studies

Table 4: Bill Bristle Business Sheep Income Statement

Year 1 Year 2 Year 3 Year4 Year5 | Average
$/DSE $/DSE $/DSE $/DSE  $/DSE | S/DSE
SALES 12.26 17.44 14.58 20.82 18.52 16.72
Sheep Purhases -1.01 -1.51 -2.01 -2.51 -2.30 -1.87
Sheep Inventory Change 11.41 -0.82 -3.15 -2.18 2.00 1.45
Wool Sales 22.65 26.36 29.40 37.97 31.89 29.65
Value of Hedged Position 0.00 0.00 0.00 0.00 0.00 0.00
GROSS PROFIT 45.31 41.47 38.81 54.10 50.11 45.96
ENTERPRISE EXPENSES
Animal Health 1.27 1.15 1.35 1.45 1.53 1.35
Contracting & Mustering 0.00 0.00 0.00 0.00 0.00 0.00
Fodder 0.52 0.75 6.69 1.66 2.11 2.35
Insurance & Materials 0.29 0.14 0.15 0.14 0.15 0.17
Internal Enterprise Freight 0.05 0.02 0.04 0.01 0.07 0.04
Marketing & Promotion 0.00 0.00 0.00 0.00 0.00 0.00
Selling Costs: Livestock 0.98 1.39 1.62 1.64 1.43 1.41
Selling Costs: Wool 0.75 0.74 0.81 0.99 1.11 0.88
Shearing & Crutching 5.14 4.99 5.21 5.50 5.71 5.31
Supplementation 1.21 0.19 0.43 0.37 0.26 0.49
Wool Freight 0.21 0.19 0.20 0.25 0.25 0.22
10.41 9.56 16.50 12.01 12.63 12.22
GROSS MARGIN 34.89 31.91 22.31 42,10 37.48 33.74
OVERHEAD EXPENSES
Administration 0.05 0.05 0.04 0.06 0.06 0.05
Depreciation 0.39 0.40 0.38 0.42 0.44 0.41
Electricity & Gas 0.08 0.08 0.08 0.08 0.09 0.08
Fuel & Lubricants 0.64 0.66 0.62 0.64 0.64 0.64
Insurance 0.40 0.40 0.40 0.44 0.50 0.43
Landcare 0.01 0.03 0.00 0.05 0.03 0.03
Motor Vehicle Expenses 0.19 0.20 0.16 0.25 0.28 0.22
Pasture 1.85 2.13 1.78 1.83 1.84 1.89
Rates & Rents 0.46 0.44 0.44 0.49 0.51 0.47
R & M General 0.85 0.87 0.82 0.84 0.84 0.84
Wages 4.72 4.48 4.54 4.67 4.69 4.62
Wages (Owner) 4.22 3.98 4.06 4.18 4.20 4.13

13.87 13.72 13.32 13.97 14.12 13.80

TOTAL OPERATING EXPENSES 24.29 23.28 29.81 25.97  26.75 26.02

EARNINGS BEFORE INTEREST & TAX 21.02 18.19 9.00 28.13 23.36 19.94
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Flock Performance Indicators
Year1l Year2 Year3 Yeard Year5 | Average

PRIMARY PERFORMANCE INDICATORS

Price Received/Kg Clean Wool Sold 10.77 12.13 10.99 14.32 12.28 12.10
Cost Production/Kg Clean Wool Produced 11.55 10.71 11.15 9.80 10.30 10.70
Kg Clean/Adult Shorn 3.71 3.71 3.74 3.74 3.74 3.73
Average Adult Fibre Diameter (micron) 19.1 194 18.5 19.2 19.3 19.1
Shearing Cost/Head 7.39 6.70 6.74 7.18 7.63 7.13
Mortality Rate 3.0% 3.3% 3.9% 3.7% 4.1% 3.6%

SECONDARY PERFORMANCE INDICATORS

Enterprise Size (Annual Avg DSE) 10,414 11,046 10,834 10,519 10,480 10,659
Labour Efficiency (DSE/FTE) 9,468 10,042 9,849 9,563 9,527 9,690
Annual Average Stocking Rate (DSE/Ha) 13.4 14.6 14.7 14.6 14.8 14.4
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Year 1 Year 2 Year 3 Year 4 Year5 | Average
$/Ha $/Ha $/Ha $/Ha $/Ha $/Ha
SALES
Crop gross value produced 423 567 242 369 346 389
GROSS PROFIT 423 567 242 369 346 389
ENTERPRISE EXPENSES
Seed 28 28 29 30 32 29.10
Sowing 0 0 0 0 0 0.00
Fertiliser 21 19 18 22 21 20.10
Chemical 5 3 8 6 9 5.90
Contracting 0 0 0 0 0 0.00
Harvesting 22 23 24 25 26 23.80
Freight 8 8 8 7 9 7.70
Storage 0 0 3 0 0 0.60
Insurance 6 0 7 8 0 4.10
89 80 97 97 95 91
GROSS MARGIN 334 487 146 272 251 298
OVERHEAD EXPENSES
Administration 2.79 2.79 2.34 3.58 3.28 2.96
Depreciation 22.01 21.65 20.48 25.38 23.62 22.63
Electricity & Gas 4.46 4.11 4.26 5.08 4.79 4.54
Fuel & Lubricants 12.13 11.94 11.81 15.25 14.00 13.02
Insurance 22.72 21.41 21.67 26.28 27.12 23.84
Landcare 0.72 1.84 0.00 2.94 1.72 1.44
Motor Vehicle Expenses 10.91 10.69 8.54 14.88 15.34 12.07
Pasture 0.00 0.00 0.00 0.00 0.00 0.00
Rates & Rents 26.09 23.99 23.88 29.58 27.53 26.21
R & M General 41.14 40.23 32.68 47.45 45.32 41.36
Wages 48.59 44.06 45.48 53.10 48.73 47.99
Wages (Owner) 43.48 39.22 39.80 45.45 41.24 41.84
235 222 211 269 253 238
TOTAL OPERATING EXPENSES 324 301 307 365 348 329
EARNINGS BEFORE INTEREST & TAX 929 265 -65 3 -2 60




9.4.2 The Bullock Business Edge Case Study (2)

The Bullock family (Marg and Jim) is a third generation farming family farming 780 ha of dual
purpose country in the 550 mm rainfall belt. 90% of the farm is arable and about 300 ha is cropped
each year on a canola, wheat, barley, pasture rotation. Pasture is established under the barley.

The original farm was a 640 ac soldier settler’s block and the son of the original settler married the
daughter of a neighbouring settler. They bought out their siblings and purchased a third block. Their
middle son, Rob, became a partner in the business then the Manager and now owns the business.
Rob pays rental, annually in arrears, to his parents at the ‘favourable rate’ of $150 /ha/year.

Rob runs about 3,500 DSE’s, all prime lamb ewes in a self-replacing composite flock, shearing in
June lambing late July/ August, all lambs off before Christmas. He does all the farm work with the
exception of shearing, lamb marking and grain harvest, which are all by contract, himself. Rob owns
all his farming plant, a motor bike and a ute.

There is an ex solder settlement farm for sale next door and Rob and the neighbour on the other
side want to buy it and split it. He expects it will bring $5,400 /ha and he would buy 130 ha. His
parents are prepared to act as guarantors but don’t want to provide any cash. Rob is aware that at
some stage he will have to come to some arrangement with his sister about her share in the farm.
Marg and Jim, who currently own all the land are imprecise about what % they will leave to the two
children.

Marg and Jim have about $150,000 still to pay off the mortgage on the house in town where they
live. Other than that there is an overdraft facility which bounces around up to $120,000 od.

Capital invested is a major issue in this business. The land is owned by Jim and Marg and as a
consequence, doesn’t appear on the business Balance Sheet. Before Rob commits to buying half the
land next door, it would be prudent for him to find out what his parents intentions are in relation to
the land which he now farms. He may be better off to start buying out his sister.



Table 1: Bullock Family Whole Business Income

Year 1 Year 2 Year 3 Year 4 Year 5 Average
($) ($) ($) ($) ($) ($)
SALES 570,280 528,150 372,238 558,046 519,557 509,654
Cattle 0 0 0 0 0 0
Sheep 227,984 234,173 158,923 282,926 218,844 224,570
Crops 342,296 293,977 213,315 275,120 300,713 285,084
Other 0 0 0 0 0 0
PURCHASES -11,640 -15,106 -8,820 0 -15,680 -10,249
Cattle 0 0 0 0 0 0
Sheep -11,640 -15,106 -8,820 0 -15,680 -10,249
INVENTORY CHANGE 5,880 -1,140 -240 28,860 -17,040 3,264
Cattle 0 0 0 0 0 0
Sheep 5,880 -1,140 -240 28,860 -17,040 3,264
GROSS PROFIT 570,280 528,150 372,238 558,046 519,557 509,654
Cattle 0 0 0 0 0 0
Sheep 227,984 234,173 158,923 282,926 218,844 224,570
Crops 342,296 293,977 213,315 275,120 300,713 285,084
Other 0 0 0 0 0 0
ENTERPTRISE EXPENSES 50,774 58,848 75,417 65,321 62,428 62,558
Cattle 0 0 0 0 0 0
Sheep 50,774 58,848 75,417 65,321 62,428 62,558
Crops 84,656 93,611 91,732 96,255 123,728 97,996
GROSS MARGIN 434,850 375,691 205,089 396,470 333,401 349,100
Cattle 0 0 0 0 0 0
Sheep 177,210 175,325 83,506 217,605 156,416 162,012
Crops 257,640 200,366 121,583 178,865 176,985 187,088
Other
OVERHEAD EXPENSES
Administration 1,150 945 1,478 816 1,413 1,160
Depreciation 26,248 27,412 27,756 26,941 17,529 25,177
Electricity & Gas 1,879 2,136 2,190 2,287 2,335 2,165
Fuel & Lubricants 17,859 16,898 15,432 18,933 18,262 17,477
Insurance 12,480 12,701 12,899 13,850 14,142 13,214
Landcare 0 566 0 455 956 395
Motor Vehicle Expenses 5,590 6,129 5,421 7,994 6,445 6,316
Pasture 28,740 30,025 24,232 35,236 33,963 30,439
Rates & Rents 11,582 12,102 12,855 13,447 13,881 12,773
R & M General 16,497 16,254 14,930 18,221 16,254 16,431
Wages 0 0 0 0 0 0
Wages (Owner) 70,000 70,000 70,000 70,000 70,000 70,000
Land Lease 117,000 117,000 117,000 117,000 117,000 117,000
309,025 312,168 304,193 325,180 312,180 312,549
TOTAL OP. EXPENSES 359,799 371,016 379,610 390,501 374,608 375,107

EBIT 210,481 157,134 -7,372 167,545 144,949 = 134,547




Table 2: Bullock Whole Business Cashflow Statement

Year 1 Year 2 Year 3 Year 4 Year 5 Average
$ $ $ $ $ $
Cash flows from operating activities
Sales - Cattle 0 0 0 0 0 0
Sales - Sheep 233,744 250,419 167,983 254,066 251,564 231,555
Sales - Crops 314,280 258,187 148,493 250,931 289,862 252,351
Sales - Other 0 0 0 0 0 0
Total Operating Income 548,024 508,606 316,476 504,997 541,426 483,906
Livestock
Purchases -11,640 -15,106 -8,820 0 -15,680 -10,249
Enterprise
Expenses -50,774 -58,848 -75,417 -65,321 -62,428 -62,558
Overhead Operating Expenses
Administration -1,150 -945 -1,478 -816 -1,413 -1,160
Electricity &
Gas -1,879 -2,136 -2,190 -2,287 -2,335 -2,165
Fuel &
Lubricants -17,859 -16,898 -15,432 -18,933 -18,262 -17,477
Insurance -12,480 -12,701 -12,899 -13,850 -14,142 -13,214
Landcare 0 -566 0 -455 -956 -395
Motor Vehicle Expenses -5,590 -6,129 -5,421 -7,994 -6,445 -6,316
Pasture -28,740 -30,025 -24,232 -35,236 -33,963 -30,439
Rates & Rents -11,582 -12,102 -12,855 -13,447 -13,881 -12,773
R & M General -16,497 -16,254 -14,930 -18,221 -16,254 -16,431
Wages 0 0 0 0 0 0
Plant & Equipment Lease Costs 0 0 0 0 0 0
Total overhead operating costs -95,777 -97,756 -89,437 -111,239 -107,651 @ -100,372
Net cash flow from operating
activities 389,833 336,896 142,802 328,437 355,667 310,727
Cash flows from investing
activities
Disposal of capital items 2,890 541 3,756
Capex - farm & private vehicles -10,000
Capex - plant & equipment -15,000 -37,500 -25,000
Capex - infrastructure,
improvements
Capex - land -2,458 -6,107 -2,214 -3,708 -5,589

Financial Provisioning

Net cash flow from investing
activities -17,458 -3,217 -1,673 -47,452 -30,589 -20,078
Cash flows from financing

activities

Interest on loans -2,558 -2,283 -2,040 -6,021 -5,174 -3,615
Land lease payments -117,000 -117,000 -117,000 -117,000 -117,000 | -117,000
Net cash flows from financing

activities -119,558  -119,283  -119,040 -123,021 -122,174 | -120,615

Net cash flow before tax* 252,817 214,396 22,089 157,964 202,904 170,034




*excludes owners wages and
drawings

Reconciliation of income and cashflow statements

EARNINGS BEFORE INTEREST AND
TAX

Finance Costs

Interest Component of Lease
Payments

Inventory Change

Depreciation

Owner Wages

Fodder & Supplement Adjustment
Plant & Equipment Lease Payments
Capital

Expenditure

Financial Provisioning

NET CASH FLOW BEFORE TAX

210,481
-2,558

-5,880
26,248
70,000
-28,016

-17,458
0
252,817

157,134
-2,283

0

1,140
27,412
70,000
-35,790
0

-3,217
0
214,396

-7,372
-2,040

240
27,756
70,000

-64,822

-1,673

22,089

167,545
-6,021

-28,860
26,941
70,000

-24,189

-47,452
0
157,964

144,949
-5,174

17,040
17,529
70,000
-10,851

-30,589
0
202,904

134,547
-3,615

-3,264
25,177
70,000
-32,734

-20,078
0
170,034



Table 3: Bullock Family Balance Sheet

Year 1 Year 2 Year 3 Year 4 Year 5 Average
$ $ $ $ $ $
ASSETS
Cash 22,851 56,799 87,223 17,240 44,820 45,787
Plant & Equipment 213,000 200,500 190,000 253,000 367,500 244,800
Livestock 351,900 357,780 356,640 356,400 385,260 361,596
Land & Infrastructure 0 0 0 0 0 0
TOTAL ASSETS 587,751 615,079 633,863 626,640 797,580 652,183
LIABILITIES
Overdraft 0 0 0 0 0 0
Term Loans 0 0 0 0 0 0
Other Loans 34,562 30,847 27,565 98,707 83,448 55,026
TOTAL LIABILITIES 34,562 30,847 27,565 98,707 83,448 55,026
NET ASSETS (EQUITY) 553,189 584,232 606,298 527,933 714,132 597,157
Key Performance Indicators
Year 1 Year 2 Year 3 Year 4 Year 5 Average
Operating Return 36% 26% -1% 27% 18% 21%
Capital Return 5% 3% -1% 27% 0% 7%
Total Business Return 40% 29% -2% 54% 18% 28%
Cost of Capital 7.4% 7.4% 7.4% 6.1% 6.2% 7%
Equity % 94% 95% 96% 84% 90% 92%
Finance Coverage (EBIT/ 82.3 68.8 -3.6 27.8 28.0 40.7

Finance Costs)

Land & Livestock Data

Year 1 Year 2 Year 3 Year 4 Year 5 Average
Total Area (Ha) 802 802 802 802 802 802
Effective Area (Ha) 758 758 758 758 758 758
Total Cattle DSE 0 0 0 0 0 0
Total Sheep DSE 4,110 4,134 4,119 4,259 4,340 4,192
Total Livestock DSE 4,110 4,134 4,119 4,259 4,340 4,192

*note these are opening values



Table 4: Bullock Family Sheep Income Statement

Year 1 Year 2 Year 3 Year 4 Year5 | Average
$/DSE $/DSE $/DSE $/DSE $/DSE $/DSE

SALES 53.05 56.29 36.30 55.01 53.91 50.91
Sheep Purhases -2.83 -3.65 -2.14 0.00 -3.61 -2.45
Sheep Inventory Change 1.43 -0.28 -0.06 6.78 -3.93 0.79
Wool Sales 3.81 4.29 4.49 4.64 4.05 4.26
Value of Hedged Position 0.00 0.00 0.00 0.00 0.00 0.00
GROSS PROFIT 55.47 56.65 38.58 66.43 50.42 53.51

ENTERPRISE EXPENSES

Animal Health 1.56 1.63 1.27 1.67 1.88 1.60
Contracting & Mustering 0.61 0.76 0.70 0.80 0.82 0.74
Fodder 1.92 2.23 7.66 2.95 2.27 3.41
Insurance & Materials 0.13 0.19 0.28 0.50 0.19 0.26
Internal Enterprise Freight 0.00 0.00 0.00 0.00 0.00 0.00
Marketing & Promotion 0.00 0.00 0.00 0.00 0.00 0.00
Selling Costs: Livestock 3.98 4.39 3.12 4.20 4.29 4.00
Selling Costs: Wool 0.42 0.56 0.70 0.62 0.63 0.59
Shearing & Crutching 3.33 4.12 4.13 4.11 3.93 3.92
Supplementation 0.29 0.22 0.30 0.33 0.23 0.28
Wool Freight 0.11 0.14 0.14 0.14 0.14 0.13

12.35 14.24 18.31 15.34 14.38 14.92

GROSS MARGIN 43.11 42.41 20.27 51.09 36.04 38.59

OVERHEAD EXPENSES

Administration 0.20 0.16 0.25 0.13 0.23 0.19
Depreciation 1.92 1.99 2.02 1.90 1.21 1.81
Electricity & Gas 0.37 0.41 0.43 0.43 0.43 0.41
Fuel & Lubricants 2.17 2.04 1.87 2.22 2.10 2.08
Insurance 1.82 1.84 1.88 1.95 1.95 1.89
Landcare 0.00 0.08 0.00 0.06 0.13 0.06
Motor Vehicle Expenses 1.22 1.33 1.18 1.69 1.34 1.35
Pasture 6.99 7.26 5.88 8.27 7.82 7.25
Rates & Rents 1.69 1.76 1.87 1.89 1.92 1.83
R & M General 1.40 1.38 1.27 1.50 1.31 1.37
Wages 0.00 0.00 0.00 0.00 0.00 0.00
Wages (Owner) 11.92 11.85 11.90 11.51 11.29 11.69

29.70 30.12 28.56 31.56 29.74 29.94



TOTAL OPERATING EXPENSES 42.06 44.35 46.87 46.90 44.12 44.86

EARNINGS BEFORE INTEREST & TAX 13.41 12.30 -8.28 19.53 6.30 8.65

Flock Performance Indicators
Year 1 Year 2 Year 3 Year 4 Year5 | Average
PRIMARY PERFORMANCE INDICATORS

Price Received/Kg Clean Wool Sold 3.91 4.43 4.62 4.84 3.96 4.35
Cost Production/Kg Clean Wool

Produced 43.16 45.78 48.20 48.88 43.20 45.84
Kg Clean/Adult Shorn 2.08 2.08 2.08 2.08 2.08 2.08
Average Adult Fibre Diameter (micron) 19.1 19.4 18.5 19.2 19.3 19.1
Shearing Cost/Head 6.72 8.36 8.33 8.36 7.42 7.84
Mortality Rate 2.5% 2.1% 1.9% 2.4% 2.7% 2.3%
SECONDARY PERFORMANCE

INDICATORS

Enterprise Size (Annual Avg DSE) 4,110 4,134 4,119 4,259 4,340 4,192
Labour Efficiency (DSE/FTE) 2,653 2,668 2,658 2,749 2,802 2,706

Annual Average Stocking Rate (DSE/Ha) 8.9 9.2 9.5 8.9 9.4 9.2



Table 5: Bullock Family Crop Income

Crop Income Statement

Year 1 Year 2 Year 3 Year 4 Year5 | Average
$/Ha $/Ha $/Ha $/Ha $/Ha $/Ha
SALES
Crop gross value produced 1156 945 660 986 1016 953
GROSS PROFIT 1156 945 660 986 1016 953
ENTERPRISE EXPENSES
Seed 75 79 86 94 91 85
Sowing 0 0 0 0 0 0
Fertiliser 45 53 54 61 58 54
Chemical 44 39 22 52 96 51
Contracting 0 21 17 10 11 12
Harvesting 58 62 62 64 65 62
Freight 25 18 12 24 36 23
Storage 10 0 0 8 26 9
Insurance 29 29 31 32 35 31
286 301 284 345 418 327
GROSS MARGIN 870 644 376 641 598 626
OVERHEAD EXPENSES
Administration 1.17 1.11 0.88 1.59 0.83 1.11
Depreciation 62.07 59.08 59.41 69.64 63.71 62.78
Electricity & Gas 1.27 1.21 1.32 1.57 1.55 1.38
Fuel & Lubricants 30.17 28.71 26.16 27.66 31.98 28.93
Insurance 16.86 16.05 15.73 18.49 18.72 17.17
Landcare 0.00 0.00 0.70 0.00 0.61 0.26
Motor Vehicle Expenses 1.89 1.80 1.90 1.94 2.70 2.05
Pasture 0.00 0.00 0.00 0.00 0.00 0.00
Rates & Rents 15.65 14.90 14.99 18.43 18.17 16.43
R & M General 36.23 34.48 32.71 34.78 40.01 35.64
Wages 0.00 0.00 0.00 0.00 0.00 0.00
Wages (Owner) 70.95 67.52 65.02 75.27 70.95 69.94
236 225 219 249 249 236
TOTAL OPERATING EXPENSES 522 526 503 594 667 563
EARNINGS BEFORE INTEREST & TAX 634 419 158 392 349 390




9.4.3 Carey’s Business Edge Case Study (3.)

Trish and Dan are in their mid-forties and run a fine wool Merino enterprise in a 650mm rainfall area
of South West Victoria. The business has been run under a partnership structure for over 15 years.
Trish and Dan have three children. Their eldest is 16 years of age.

The couple are both passionate wool producers. Many grazing businesses in the area have switched
to prime lambs in recent years due to disappointing fine wool prices and historically high lamb
prices. The Carey’s have strongly considered the switch themselves but at present are encouraged
by stronger wool prices seen the past 18 months and are convinced their wool growing business
stacks up well against other enterprise options at these current prices. They also consider current
sheep prices are unlikely to be sustainable and for this reason believe a self-replacing fine wool
enterprise may well be their most viable enterprise option over the longer term.

The sheep flock consists of 4,500 adult breeding ewes with an additional 2,000-2,500 adult wethers
run for wool production. The Carey’s breed their own flock rams by joining their elite ewes to
industry leading sires with Al each year. DNA profiling has predicted the wool cut potential of the
flock to be in the top 20% of flocks nationally.

The business has a strong equity position of 88%. Although their three children enjoy living on the
farm, none seem particularly interested in the farm management aspects of the business. Of course
this may change and Trish and Dan are keeping an open mind to the possibility that one of more of
their children may be interested in becoming more involved in the business in the future. A next
door neighbour has approached Dan about his desire to sell their farm and have offered Dan and
Trish to make an offer. The farm is 320 Ha in size and has similar carrying capacity to their existing
holding. Dan and Trish are very interested in the prospect of expanding but wonder whether an off-
farm investment is a better option for the business.



Table 1: Carey’s Business Income Statement

Year 1 Year 2 Year 3 Year 4 Year 5 Average
($) ($) ($) ($) ($)

SALES 543,788 639,084 545,208 722,196 711,426 632,341
Cattle 0 0 0 0 0 0
Sheep 543,788 639,084 545,208 722,196 711,426 632,341
Crops 0 0 0 0 0 0
Other 0 0 0 0 0 0

PURCHASES 0 0 0 0 0 0
Cattle 0 0 0 0 0 0
Sheep 0 0 0 0 0 0

INVENTORY CHANGE 53,130 -16,830 30,180 -21,420 19,410 12,894
Cattle 0 0 0 0 0 0
Sheep 53,130 -16,830 30,180 -21,420 19,410 12,894

GROSS PROFIT 543,788 639,084 545,208 722,196 711,426 632,341
Cattle 0 0 0 0 0 0
Sheep 543,788 639,084 545,208 722,196 711,426 632,341
Crops 0 0 0 0 0 0
Other 0 0 0 0 0 0

ENTERPRISE EXPENSES 134,292 149,016 190,509 161,185 158,272 158,655
Cattle 0 0 0 0 0 0
Sheep 134,292 149,016 190,509 161,185 158,272 158,655
Crops 0 0 0 0 0 0

GROSS MARGIN 409,496 490,068 354,699 561,011 553,154 473,686
Cattle 0 0 0 0 0 0
Sheep 409,496 490,068 354,699 561,011 553,154 473,686
Crops 0 0 0 0 0 0
Other 0 0 0 0 0 0

OVERHEAD EXPENSES
Administration 9,424 12,406 11,563 13,779 14,425 12,319
Depreciation 5,082 5,562 6,007 6,202 6,518 5,874
Electricity & Gas 1,966 2,137 2,283 2,346 2,291 2,205
Fuel & Lubricants 9,004 8,994 9,971 10,506 9,756 9,646
Insurance 12,656 13,006 12,966 13,692 14,257 13,315
Landcare 781 1,203 435 1,163 726 862
Motor Vehicle Expenses 6,018 7,105 7,022 8,461 8,871 7,495
Pasture 59,303 62,594 57,901 65,202 67,854 62,571
Rates & Rents 10,521 11,682 12,588 14,915 15,338 13,009
R & M General 8,806 9,625 9,132 10,562 9,415 9,508
Wages 49,107 50,421 51,870 53,260 53,884 51,708
Wages (Owner) 80,000 80,000 80,000 80,000 80,000 80,000
Land Lease 0 0 0 0 0 0

252,668 264,735 261,738 280,088 283,335 268,513

TOTAL OP. EXPENSES 386,960 413,751 452,247 441,273 441,607 427,168

EBIT 156,828 225,333 92,961 280,923 269,819 205,173




Table 2: Carey’s Business Cashflow Statement

Year 1 Year 2 Year 3 Year 4 Year 5
$ $ $ $ $
Cash flows from operating activities
Sales - Cattle 0 0 0 0 0
Sales - Sheep 490,658 655,914 515,028 743,616 692,016
Sales - Crops 0 0 0 0 0
Sales - Other 0 0 0 0 0
Total Operating Income 490,658 655,914 515,028 743,616 692,016
Livestock Purchases 0 0 0 0 0
Enterprise Expenses -134,292 -149,016 -190,509 -161,185 -158,272
Overhead Operating Expenses
Administration -9,424 -12,406 -11,563 -13,779 -14,425
Electricity & Gas -1,966 -2,137 -2,283 -2,346 -2,291
Fuel &
Lubricants -9,004 -8,994 -9,971 -10,506 -9,756
Insurance -12,656 -13,006 -12,966 -13,692 -14,257
Landcare -781 -1,203 -435 -1,163 -726
Motor Vehicle Expenses -6,018 -7,105 -7,022 -8,461 -8,871
Pasture -59,303 -62,594 -57,901 -65,202 -67,854
Rates & Rents -10,521 -11,682 -12,588 -14,915 -15,338
R & M General -8,806 -9,625 -9,132 -10,562 -9,415
Wages -49,107 -50,421 -51,870 -53,260 -53,884
Plant & Equipment Lease Costs 0 0 0 0 0
Total overhead operating costs -167,586 -179,173 -175,731 -193,886 -196,817

Net cash flow from operating activities 188,780 327,725 148,788 388,545 336,927




Cash flows from investing activities

Disposal of capital items 7,200 400 6,500
Capex - farm & private vehicles -12,236 -8,460 -43,619 -78,262 -45,710
Capex - plant & equipment -5,535 -26,402 -18,489 -26,891 -33,119
Capex - infrastructure, improvements -19,506 -33,572 -59,818 -35,181 -42,616
Capex - land
Financial Provisioning -100,000 100,000 -100,000 -65,000
Net cash flow from investing activities -30,077 -168,034 -21,926 -233,834 -186,445 -128,063
Cash flows from financing activities
Interest on loans -46,983 -43,682 -43,886 -43,172 -42,662 -44,077
Land lease payments 0 0 0 0 0 0
Net cash flows from financing activities -46,983 -43,682 -43,886 -43,172 -42,662 -44,077
Net cash flow before tax* 111,720 116,009 82,976 111,539 107,820 106,013
*excludes owners wages and drawings
Reconciliation of income and cashflow statements
EARNINGS BEFORE INTEREST AND TAX 156,828 225,333 92,961 280,923 269,819 205,173
Finance Costs -46,983 -43,682 -43,886 -43,172 -42,662 -44,077
Interest Component of Lease Payments 0 0 0 0 0 0
Inventory Change -53,130 16,830 -30,180 21,420 -19,410 -12,894
Depreciation 5,082 5,562 6,007 6,202 6,518 5,874
Owner Wages 80,000 80,000 80,000 80,000 80,000 80,000
Fodder & Supplement Adjustment 0 0 0 0 0 0
Plant & Equipment Lease Payments 0 0 0 0 0 0
Capital Expenditure -30,077 -68,034 -121,926 -133,834 -121,445 -95,063
Financial Provisioning 0 -100,000 100,000 -100,000 -65,000 -33,000




NET CASH FLOW BEFORE TAX 111,720 116,009 82,976 111,539 107,820 106,013




Table 3: Carey’s Business Balance Sheet

Year 1 Year 2 Year 3 Year 4 Year 5 Average
$ $ $ $ $ $
ASSETS
Cash 0 0 100,000 0 100,000 40,000
Plant & Equipment 139,625 130,498 140,636 139,704 130,816 136,256
Livestock 1,065,720 1,118,850 1,102,020 1,132,200 1,110,780 | 1,105,914
Land & Infrastructure 4,300,000 4,300,000 4,500,000 4,850,000 5,400,000 | 4,670,000
TOTAL ASSETS 5,505,345 5,549,348 5,842,656 6,121,904 6,741,596 @ 5,952,170
LIABILITIES
Overdraft 32,000 15,100 44,505 52,389 26,201 34,039
Term Loans 790,000 790,000 790,000 790,000 790,000 790,000
Other Loans 0 0 0 0 0 0
TOTAL LIABILITIES 822,000 805,100 834,505 842,389 816,201 824,039
NET ASSETS (EQUITY) 4,683,345 4,744,248 5,008,151 5,279,515 5,925,395 | 5,128,131
Key Performance Indicators
Year 1 Year 2 Year 3 Year 4 Year 5 Average
Operating Return 3% 4% 2% 5% 4% 3%
Capital Return 0% 5% 8% 11% 2% 5%
Total Business Return 3% 9% 9% 16% 6% 9%
Cost of Capital 5.7% 5.4% 5.3% 5.1% 5.2% 5.4%
Equity % 85% 85% 86% 86% 88% 86%
Finance Coverage (EBIT/ 3.3 5.2 2.1 6.5 6.3 4.7

Finance Costs)

Land & Livestock Data

Year 1 Year 2 Year 3 Year 4 Year 5 Average
Total Area (Ha) 818 818 818 818 818 818
Effective Area (Ha) 762 762 762 762 762 762
Total Cattle DSE 0 0 0 0 0 0
Total Sheep DSE 12,353 12,584 12,678 12,739 12,729 12,617

Total Livestock DSE 12,353 12,584 12,678 12,739 12,729 12,617



Table 4:

Yearl Year2 Year3 Year4 Year5 | Average
$/DSE  $/DSE  $/DSE $/DSE  $/DSE $/DSE

SALES 13.81 22.64 15.60 21.84 21.83 19.14
Sheep Purhases 0.00 0.00 0.00 0.00 0.00 0.00
Sheep Inventory Change 4.30 -1.34 2.38 -1.68 1.52 1.04
Wool Sales 25.91 29.48 25.02 36.54 32.54 29.90
Value of Hedged Position 0.00 0.00 0.00 0.00 0.00 0.00
GROSS PROFIT 44.02 50.78 43.00 56.69 55.89 50.08

ENTERPRISE EXPENSES

Animal Health 1.54 1.70 1.86 1.80 1.81 1.74
Contracting & Mustering 0.20 0.20 0.20 0.21 0.23 0.21
Fodder 2.18 2.67 5.46 3.16 2.67 3.23
Insurance & Materials 0.24 0.21 0.25 0.24 0.20 0.23
Internal Enterprise Freight 0.31 0.31 0.34 0.28 0.33 0.32
Marketing & Promotion 0.00 0.00 0.00 0.00 0.00 0.00
Selling Costs: Livestock 0.76 0.91 0.90 0.85 1.08 0.90
Selling Costs: Wool 0.68 0.77 0.86 0.89 0.87 0.81
Shearing & Crutching 4.81 493 5.00 5.06 5.07 4.98
Supplementation 0.03 0.00 0.00 0.00 0.00 0.01
Wool Freight 0.13 0.14 0.16 0.15 0.18 0.15
10.87 11.84 15.03 12.65 12.43 12.57

GROSS MARGIN 33.15 38.94 2798 44.04 43.46 37.51

OVERHEAD EXPENSES

Administration 0.76 0.99 0.74 0.74 0.74 0.79
Depreciation 0.41 0.44 0.40 0.40 0.40 0.41
Electricity & Gas 0.16 0.17 0.16 0.15 0.15 0.16
Fuel & Lubricants 0.73 0.71 0.71 0.71 0.71 0.71
Insurance 1.02 1.03 1.00 0.99 0.99 1.01
Landcare 0.06 0.10 0.06 0.06 0.06 0.07
Motor Vehicle Expenses 0.49 0.56 0.47 0.47 0.47 0.49
Pasture 4.80 4.97 4.68 4.66 4.66 4.75
Rates & Rents 0.85 0.93 0.83 0.83 0.83 0.85
R & M General 0.71 0.76 0.69 0.69 0.69 0.71
Wages 3.98 4.01 3.87 3.85 3.86 3.91
Wages (Owner) 6.48 6.36 6.31 6.28 6.28 6.34

20.45 21.04 19.93 19.83 19.85 20.22

TOTAL OPERATING EXPENSES 31.33 32.88 3496 3249 32.28 32.79




EARNINGS BEFORE INTEREST & TAX 12.70 17.91 8.05 24.21 23.61 17.29

Flock Performance Indicators
Yearl Year2 Year3 Year4 Year5 | Average

PRIMARY PERFORMANCE INDICATORS

Price Received/Kg Clean Wool Sold 11.39 12.01 11.82 14.10 13.16 12.50
Cost Production/Kg Clean Wool Produced 8.10 7.78 9.61 8.08 7.60 8.23
Kg Clean/Adult Shorn 3.66 3.95 3.40 4.14 3.97 3.82
Average Adult Fibre Diameter (micron) 18.7 18.9 18.5 19.2 19.1 18.9
Shearing Cost/Head 6.49 6.42 6.57 6.46 6.62 6.51
Mortality Rate 2.7% 2.9% 2.3% 2.2% 3.2% 2.7%

SECONDARY PERFORMANCE INDICATORS

Enterprise Size (Annual Avg DSE) 12,353 12,584 12,678 12,739 12,729 12,617
Labour Efficiency (DSE/FTE) 5,662 5,768 5,811 5839 5,834 5,783
Annual Average Stocking Rate (DSE/Ha) 16.2 16.5 16.6 16.7 16.7 16.6




9.4.4 Harris Family Business Edge Case Study (4.)

The Harris family (Rob and Jo) run a prime lamb enterprise in a 700mm rainfall district of South West
Victoria. Their property is 1,150 ha in size with a grazing area of 1,060 ha after adjusting for shelter
belts and creeks which are not grazed. Robert and Jo have three children all under the age of 10.
Rob’s parents exited the farming business three years ago with all farming assets now owned and
operated by Rob and Jo.

The business currently runs 15,000 DSE. A flock of self-replacing composite ewes are joined to both
composite maternal rams and terminal rams. Adult ewes lamb mid-July through to end of August. In
good years ewe lamb replacements are also joined to lamb in September at 14 months. The majority
of lambs are sold direct to Coles at 21-24 kg carcase weight. In most years 50% of lambs are sold
prior to Christmas with remaining lambs finished on summer fodder crops.

Pastures on the property are predominately perennial ryegrass and clovers. In recent years some
phalaris has been sown in sandier paddocks which struggled to maintain modern ryegrass cultivars
for more than two or three years. Paddocks typically require pasture renovation every six to seven
years which works in well with the summer fodder crop program of between 100 and 150 ha sown
each year.

Rob and Jo employ a Stockman/Farm Hand on a casual basis. In busy periods such as summer
feeding, lamb marking and sowing summer fodder crops the employee is available five days a week.
In most years the annual cost of employing this labour is around $55,000 including super. Additional
casual work and contract labour (excluding shearing and crutching) often totals $12,000-515,000 per
annum.

To acquire the assets of the business three years ago, the finance facility was increased to $2.4M on
interest only terms, with an additional overdraft facility of $200,000.

Five year average business performance was significantly impacted by poor seasonal conditions and
low lamb prices in year two. Business EBIT and Gross Margin/DSE was strong in the three years
following, however business cash flow was weak. Rob and Jo feel there has been enough cash to
meet their living needs at this time but expect family drawings to go up significantly once their
children hit high school. Is there a capital expenditure problem in this business? Is it overburdened
by debt obligations? And/or are there other factors to consider with how surpluses are being used
after interest and tax.



Table 1: Harris Family Business Income Statement

Year 1 Year 2 Year 3 Year 4 Year 5 Average
($) ($) ($) ($) ($)

SALES 919,061 562,705 827,829 846,198 714,703 774,099
Sheep 919,061 562,705 827,829 846,198 714,703 774,099
Other 0 0 0 0 0 0

PURCHASES -12,700 -16,200 -14,175 -14,410 -15,150 -14,527
Sheep -12,700 -16,200 -14,175  -14,410 -15,150 -14,527

INVENTORY CHANGE 6,970 -30,740 -1,140 -6,040 -7,510 -7,692
Sheep 6,970 -30,740 -1,140 -6,040 -7,510 -7,692

GROSS PROFIT 919,061 562,705 827,829 846,198 714,703 774,099
Sheep 919,061 562,705 827,829 846,198 714,703 774,099
Other 0 0 0 0 0 0

ENTERPRISE EXPENSES 129,535 234,545 136,730 129,624 142,272 154,541
Sheep 129,535 234,545 136,730 129,624 142,272 154,541
Crops 0 0 0 0 0 0

GROSS MARGIN 789,526 328,160 691,099 716,574 572,431 619,558
Sheep 789,526 328,160 691,099 716,574 572,431 619,558
Other

OVERHEAD EXPENSES
Administration 8,791 9,420 7,663 13,874 10,009 9,951
Depreciation 16,624 17,045 17,556 17,811 18,905 17,588
Electricity & Gas 2,160 2,248 2,344 2,498 2,965 2,443
Fuel & Lubricants 18,405 19,652 18,629 19,127 18,230 18,809
Insurance 15,808 16,201 16,448 16,881 17,855 16,639
Landcare 1,025 405 1,123 1,572 1,369 1,099
Motor Vehicle Expenses 8,094 9,156 8,646 11,457 10,981 9,667
Pasture 71,488 52,445 72,440 93,603 87,954 75,586
Rates & Rents 19,921 20,091 20,599 22,486 22,590 21,137
R & M General 16,522 15,740 15,008 14,805 13,699 15,155
Wages 79,255 88,105 69,114 72,983 75,806 77,053
Wages (Owner) 85,000 85,000 85,000 85,000 85,000 85,000
Land Lease 0 0 0 0 0 0

343,093 335,508 334,570 372,097 365,363 350,126

TOTAL OP. EXPENSES 472,628 570,053 471,300 501,721 507,635 504,667

EBIT 446,433 -7,348 356,529 344,477 207,068 269,432




Table 2: Harris Family Business Cashflow Statement

Year 1 Year 2 Year 3 Year 4 Year 5
$ $ $ $ $
Cash flows from operating activities
Sales - Cattle 0 0 0 0 0
Sales - Sheep 924,791 609,645 843,144 866,648 737,363
Sales - Crops 0 0 0 0 0
Sales - Other 0 0 0 0 0
Total Operating Income 924,791 609,645 843,144 866,648 737,363
Livestock Purchases -12,700 -16,200 -14,175 -14,410 -15,150
Enterprise Expenses -129,535 -234,545 -136,730 -129,624 -142,272
Overhead Operating Expenses
Administration -8,791 -9,420 -7,663 -13,874 -10,009
Electricity & Gas -2,160 -2,248 -2,344 -2,498 -2,965
Fuel &
Lubricants -18,405 -19,652 -18,629 -19,127 -18,230
Insurance -15,808 -16,201 -16,448 -16,881 -17,855
Landcare -1,025 -405 -1,123 -1,572 -1,369
Motor Vehicle Expenses -8,094 -9,156 -8,646 -11,457 -10,981
Pasture -71,488 -52,445 -72,440 -93,603 -87,954
Rates & Rents -19,921 -20,091 -20,599 -22,486 -22,590
R & M General -16,522 -15,740 -15,008 -14,805 -13,699
Wages -79,255 -88,105 -69,114 -72,983 -75,806
Plant & Equipment Lease Costs 0 0 0 0 0
Total overhead operating costs -241,469 -233,463 -232,014 -269,286 -261,458
Net cash flow from operating activities 541,087 125,437 460,225 453,328 318,483

Cash flows from investing activities




Disposal of capital items 900 8,400 14,000 2,100 7,000
Capex - farm & private vehicles -58,966 -12,200 -36,801 -49,725 -8,490
Capex - plant & equipment -21,804 -17,862 -67,450 -10,718 -22,861
Capex - infrastructure, improvements -117,809 -25,633 -55,212 -96,452 -25,480
Capex - land
Financial Provisioning -150,000 130,000 -125,000 -100,000 -65,000
Net cash flow from investing activities -347,679 82,705 -270,463 -254,795 -114,831 -181,013
Cash flows from financing activities
Interest on loans -32,932 -41,584 -127,982 -122,503 -120,484 -89,097
Land lease payments 0 0 0 0 0 0
Net cash flows from financing activities -32,932 -41,584 -127,982 -122,503 -120,484 -89,097
Net cash flow before tax* 160,477 166,559 61,780 76,031 83,168 109,603
*excludes owners wages and drawings
Reconciliation of income and cashflow statements
EARNINGS BEFORE INTEREST AND TAX 446,433 -7,348 356,529 344,477 207,068 269,432
Finance Costs -32,932 -41,584 -127,982 -122,503 -120,484 -89,097
Interest Component of Lease Payments 0 0 0 0 0 0
Inventory Change -6,970 30,740 1,140 6,040 7,510 7,692
Depreciation 16,624 17,045 17,556 17,811 18,905 17,588
Owner Wages 85,000 85,000 85,000 85,000 85,000 85,000
Fodder & Supplement Adjustment 0 0 0 0 0 0
Plant & Equipment Lease Payments 0 0 0 0 0 0
Capital Expenditure -197,679 -47,295 -145,463 -154,795 -49,831 -119,013
Financial Provisioning -150,000 130,000 -125,000 -100,000 -65,000 -62,000
NET CASH FLOW BEFORE TAX 160,477 166,559 61,780 76,031 83,168 109,603



Table 3: Harris Family Business Balance Sheet

Year 1 Year 2 Year 3 Year 4 Year 5 Average
$ $ $ $ $ $
ASSETS
Cash 15,000 165,500 29,000 168,000 262,500 128,000
Plant & Equipment 335,000 332,000 320,000 323,500 305,500 323,200
Livestock 1,197,540 1,204,510 1,173,770 1,172,630 1,166,590 @ 1,183,008
Land & Infrastructure 7,101,250 7,101,250 7,350,000 7,400,000 7,800,000 = 7,350,500
TOTAL ASSETS 8,648,790 8,803,260 8,872,770 9,064,130 9,534,590 @ 8,984,708
LIABILITIES
Overdraft 22,543 46,281 150,000 52,389 10,480 56,339
Term Loans 650,000 650,000 2,400,000 2,400,000 2,400,000 = 1,700,000
Other Loans 0 0 0 0 0 0
TOTAL LIABILITIES 672,543 696,281 2,550,000 2,452,389 2,410,480 1,756,339
NET ASSETS (EQUITY) 7,976,247 8,106,979 6,322,770 6,611,741 7,124,110 @ 7,228,369
Key Performance Indicators
Year 1 Year 2 Year 3 Year 4 Year 5 Average
Operating Return 5.2% -0.1% 4.0% 3.8% 2.2% 3.0%
Capital Return 1.8% 0.8% 2.2% 5.2% 12.3% 4.5%
Total Business Return 6.9% 0.7% 6.2% 9.0% 14.5% 7.5%
Cost of Capital 4.9% 6.0% 5.0% 5.0% 5.0% 5%
Equity % 92% 92% 71% 73% 75% 81%
Finance Coverage (EBIT/ 13.6 -0.2 2.8 2.8 1.7 4.1

Finance Costs)

Land & Livestock Data

Year 1 Year 2 Year 3 Year 4 Year 5 Average
Total Area (Ha) 1,240 1,240 1,240 1,240 1,240 1,240
Effective Area (Ha) 1,060 1,060 1,060 1,060 1,060 1,060
Total Cattle DSE 0 0 0 0 0 0
Total Sheep DSE 15,325 15,179 14,970 14,913 14,838 15,045

Total Livestock DSE 15,325 15,179 14,970 14,913 14,838 15,045



Table 4: Harris Family Sheep Income Statement

Yearl Year2 Year3 Year4 Year5 @ Average
$/DSE $/DSE $/DSE $/DSE $/DSE = S/DSE
SALES 55.74 35.73 51.28 53.24 43.71 47.94
Sheep Purhases -0.83 -1.07 -095 -0.97 -1.02 -0.97
Sheep Inventory Change 0.45 -2.03 -0.08 -0.41 -0.51 -0.51
Wool Sales 4.61 4.44 5.04 4.87 5.98 4.99
Value of Hedged Position 0.00 0.00 0.00 0.00 0.00 0.00
GROSS PROFIT 59.97 37.07 55.30 56.74 48.17 51.45
ENTERPRISE EXPENSES
Animal Health 1.10 1.05 1.14 1.13 1.20 1.12
Contracting & Mustering 0.21 0.16 0.20 0.28 0.23 0.22
Fodder 2.05 8.80 2.31 1.67 2.35 3.44
Insurance & Materials 0.21 0.21 0.23 0.22 0.23 0.22
Internal Enterprise Freight 0.05 0.03 0.02 0.04 0.07 0.04
Marketing & Promotion 0.00 0.00 0.00 0.00 0.00 0.00
Selling Costs: Livestock 0.48 0.74 0.55 0.61 0.70 0.62
Selling Costs: Wool 0.19 0.20 0.22 0.23 0.26 0.22
Shearing & Crutching 3.90 4.04 4.26 4.31 4.33 4.17
Supplementation 0.14 0.12 0.10 0.11 0.12 0.12
Wool Freight 0.13 0.10 0.10 0.10 0.11 0.11
8.45 15.45 9.13 8.69 9.59 10.26
GROSS MARGIN 51.52 21.62 46.17 48.05 38.58 41.19
OVERHEAD EXPENSES
Administration 0.57 0.58 0.59 0.59 0.59 0.58
Depreciation 1.08 1.10 1.11 1.11 1.12 1.11
Electricity & Gas 0.14 0.14 0.14 0.14 0.15 0.14
Fuel & Lubricants 1.20 1.21 1.23 1.23 1.24 1.22
Insurance 1.03 1.04 1.06 1.06 1.07 1.05
Landcare 0.07 0.07 0.07 0.07 0.07 0.07
Motor Vehicle Expenses 0.53 0.53 0.54 0.54 0.55 0.54
Pasture 4.66 471 4.78 4.79 4.82 4.75
Rates & Rents 1.30 131 1.33 1.34 1.34 1.32
R & M General 1.08 1.09 1.10 1.11 1.11 1.10
Wages 5.17 5.22 5.29 5.31 5.34 5.27
Wages (Owner) 5.55 5.60 5.68 5.70 5.73 5.65
2239 22,60 2292 23.01 23.12 22.81
TOTAL OPERATING EXPENSES 30.84 38.05 32.05 31.70 32.71 33.07
EARNINGS BEFORE INTEREST & TAX 29.13 -0.98 23.25 25.04 15.46 18.38




Flock Performance Indicators
Year1l Year2 Year3 Year4 Year5 @ Average

PRIMARY PERFORMANCE INDICATORS

Average Price Received (S/kg DW sold) 5.68 4.90 5.14 5.40 5.30 5.28
Gross Profit (S/kg DW produced) 6.85 5.66 6.02 6.25 6.64 6.28
Cost of Production ($/kg DW) 3.52 5.81 3.49 3.49 4,51 4.16
Operating Margin ($/kg DW) 333  -0.15 2.53 2.76 2.13 2.1
Kg Lamb/DSE 8.76 6.55 9.19 9.09 7.26 8.17
Mortality Rate 1.9% 1.9% 2.0% 1.8% 2.1% 1.9%

SECONDARY PERFORMANCE INDICATORS

Enterprise Size (Annual Avg DSE) 15,325 15,179 14,970 14,913 14,838 15,045
Labour Efficiency (DSE/FTE) 6,130 6,072 5988 5,965 5,935 6,018
Annual Average Stocking Rate (DSE/Ha) 14.5 14.3 14.1 14.1 14.0 14.2




9.4.5 Porepunkah Pastoral Business Edge Case Study (5.)

Porepunkah Pastoral is a family owned and managed beef cattle business operating in an 800mm
rainfall zone of South West Victoria. Roger and his wife Anne in their early forties own the cattle
business after buying out Roger’s parents and brothers five years ago. Roger’s parents are still active
on the property contributing the equivalent of a full time labour unit to the business between the
two of them. Roger manages the business and Anne has a successful off-farm career working four
days per week in a large regional centre.

Roger and Anne borrowed a substantial sum to finance succession arrangements five years ago. This
coincided with the sale of a significant portion of the beef herd to fund arrangements. To plug the
shortfall in DSE, Roger and Anne entered into a dairy heifer agistment contract with a corporate
dairy farm. This enterprise has since made up between 20 and 25% of annual stocking rates run.
Despite the additional workload the enterprise brings, Roger feels the enterprise adds some stability
to the business with the cashflow it provides and certainty of annual income.

The cattle herd are spring calving Angus cows. For many years the business has run an Al program
over the best females to breed their own bulls. Excess bulls are sold to commercial producers locally.
Calves are weaned at 6-7 months and are typically grown out to target a feedlot entry weight of
400kg. At times weaner steers are agisted to Southern NSW for backgrounding. In the past five years
this has happened once due to a failed spring and on two other occasions due to 15-20% of the
property being flooded in wet winters.

Pastures on the property are predominately perennial ryegrass and clover based. Around 30% of the
property has been sown to phalaris pastures over the past ten years. Winter performance of these
pastures have been exceptional. Dryland summer Sorghum has been used as a crop for weaner
cattle and young dairy heifers prior to renovating ryegrass pastures, usually 70-150 Ha each year.

The business has paid off $550,000 in principal over the past five years and currently has $650,000 in
Farm Management Deposits. Roger thinks a lot about opportunities to expand the existing operation
but is reluctant due to concerns about the additional labour and management of that labour that
might be necessary to do this.

The productive, and as a consequence, the financial performance of this business is strong but it
needs to remain strong to enable Roger and Anne to meet their financial requirements. Continual
monitoring of productive and financial importance will be important.



Table 1: Porepunkah Pastoral Business Income Statement

Year 1 Year 2 Year 3 Year 4 Year 5 Average
($) ($) (s) ($) ($)

SALES 619,371 1,027,299 1,112,687 1,237,900 1,282,445 1,055,940
Cattle 411,086 703,029 810,172 922,420 944,985 758,338
Agistment 208,285 324,270 302,515 315,480 337,460 297,602
Other 0 0 0 0 0 0

PURCHASES 0 0 0 0 0 0
Cattle 0 0 0 0 0 0
Agistment 0 0 0 0 0 0

INVENTORY CHANGE 317,300 34,800 3,300 -42,200 -38,700 54,900
Cattle 317,300 34,800 3,300 -42,200 -38,700 54,900
Agistment 0 0 0 0 0 0

GROSS PROFIT 936,671 1,062,099 1,115,987 1,195,700 1,243,745 1,110,840
Cattle 728,386 737,829 813,472 880,220 906,285 813,238
Agistment 208,285 324,270 302,515 315,480 337,460 297,602
Other 0 0 0 0 0 0

ENTERPRISE EXPENSES 208,273 234,966 309,627 243,309 284,369 256,109
Cattle 155,482 157,993 181,143 170,445 216,135 176,240
Agistment 52,791 76,973 128,484 72,864 68,234 79,869

GROSS MARGIN 728,398 827,133 806,360 952,391 959,376 854,732
Cattle 572,904 579,836 632,329 709,775 690,150 636,999
Agistment 155,494 247,297 174,031 242,616 269,226 217,733
Other

OVERHEAD EXPENSES
Administration 96,804 56,280 59,463 48,781 53,774 63,020
Depreciation 19,820 20,128 21,889 23,664 22,338 21,568
Electricity & Gas 8,391 9,142 10,207 11,720 12,284 10,349
Fuel & Lubricants 15,068 16,382 14,990 16,590 17,890 16,184
Insurance 9,918 10,719 11,216 12,305 12,944 11,420
Landcare 381 502 1,186 815 505 678
Motor Vehicle Expenses 8,392 8,906 9,457 10,524 12,867 10,029
Pasture 97,081 76,820 104,623 99,016 105,202 96,548
Rates & Rents 44,000 45,627 47,966 51,303 56,602 49,100
R & M General 90,978 82,690 88,701 76,938 84,497 84,761
Wages 0 0 0 0 0 0
Wages (Owner) 148,224 154,821 149,616 159,652 163,377 155,138
Land Lease 0 0 0 0 0 0

539,057 482,017 519,314 511,308 542,280 518,795

TOTAL OP. EXPENSES 747,330 716,983 828,941 754,617 826,649 774,904




EBIT 189,341 345,116 287,046 441,083 417,096 335,937




Table 2: Porepunkah Pastoral Business Cashflow Statement

Year 1 Year 2 Year 3 Year 4 Year 5
$ $ $ $ $
Cash flows from operating activities
Sales - Cattle 411,086 703,029 810,172 922,420 944,985
Income - Agistment 208,285 324,270 302,515 315,480 337,460
Sales - Crops 0 0 0 0 0
Sales - Other 0 0 0 0 0
Total Operating Income 619,371 1,027,299 1,112,687 1,237,900 1,282,445
Livestock Purchases 0 0 0 0 0
Enterprise Expenses -208,273 -234,966 -309,627 -243,309 -284,369
Overhead Operating Expenses
Administration -96,804 -56,280 -59,463 -48,781 -53,774
Electricity & Gas -8,391 -9,142 -10,207 -11,720 -12,284
Fuel &
Lubricants -15,068 -16,382 -14,990 -16,590 -17,890
Insurance -9,918 -10,719 -11,216 -12,305 -12,944
Landcare -381 -502 -1,186 -815 -505
Motor Vehicle Expenses -8,392 -8,906 -9,457 -10,524 -12,867
Pasture -97,081 -76,820 -104,623 -99,016 -105,202
Rates & Rents -44,000 -45,627 -47,966 -51,303 -56,602
R & M General -90,978 -82,690 -88,701 -76,938 -84,497
Wages 0 0 0 0 0
Plant & Equipment Lease Costs 0 0 0 0 0
Total overhead operating costs -371,013 -307,068 -347,809 -327,992 -356,565

Net cash flow from operating activities 40,085 485,265 455,251 666,599 641,511




Cash flows from investing activities

Disposal of capital items

Capex - farm & private vehicles
Capex - plant & equipment

Capex - infrastructure, improvements
Capex - land

Financial Provisioning

Net cash flow from investing activities
Cash flows from financing activities

Interest on loans
Land lease payments

Net cash flows from financing activities

Net cash flow before tax*
*excludes owners wages and drawings

Reconciliation of income and cashflow statements

EARNINGS BEFORE INTEREST AND TAX

Finance Costs

Interest Component of Lease Payments

Inventory Change

Depreciation

Owner Wages

Fodder & Supplement Adjustment
Plant & Equipment Lease Payments
Capital Expenditure

Financial Provisioning

NET CASH FLOW BEFORE TAX

9,000
-22,990
-22,518

-5,306

250,000

208,186

-135,700
0

-135,700
112,571

189,341
-135,700
0
-317,300
19,820
148,224
0

0
-41,814
250,000

112,571

-8,500
-17,890
-28,454

-100,000
-100,000

-254,844

-133,900
0

-133,900
96,521

345,116
-133,900
0
-34,800
20,128
154,821
0

0
-154,844
-100,000

96,521

525
-64,255
-45,620
-23,940
-50,000

-183,290

-128,900
0

-128,900
143,061

287,046
-128,900
0

-3,300
21,889
149,616
0

0
-183,290
0

143,061

14,870
-35,000
-32,809
-45,639

-250,000

-348,578

-126,400
0

-126,400
191,621

441,083
-126,400
0

42,200
23,664
159,652
0

0
-348,578
0

191,621

7,500
-12,600
-143,561
-72,868
-150,000

-371,529

-113,900
0

-113,900
156,082

417,096
-113,900
0

38,700
22,338
163,377
0

0
-371,529
0

156,082

-190,011

-127,760
0

-127,760
139,971

335,937
-127,760
0
-54,900
21,568
155,138
0

0
-220,011
30,000

139,971



Table 3: Porepunkah Pastoral Business Balance Sheet

Year 1 Year 2 Year 3 Year 4 Year 5 Average
$ $ $ $ $ $
ASSETS
Cash 800,000 550,000 650,000 650,000 650,000 660,000
Plant & Equipment 339,624 330,856 367,226 331,502 315,493 336,940
Livestock 1,475,000 1,792,300 1,827,100 1,830,400 1,788,200 | 1,742,600
Land & Infrastructure 12,309,863 12,679,158 13,059,533 13,451,319 13,854,859 13,070,946
TOTAL ASSETS 14,924,487 15,352,314 15,903,859 16,263,221 16,608,552 @ 15,810,487
LIABILITIES
Overdraft 296,540 278,962 114,078 36,589 8,004 146,835
Term Loans 2,480,000 2,480,000 2,380,000 2,330,000 2,080,000 | 2,350,000
Other Loans 0 0 0 0 0 0
TOTAL LIABILITIES 2,776,540 2,758,962 2,494,078 2,366,589 2,088,004 = 2,496,835
NET ASSETS (EQUITY) 12,147,947 12,593,352 13,409,781 13,896,632 14,520,548 ' 13,313,652
Key Performance Indicators

Year 1 Year 2 Year 3 Year 4 Year 5 Average
Operating Return 1.3% 2.2% 1.8% 2.7% 2.5% 2.1%
Capital Return 2.9% 3.6% 2.3% 2.1% 3.3% 2.8%
Total Business Return 4.1% 5.8% 4.1% 4.8% 5.8% 4.9%
Cost of Capital 4.9% 4.9% 5.2% 5.3% 5.5% 5%
Equity % 81% 82% 84% 85% 87% 84%
Finance Coverage (EBIT/ 1.4 2.6 2.2 3.5 3.7 2.7
Finance Costs)

Land & Livestock Data

Year 1 Year 2 Year 3 Year 4 Year 5 Average
Total Area (Ha) 1,379 1,379 1,379 1,379 1,379 1,379
Effective Area (Ha) 1,279 1,279 1,279 1,279 1,279 1,279
Total Beef Herd DSE 14,831 16,487 16,629 16,442 16,095 16,097
Total Agistment DSE 3,483 5,413 5,820 5,585 6,103 5,281
Total Livestock DSE 18,314 21,899 22,449 22,027 22,198 21,377

*note these are opening values



Table 4: Porepunkah Pastoral Cattle Income Statement

Year 1 Year2  Year3 Year4 Year5 | Average
$/DSE $/DSE  $/DSE $/DSE $/DSE = S/DSE
SALES 27.72 42.64 48.72 56.10 58.71 46.78
Cattle Purhases 0.00 0.00 0.00 0.00 0.00 0.00
Cattle Inventory Change 21.40 211 0.20 -2.57 -2.40 3.75
GROSS PROFIT 49.11 44.75 48.92 53.54 56.31 50.53
ENTERPRISE EXPENSES
Animal Health 2.08 0.32 0.30 0.36 0.38 0.69
Contracting & Mustering 0.35 0.00 0.00 0.00 0.00 0.07
Fodder 5.96 7.03 8.24 7.24 9.63 7.62
Insurance & Materials 0.26 0.05 0.05 0.03 0.03 0.08
Internal Enterprise Freight 0.14 0.00 0.02 0.04 0.01 0.04
Marketing & Promotion 0.00 0.00 0.00 0.00 0.00 0.00
Selling Costs 1.69 2.15 2.24 2.65 3.30 241
Supplementation 0.00 0.03 0.05 0.05 0.07 0.04
10.48 9.58 10.89 10.37 13.43 10.95
GROSS MARGIN 38.63 35.17 38.03 43,17 42.88 39.58
OVERHEAD EXPENSES
Administration 5.29 2.57 2.65 2.21 2.42 3.03
Depreciation 1.08 0.92 0.98 1.07 1.01 1.01
Electricity & Gas 0.46 0.42 0.45 0.53 0.55 0.48
Fuel & Lubricants 0.82 0.75 0.67 0.75 0.81 0.76
Insurance 0.54 0.49 0.50 0.56 0.58 0.53
Landcare 0.02 0.02 0.05 0.04 0.02 0.03
Motor Vehicle Expenses 0.46 0.41 0.42 0.48 0.58 0.47
Pasture 5.30 3.51 4.66 4.50 4.74 4.54
Rates & Rents 2.40 2.08 2.14 2.33 2.55 2.30
R & M General 4.97 3.78 3.95 3.49 3.81 4.00
Wages 0.00 0.00 0.00 0.00 0.00 0.00
Wages (Owner) 8.09 7.07 6.66 7.25 7.36 7.29
2943 22,01 23.13 23.21 24.43 24.44
TOTAL OPERATING EXPENSES 39.92 31.59 34.03 33.58 37.86 35.40
EARNINGS BEFORE INTEREST & TAX 9.20 13.16 14.89 19.96 18.45 15.13




Beef Enterprise Performance Indicators

Year 1 Year 2 Year 3 Year 4 Year 5 | Average
PRIMARY PERFORMANCE INDICATORS
Average Price Received (S/kg LW sold) 2.48 2.21 2.47 2.68 2.76 2.52
Gross Profit (S/kg LW produced) 4.40 2.32 2.48 2.56 2.65 2.88
Cost of Production (S/kg LW) 3.57 1.64 1.72 1.60 1.78 2.06
Operating Margin ($/kg LW) 0.82 0.68 0.75 0.95 0.87 0.82
Kg Beef/DSE 11.17 19.32 19.73 20.95 21.27 18.49
Labour Efficiency (DSE/FTE) 12,084 13,433 13,550 13,397 13,114 13,116
SECONDARY PERFORMANCE INDICATORS
Kg Beef/Head Sold (Male) 430 440 410 434 442 431
Kg Beef/Head Sold (Female) 410 422 390 405 416 409
Annual Average Stocking Rate (DSE/Ha) 14.3 17.1 17.6 17.2 174 16.7
Enterprise Size (Annual Avg DSE) 14,831 16,487 16,629 16,442 16,095 16,097
Reproductive Rate 0.95 0.91 0.96 0.91 0.92 0.93
Mortality Rate 0.5% 0.9% 0.9% 0.6% 0.8% 0.7%



Table 5: Porepunkah Pastoral Dairy Heifer Income Statement

Year 1 Year2 Year3 Year4 Year5 | Average
$/DSE $/DSE $/DSE  $/DSE  $/DSE $/DSE

Income - agistment payments 59.79 59.91 51.98 56.49 55.29 56.69

GROSS PROFIT 59.79 59.91 51.98 56.49 55.29 56.69

ENTERPRISE EXPENSES

Animal Health 1.27 1.23 1.13 131 1.36 1.26
Contracting & Mustering 0.00 0.00 0.00 0.00 0.00 0.00
Fodder 13.88 12.99  20.95 11.74 9.82 13.87
Insurance & Materials 0.00 0.00 0.00 0.00 0.00 0.00
Internal Enterprise Freight 0.00 0.00 0.00 0.00 0.00 0.00
Marketing & Promotion 0.00 0.00 0.00 0.00 0.00 0.00
Selling Costs 0.00 0.00 0.00 0.00 0.00 0.00
Supplementation 0.00 0.00 0.00 0.00 0.00 0.00
15.16 14.22 22.08 13.05 11.18 15.14

GROSS MARGIN 44.64 4569 2990 4344 4411 41.56

OVERHEAD EXPENSES

Administration 5.29 2.57 2.65 2.21 2.42 3.03
Depreciation 1.08 0.92 0.98 1.07 1.01 1.01
Electricity & Gas 0.46 0.42 0.45 0.53 0.55 0.48
Fuel & Lubricants 0.82 0.75 0.67 0.75 0.81 0.76
Insurance 0.54 0.49 0.50 0.56 0.58 0.53
Landcare 0.02 0.02 0.05 0.04 0.02 0.03
Motor Vehicle Expenses 0.46 0.41 0.42 0.48 0.58 0.47
Pasture 5.30 3.51 4.66 4.50 4.74 4.54
Rates & Rents 2.40 2.08 2.14 2.33 2.55 2.30
R & M General 4.97 3.78 3.95 3.49 3.81 4.00
Wages 0.00 0.00 0.00 0.00 0.00 0.00
Wages (Owner) 8.09 7.07 6.66 7.25 7.36 7.29
29.43 22.01 23.13 23.21 2443 24.44

TOTAL OPERATING EXPENSES 44.59 36.23 45.21 36.26 35.61 39.58

EARNINGS BEFORE INTEREST & TAX 15.21 23.68 6.77 20.23  19.68 17.11




Beef Enterprise Performance Indicators

Year 1 Year2 Year3 Year4 Year5 | Average
PRIMARY PERFORMANCE INDICATORS
Average Price Received ($/kg LW sold) N/A N/A N/A N/A N/A N/A
Gross Profit (S/kg LW produced) N/A N/A N/A N/A N/A N/A
Cost of Production ($/kg LW) N/A N/A N/A N/A N/A N/A
Operating Margin (5/kg LW) N/A N/A N/A N/A N/A N/A
Kg Beef/DSE N/A N/A N/A N/A N/A N/A
Labour Efficiency (DSE/FTE) 2,838 4,410 4,742 4,551 4,973 4,303
SECONDARY PERFORMANCE INDICATORS
Kg Beef/Head Sold (Male) N/A N/A N/A N/A N/A N/A
Kg Beef/Head Sold (Female) N/A N/A N/A N/A N/A N/A
Annual Average Stocking Rate (DSE/Ha) 14.3 171 17.6 17.2 17.4 16.7
Enterprise Size (Annual Avg DSE) 3,483 5,413 5,820 5,585 6,103 5,281
Reproductive Rate N/A N/A N/A N/A N/A N/A
Mortality Rate N/A N/A N/A N/A N/A N/A



g

9.5 MLA Feedback articles
9.5.1 Feedback article 1: June/July 2018 Feedback Magazine

BUSINESS MANAGEMENT E

ON FARM

Putting the success Into succession

new study has
shed light on
the tactics that

can lead to business
succession plans

which satisfy all
stakeholders in a new
farm succession project.

peoject manages Mike

Stephens from Mendian

The case studies helped debunk some With these findings in mind, the report
long-held beliefs, which included: also highlighted important contrasts RESEARCH IN
+ Get big or getout. T -mjaceq  Detween continuing and non-continuing REVIEW
‘ fioent g businesses within the case studies: _—
« Teamwork and involving the next
generation. T

+ You cannot fund retirement, pass on
a viable farm and treat your children
equally. T

PROJECT NAM

RESEARCH
ORGANISATIONS
Meridan Agric
FUNDING
ORGANISATIONS

liture

Contrasting attributes of farm succession outcomes

Busis continuing Business not continuing
Determination to provide choices Belief that retirement funds, a viable farm and
a happy family, together, are not achievable .
Intelligent leadership { ic, pats beh:
History of well thought-out succession  Poor history of succession
Progressive farm management Daing things the way they ve always beendone. B Mike Stephens

E: mstephensa

Focus on the customer What customer? meridian-ag.com.au
Intelligent use of capital Using capital to support lifestyle

N o : - [ Read the case studies at:
Prepared to have debt, maintaining Debt-averse, maintaining ‘lazy capital merndian-ag.com.au
low equity
Be te 7 'IQ T W‘W"‘r. ! . A‘ ..-a‘_w

Managing with humility, quietly going  Mamntaining position in the family and society
about your business as somebody important
B SEEW o, 2
.. bl

Common end-game goals




9.5.2 Article 2: June/July 2018 Feedback Magazine

BUSINESS MANAGEMENT

Starting with .
ablank canvas
he crucial point in planning for We were pr
T succession for producers Mark
and Anna Gubbins has been to

lift any weight of expectation from the
shoulders of the next generation.

Pasture:

Rainfall:

LESSONS

LEARNED




9.6 Social Media Posts

Image & Key learnings Social Media Results
General Post Date: 6 Feb 2018
Mike Stephens 16 Farm Succession Case Facebook:
Studies examine the approaches to
succession throughout successive e Reach: 183
generations and contrast the skill, attitudes, e Linkclicks: 15

attributes and actions of Australian family
owned farming businesses. More at info
https://goo.gl/leVXRKY #farmsuccession e Impressions: 817

e Link Clicks: 23
e Likes & Retweets :4

Twitter:

General Post: Date: 7 Feb 2018

Great coverage of Mike Stephens Succession Case Facebook:
Studies in Rennylea's Newsletter - for more
information on the Case Studies visit * Reach: 109

http://www.meridian-ag.com.au/the- e Linkclicks: 7
library/current-projects/farm-success-

. . : Twitter:
enabling-case-studies/ ... #farmsuccession

e Impressions: 708

EVENT REMINDER - it's not too late to Date: 6 Apr 2018
register for the succession planning webinar
Mike Stephens is running next Tuesday titled
Succession Planning - dos and don'ts from e Impressions: 494
the people who have been there and done
that. More info at http://www.meridian-
ag.com.au/farm-succession-webinars/ ...

Twitter:

e Retweets: 2
e Likes: 2

IOTA: The following images were placed on Facebook & Twitter with the below phrase:

The lota family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRKY

#farmsuccessionstudies Case Study: IOTA 1
Date: 6 Mar 2018
lota Family Case St Facebook:
We were determined not to live like peasants
The lota family are in their fourth generation of farming and have successfully L4 ReaCh : 1 19
built a dynamic business. The family has a long, well-handled history of . .
succession and passing ility to the next gt ion. Their case study [ ] L| n k CI ICkSZ 2

outlines the importance of ‘having a go’ and driving the business to ensure
success.

“You've got to think about providing for the next generation. And so you can’t TWitte r.
actually have the view ‘Oh, when we get the debt paid off we'll be right’. You've
actually got to keep pushing hard...”

e Impressions: 992
e Link Clicks: 23
e Retweets: 2



https://t.co/rR7xPj4QY3
https://twitter.com/hashtag/farmsuccession?src=hash
https://t.co/6yu12b0FYf
https://t.co/6yu12b0FYf
https://t.co/6yu12b0FYf
https://twitter.com/hashtag/farmsuccession?src=hash
https://t.co/PO9C9YLehK
https://t.co/PO9C9YLehK
https://t.co/rR7xPj4QY3

#farmsuccessionstudies

lota Family Case Stud

The lota Study identifies ten attributesthat enabled business growth for smooth
succession:

. Work as a couple and be prepared to have a go

. Become highly skilled

. Have a compatible attitude to debt

. Preparedness to do things differently

. Focus on the customer

. Seek external advice

. Allow the business to grow at its own pace

. Employ the right people in the right positions

. Bring family members into the business

10. Treat land as the basis — keep the capital together

WO NOWYEWN -

| Case Study: IOTA 2
Date: 7 Mar 2018
Facebook:

e Reach: 113
Twitter:

e Impressions: 1071
e Link clicks: 10

o Likes: 8

e Retweets: 3

#farmsuccessionstudies

lota Family Case Stud

The lota family understandsthe importance of inspiring and involvingthe next
generation at an early stage:

“We started with a tiny bit, but now we have got a little bit of momentum. If
people want one or twa of their children to farm they have to start thinking about
it early. The mistake most people make on the land is that they leave it too late to

grow.”

| Case Study: IOTA 3
Date: 9 Mar 2018
Facebook:

e Reach: 104
Twitter:

e Impressions: 408

UPSILON: The following images were placed on Facebook & Twitter with the below phrase:

The Upsilon family case study forms part of a series of studies completed by Mike Stephens that
analyse the approaches of 16 family owned Australian farm businesses and their approach to
succession. More info and a copy of the studies are available at https://goo.gl/eVXRkY

#farmsuccessionstudies

Upsilon Family Case Study
“We wanted to be as fair as possible”.
The Upsilon family has owned & farmed their land since 1875 and between the

current father and son pair, they have built a viable and thriving farm that will
allow an eventual distribution of assets that are almost equal (40/30/30 split).

‘We decided to provide a viable farm for one child and treat the others more or
less equally. We wanted each of our three children to get a start in the same way
that | did.”

| Case Study: UPSILON 1
Date: 19 Mar 2018
Facebook:

e Reach: 197

e Link Clicks: 11
Twitter:

e |mpressions: 1,361

e Link Clicks:9

o Likes:3

e Retweets: 2



https://t.co/rR7xPj4QY3

#farmsuccessionstudies

Upsilon Family Case Study

The turning point for the Upsilon family was when father and son looked at each
other and asked - "Well who's running the show?"

“There was a decision that had to be made, but both of us were standing there
looking at the problem and no-one was going to address it. | think he was giving
me the opportunity to address it, but | was pi bly ing back thinking I'm
not going to step in on what you normally do in your area- sort of thing. So he
was storting to withdraw and | was given the opportunity to sort of go ahead.”

Case Study: UPSILON 2
Date: 21 Mar 2018
Facebook:

e Reach: 126

e Link Clicks: 1
Twitter:

e Impressions: 452

o Likes: 2

e Link Clicks: 6

#farmsuccessionstudies

Upsilon Family Case Study

The Upsilon family had involved all their children in their succession planning
process and each understood and accepted the plan:

“I called them together to summarise the plan. They had all been involved, they
all understood it. The eldest said ‘Dad, you can’t have your moment of fame, we
understand it, we're all over it"”

Case Study: UPSILON 3
Date: 22 Mar 2018
Facebook:

e Reach: 104
Twitter:

e Impressions: 254

#farmsuccessionstudies

Upsilon Family Case Stu

The most important underlyingelements to the success of the Upsilon business
are the personal attributes of the people involved. These attributes include:

1. Ability: Each family member has worked hard to develop the skills required to
manage and grow the business.

2. Respect: While family members have differing views, each had a high level of
respect for each other.

3. Determi to run a pi and ding busi This
determination was evident in Ken's resolve to buy landto ensure the farm
would remain viable.

4. A willingness to let go and have a go: Most of the families who owned small
farms of a similar size to the Upsilon family have left the district. They didn’t
‘have a go',

5. Adetermination from each of the older generationsin turn to hand over to
the next generation.

6. Continuallyinvesting off-farm.

Case Study: UPSILON 4
Date: 23 Mar 2018
Facebook:

e Reach: 128
e Link Clicks: 2

Twitter:

e Impressions: 248
o Likes:1

RHO: The following images were placed on Facebook & Twitter with the below phrase:

The Rho family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRKY



https://t.co/rR7xPj4QY3

#farmsuccessionstudies Case Study: RHO 1
Date: 27 Mar 2018

Facebook:
Rho Family Case Study
If the division was even, the farm would be sold. [ ] ReaCh: 133
The Rho farm is part of the original family ‘Run’ which was acquired in 1883. The [ ] Li n k CI | Cks : 5
family had a tough task ahead of them with the farm being split in three
successive generations. T N
witter:

For the Rho business to remain viable, the business needed to avoid further
reduction in size. The Rho family confronted these issues and the eventual splitis ° 1 .
80% to the farmer and 20% shared by the other three siblings. I m p ressions: 2 3 7
e Likes: 1

e Link clicks: 2

#farmsuccessionstudies Case Study: RHO 2
Date: 28 Mar 2018
Facebook:
Rho Family Case Stud ° Reach. 100
When the Rho family sat down to talk about their future and succession, the )
conversation was blunt: Twitter.
“If you all want your equal share, we will just have to sell it. It was as blunt as [ ] I m p ress | on: 2 1 1

that. Just tell me now, because | don’t want to get twenty years down the track
and then get hit with this. That would be no fun for me, | have little kids.”

#farmsuccessionstudies Case Study: RHO 3
Date: 30 Mar 2018
: Facebook:
There are a number of key lessons from the Rho case study: e Reach: 115
1. Individual families have the right to choose a course which suits them. e Link Clicks: 2

2. In this case fair does not mean equal,
3. The family ‘bit the bullet’ and decided to split the assets 80/20 soon after the . .
farming son committed to runningthe farm. TWltter.
4. There is some unfinished business in the Rho family which won’t be finished
until Adam's parents die. Y |mpFESSIOnS 504

5. For Adam, relying on his parents Wills may be a dangerous choice.

e Likes: 3
e Link Clicks: 6
e Retweets: 1

LAMBDA: The following images were placed on Facebook & Twitter with the below phrase:

The Lambda family case study forms part of a series of studies completed by Mike Stephens that
analyse the approaches of 16 family owned Australian farm businesses and their approach to
succession. More info and a copy of the studies are available at https://goo.gl/eVXRKY



https://t.co/rR7xPj4QY3

#farmsuccessionstudies

Lambda Family Case Study
It was a modest start, but with share farming, off farm work and investments...

The Lambda family farm is in it's fourth generation. Matt & Eleanorinheritated
the original 1,316ha in the early 1960s but the Lambda family operations today
cover 3,293ha of owned land, plus an additional 2,162ha.

The business is now jointly owned and managed by two brothers, Allan and
George, and most of the rest of their siblings (six in total) are joint owners in
some of the land.

Case Study: LAMBDA 1
Date: 4 Apr 2018

Facebook:
e Reach: 149
e Likes:1

e Shares: 1
Twitter:

e Impressions: 196

#farmsuccessionstudies

Lambda Family Case Study

Matt and Eleanor set in place four guiding principles and the current generation
has added a fifth:

1. Everyone is expected to pitch in and help

2. Whatever we have will be divided (absolutely) equally
3. Don't expect to be given money

4. Investoff farm

5. Be prepared to do a deal

Case Study: LAMBDA 2
Date: 5 Apr 2018
Facebook:

e Reach: 101
Twitter:

e Impressions: 230

#farmsuccessionstudies

Lambda Family Case Study

‘The starting point was that the family assets would be divided absolutely
equally.

Case Study: LAMBDA 3
Date: 6 Apr 2018
Facebook:

e Reach: 128
o Likes: 1
Twitter:
e Impressions: 210

KAPPA: The following images were placed on Facebook & Twitter with the below phrase:

The Kappa family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRKY



https://t.co/rR7xPj4QY3

#farmsuccessionstudies

Kappa Family Case Study
‘If we hadn’t had a succession plan the farm would have been sold.”
Robert & Diana Kappa are fourth generation farmers and while Rob wanted to

ensure that the farm remained viable, Diana was determined for a fair eventual
distribution of assets.

The introduction of the possibility of a plan triggered the imagination
of the next gt ionand g home b a viable option.

Case Study: KAPPA 1
Date: 10 Apr 2018
Facebook:

e Reach: 106
Twitter:

e Impressions: 241

#farmsuccessionstudies

Kappa Family Case Study
‘If we hadn’t had a succession plan the farm would have been sold.”
Robert & Diana Kappa are fourth generation farmers and while Rob wanted to

ensure that the farm remained viable, Diana was determined for a fair eventual
distribution of assets.

The introduction of the possibili ofa ion plan triggered the imagination
of the next gt ionand g home b a viable option.

| Case Study: KAPPA 2
Date: 12 Apr 2018
Facebook:

e Reach: 96
Twitter:

e Impressions: 230

#farmsuccessionstudies

Kappa Family Case Study
The Kappa family set five goals for the plan, the were:

1. Maintain family harmony
2. Ensure the final distributionis fair
3. Buildthe business to ensure higher cash flow
4, Keep at least some off farm i to provide reti income
5. Builda new house for Rob & Diana

| Case Study: KAPPA 3
Date: 13 Apr 2018
Facebook:

e Reach: 92
Twitter:

e Impressions: 212
e Linkclicks: 3




#farmsuccessionstudies Case Study: KAPPA 4
Date: 13 Apr 2018

Kappa Family Case Study Facebook.
The lessons learned from the Kappa family are:

1. Without a succession plan, the next generation would not invest time in the [ ] Reach: 80
business.
2. With the broad plan in mind, land was given to the next generationto allow 1 .
borrowing to start p:ving outa sib|in:. TWItte r:
3. Ensuring thata suitabie house is provided for the exiting generation was .
essential. e Impressions: 208
4. The farm had been falling behind in terms of productivity, and the entry of a
new generation created a huge amount of energy. [ ] |_| n k Cl | (o] kS . 1

5. Without succession in mind they would not have increased productivity.
6. The plan evolved over a seven year period.

Pl: The following images were placed on Facebook & Twitter with the below phrase:

The Pi family case study forms part of a series of studies completed by Mike Stephens that analyse the
approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRkY

T
#farmsuccessionstudies Case Study: PI 1
Date: 16 Apr
. Facebook:
Pi Family Case Study
The family told the directors to “perform or sell”. e Reach:177
The Pi family own and operate a very large farming business based mainlyon ¢ LIkeS: 1
li k production. The familyis multi-g ional, with i rking H i .
to;::::?:o:cverr?a:rc‘!m:naageav:nsinesswhich isonthvev't‘o:;‘l;;:szumlian L Llnk ClleS- 2

primary production businesses.

The Pi family reason for the bli of the was ion. TWItte r.

e Impressions: 284

o Likes:1
I
#farmsuccessionstudies Case Study: P12
Date: 18 Apr
Facebook:
Pi Family Case Study ° Reach . 89
The Pi family had a period of disquiet and the family demanded that the business ’
PR Twitter:
‘Then there was an ultimatum on the table; profit improvement, or wind-up the [ ] | m p ress | ons. 200
company. That was a wake-up call and the Board brought these two positions to
the shareholders. They didn’t even get a seconder to wind-up the company so ) Li ke S: 1

everyone voted for profit improvement.”



https://t.co/rR7xPj4QY3

#farmsuccessionstudies | Case Study: PI 3
Date: 27 Apr 2018

Facebook:
Pi Family Case Study ° Reach . 99
There is a clear level of stewardship within the Pi family, with shareholders of the
company taking the attitude: Twitter.

‘Well look I've got this percentage of the company and I've got two kids, so it’smy [ ] | m p ress | ons: 1 75

job to try and double the value of my shares so that | can pass down to my

descendants the same that | inherited.”
I
#farmsuccessionstudies Case Study: P14
Date: 27 Apr 2018
Pi Family Case Study

The elements of the success include: Face bOO k .
+ The implementation of the share trading post was a significant point. The

investment is more stable. [ ] Reach: 109
* There is always a capital growth component in agriculture almost every farmer

borrows against it but the Pifamily doesn‘t. . .
« Commercial property investment allowing leveraging against something with a TW I tte r:

known income.
+ A new acquisition policy to own more farming land, in additionto the ° 1 .

ik Impressions: 502
+ Ensuring that returns from the land are optimised. . .
+ Benchmarking to reinforce high levels of profitability. L4 LI kes . 3

* Leveraging on property interdependence.
+ Ensuring that family members are welcome on the properties and at business o Retweets 1
events interspersed throughout the year.

Mu: The following images were placed on Facebook & Twitter with the below phrase:

The Mu family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRKY

EVENT REMINDER - it's not too late to Date: 1 May 2018
register for the succession planning webinar
Mike Stephens is running next Tuesday titled
Succession Planning - what to do when you e Reach: 112
don't know where to start. More info at

Facebook:

http://www.meridian-ag.com.au/farm- Twitter:
succession-webinars/ ... e Impressions: 885
e Link Clicks: 8
o Likes: 3

e Retweets: 3



https://t.co/rR7xPj4QY3
https://t.co/PO9C9YLehK
https://t.co/PO9C9YLehK

#farmsuccessionstudies | Case Study: MU 1
Date: 1 May 2018

Mu Family Case Study Facebook:
“We could not allow it to be halved again.”
e Reach:112
The area of farming land owned by the ancestor of the Mu family was halved,

then halved again. The current owner and his brother reversed the trend, and Twitte r:
have now split with a viable business each.

R e Impressions: 396
“When our kids were young, probably seven or eight years ago now, my brother H 1 .
rang me and said ‘everything is going great, but let’s split’... s LI n k Cl ICkS : 1
| thought right = s0 how do we do this?..." ° Likes . 1
I
#farmsuccessionstudies Case Study; MU 2
Date: 2 May 2018
Facebook:
Mu Family Case Study e Reach: 105
When asked if he had been In a position to buy the land which has been allocated
to his sister, Tom replied: Twitte r:
“I'had to. But is was a stretch financially, it’s never easy. You find the money and 1 .
make it work. We had it valued and paid according to value. | just borrowed the i Im preSSIOns * 360
money.”
I
#farmsuccessionstudies Case Study; MU 3
Date: 3 May 2018
Mu Family Case Study Facebook:
Tom Mu was in his mid- 20’s when he first took over the family farm. His parents
were ready to hand over and basically Tom's mother said ‘here you go, if you [ ] Re acC h N 1 29
stuff it up it’s on you'. :
The Mu family sought external help with their succession planning: TWItte r:
“We first initi i I with our acc before we brought in 1 .
a lawyer to help us. Our Accountant sat in on some of our meetings". d I m p ressions: 4 1 2

Looking back, Tom accepts that they skated on thin ice but says ‘we were in our
20’s and didn’t know any different’.




#farmsuccessionstudies

Mu Family Case Study

Some of the key elements to Tom’s success are:

1. The starting point of an equal distribution between the siblings has
underpinned family harmony.

2. His decision to expand the farm before he came home.

3. Hisattitude to risk and debt. Where most livestock farmers get twitchy when
debt is above 20% Tom is comfortable with 40% debt.

4. The timing of investments is important. When the collateral is available Tom
will borrow and invest. The only question is - what investment?

5. Involvethe next generation when they are young.

6. Demonstrate to the next generation that farming is an enjoyable business.

Case Study: MU 4
Date: 4 May 2018
Facebook:

e Reach: 104
Twitter:

e Impressions: 973
e Link clicks: 14

e Retweets: 3

o Likes: 2

e Hashtag clicks: 2

EVENT REMINDER - it's not too late to
register for the succession planning webinar
Mike Stephens is running tomorrow titled
Succession Planning - what to do when you
don't know where to start. More info at
http://www.meridian-ag.com.au/farm-
succession-webinars/ ...

Date: 7 May 2018
Facebook:

e Reach: 130
Twitter:

e Impressions: 468
o Likes:3

Sigma: The following images were placed on Facebook & Twitter with the below phrase:

The Sigma family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRKY

#farmsuccessionstudies

Sigma Family Case Study
“Our fathers bought it, we had to pay it of*

The Sigma family farm is in it's fourth generation and while the grandfather set
up two brothers, the brothers kept buying more land.

At one pointin the 1990's, the two brothers were at 50% equity.

ion to this ionwas d | but it worked, alth hleavinga
legacy of huge debt.

Case Study: SIGMA 1
Date: 8 May 2018
Facebook:

e Reach: 112
Twitter:

e Impressions: 525
e Link clicks: 6

e Retweets: 1

o Likes: 4



https://t.co/PO9C9YLehK
https://t.co/PO9C9YLehK
https://t.co/rR7xPj4QY3

#farmsuccessionstudies

Sigma Family Case Study

Acting on advice from the bank, the Sigma family borrowed $1,500,00 in Swiss

francs. The Swiss frank strategy was almost the end of the company. The Sigma

family owed so much that the bank would have incurred a huge write off if the
business had been sold.

In the case of the Sigma family and their Swiss Franc loan, for every $1 AUD
borrowed, $2.35 (plus interest) needed to be repaid.

| Case Study: SIGMA 2
Date: 11 May 2018
Facebook:

e Reach: 109
Twitter:

e Impressions: 431
e Linkclicks: 61

#farmsuccessionstudies

Sigma Family Case Study

Lessons from the Sigma story:

1. Ingeneration 2, two brothers realising that the farm wasn’t going to be big
enough when they both had families, managed to get a farm each. The
present generation is benefiting from the start provided by their grandfather.

2. Ingeneration 3, two brothers David and George decided that the business
had to be corporatised.

3. Davidand George purchased land at such a frenetic pace that equity was low,
and as a result, the business almost failed.

4. Borrowing off shore was a significant contributor to the near failure.

5. In Generation 4, five sons started out working together. One brother, when he
realised that the burden of debt was too great for him, was able to exit. The
remaining four have been able to carry on the business through drought, the
Swiss franc affair, the wool crash and low cattle prices and have effectively
had to buy a significant proportion of the land that they now farm.

| Case Study: SIGMA 3
Date: 22 May 2018
Facebook:

e Reach: 124
Twitter:

e Impressions: 368

#farmsuccessionstudies

Sigma Family Case Study

6. The remaining four have agreed on the big picture for the future:

a) They will lease the farms to the business on favourable terms.

b) They will put money aside in good years to ensure that a dividend can be
paid in bad years.
They will start to involve the next generation in what is, effectively, a
family forum, bringing the whole family together, providingthem with
opportunity to understand what working in your own business really
means, This will give them then the opportunityto decide if they want to
be part of the business, either working directly on farm, or in an
associated business.
They will be using the principles outlined in the ‘Family in Business”
model.
8. They havealso worked out how the next generation can have input into the

Board.

9. Effectively, they have appointed a family forum and a family council.
They will di holder A and what is effectively a Buy-Sell
agreement for the next generation.
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| Case Study: SIGMA 4
Date: 25 May 2018
Facebook:

e Reach: 106
Twitter:

e Impressions: 431
e Linkclicks: 1

Epsilon: The following images were placed on Facebook & Twitter with the below phrase:

The Epsilon family case study forms part of a series of studies completed by Mike Stephens that
analyse the approaches of 16 family owned Australian farm businesses and their approach to
succession. More info and a copy of the studies are available at https://goo.gl/eVXRKY



https://t.co/rR7xPj4QY3

#farmsuccessionstudies

Epsilon Fa Case St
“Dad and his brother always had the end game in mind.*

Over five generations the Epsilon family have managed to grow the business so
that each generation has the same start that the previous generation had. They
didn’t buy cheap country, but they did take calculated risks. The family has a
strong history of succession that has been done well, where brothers with
complementary skills have worked well together to build the business. This is a
clear attribute which underpins the business

| Case Study: EPSILON 1
Date: 4 Jun 2018
Facebook:

e Reach: 132
Twitter:

e Impressions: 475

#farmsuccessionstudies

Epsilon Family Case Study

The succession thinking and planning started with Chris’s grandfather, who wrote
the children into the plan. Chris’s father (Bill) half joked that they ‘could’ve sold
their parents off and put them out on the street when they were teenagers’.
There was a great level of trust in the family. A business structure was put in
place from an early age to allow succession to Chris’s father’s generation, This has
been continued onto Chris’s generation and they plan to continue onto the next
generation. Bill and his brother farmed together for almost forty years and were
able to split amicably.

“It was done in the matter of an hour. I think most of that time was spent
working out what the stock numbers were and then a price agreed on the stock
and the land, it was all done very simply.”

| Case Study: EPSILON 2
Date: 6 Jun 2018
Facebook:

e Reach: 122
Twitter:

e Impressions: 360
e Linkclicks: 1

#farmsuccessionstudies

Epsilon Family Case Study

The Epsilon family built the business mainly through farming. In later years Bill
invested off farm, however the majority of the wealth came from hard work and
running a low cost enterprise.

“It was a combination of Dad’s big picture thinking, running a low cost
enterprise and making money every year, [and] not losing money in the bad
years.”

| Case Study: EPSILON 3
Date: 8 Jun 2018
Facebook:

e Reach: 100
Twitter:

e Impressions: 397
e Linkclicks: 2
o Likes: 1




#farmsuccessionstudies

Epsilon Family Case Study

The critical success factors in the Epsilon family include:

1. Succession that has been handled amicably for three generations and all
indications point to successful transition from the current generationto the
next.

. Creatingthe ionthat

. Instillinga sense of stewardship.

. Havinga strong work ethic.

. Buildingon the skills and strengths of family members.

. Buildingthe business with the end pointin view. Part of that end pointis that,
in each generation, as children grow and have their own families they will
almost certainly want to run their own business.

7. Maintaininga stocking rate which ensures that every year is profitable.

8. Being prepared to take a calculated risk and capturing opportunities as they

arrive.

9. Intergenerational respect and admiration,

Ensuring that sufficient effort and thought goes into management and

planning.
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Case Study: EPSILON 4
Date: 13 Jun 2018
Facebook:

e Reach: 107
Twitter:

e Impressions: 382
e Linkclicks: 1

Alpha: The following images were placed on Facebook & Twitter with the below phrase:

The Alpha family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More

info and a copy of the studies are available at hitps://goo.gl/eVXRkY

#farmsuccessionstudies

Alpha Family Case Study
“We were stewards, it wasn’t ours to sell.”

The Alpha farm and family story is a copy book example of a farm which has been
successively cut up to allow the members of successive generationsto farm on
their own account.

The Alphafamily farm isn’t viable. The Alpha family are amongst a diminishing
group of farmers who have an attachment to the property and family history,
which outweighs economic reality. They could have sold the farm and had
enough money to buy a viable farm in a district where Nick could have followed
his farming passion, but they choose to stay. They see themselves as life stewards
holdingthe farm in trust for the next generation. Although they hold the title, in
Nick’s words ‘it isn’t ours to sell.”

Case Study: ALPHA 1
Date: 19 Jun 2018
Facebook:

e Reach: 117
Twitter:

e Impressions: 909
e Link clicks: 13

o Likes: 4

e Retweets: 2

e Hashtag clicks: 2

#farmsuccessionstudies

Alpha Family Case Study

As Nick and Sally contemplated a future, they believed that ethically the farm

wasn't theirs to sell. There was no prospect of handinga viable farm on to the

next g 1,50 the was difficult. None of the children were ina

position to buy the farm, or buy out any of their siblings. As they saw them, the

choices were:

1. Hand over to one child and allow the others to miss out;

2. Hand over with joint ownership;

3. Hand over to those who want to farm so they can borrow to buy out those
who don‘twant to.

4. Hand over in separate {about equal) parcels, so the problem of who gets what
is dealt with now.

| Case Study: ALPHA 2
Date: 21 Jun 2018
Facebook:

e Reach: 197
Twitter:

e |Impressions: 1,434

e Linkclicks: 6

o Likes: 2

e Retweets: 2

e Hashtag clicks: 2



https://t.co/rR7xPj4QY3

#farmsuccessionstudies

Alpha Family Case Study

The key messages from the Alpha family are:

1. Some families place more importance on stewardship and keeping the farm in
the family than on economic factors.

2. In order to meet the stewardship obligations some families will forgo many of
the trappings of modern day life.

3. Rtwould be unfairto the | deci:
leavingit up to the next generation to decide.

4. The best chance of keeping the farm in the family may be to splitit up
between the siblings.

5. Individuals make choices and one choice, no matter what the consequences
are can be ‘It won't be sold on my wotch’.

about hip by

Case Study: ALPHA 3
Date: 22 Jun 2018
Facebook:

e Reach: 128
Twitter:

e |mpressions: 1,660
e Link clicks: 16

o Likes: 4

e Retweets: 2

e Hashtag clicks: 1

Gamma: The following images were placed on Facebook & Twitter with the below phrase:

The Gamma family case study forms part of a series of studies completed by Mike Stephens that
analyse the approaches of 16 family owned Australian farm businesses and their approach to
succession. More info and a copy of the studies are available at https://goo.gl/eVXRkY

#farmsuccessionstudies

Gamma Family Case Study
“We wanted the next generation to be free to choose,”
The Gamma property has been in the family since the 1930's and Mark, the

current farmer, was given no choice, and was burdened with the expectation that
he should carry on that family business.

“My (Mark’s) Grandfather talked about the sheep stud and said, ‘That’s your
legacy, don’t bugger it up!’ And they are pretty heavy weighted words in regard
to his thinking.”

| Case Study: GAMMA 1
Date: 25 Jun 2018
Facebook:

e Reach: 138
Twitter:

e Impressions: 477
e Link clicks: 6

e Replies: 1

o Likes: 1

#farmsuccessionstudies

Gamma Family Case Study
Mark and his wife Anna have built a successful seed stock business almost from
scratch, carrying on the family seed stock tradition but changing from sheep to
cattle. When it came to succession planning for his own children, Mark wanted to
give them a choice to do what they wanted. Consequently, he and his wife
decided to sell the entire seed stock operation, capitalising on the 2017 beef
market prices.

A mate of mine said ‘God you guys are in for 0 good ride” and | (Mark) said “yes,
wouldn’t | be a silly fool if I didn’t capitalise on it."

Case Study: GAMMA 2
Date: 27 Jun 2018
Facebook:

e Reach: 104
Twitter:

e |Impressions: 776

e Linkclicks: 12

o Likes: 2

e Retweets: 1

e Hashtagclicks: 1



https://t.co/rR7xPj4QY3

#farmsuccessionstudies | Case Study: GAMMA 3
Date: 3 Jul 2018

Gamma Family Case Study Facebook:
Mark and Anna decided to allow the next generation decide what they wanted to
do, without being constrained by history. Mark exclaimed: ° Re ac h . 1 30
“Let’s take the buckets off the next generation, let’s tip them out and let them .
fill up them up again some other way.” TW Itter:
The most important thing in their minds was that although they really want the . .
next generation to farm, they want them to have a free choice. That choice L4 Im pre55|0n5 . 870
extends to whether they want to farm, where to farm and what enterprises to . .
run. Mark wants their children to have free choices because when he and his ° Link clicks: 4
brother started work there was an expectation that they would farm. They .
weren't asked ‘would you like to do anything else?" (] L| kes : 3

e Retweets: 2
e Hashtag clicks: 2

T
#farmsuccessionstudies Case Study; GAMMA 4
Date: 5Jul 2018
Gamma Family Case Stud Facebook:
The real lessonsin the Gamma study are that:
1. In spite of ninety years of sons following in their father's footsteps, Mark, and ° ReaCh . 1 35
his wife Aggie, have broken the mould.
2. They have allowed their farming son the room to move and farm the way he H .
it o Twitter:
3. They have also freed up capital which will provide them with more flexibility .
in the way they hand over assets to their other son, who may not want to [ | m pr‘eSS|0ns: 527
farm,
4. They have taken advantage of a market on a high and have not been in a ° H H .
hurry to restock. For the moment, while prices are at current levels they will LI n k CI ICkS * 1
renovate some pastures and either short term lease, or take on agistment. .
o Likes:1

e Retweets: 1
e Hashtag clicks: 2

Zeta: The following images were placed on Facebook & Twitter with the below phrase:

The Zeta family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More

info and a copy of the studies are available at https://goo.gl/eVXRKY

#farmsuccessionstudies Case Study: ZETA 1
Date: 10 Jul 2018
Facebook:
Zeta Family Case stud e Reach: 117

“They kept selling land to fund their lifestyle.” .
Twitter:

His grandfather, in order to uphold his position in the community, funded his

lifestyle by selling a part of the farm whenever he was short of cash. In addition, . .

the ‘old man’ was dictatorial, pushed his family away, only to recall one member L4 | m p ressions: 408

when in old age he couldn’t manage the place. . .
e Linkclicks: 1



https://t.co/rR7xPj4QY3

#farmsuccessionstudies

Zeta Family Case St

Rick, the current owner, has the following assessment with regards to succession
planning:

“I think we would all agree that the longer you leave it to plon succession, the
lower your potential for success. Because, if nothing else you get health
complications coming into play, particularly mental health issues and dementia
with older generations. You also get the various parties that might be interested
in a farming business, go away, get married and have kids and it just gets more
and more complicated. So | would argue thot the critical lesson is to get started

Case Study: ZETA 2
Date: 11 Jul 2018
Facebook:

e Reach: 114
Twitter:

e Impressions: 557
e Likes:1
e Retweets: 1

#farmsuccessionstudies

Zeta Family Case St

With a generation missed in the Zeta family, Rick explains that you are always
trying to play catch up and it is hard to recover. The following is important:

“Set a process in train, explain to the family whot is hoppening and seek
professional advice. Ensure that the professional advice is from people who are
impartial, independent [not seen to be too close to any individual family member],
competent [with o proven track record] and well networked. it is also important to
get a cost indication/ undertaking to ensure that the advisors have no baggage
which will make them itable, that they are ible and ible.”

Case Study: ZETA 3
Date: 13 Jul 2018
Facebook:

e Reach: 99
Twitter:

e Impressions: 373
e Linkclicks: 1

#farmsuccessionstudies

Zeta Family Case S

Rick's Ten Commandmentsare:

1. Start now.

2. Understand and respect each other’s feelings.
3. Commit to the process.

4. Commit to what is agreed.

5. Equitable is not always fair (and vice versa).
6. Seek and verify sound professional advice.
7. Setand adhere to ‘ground rules’.

8. In-laws can be ‘outlaws’,

9. Observe and focus on the outcomes.

10. Never |ose perspective.

Case Study: ZETA 4
Date: 27 Aug 2018
Facebook:

e Reach: 166
Twitter:

e Impressions: 885
e Linkclicks: 9

e Retweets: 1

o Likes: 1




- See article from the recent Feedback
magazine around the series of case studies
s 1 completed by Mike Stephens that analyse the

. . ) approaches of 16 family owned Australian
Putting the success into succession  fam pusinesses & their approach to

A ReviEw succession. More info at
= https://goo.gl/leVXRKY #farmsuccessionstu
dies pic.twitter.com/HoceV6q8E2
S -  Date:11Sep2018
: .. Facebook:
e Reach: 164
Twitter:

e Impressions: 736
e Link clicks: 5

e Retweets: 1

e Likes: 4

Beta: The following images were placed on Facebook & Twitter with the below phrase:

The Beta family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRKY

#farmsuccessionstudies Case Study: BETA 1
Date: 13 Sep 2018
Beta Family Case Stud: Facebook:
The family lost control of the Board.

e Reach: 105
Once the largest private | company in ia the Beta family property
was recently sold for an undisclosed sum. The company battled drought, Twitte r:
government, price crashes and each time got back to profit. But when the family
lost interest and then lost control of the Board, they lost the company. Although .
it was sold at what appeared to be the top of the market, many family members [ ] Im pressions: 534

regret the decision, . .
e Linkclicks: 4
“The real reason that this got sold is becouse the family just felt disconnected

from it. And there was [not] enough love of the business to keep it going. It just

felt separated [from the family].”
#farmsuccessionstudies | Case Study: BETA 2
Date: 14 Sep 2018
Facebook:

Beta Family Case Study
The lesson of study is crystal clear: [ ] ReaCh : 94

1. In any family business, shareholders must remain in control of the Board.

2. The company had withstood everything that nature, markets and .
governments could throw at it. It had come back from the brink of financial Twitter:
ruin on at least two occasions. But it could not withstand the disinterest of its
shareholders.

3. Agricultural investments require patient capital, and to be patient, e |mpressions: 1,608
shareholders may want to be involved. . .

4. There was no company succession plan. Either it would be kept, or it would o Lin k CI |Ck$: 8
be sold.

e Retweets: 4
e Hashtag clicks: 4
o Likes: 2



https://t.co/rR7xPj4QY3
https://twitter.com/hashtag/farmsuccessionstudies?src=hash
https://twitter.com/hashtag/farmsuccessionstudies?src=hash
https://t.co/HoceV6q8E2
https://t.co/rR7xPj4QY3

Theta: The following images were placed on Facebook & Twitter with the below phrase:

The Theta family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRKY

#farmsuccessionstudies Case Study: THETA 1
Date: 20 Sep 2018
Facebook:

Theta Family Case Study e Reach: 100
There were too many shareholders. TWitt er:

The Theta family purchased their property in a walk-in-walk-out sale. The family

wanted to keep farming, but it was unrealistic. There were too many [ ] | m p ressio ns: 5 67
shareholders, as the shares were handed on from generation to generation.
e Link clicks: 2

e Likes: 2
e Retweets: 1

T
#farmsuccessionstudies Case Study: THETA 2
Date: 21 Sep 2018
Theta Family Case Study Facebook:
The current manager, David Theta, took over the management in 1990, and like
his father, was almost immiediately faced with a difficult situation. The [ ] ReaChl 1 14
shareholders were very supportive right up until David's time as Manager. They
liked having a share in the property, especially the two English families. They Twitter.

found that this was their link to Australia, and their kids came out to stay and
worked on the farm. But at the end of the day the shareholdings became too
small, there were too many people involvedto keep them all engaged. [ | m p ressions: 463

“It was really Dad who drove the decision to sell. He could see that it would be

necessary one day, mainly because of the unequal shareholdings, so it was best to
sell it at a time, and in @ way, which would give the best result.”

T
#farmsuccessionstudies Case Study; THETA 3
Date: 26 Sep 2018
Theta Family Case Study Facebook:

The key lessons from the Theta study are:
1. Keep the shareholders engaged. [ ] ReaChZ 90
2. Be aware of the dangers of parcels of shares becoming diluted.
3. Have a shareholder agreement which sets rules about the dilution of H .

holdings. Twitter:
4. Ensure that the business is ‘sale ready’; that means having it ship shape. .
5. If yousell, sell on a walk in walk out basis, where the intangibles are valued [ | m p ressions: 3 03

and paid for.

6. When selling a ‘trophy property’, manage the sale carefully.
7. Inthis case, unlike the family, the corporate owner is prepared to continually
re-invest the annual profits.

Delta: The following images were placed on Facebook & Twitter with the below phrase:

The Delta family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRKY



https://t.co/rR7xPj4QY3
https://t.co/rR7xPj4QY3

#farmsuccessionstudies

Delta Family Case Study
They built it, and then spent 20 years arguing about how to cut it up.

How could a family that had managed to grow a farm from 1,200 hectares (ha) to
5,300ha over a 50 year period, end up selling it at a fire sale? And how, at the
same time, did a business which was so successful end up a failure?

The Delta family ran a successful sheep, cattle and cropping business in the
730mm rainfall belt west of the divide in southern Australia. The second
generation handed over ownership to generation three when the eldest of that
generation was in his late teens. The transfer was part of a strategy to avoid
death duties. Generation three ran the farm successfully allowing some of the
sons (generation four) to return home in their early 20s. At that point, in the
1960's, generation four started to grow the business further.

Case Study: DELTA 1
Date: 4 Oct 2018
Facebook:

e Reach: 154
Twitter:

e Impressions: 324
e Linkclicks: 1

#farmsuccessionstudies

Delta Family Case Study
Over a twenty year period the Delta family worked with thirteen succession
planners. Each time they ended up with no progress, and a bemused, confused,
slightly damaged jon planner that would be dispensed with.
The brothers would start again with a new planner,

“Consultants were engaged, initially just to assist in benchmarking and all of them
were pushing the family to look at succession planning. At the end | think we went
through 13 succession planning facilitators all with their pound of flesh on the
way through.”

Case Study: DELTA 2
Date: 5 Oct 2018
Facebook:

e Reach: 136
Twitter:

e |Impressions: 1,761
e Link clicks: 26

e Retweets: 3

o Likes:3

#farmsuccessionstudies

Delta Family Case Study
There are four lessens in this story:

Lesson One - a good news story: The business grew in size and value, where it
went from 5,000 DSE’s to 50,000 DSE’s with about 70% equity. The starting capital
in 2016 values was about $2.2 million. This was grown to a real net value of $7.4
million

Lesson Two: Failure to agree on how to dissolve the partnership led to liquidation
and a fire sale at about a 40% discount.

Lesson Three: The method of the engagement of the planner. One of the
brothers had a habit of pressuring the succession planner. When progress was
apparent this family member would change the rules or throw in a ‘curveball’,
and stop the progress. The clear lesson here Is that all communication between
the family and the plannermust be transparent.

Lesson Four: If the family had a shareholder agreement, with an enforceable buy-

sell arrangement they would have not have ended up as they did. Buy-sell
agreements can provide @ mechanism to allow resolution of the issues.

Case Study: DELTA 1
Date: 10 Oct 2018
Facebook:

e Reach: 160
Twitter:

e Impressions: 324
o Likes: 1

Tau: The following images were placed on Facebook & Twitter with the below phrase:

The Tau family case study forms part of a series of studies completed by Mike Stephens that analyse
the approaches of 16 family owned Australian farm businesses and their approach to succession. More
info and a copy of the studies are available at https://goo.gl/eVXRKY



https://t.co/rR7xPj4QY3

#farmsuccessionstudies

Tau Family Case Study
“We had succession sorted. Then the next gen farmer changed his mind”.

The Tau family thought they had succession sorted. The family member who
wanted to farm was smart, industrious, worked hard, was suitably experienced
and educated and hence he got the job and some of the land. Then he changed

his mind.

Case Study: TAU 1
Date: 18 Oct 2018
Facebook:

e Reach: 122
Twitter:

e Impressions: 211

#farmsuccessionstudies

Tau Family Case S|

Succession in this family had been handled well, there were no demands from
the bank, the business was growing and profitable, but still it failed. It failed
through a lack of confidence in the generation that needed to keep it going.

In reflection on the failure of the business, Tom, who was handing the business
over to his son Mick was philosophical. He thought there was an element of
‘we’re getting out of our depth as far as debt was concerned.’ In Tom's view the
debt was manageable, they weren’t paying off land. But they wanted to
purchase land and didn’t have the collateral. Tom suspects that they were looking
at others of their cohort who have an easier ride in other businesses. ‘Perhaps it’s
a case of grass is greener over the fence. That may not be a fair comment. | just
don’t know."

Case Study: TAU 2
Date: 19 Oct 2018
Facebook:

e Reach: 101
Twitter:

e Impressions: 260

e Link clicks: 1
e Likes:1
e Retweets: 1

#farmsuccessionstudies

Tau Family Case S

The important lessons from this study are:

1. Buildingscale doesn’t Ily mean increasing profi

2. There is always the possibility that the person who returns to manage and
take ownership of the farm will change their mind. The implication of that
possibility should be dered

3. Gifting land without some g handcuff,
who receives the gift is a dangerous move.

4. Allowing a situation where a key parcel of land, including all the important
infrastructure can be sold to an outside party is also dangerous.

5. Relyingon goodwill could have created a dangerous situation.

6. That in a business which was ded in ion with family b
and neighbours that it was the decisions of the family members, not the
neighbours, which caused the venture to fail.

ing from the person

Case Study: TAU 3
Date: 16 Nov 2018
Facebook:

e Reach: 127
Twitter:

e Impressions: 329
e Linkclicks: 1
o Likes: 1




9.7 Newsletter Articles (Meridian Ag)

1. Introductory Article — Spring 2017 (circulated Sep 2017)

Farm Succession

Regular readers of this newsletter will be aware that Mike Stephens is involved in a study on Family
Farm Succession. Some readers have taken part in this study. The study, which is supported by the
MLA Donor Company, has involved a series of case studies comparing the attributes, attitudes and
actions of families who have handed over a viable farm with those who haven’t. The studies, which
cover several generations, are measured against the three aims of having sufficient funds for
retirement, handing on a viable farm and providing for the next generation in a way which ensures
that they are happy with their deal, both now and in the future. Although the complete cross study
analysis is not yet available, there are some strong attributes emerging which seem to be of equal
importance. The first is for the family to have the end game in mind. If that end game is the three
aims, the family investments have to grow in a way which allows flexibility in the way the assets can
be split up at some time in the future. This may be done by investing an off farm assets or by adding
farm land which can be split from the core at a future date. The second attribute is to ensure
cohesion between and within the generations. The business needs to steadily grow to achieve the
three aims and this won’t happen unless there is absolute commitment from all involved. The third
attribute is respect and trust between and within the generations. We will follow the progress of
Mike’s study in future editions.

2. Article 2 — Summer 2017 (circulated December 2017)

Some Comparisons from Succession Case Studies - Pt 1

Some farming families manage to keep a viable farm in the family for generations and keep the non-
farmers in the family happy. Other families don’t. The differences are contrasted in the Farm
Success Enabling Case Studies. Some of these case studies illustrate a business that continues
successfully over multiple generations, some don’t continue on in the same way, and some don’t
continue at all.

The case studies are based on intensive studies of sixteen, family owned, Australian farming
businesses, selected from a list of fifty businesses. The studies consider the approaches to
succession throughout successive generations. They contrast the attitudes, attributes and actions of
people within each business. Eight will continue, while the other eight businesses have been sold,
have remained in the family but are no longer viable, or have had significant changes in direction. To
protect the privacy of the participants, a letter of the Greek alphabet has been used for the name of
each family.

The business success is measured against the stated aims of each family. In most of the case studies
the family aims are to; ensure sufficient funds to retire, to hand over a viable farm, and to ensure
that all members of the family are happy. The aim has been to share the family wealth as near to
equally as possible whilst achieving the three previously mentioned aims. In one case, the Rho



family, the viability of the farm took precedence over the near equal distribution, and that has been

accepted by the family concerned.

The Lambda study demonstrates a successful business growth strategy, with growth achieved while

maintaining the enterprise mix. The business is now jointly owned and managed by two brothers,

and most of their siblings are joint owners in a portion of the land. There are mechanisms in place to

ensure that, if in future, any do want to sell, both a valuation and the timing can be agreed.

Other businesses have growth strategies which have included the development of a bull breeding

business (the lota family), significant off farm investment (the Mu family), brothers working together

and building on their individual strengths (the Epsilon family). In the Sigma family brothers

aggressively bought land and left it up to the next generation to pay for it. It nearly ended in failure

when they borrowed heavily off shore.

Delta and Epsilon had similar histories. In the Delta family, which is continuing, the brothers agreed

on the end game and the family split was easy, however in the Epsilon family it was hostile and led

to business failure.

Table 1, below, contrasts a series of attributes which were common to businesses that were

continuing, with those that are not or are no longer viable (not continuing).

Table 1: Contrasting Attributes of Continuing and Not Continuing Businesses.

Business continuing

Business not continuing

Intelligent leadership

Autocratic, patriarchal behaviour

A history of well thought out succession

Poor history of succession

Progressive farm management

Doing things the way we always did

A focus on the customer

What customer?

The intelligent use of capital

Using capital to support the lifestyle

Preparedness to go into debt and maintain low
equity

Totally debt adverse and maintaining lazy
capital in the business

Deliberate strategies to encourage stakeholders

A strategy of keeping stakeholders off farm and
disengaged

Managing with humility and quietly going about
your business

Maintaining your position in the family and
society as somebody very important

A determination not to live like peasants

A determination not to look like peasants

A common end game goal

No agreement about the end game

More detail about the differences which enabled success and failure can be found in the next issue.
Further information and a copy of the Summary Case Studies is available on the Meridian Agriculture

website.


http://www.meridian-ag.com.au/the-library/current-projects/farm-success-enabling-case-studies/
http://www.meridian-ag.com.au/the-library/current-projects/farm-success-enabling-case-studies/

For a set of the full Case Studies (free of charge) please contact Meridian Agriculture on — 03 5341
6100.

The case studies, which form part of a larger study, have been funded by Meridian Agriculture and
the MLA Donor Company.

3. Article 3 — Autumn 2018 (circulated in March 2018)

Some Comparisons from Succession Case Studies — Pt 2

Few farm businesses in Australia pass smoothly from one generation to the next. The Farm Success
Enabling Case Studies summarise the approach of sixteen, family owned, Australian businesses
towards succession planning, contrasting the attitudes, attributes and actions of people within each
business.

With the stated aims for each family identified previously, the case studies have helped to debunk
some common truisms within the industry. Some of these include:

e Get big or get out — could be replaced with ‘get efficient or get out’. The Sigma and Tau family
studies identified that an undercapitalised small business will become more inefficient if it
tries to achieve scale, before it has achieved efficient use of capital. Similarly the lota and
Lambda family studies showed that the efficient use of capital can fuel expansion.

e You cannot fund retirement, pass on a viable farm and treat your children equally (the three
aims) — as identified in the case studies of the Mu, Upsilon, and Epsilon families, the three
aims of the family can be achieved by: starting at an early age to build the business; handing
over to the next generation early; encouraging family members to earn off farm income; and
using all the relevant skills and talents of family members to achieve agreed goals.

o Keep the family capital in a block — The Theta study shows that whilst maintaining the capital
in a block may give growth if the family grows (in number) faster than the capital grows (in
value in real terms), eventually the asset will have to be sold or some of the shareholders
bought out.

e Maintain 80% equity — As was demonstrated with the Mu family study, 80% equity is an
indication of ‘lazy capital’. The equity has mostly been between 60% and 70%, and an average
return on capital of 14% per year has been achieved over the last 20 years.

With these in mind, let’s further examine some important contrasts of continuing and non-
continuing businesses within the case study series:

Control of the Board and Shareholder engagement: The case studies highlight the importance of
keeping control of the Board and ensuring shareholders are engaged. Two families, in the farming
business since the 1800’s, employed people from outside the family at a senior level. The Beta family
relied heavily on external advice and consequently lost control of the Board, the family became
disenchanted and the business was sold. In contrast, the Pi family kept control of the Board, and
ensured family members had a keen interest in the business. The Pi family business is thriving.



Team work & involving the next generation: The case studies serve to highlight the importance of
working together as a family unit to grow the business, and involving the next generation early on to
ensure smooth succession. The lota family business started small and now supports eight people
including four members of the founding family. In contrast, the Zeta business started as a large
business, but has shrunk and is now requires off farm income to rebuild infrastructure and support
the family. The principle in the Zeta family was autocratic in his leadership style, and the next
generation were chased away.

Agreement on the end game: In succession, it is important that all family members agree on the end
game, and are happy with the outcomes of succession. Contrast two sets of brothers who farmed
together from an early age and their approach to succession. The Epsilon brothers used their
combined talents so the inevitable split would be orderly and advantageous to all. ‘It took about an
hour to agree’ and each member of the family got what they wanted. In contrast, the Delta brothers
took twenty years of argument to eventually agree to appoint a liquidator to sell and distribute the
assets. The family lost about 40% of its wealth in the split, and no one got what they wanted.

A copy of the case studies and an analysis of ‘success versus failure’ is available
at http://www.meridian-ag.com.au/the-library/current-projects/farm-success-enabling-case-

studies/



http://www.meridian-ag.com.au/the-library/current-projects/farm-success-enabling-case-studies/
http://www.meridian-ag.com.au/the-library/current-projects/farm-success-enabling-case-studies/

9.8.1

9.8.2

9.8 Rennylea Succession articles

Article 1: Summer 2018

Focus | Integrity | Performance | Profit | Commitment | Innovation

10

FARM SUCCESSION - WHAT DOES BEST PRACTICE

LOOK LIKE?

In succession planning at Rennylea we are using a number of
advisors and mentors to guide our processes. One of these
is Mike Stephens, well known agricultural consultant, former
Executive Director of the Beef Improvement Association and
confidant to us over many years. Mike is currently writing
a study on modern day succession planning and what best
practice looks like. He contrasts it with the not so successful
outcomes and highlights the attributes of the businesses that
are successfully transitioning to a next generation vs those
that are not. We are one of the 16 case studies.

Table 1: Contrasting Attributes of Continuing and Not
Continuing Businesses.

Intelligent leadership
A history of well thought out succession

Progressive farm management

A focus on the customer

The intelligent use of capital

Preparedness to go into debt and maintain low equity
Deliberate strategies to encourage stakeholders

Managing with humility and guietly going about your business
A determination not to live like peasants

A commaon end

From our experience, there are a number of important
principles:

i You cannot start too early, in our case we commenced
the process in 2011, and are now on five year cycles
in terms of checking in with where each person in the
family is up to, their goals and aspirations.

ii.  Formal meetings, agenda and notes are very important.
There are no ‘cattle yard conversations”.

iii. ~ Each person is respected, and it is understood that fair is
not always the same.

Autocratic, patriarchal behaviour
Poor history of succession

Dwoing things the way we always did

What customer?

Using capital to support the lifestyle

Totally debt adverse and maintaining lazy capital in the business

A strategy of keeping stakeholders off farm and disengaged

Maintaining your position in the family and society as somebody very important
A determination not to look like peasants

Mo agreement about the end game

Artcle 2: Winter 2018

Focus | Integrity | Performance | Profit | Commitment | Innovation

THE BUSINESS CYCLE, CHOOSE TO GROW OR
DECLINE IN EACH GENERATION

There are small numbers of businesses large and small
which thrive over many generations. On the New York Stock
Exchange, the Dow lones Index is made up of 30 significant
companies. Only 1, General Electric, has lasted the 121 years
since the weighted index was invented by Charles Dow in
1896. And, spectacularly, GE is being ‘booted off the Dow’ at
the beginning of luly.

In the human world, communities of citizens that have long
survival are called "blue zones’. In the corporate world it is
rare. However in Australian Agribusiness, it is a relatively
common phenomenon.

Last newsletter, Summer 2018 (page 10), | wrote about
the recent study by Meridian Agricultural Consultants on
Succession in Aus Ag. The case studies from this project are
on the Meridian website. Also there are 2 webinars which
cover the findings, produced by Meat and Livestock Australia
in conjunction with Meridian. Go to Meridian homepage,
click on Library and then on Farm Success Enabling Case
Studies.

Business reinvention needs to be conscious and engage with
all parties as new generations come in to take the reins.

At Rennylea we are ensuring that the values, purpose and
energy within the business are renewed as we pass the
reins to Generation 5 of our family at Rennylea. The new
arrangements are outlined below.

Business Ownership Transition

Value §

" e T
- ==

The Business Lifecycle

Timea




9.9 Charles Stewart Article

FIVE CHOICES

f Meridian Agriculture

It sheanikd e uncierstaond and acknowiadaed that mangging a tarm
buginess is complasx, In an atkempl Lo further understand thal
complexity the author, whao commenced work a2 a farm manager
1967 and finished in 1983 hes completed 2 seree of sinteen major
and ana hundrad mmde Tamm DUsiness Gase stuckas, The shudiss warg
aupporiad by tha MILA Danar Sompany, F\Jlowil'lu Fies carer a3 o
farm manager, tha author faundad Mendian Agriculture,

This i the first of the seres of arfickes which have been heavly
nfluenced by the case studies and which ink the tasks of eadesship
flang-tarm business vision, Iooking at the horizon) and managament
ftre here and now and the bottorm line), with the day-lo-day oles
and responsbiities of peaple in & busness. In parl, they are about
S 1 and esiate |‘.Ii'||||||“ng

The seriea links together the decision-making tasks at a stratagic,
tactical and operational level, with leadership, (Shak and Board),
TN {CEC) and aperational peration managers and
opsrator) mles. Al the decisions, at aach keel, need o ba inksd with
the ams of the farming farmily and the choices they have. Effectivaly
the chaices (35 depicied below in Figure 1) ans

= Ratira, dia, 58l (n any ordar)
»  Hand over the farm to one child with the atnens unhappy
= Hand ovar 1o ana or mana children with al happy

s Huida multigenerational b

MEEE

= Build and sell a going concem

Hand ower to one

H ownr
B e child - others
unhappy
Build a multi-
generation
business
Build & sell a Retire,
going concern die, gell

Figure 1: Five Choices

Each of tha live choices requirag a differant siratagy:

1. Rsting, dig, s=ll (inamy ardar): In this scsnario you go on faming
and true farrm will B sold B fund your superannualion, o wou will die
frat and it wil De sokd 10 fund your parner's SuRSrannEaian, ar woiu
will beth die and the farm will e sold &and vour children will inhant 1he
monay.

2. Hand over the farm to ane child with all cthers unheppy: In this
scemario, the choice is made to handover to one chid and keave the
rasl af the famiy unhappy with the et
wihien Succasson is handied Dadly

This is aftan what happans

3, Hard over o ong or more childran with all hapgy: The Scenano
reguines careful kang term planning to ensure that thers are sufficient
] The non-farmnin x|
children. Previcus research concluded that scale enabled succession.
This shudy shows the opposte. | is the drive to oreate the possibility
of succession, which motivales pecple o groae the: business, The task
i difficull ard takes a kang-teem cammitment, If vou assums 2.8%
Inflaticn, $1,000,000 for retrament, a thie

resnurcas to pravide for both the famming ar

y-yasr ganeration imanal
and two childran you naed to grow your assats by 9% a year for
thirty years to give the children you had. That i 79% capital growth,
nict T8 prod

4. Build a muliganarational business: This seanaria requiras scala,
gyt and very claar roles and resporsibiities Trom the Boand, e
Managers and all of the peaple imiolved in the operation,

5. Budld and sall a5 & qoing concas This SCenanio is ransly sean
n Australisn farming, whers you build a busness and sellit as a
going concemn complete with the vestock, plant, systems and the
hiztory. Taking this choice means following the dictum of the noted
managament academic Patar Drucker, who said that the am of all
Erasinesses should be 1o be creabe # bosinass o sel

Whichayver chaice pou make, wou nieed o ensure kat the businaess
performs ta your expectations. That will requing leadership and
manggement, which can be both be seen ae sources of capital and
are the subject of the next article in this seres.

The following articles in this series will be published in Charles
Stewarl's Farming Industry email newsletler. To subseribe Lo
this newsletter please email rural@charesstewarl.com.au

Lachie and Jacke Dullard with Chares Stewan Livesiook Manager

Spring Portfolio 2018 g StEwART




9.10 Details for Webinar 1:

Webinar 1: Succession planning — dos and don’ts from the people who’ve been there and done that.

Do you know what’s going to happen to the family property and business when your parents want to
retire? How will they fund their retirement? Do you know if you kids want to take on the business? It
all comes back to communication and planning and it’s a situation every family business faces. So,
how do you work through this process to find the best outcome for all parties? Join us for a short
webinar to find out more!

Why join us for the webinar?

o  We'll talk through the lessons from a series of in-depth succession planning farming case
studies from across Australia. They feature both businesses who will successfully continue and
those which will not. Compelling viewing for members of any farming family who are serious
about succession planning.

e Understand what the key outcomes of the succession planning process need to be — sufficient
funds for retirement, handing on a viable farm, and providing for the next generation while
ensuring they are satisfied with their deal, now and in the future.

e Hear from the experts! Mike Stephens of Meridian Agriculture has been specialising in
succession with farming families for over twenty years and will be presenting the learnings
from these case studies.

When is the webinar? 1pm NSW time, 10 April 2018



9.11 Details for Webinar 2:

Webinar 2: Succession planning — what to do when you don’t know where to start

What will you do to get your family business ready for the future? Land values won’t always increase
at 6% per year, interest rates won’t always be at 5%, and livestock prices will continue to fluctuate.
There’s no better time than right now to start succession planning and if you’re stumped for where
to start and what do to, this webinar is a must see.

This webinar is the second in a two part series and builds on Webinar 1: Succession planning — dos
and don’ts from the people who’ve been there and done that.

Why join us for the webinar?

e  Kick start the succession planning process in your family business — we’'ll talk through some
easy steps you can follow

e How to give yourselves the best chance of developing a long term, acceptable succession plan
for all parties

e Hear from the experts! Mike Stephens of Meridian Agriculture has been specialising in
succession with farming families for over twenty years and will be presenting the learnings
from these case studies.

When is the webinar? 6pm NSW time, 8 May 2018



9.12 Case Study brochure/information leaflet

AR

e,

MERIDIAN L R

Farm Success Enabling Case Studies

“You've got fo think about providing for the next generation. And so you can't actually have the view,
‘Oh, when we get the debt paid off we'll be night’. You've actually got to keep pushing hard...”

Mike Stephens (Meridian Agriculiure), with assisiance
from the MLA Donor Company, conducted a series of farm
success enabling case studies. The studies are based on
intensive review of sixteen, family owned, Australian farm
husinesses, and consider the approaches to succession
throughout successive generations. The case studies
followed a major literature review and extensive surveys.

Participants were selected so as to demonstrate a wide
variety of business and family circumstances. Of an initial
30 subjects considered, 19 were contacted and sixieen
selected. Intenviews were conducted with each family, and
in some cases their support professionals.

The studies contrast the attitudes, attributes and actions of
i people within each business. Eight will confinue, while the

eight have been sold, have remained in the family but are
no longer viable, or have had significant changes in direction. The studies, which cover several generations, are
measured against the three aims of having sufficient funds for retirement, handing on a viable farm and providing
for the next generation in a way which ensures that they are satisfied with their deal.

e e e e e e e e e e e S e e e S A S i i

¢ Contrasting actions, attitudes and behaviours of continuing with non-continuing businesses: i
& :
E Business continuing Business not continuing %
; An ahsolute determination to grow the business The belief that the three main aims were not 2
g to allow choices achievable %
E Intelligent leadership Autocrafic, patriarchal behaviour {‘g
g A history of well thought out succession Paar history of succession E
% Progressive farm management Daing things the way we always did 2
& A focus on the customer What customer? 2
£ The intelligent use of capital Using capital to support the ifestyle 3
_E Preparedness to go into debt and maintain low | Totally debt adverse and maintaining lazy capital in 3
g equity the business E
E Deliherate strategies to encourage stakeholders | A strategy of keeping stakeholders off farm and dis- £
i engaged 3
¢ [Managing with humility and quietly going about | Maintaining your posifion in the family and society %
z your business as somehody very important ¥
E A determination nat to live like peasants A determination not to look like peasants §
E A common end game goal Mo agreement about the end game z
E-{Y~¢-n¢n\¢m e e e e e S e e e D e e S S S S e e D e e S e e WhWnﬁ}’n'ﬂPn"VnWMMan

For more information or a copy of the Case Studies, please visit hitp-/fwww mendian-ag.com.au
or contact Mendian Agnculture on 03 5341 6100 or info@mendian-ag. com.au

www.meridian-ag.com.au | ﬂ



MERIDIAN AGRICULTURE FARM SUCCESS ENABLING CASE STUDIES FLYER 2

1. The lota family were determined that they “weren’t
going to live like peasants" and built a dynamic
multi-generational family business.

“If people want one or two of their children 1o farm
: they have got to start thinking about it early. The
: mistake that most people on the land make is that
¢ they leave it too late 1o grow.”

¢ 2. Being an only child helped Jim {Upsilon family)
: set up a viable farm that could be passed almost
5 equally to the next gen.

3. The Rho family farm had been split in three
5 successive generations and if the division was
" even, the farm would unviable and then sold.

4. The start for the Lambda family was modest, but
: with share farming, off farm work and investments

their business grew to become successful family
business.

“The starting point was that family assets would
¢ be divided absolutely equally™.

5. Inthe case of the Kappa family, “If we hadn't had a
" succession plan the farm would have been sold.”

6. After the lean years following the wool crash the Pi
i family told the Directors to “perform or sell”.

7. The Mu family farm was halved and then halved

' again and the family “could not allow it to be halved

5 again.”

8. The grandfathers of the Sigma family set up the

: two brothers, who then proceeded to buy more
and more land - “Our fathers bought it, but now
have to pay it off."

e e e e O O (e

R R B B

9. The Epsilon family had a strong history Df
succession done well - “Dad and his brother always
had the end game in mind." :

“It fthe split] was done in a martter of an hour. | think
most of that time was spent working out what the |
stock numbers were and then a price agreed.” ;

10. Nick and Sally (Alpha family) inherited a farm that §
has been successively cut up over five generations

“We were the stewards, it wasn't ours to sell.”

11. Mark (Gamma family) was given no choice and @
bhurdened with the family expectation that he should
camry on. Mark broke this mould and “wanted the @
next generation to be free to choose". :

12. The grandfather (Zeta family), in order o uphold
his position in the community, kept selling land to
find their lifestyle. :

“I think we could agree that the longer you leave

it to plan succession, the lower your potential for :

success.” 3

13. The Beta family lost interest and then lost control
of the Board — the lost the company. 3

14. The Theta family wanted to keep farming but it was
unrealistic — there were too many shareholders. 3

15. The Delta family spent twenty years and hundreds

of thousands of dollars arguing about whether to &
break it up :

16. The Tau family thought they had succession sorted
and then the next gen father changes his mind. :

e R e S O B

Key messages from the Case Studies:
+  There are a number of mechanisms to achieve successful business growth, which in furn can help set up

succession for future generations

+ |tis important that all family members agree on the end game and are happy with the outcomes of

SUCCEesSSIon.

+ |tis imporiant fo keep control of the Board and ensure that Shareholders are engaged

It is important to work together

as a family unit to grow the business and involve the next gene

o

www.meridian-ag.com.au | 0

B S e S S S R



9.13 Farm Success Enabling Case Studies — Study participant survey
results

1. Please rate your overall satisfaction with your involvement in the case study series (with 1
being negative and 5 being highly beneficial).

1 2 3 4 5 TOTAL WEIGHTED AVERAGE
{no labed) 0.00% 0.00% B.67T% 53.33% 40.00%
o o 1 a8 B 15 4.33
L] PLEASE PROVIDE ANY ADDITIONAL COMMENTS DATE
Helpad the developement of our succession plan 11/20/2018 12:50 PM
2 The varying approaches io fam succassion planning was informalive. 1114/2018 11:04 AM

Ll

saw the repod which was greal, | would be interasied in laler knowing how my inpul has assisted 10182018 2:50 FM
rsediators and tacililalons befler prepares and approach succassion planning

4 Generabed interast amongst family and chents 101272018 5:15 PM
3 Mosl suggesions discussed have bean imglamanted 10122018 4111 FM

2. Have you read a copy of case studies other than your own produced as part of the series (16

in total)?

ANSWER CHOICES RESPOMSES

Read one 5.6 1
Read a faw H.33% 8
Resad hem all 20.00% 3
Have nol read ary 20.00% 3
Other (please spacily) 000 a
TOTAL 15

3. Overall, how would you rate the information provided in the case studies, with 1 being not
helpful and 5 being very helpful?

1 2 3 &4 5 TOTAL WEIGHTED AVERAGE
(no labed) Ul 0.00% 25.00% 50.00% 25.00%:
o o 3 B 3 12 4.00

" PLEASE PROVIDE ANY ADDITIONAL COMMENTS AROUND THE CASE STUDIES DATE

The informnation is a useful guide 1o families considering succession planning and how o avoid 111472018 11:05 AM

pitfals,
2 Didn't know about the webinars balow 101872018 2:51 PM
3 ussfull each sibualion is differanl 101 272018 5:15 FM
4 As noded in first question 101 272018 4:12 PM

4. Did you join one or both of the Succession webinars that Mike Stephens presented (Webinar
1 — Succession planning — do’s and dont’s from people who have been and done that, and
Webinar 2 — Succession planning — what to do when you don’t know where to start).



ANSWER CHOICES RESPOMSES

e E.6T% 1
Mo 93.33% 1
TOTAL 15

5. Overall, how would you rate the information provided on the webinar, with 1 being not
helpful and 5 being very helpful.

1 2 3 4 5 TOTAL WEIGHTED AVERAGE

{no labed) 0.00% 0.00% 0005 0uD0% 100004
0 o o 0 1 1 500

6. Has your understanding of succession planning changed since taking part in the case study

series?
ANSWER CHOICES RESPOMSES
Yas 64.29% g
e BT% 5
TOTAL 14
w IF YOUR AMSWER IS NO, PLEASE PROVIDE SOME REASONING DATE
1 My falher set up a very succassiul succession plan that formed the basis of my understanding & 11/21/2018 7:15 AM

wier Mg wiorked with olher farming families on thesr succession bul it was stll inberasling o hear
how Mike approached succession & the stralagies he used.

2 i had & good understanding already 117202018 2:01 PM
3 wie already had a fair grasp of the ssues 11202018 T:20 FM
4 As the daughter of a farming family in which the hwo sons weare set up: one with the familly property 11142018 11:12 AM

and the offer on 8 new progarty, the two daughiers did nol recelse anything of this leval, anly what
came from the pamants’ estates which was nol remarkable after many years of aged care
accommodation. The son, who had the family property which had been in the familly since 1875,
eoid it in 2014 and was very well rewarded financialiy!

5 Our phase has passed and | havent sean of haatd abaul the report more widely and havent sean 10/ 872018 2:55 PM
any changes 1o families acknowledgemsant or approach bo this issue. My understanding is still
unchanged, &= there are many keues compounding moving to the next stage and navigating
thess issilies s something thal requires considerable skill.

[ Kapl renewing the processes & ime Moves on. keep communication open and ransgarent 101 22018 517 PM
Identify key dates that meed bo oocur b continue. All in all make sure that &l parties are aware of
Hhé progress and in stap.

7. Please provide some details on how your understanding of succession planning has changed
since your involvement in the Case study Series.



RESPONSES DATE

H books like thera i a lack of oppofunity for many young sonsidaughbers o come into e 11242018 7:31 AM
business & maksa decisions. Without thal opporunily there is no chancs 1o make mistakes, which

are asseniial 1o leaming. | was given e chance 10 make mistakes & have Decorme mone

oconscience of giving my children thal same chanca, in time. || has become clearar thal there is a

great need for communication between all Tamily members, for division of responsibility between

generations & o grow the business o a suitable size o meel the neads of a growing family.

Understand that while all fardly mambers should benedil from e plan, the farrm drivens must be 11202018 12:54 PM
considared firsl.
| was abways awarne hal as the daughber, thare was no possibilty that | would benefil from e 11142078 1125 AM

tarm. It ig eszential that off-tarm invesiments be established ko sccommmodals the children who
widld ol Fsawe & share in the famm and this was not done in my famiy. It would have besn
financially possible. | am confident my father would never have considered the famn would be sold
- i he did, | know he would have amranged for some of the profil o be shared with siblnge. As it is,
ane brand of the family [brother, hs wile, children and grandchildien) are set to be provided well
fior generalions, whis the athers are lafl withoul.

Act marier rather than lates imvolve evaryone where possible 10/23/2018 2:51 PM
There iz no 1 template 1o follow, it must be worked through for asch tamiy and they will be 1012018 4:50 PM
different

Probably has nol changed our compitiment 1o open and transparant processes. But it cenainky 10/ 2/2018 5:21 PM

awakenad our undarstanding that failing 1o do this i not an option whean the next generation are
retuming indo e fanming businass.

Succession planning is constantly a moving target with reviews quile often as crcumslances and 10122018 4:22 PM
e econofy changes

8. What do you believe are the attributes, attitudes and skills that have enabled some
businesses to continue and present a successful succession plan (multiple choice — can select
more than one — with other comment box):



Answered. 13 Skippad: 2

0
]
12
8
‘ I 1B I L
o
Invwolwl  Imcreas  Imvestm  Steward Seeking Keeping  Other
|.an wI.Ihg, ngthe  Ing ent ship advice famlly  (please
honest  ness next farm off-far within {from members provide
comm.. to gone..  size m the_. exte_.  and.. deta..
“han....
ANSWER CHOICES RESPONSES
Open and honas! eommunicalion with all tamily mambears #2.31% 12
A wilingness 1o 'hand over the neigns’ to the next genaration 8452% "
Imveohving the naxt generalion from a young ages 61.54% 8
Incresasing farm size 3.85% 7
Irveatment oft-fam 69.23% 8
Stewardship witkin the tarmiy 3.85% 7
Seeking advice {from external professionats) 61.54% a8
Keeping family members and sharehokiers engaged €3.23% 8
Ofher (please provide detals) 38.46% 5
Tolal Respondents: 13
# OTHER (PLEASE PROVIDE DETAILS) DATE
1 Share the dedsion isking early 1172112018 7:31 AM
2 don't legve oul the *daughter in kaw” 10/25/2018 7:32 AM
3 There are a number of influential exlemal ssues thal constrain the boxes above, ke drought, dett,  10ME2018 4:45 PM
management style, elc.
4 i thirk all of the above have relevance in succession planning procadures 10M4/2018 7:01 PM
5 Laadarship fream a family member that oversights and owns the procass and takes responsdbility for 101272018 5:21 PM
its progress

9. What do you believe are the major road blocks to succession (multiple choice — can select
more than one — with other comment box)



-

Lack of Unwillim  Uncertal Lack of Losing Other

communic gness nty resource  high directic  control  {please

ation to from sto oost of n and of the provide

withl.. “hand tha share_. land.... wisla. Board dotails)

over .. YOUNE...
ANSWER CHOICES RESPONSES
Lack of eommurication within the family 82.31% 12
Unwilingness o 'hand over the reigns’ from the older genaration 92.31% 12
Uneerainty from Be younger generalion 53.85%
Lirnited resources o shane within the family 76.82% o
The high et of land, slock and plant 53.85%
Lack of direction and vigion for the fulure of the business 61.54%
Losing control of B Board 23.08%
Ofter (please provide detals) 23.08%
Total Respondents: 13
w OTHER (PLEASE PROVIDE DETAILS) DATE
1 Lack of leadership from seniof ganeration - what do the parents need? 112172018 7:31 AM
2 Inward booking management. some of the wors! cases we see ane fanming families tat don't 101272018 5:21 PM
understand the wider conbext. Slick 1o long cherished views without the ability 1o challenge and
change.

3 Parsonal relaonships within the family - not all tamilies can gel on of rust asch athar 101272018 4:22 PM

uII

Answenad: 13

Skippad: 2

Limited The

10. Was your involvement in the case study series helpful for your future planning?

ANSWER CHOICES

Yas

No

TOTAL

# IF YOU RESPONSE WAS YES OR NO, PLEASE EXPLAIN
1 averylhing is halpiul

Concurrenl with our succession plan. Helped Tocus on key areas on planning.

r,,.;

The infosrnation in the case studies can be used, nol only in farm succession planning, bul n

dealing with sstting up inbedtances within nondarming families.

RESPOMSES
92 31% 12
7.69% 1

13

DATE
11202018 T.23 PM

11202018 12:57 PM
111420718 11:28 AM

4 reinforced our approach 10252018 T:33 AM
5 For us bo plan early for our three children 10182018 4:46 PM
& Our planning had been faily sored bafors case shdy 10142018 T:02 PM
T ‘Wia shared the findings with our clients through & wiillen newslatier to 2_300 people. we had 101272018 5:23 FM
significant feadback on the uselulness of the infomiation. For famies thal ane "sluck’ this can be
quite confronting.
& Cur invalvemeant in this case sludy allowed our tamily 1o review the pasl, plan for e fulure , and 101 22018 4:28 PM

find a way o implemant the plan , which looks like baan in a successiul way. The nexd generaion
need o want bo be successiul and the older generation need to be able bo have enough funds o
carry on for the fulure and feel happy o do so.



11. Have you changed your succession plan since you authorised the case study?

ANSWER CHOICES RESPOMNSES

Yes 33.39% 4
Mo 66.67% a
TOTAL 12
] IF YOUR ANSWER WAS NO, PLEASE PROVIDE SOME DETAIL ARDUND WHY YOUR DATE

SUCCESSION PLAN HAS NOT CHANGED FOLLOWING YOUR INVOLVEMENT IN THE CASE
STUDY SERIES (LLE. YOUR SUCCESSION PLAN WAS ALREADY FIMISHED).

1 s & manlal change bul our children are old enough b hava the conversalion around Succassion 11212018 T:33 AM
&0 these conversation ane being had earier han they might othenyiss have besn had.

already finishad 112072018 T:23 PM
3 Our plan is conporale based and had different focus than Mike's case study. However, 11/20/2018 12:57 PM
considerations in both the case study and our plan ware simar throughout.
4 dusbed 10252018 T:33 AM
5 part of B plan has been acted upon The nexl phase is anly coming up soon 10232018 2:54 PM
[ ] Dl o lamd. 101872018 4:51 PM
T he plan = evalving as the business continues to grow and e 2 members of generation 5 are 10M1 272018 5:23 PM
embedded in the operation
] All family mermbars ara comiorable with the curment plan, which & still being implermented overa 101272018 4:28 FM

five year e pediod

12. Briefly describe what changes you have made to your succession plan as a result of your
involvement in the case study series.

L] RESPOMSES DATE

1 Slarting succassion conversalions aarer. We have also restructured the Trust siructura o betlar 112172018 T:34 AM
faciiate the next ganeraiion.
We now have a plan! 10152018 2:45 PM
Assel and ownership of propesty has changad 10/ 42018 7:03 PM

4 Clearer about tha slaps, &g. removing one membes of the Tamily from the rading company 10M 22018 5:24 PM

Saparation of the Esues of the rading comparny (livesiock and plant and equipment) varsus the
ownarship of land. Schedule of sleps dear.



9.14 Farm Success Enabling Case Studies — Study audience survey results
1. How did you hear about the Farm Success Enabling Case Studies?

Angswerad: 20 Skippad: D

3

3

3

N - -
— .

[
Emall Soclal Meridian MLA Attonded Other
Media Agriculture  Communicati o {or {please
waobsite an both) of specify)
the two...
ANSWER CHOICES RESPOMSES
Ernail 60.00% 12
Social Media 300 1
Medidian Agriculurs websile 500 1
MLA Commursealion 20.00% 4
Anerded ene (o both) of the bwo webinar's 10.00% 2
Other (please epacily) 20.00% 4
Toital Respondents: 20
# OTHER [PLEASE SPECIFY) DATE
1 Direc relatiorship with Mike Stephens 1VZA2018 3:44 PM
2 Menaro faming syebem 1232018 5:26 AM
i Menaro Farming Syslems 12212018 B:00 PM
P Mike Staphens dinectly 102212018 5:07 FM
2. Have you read the 16 Case Studies?
Answered: 20 Skipped: 0
W00
B
60
0%
- -
|
%%
Read one Read a few FRead them all Have not read
anmy
ANSWER CHOICES RESPOMSES
Read one 5.00% 1
Read a few 40.00% 8
Reesad them all 30.00% 8
Have nol read any 25.00% 5

TOTAL 20



3. Overall, how would you rate the information provided in the case studies, with 1 being not
helpful and 5 being very helpful.

Answerad: 14 Skippad: B
W%
B
B0%
0%
- -
0%
{no label}
.1 -!2 3 P+ PBs
1 2 3 4 5 TOTAL WEIGHTED AVERAGE
(P labed) 0.00% 0.00% ZB5T% 50.00% 21.43%
o /] 4 T 3 14 383
L] PLEASE PROVIDE ANY COMMENTS AROUND THIS RATING DATE

-

Good coverage of fam and managemant struciune. Good hones! assesment by particpants
laading our own family succassion | found the case sludies great ko expand my deas and oplions.

W's hard b find other anlerprise struciunes aligning well with ours

B W M

Mead o Lake nobes with regard bo parsonal siluation.

102472018 1:47 PM
1072372018 10:35 AM
102172078 4:26 PM
10212078 8:11 AM

4. Did you join one or both of the Succession webinars that Mike Stephens presented (Webinar
1 — Succession planning — do’s and dont’s from people who have been and done that, and
Webinar 2 — Succession planning — what to do when you don’t know where to start).

Answenad: 19 Skipped: 1

W%

40%

- - -

Wes | joined | Yes | joined Mo | did not join §
watched one webinar watched both of the watch the webinars
webinars
ANSWER GHOICES RESPONSES
Yaa | jeined | walchad one wabirar 15.768% 3
Yes | joined / walchad bath of B webinars 21.05% 4
Mo | did mot join [ walch the webinars B3.16% 12

TOTAL

19

5. Overall, how would you rate the information provided on the webinar with 1 being not

helpful and 5 being very helpful.



Answered: 7 Skipped: 13

00%

80%

60%

40%

- i =
s

(no label)

. B B B B

1 2 3 4 5 TOTAL WEIGHTED AVERAGE
{no labed) 14.29% 14.29% 42.86% 0.00% 28.5T%
1 1 3 0 -4 7 314
L PLEASE PROVIDE ANY COMMENTS AROUND THIS RATING DATE
1 didn find "What to do when you don't know where 1o start' 1o provide as explicil a path as | had 10/21/2018 4:28 PM
hoped
2 Extremely difficult to understand diction. 10/21/2018 9:13 AM

6. On ascale of 1-5, with 1 being low and 5 being high, how important is succession planning to

you?
Answerad: 17 Skipped: 3
0%
B%
6%
0%
0%
- I
{no label)
B E: B B+ Bs
1 2 3 4 5 TOTAL WEIGHTED AVERAGE
{ra labed) D.00%: 0.00% 5.88% AT .05% 47.06%
a [1] 1 a B 17 441
L] PLEASE PROVIDE DETAILS AROUND YOUR SCORING DATE
I 'would like to pass the busingss on S0 have raled & as Emportant. 10282018 10:01 PM
2 Relevanl 1o understand future needs of cusbomers and the industry 10282018 3:45 FM
3 Critical bo allow planning and implarmentaion of strategies on farm. How do you move forward 10/24/2018 1:48 PM
decisiely with farming if the uncenainty of not knowing what the cwnership and management of
e assal will be has nolt been deall with?
4 8 years since final meeling between 5 & 6 gen tamilly and the resentrent and bitarmess from 10/22/2018 B:02 PM
alders has fragmenbad family
5 Despite high bevel of interest in B property and industry, cur third generalion ks nol interesied in 1212018 4:31 PM
Irvesting tinme, energy and money inlo our business which could implodie at any Bme due o
polantial family conflcl

] Im getling older and hawve 4 children_

102172018 214 AM



7. As aresult of the case studies and surveys, have you adopted/modified a succession plan for
your business?

Answerad. 17 Skippad. 3

W%
B0
B0
#0%
0%
The business Thee business The business Mo, the
alroady had & s now has an advanced business doos
sucosssion plan commenced a sktage succession not hawve a
im place: succession plan plan in place succession plan
ANSWER CHOICES RESPOMSES
The businass almeady had a sucesssion plan in place 17.65% 3
The business has now commenced a Succassion pan 23.53% 4
The businass has an advanced elage succession plan in place 11.76% 2
M, e Dusiness does nol lave 8 succession plan 47.08% 8
TOTAL 7

8. Inrespect to your own circumstances, can you confirm the following:

Angwenad: 16 Skipped: 4

W0%
8%
60
0%
0%
¥ou are part of the You are part of the Thaere |s currently
older generation in next genaration in e one driving
the business and tho the business and are succession within
driver of successi_. driving successlon... your family business
ANSWER CHOICES RESPOMSES
You are pan of the older generation in the business and the driver of succession within yeur family 35.25% g8
You are par of the naxt generalion in the business and ane driving succassion within your tamiy 25.00% 4
Thera is currently no one driving succession within your family business 18.75% 3
TOTAL 16

9. Isthe younger generation on board with the succession plan:



§

3

3

ANSWER CHOICES
s, thay ane fully engaged

Mo, Bey ane nol angaged
TOTAL

Answerad: 13 Skipped:. T

s, they are fully engaged Mo, thoy are not engaged
RESPONSES
61.54% a8
38.46% 5

13

10. Is the older generation on board with succession planning?

§

3

3

ANSWER CHOICES
Yas, hay are fully engaged

Mo, ey @re nol engaged
TOTAL

Angwerad: 17 Skipped: 3

Yes, they are fully engaged Mo, thay are not engaged
RESPOMNSES
T0.59% 12
29.41% 5

7

11. What are the key message/s you have learned from the 16 case studies and webinars?



=~ & th B

Answerad: 11 Skipped. B

RESPONSES

Thers s more than one approach. Clear goals and commurscation i critical. Equality of pefecty
balanced oulcomes are nol always possible.

Hmmmm, not one alike and none ke ours at alll We have $30k paid 1o bring the imabvamenl of
plarners, barkers and accountants...._ all $5% poals were made amd hil by next gan paying abovew
and beyond to baby Boomears wha wene vhealBy (st the tire) w MO plan of exiting business.
GFC came and wiped 50% of their retirement away placing mare pressure on business. Other
sibling did whal ever he wanled (prodessional, personal] and had huge handoul 1o sel hm up wery
well. Dlher gom at home ts Bng Be a peasant™ and having 1o ook after aldesty resantful parants
which looks like the sale of land ks now imminent!

Met always fair, must keep pushing hard
Ewery succession pian is differant and they be changesd - hey are not sat in concrate.
Start early. Baing fair might not mean being equal

Involve all key stakehalders in the decsion making

Input is requined from a varety of professionals. Wills should nod form the basis of a succassion
plan

Invesst off-tamn, hive shareholder agresments with buy-sell agreamants, 1a is nol necessarily
aquilable il @veryona is happy.

plan aarty.
slar chuming ideas Lo malch our needs
Start early - crcumstancas change for all,

DATE
10282018 348 PM

102272018 B:08 PM

1022208 510 FM
10222018 12113 PM
10222078 8:24 AM
102220718 2111 AM
102272018 5:04 AM

10212018 4:41 FM

10212018 11:38 AM
10212018 245 AM
10212078 216 AM

12. List the attributes, attitudes and skills that you believe enable businesses to continue and

-

=l & Ch & W bk

10

Answerad: 10 Skipped: 10

RESPOMNSES

Parfaps had & ramower, mone binary view before the ressarch was publshed.
MA

A common end goal.

TPPTYTT Mot wall wrilten question. What are you gelting at?

familly comenunication, having an independent Tacililatosadviser

Use of vanous professionaks and faciitalons

bafore: opan and hones! communication, seeking advice, engagemant of &l stakehalders Afler:
same, usafulness of off-fam nvestmant

EVEryone is 1o be involved.
a_ quite a kol b. now all of them
I waz nol really on high pricety.

present a successful succession plan before your involvement in the case studies/webinars?

DATE

10282018 3:48 PM
10222018 510 PM
10222078 1213 PM
10222078 8:24 AM
10222078 8111 AM
10222078 5:04 AM
10212018 4:41 PM

1212078 11:38 AM
10212078 B:45 AM
10212078 8168 AM

13. Since your involvement in the Case Studies , what do you believe are the attributes,

attitudes and skills that have enabled some businesses to continue and present a successful
succession plan (multiple choice — can select more than one — with other comment box):



Answered: 12 Skippad: B

W00%
B0
B0
Ao
2%
] ]
Open

0%
Involvl Imcreas Imvestm  Steward Seeking Keeping  Other

and nl'I.Ihg, ngthe Ing ont ship advice  family  (please

honest  mess naxt farm off-far  within  {from members specify

comm... &o gone..  sie m the... ante.. and... )

“han...

ANSWER CHOICES RESPONSES
Open and hones! communicaion with all famiy membears F1ET% iL
A wilingness 1o hand over the reigns’ bo the next genarstion 58.33% 7
Irtvohving the nest generation from & young age S0.00% g
Increasing farm size 16.6T% 2
Intvestment olf-fam 15T 5
Stewardship within the famdy 25.00% 3
Seeking advice (frem external professionals) E5.67% 8
Keeping family members and shareholders engaged 50.00% &
Other (please spadty) 16.67% 2
Total Respandents: 12
[ ] OTHER [PLEASE SPECIFY) DATE
1 A caveal on seeking advice - the key is inding an advisor thal can work with the personalilies in 10222018 12:13 FM

e business and listen rather than el
2 & possibly irvast off farm 1072172078 B8:45 AM

14. List what you believe are the major road blocks to succession before your involvement in the
case studies/webinars?



Answered. 13 Skipped. T

W0o%
8%
B0
0%
0%
Lack of Unwillin  Uncertal  Limited The Lack of Losimg  Other
communic gnass nty resource  high directic  control  (please
ation to from sto cost of m and aof the specify)
withl..  “hand  the share.  lamd,.. wisk.  Board
over .. young...
ANSWER CHOICES RESPOMNSES
Lack of commurication within the family 68.23%
Unwilingriess 1o ‘hand over the reigns’ from the older generstion 36.46%
Uneerainty from Ba younger generation 30.77%
Limited resources to shane within the tamily 51.54%
The high cost of land, slock and plant 25.08%
Lack of directicn and vigion Tor the fulure of the business 23.08%
Loging contrel of B Board 15.36%
Other (please specfy) 200N
Tolal Respondents: 13
o OTHER (PLEASE SPECIFY) DATE

FAIR DOES NOT MEAN EQUAL!

family politics, distibution of assets in wils 1o nurnerous sibings and uncertainty around their
intentions (i commurication),

e unbkonown of e swags fulure

Answerad: 11 Skipped. B

RESPONSES

nathing additional to add

Communication, no one willing 1o take the first step
Lack of a large anough “pia”.

Communications befone and aflar

Older genaration urwilingness 1o o discuss succession. Soma inberast in angaging in the
discussion, knows it nesds to ba done but still reluctant to commit 1o pulting & plan in place

Younger ganeralion “expectations”. Older ganeration fear of loging their stabilty and control
Unwilingreess 1o comimunicabe.

lirited repurces, commuricalion issuas

Poor commadily prices. Costs b Rates, Land Tax anme major draw backs.
a_equabty Tair b. & sl working on it

AL e

Getting family 1o talk

10222018 B:08 PM
10212078 4:41 FM

10/21/2018 8:45 AM

15. Since your involvement in the Case Studies, what do you believe are the major road blocks
to succession (multiple choice — can select more than one — with other comment box)

DATE

10282018 3:48 PM
10222018 510 PM
10222018 12113 PM
10222018 2:24 AM
10222018 2111 AM

102272018 5:04 AM

10212018 4:41 PM
10212078 11:38 AM
10212018 245 AM
10212018 2116 AM
1212078 BE4T AM



16. Have you changed your approach to succession planning since reading the 16 case studies
and/or partaking/watching the two webinars?

Angwerad: 13 Skipped. T

Wow
Bl
B0
0%
]
0%
Yes Mo
ANSWER CHOICES RESPOMNSES
Yas 61.54% 8
Mo 38.46% ]
TOTAL 13
# DESCRIPTION DATE

Thera are IO FESpONSES.

17. Please describe that what changes you have made in you approach to succession planning.

Answared: 8 Skipped:- 12

w RESPONSES DATE
1 Broad advice, open dislogue and communication, 1ake lme, keok fomward, conssder non binary 10/28/2018 3:50 PM
oplions.
2 have nat yel approsched i 10/22/2018 5:11 FM
3 The nead to engage all paries sarly in the dscussion. Open commurseation. 10/22/2018 12:13 PM
4 Gelting in expert help earlier in he process 10/22/2018 9:13 AM
5 Mairily mofe debemuned bo progress succession planning. Proposing 1o tamdy use of a tacEtalor. 102112018 4:44 PM
More involwemeant and respact for views of upcoming generation.
iy Moughls have casred somewlal 10/21/2018 9:46 AM
Given higher prority. 10/21/2018 9:18 AM
asked them bo walch the webinar and think about what has bo be done 10/21/2018 B:48 AM

18. Please elaborate on why you have not changed your approach to succession planning.



Answered: 10 Skipped. 10

] RESPONSES

1 | have changed.

Too far already down the chosan path, NEVER use a bank's leam ol succession planners|
1 cannol be the drives, it is not my family farm

| have changed my approach. The SurveyMonkey is aslesp at the wheel |

I reirdorced what | already thought

Thera is mola kot | can do unlil dad comes 1o the table and & commilled 1o the process

= | & oth | Bk

| was presiously aware of 8 large number of the problems/pitfalls and had allered course
approgriataly.

we started our procass & long lime ago and much of what is now have aready in place.

&

na

10 Hawe changed approach.

19. Please provide any additional comments.

Answered: 4 Skipped: 16

] RESPONSES
1 MA
2 Sucosssion is very important but very fand bo inilizle if you are 8 ring in® o the famiy. | tink it has

ke be eriven from within the family bo work rather than an “cutsider” who has married in
k] Excellant case sludies, lots a very ingightful and useful informtion
4 ome limas the sound was unintalligible loday on youtube (Octobar 20 2018)

DATE

10282018 3:50 PM
10222018 B0 PM
10222018 511 PM
10222018 1213 PM
10222018 8:24 AM
102220718 813 AM
10222018 5:.07 AM

102172018 11:39 AM
102172018 B:46 AM
1021020718 816 AM

DATE
10282018 3:50 PM

102272018 512 PM

102220718 2114 AM
1212018 24T AM



