The problems and the pitfalls of restructuring

By Robert Hindle B.Sc.(Hons.), AR.LC.S., FA.A.V.

Partner

When times are tough, the
old saying ‘a problem shared
is a problem halved’ can take
on an ironic twist. All too
often, the problem starts to
loom large between part-
ners, brothers and cousins...
and can end up bringing
about the dissolution of the
partnership or company.

The prospect of a few years
of meagre returns to be shared
out among too many can be a
great catalyst for a shake up.

However dissolution comes
about not only through a break-
down in relationships, but also
as a positive move in the re-
structuring of a business.

How many farming busi-
nesses currently include parties
who make no contribution to-
wards profitability beyvond mak-
ing available their share in the
working capital, yet receive
profit share?

In current trading condi-
tions, this is unlikely to be sus-
tainable; fixed costs are not
only about tractors and land-
lords.

The real problem faced by
those dissolving or untangling
farming businesses — unless all
parties are retiring — is to main-
tain the viability of the residual
business, whilst at the same
time paying out the retiring
partners for their stake in what
are, of course, productive as-
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sets, fundamental to viability.
Relevant assets and liabili-

ties can take many forms,

some unexpected:

Freehold land or interests

therein (such as tenancies),

Cash,

Pension schemes,

Quotas, premia and

contracts,

Machinery and equipment,

Improvements to non

partnership property,

Produce in store,

Consumable stores,

Growing crops,

Residual manurial values,

Livestock, both production

herds and ‘improvement

stock’,

® Debt — bank, finance
company, family etc.,

It’s show time again... and once again the county’s livestock
classes will be among the best in the country. (Photo: john

® Medium and long term
grant schemes i.e. ESA,
NSA, NCC management
agreement, farm woodland
arant schemes,

@® Supply contracts i.e. seed,
milk, forward crop sales
etc.

The major challenge facing
those seeking an equitable deal
is the imbalance often discov-
ered between the open market
value of assets and their ongo-
ing commercial value to the re-
sidual business.

This is further compounded
when the future viability of the
business relies upon the use of
those assets to finance the cash
required to make settlement.

This problem is often over-
looked by parties putting to-
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gether the basic terms of part-
nership dissolution, and can be
fatal to ongoing relationships
when discovered.

The importance of taking
all factors into account at an
early stage cannot be overstated
as a breakdown in relationship
between the parties inevitably
leads to an increase in the cost
of the dissolution.

When faced with the prob-
lem of maintaining business vi-
ability whilst providing for a
cash settlement, experienced
advisors are adept at putting
forward solutions which allow
both parties to achieve their
objectives.

What is of fundamental im-
portance is that the same detail
is applied to the logistical proc-
ess of separation as to the fi-
nancial aspect. Failure here will
undoubtedly lead to an under-
mining of the entire agreement.

Our advice is to ensure that
the plans are put into place as
early as possible, but only after
due and careful consideration
has been given to all the rel-
evant issues.

There is a degree of risk in-
volved with many of the neces-
sary changes.

Professional advice
sought in good time is likely

to be far cheaper than if
sought once problems are
encountered.

We can tell you how your costs compare with others

A question often asked of
us by clients is, How do my
costs compare with oth-
ers?

Not surprisingly this re-
quest is becoming increas-
ingly familiar. In order that
we can offer a more detailed

and structured response, we
have introduced a new service
— Cost Audit 1998.

A by-product of the detail
now required for annual stock-
take valuations, is a mass of in-
formation on product prices for
direct inputs. In 1998 we are

analysing these prices and we
will be able to provide relevant
comparisons for seed, fertiliser
and sprays. These comparisons
will not only give averages but
also the range in price for any
one product.

There is of course more to

variable cost management
than buying at best price.
However, technically effi-
cient agronomy should al-
ways be combined with
competitive purchasing. To
test your purchasing power,
contact us for more details.
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