émwc

RURAL INDUSTRIES RESEARCH
& DEVELOPMENT CORPORATION

The Impact of
Tax Driven
Financial
Investment

On New Industry Development

A report for the Rural Industries Research
and Development Corporation

by Tracy Bramwell & Peter Chudleigh

February 2000

RIRDC Publication No 00/14
RIRDC Project No AGT-3A



© 2000 Rural Industries Research and Development Corporation.
All rights reserved.

ISBN 0 642 58044 8
ISSN 1440-6845

The Impact of Tax Diriven Financial Investment on New Industry Development
Publication No. 00/14
Project No AGT-3A

The views expressed and the conclusions reached in this publication are those of the author and not
necessarily those of persons consulted. RIRDC shall not be responsible in any way whatsoever to
any person who relies in whole or in part on the contents of this report.

This publication is copyright. However, RIRDC encourages wide dissemination of its research,
providing the Corporation is clearly acknowledged. For any other enquiries concerning reproduction,
contact the Publications Manager on phone 02 6272 3186.

Researcher Contact Details

Peter Chudleigh
Agtrans Research

PO Box 385
TOOWONG QLD 4066

Phone: 07 3870 4047
Fax: 07 3870 9564
Email: agtrans@powerup.com.au

RIRDC Contact Details

Rural Industries Research and Development Corporation
Level 1, AMA House

42 Macquarie Street

BARTON ACT 2600

PO Box 4776

KINGSTON ACT 2604

Phone: 02 6272 4539

Fax: 02 6272 5877

Email: rirdc@rirdc.gov.au.
Website:http://www.rirdc.gov.au

Published in February 2000
Printed on environmentally friendly paper by Canprint



Foreword

Tax-driven agricultural and horticultural development schemes are those that rely on
raising large amounts of financial resources with significant tax effectiveness from
many investors and where these resources are used for development of agricultural/
horticultural enterprises. These resources are used sometimes, but not always, in new
or emerging agricultural or horticultural primary industries.

Although historically these schemes have been often considered dubious and risky
and seemed to give emphasis to the tax benefits compared with the industry benefits,
more recent schemes have given increasing attention to management and generally
the agricultural aspects of the schemes are being taken more seriously than before.

This publication is the outcome of a study which assessed the impact of public
investment ventures on new agricultural and horticultural development. While there
are a range of different types of investments in agriculture available to the public, the
study focussed upon investment ventures that are largely tax-driven.

The study involved identifying and analysing a wide range of agricultural public
investment ventures offered since 1983. Implications and conclusions are made
assessing the likely impact of agricultural public investment ventures upon industry
development and, in particular, the development of new industries.

This report, a new addition to RIRDC'’s diverse range of over 400 research
publications, forms part of our Human Capital, Communications and Information
Systems R&D program, which aims to enhance human capital and facilitate
innovation in rural industries and communities.

Most of our publications are available for viewing, downloading or purchasing online
through our website:

» downloads atvww.rirdc.gov.au/reports/Index.htm

* purchases at www.rirdc.gov.au/pub/cat/contents.html

Peter Core
Managing Director
Rural Industries Research and Development Corporation
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1. INTRODUCTION

1.1 Background

As background to this study, a brief description of agricultural public investment
ventures, the relevant regulatory rules and the role of relevant organisations is
provided.

Agricultural public investment ventures are defined for the purposes of this study as
focusing upon agricultural/horticultural production or agricultural/horticultural value-
adding activities. These ventures involve offering investment opportunities, often
referred to as ‘prescribed interests’ or ‘managed investments’ to members of the
public. A managed investment is defined as a project with the following features

a. People contribute money as consideration to acquire rights to, or an interest in,
benefits produced by the scheme. Rights may be actual, prospective or contingent
and may be enforceable.

b. Any of the contributions are to be pooled, or used in a common enterprise to
produce financial benefits, or benefits consisting of rights or interest in property,
for the members that hold interests in the venture (whether as contributors to the
venture or as people who have acquired interests from holders).

c. The members (investors) do not have day-to-day control over the operation of the
scheme, but may have the right to be consulted or give directions.

Prescribed interest was defined in the Corporations Law prior to 1 July 1998 in
different terms, however a prescribed interest prior to 1 July 1998 is likely to be a
managed investment under the current law.

Apart from offering prescribed interests as defined above, the key features of an
agricultural public investment venture, as identified by Teys McMahon (1997), may
include

= Promoters offering investors the opportunity to use an identifiable area of land for
primary production purposes. This offer of prescribed interests is usually
undertaken through the production of a project prospectus that details the
technical, marketing and economic aspects of the proposed venture.

= Promoters offering investors a management contract whereby the promoter or a
related body manages the identifiable area of land for the investor. Typically,
management fees are paid on an annual basis by the investor to the promoter, and
are often required to be paid up-front for the coming year.

» Promoters achieving economies of scale by managing a collective area of land,
comprising many individually assigned smaller areas of land each used by an



individual investor. This enables the risks associated with the venture to be spread
across a number of individual investors.

» Promoters distributing returns across all individual farms.

Any venture that involves the offering and sale of prescribed interests is required to
conform to the Corporations Law. The Corporations Law regulates a wide range of
company affairs, including fund-raising activities. The Australian Securities and
Investments Commission (ASIC) (formerly the Australian Securities Commission,
ASC) administers the Corporations Law. The ASIC is responsible for regulating not
only agricultural ventures, but also other investment ventures.

Various investment ventures not registered with ASIC are considered to be illegal.
lllegal ventures such as the United Tree Farmers tea tree oil venture have in the past
received media attention which has contributed to the mixed reputation of agricultural
investment ventures in Australia. A case study of the United Tree Farmers tea tree
venture is documented in Brown (1998), and provides some guidelines to prospective
investors in agricultural investment ventures to avoid illegal or shonky investment
ventures. The United Tree Farmers venture collected $6.5 million from around 300
investors but did not establish a tea tree plantation as described to investors, and
subsequently a receiver was appointed to United Tree Farmers. The subsequent court
case revolved around the right to not issue a prospectus due to separation of the
agreements to plant and develop land from actual profit making via harvesting and
marketing (Brown, 1998, p159).

It is also noted in Brown (1998) that investment ventures such as pine plantations had
a bad reputation. Some ventures raised considerable funds from investors, but did not
result in any financial returns to investors. Brown (1998) notes the two main risks
associated with investment in agricultural investment ventures as

» |nvestors may not receive the benefits as specified by the promoter. Short-term
taxation benefits are typically achieved by investors, but long-term capital gains or
income are not.

= The venture may collapse. Cash flow problems are common among agricultural
investment ventures, usually as a result of the promoter making inaccurate
financial forecasts.

The Corporations Law requires a number of important parties to be nominated in
association with the formation and operation of agricultural investment ventures.
Each of the important parties is identified and detailed below.

The ‘promoter refers to individuals responsible for initiating an agricultural
investment venture and developing a prospectus that confirms to the Corporations
Law. The promoter is also sometimes referred to as the ‘project manager’. Public
investment ventures may be initiated by a promoter for a variety of reasons. It is
likely the major incentive of the promoter is to spread the risk of capital investment
across a number of investors.



A ‘trustee’ is a body appointed by the promoter to protect the investors’ interests.
Prior to July 1998, the appointment of a trustee by the promoter was compulsory.
However, changes to the Corporations Law came into effect from 1 July 1998 that
influenced all fund raising activities including agricultural public investment ventures.
As a result of lobbying by managers of large property trusts, the Corporations Law
was altered to reduce the duplication between the role of the trustee and that of the
project manager. Changes to the Corporations Law now require one ‘single
responsible entity’ to be nominated per venture. In most cases this entity is the
project manager. However if the project manager does not have liquid funds of a
substantial value (up to $5 million), a ‘custodian’ is likely to be required. The role of
the ‘custodian’ is not as demanding as that of a trustee, as previously defined. The
‘single responsible entity’ or manager is also required to illustrate to ASIC that they
have experience and knowledge in the area for which the prospectus is to be released.
These changes to Corporations Law are not retrospective, and ventures operating prior
to 1 July 1998 have the option to remain operating within their original structure, or
modify arrangements to conform to the new legislation. Also, the alterations to the
Corporation Law are likely to remove duplication between the trustee and the project
manager.

‘Investors’ are individuals that purchase units that are offered within a venture
proposal. There are usually taxation benefits associated with investing in agricultural
investment projects. Thus, investments are often timed for the end of each financial
year. Investors may borrow money from the promoter of the venture in some cases,
which may result in the accrual of additional taxation benefits.

Investors expect the venture to perform according to the prospectus offered by the
promoters, and thus expect financial returns from the venture following its successful
establishment and operation. The investors are usually made aware of the risks
associated with the investment within the prospectus documentation. If investors are
required to invest an amount greater than $500,000 per prescribed interest, the
promoters are not required to issue a full prospectus, and the usual fundraising
provisions do not apply.

In establishing an investment venture, the promoters must conform to taxation
legislation enforced by the Australian Taxation Office (ATO). Tax deduction benefits
to investors are often promoted and can be of significant advantage to investors in the
higher taxation brackets. Investors in tax-driven ventures can achieve taxation
benefits through negative gearing (ie taking a loan to purchase prescribed interests in
the venture), and as a result of expenditure on specific items prescribed by the ATO as
being tax-deductible items (eg management fees). In most cases with agricultural
investment ventures the taxation benefits are due to the investor participating in the
business of primary production, and gaining primary production status deductions.

Within an analysis of the factors that contributed to the success in 35 new crop
industries (Wood, Chudleigh and Bond, 1993), tax-driven schemes and tax deductions
were identified as factors affecting success. However, analysis was not undertaken to
determine explicitly the contribution of this factor to the development of new
industries.



1.2 Objectives and scope of study

A major objective of the current study is to assess the impact of public investment
ventures on new agricultural and horticultural industry development. Impact is
defined in terms of contribution to

= economic returns to investors and management
» industry size and growth

» the R&D effort

= marketing and market development

» environmental management

= employment and community development.

Any public investment venture that commenced after 1983 and focussed upon
agricultural/horticultural production was included within the scope of the current
study. While there are a range of different types of investments in agriculture
available to the public, the current study focuses upon investment ventures that are
largely tax-driven. Fund raising schemes that offer shares in a company with
agricultural interests were therefore excluded from the study as these projects were
capital raising ventures without any associated tax advantages to investors.

Agricultural public investment ventures can be based upon new agricultural industries
such as blueberries and paulownia plantations, or can be based upon established
industries such as cattle production and viticulture. Significant uncertainty is likely to
be associated with the establishment of a new agricultural industry in terms of
technology, markets and economic viability. Despite the fact that a potential new
agricultural industry, if successfully developed, is likely to make a positive
contribution to the economy following its establishment, it is possible that due to the
risks associated with the initial set-up, the potential agricultural industry will not be
initiated by private individual interests. This scenario illustrates a type of market
failure, which may be overcome through the establishment of a public investment
venture. Without the ability to spread risk and raise funds through public investment
ventures, it is feasible to suggest some new agricultural industries may not have
developed through other means.

The study involved identifying and analysing a wide range of agricultural public
investment ventures, offered since 1983. Implications and conclusions were made
assessing the likely impact of agricultural public investment ventures upon industry
development and, in particular, the development of new industries.

1.3 Structure of report

This report is presented in 4 chapters. Chapter 1 introduces the study and defines the
objectives and scope of the study. Chapter 2 reports the results of a search to identify
all agricultural and horticultural investment ventures commencing post 1983. Key



prospectus and project details and analyses of these details are also reported within
this chapter. Chapter 3 details the key findings of seven case study ventures. Details
of the individual case study ventures are not contained within this report for
confidentiality reasons. Chapter 4 presents the main implications and impacts of
agricultural and horticultural investment ventures that have emerged from Chapter 2
and 3, as well as some associated recommendations.



2. IDENTIFICATION AND ANALYSIS OF
VENTURES

2.1 ldentification of prospectuses

Agricultural and horticultural orientated public investment ventures in operation since

1983 were identified through consultation with ASIC and a number of trustees. It was
intended to identify as many ventures as possible since 1983, although it was
recognised that it would be particularly difficult to identify all ventures.

Prior to 1991, the responsibility of maintaining a database of prospectuses was held
by the individual states and territory regulators. In 1991 the Commonwealth became
responsible for compiling and storing data for investment ventures via ASC (later
ASIC). Records for investment ventures that commenced prior to 1991 are difficult to
identify and locate for most ventures, particularly if the venture is no longer
operating. Information for agricultural investment ventures which commenced after
1991 is held within a central ASIC database, and can be accessed from ASIC offices.
However, this information is not easily accessible for a large number of ventures as
the database was designed to electronically store large quantities of legal
documentation, and was not designed to accommodate public inquiries covering a
large number of ventures.

Some of the earlier ventures were difficult to identify, particularly if minimum
subscription for the venture was not achieved, or the venture for other reasons did not
proceed past the prospectus stage. Some of the earlier ventures were identified
through prospectuses already held by Agtrans Research, and with assistance from the
principal trustees associated with the earlier ventures. Not all tax-driven investment
ventures since 1983 could be identified as some trustees are no longer operating. It is
estimated approximately 75% of all agricultural investment ventures undertaken since
1983 were identified in the current study.

ASIC was contacted for information regarding the success or otherwise of each
agricultural investment venture, and personal visits to the Canberra and Brisbane
ASIC offices were made in order to compile some base level information. Also, the
main trustees of agricultural investment ventures in Australia were contacted for
additional information. Trustees contacted were

= Australian Rural Group Limited (ARG) (formerly ATA Services Limited)

» Inteq Custodians Limited

= Permanent Trustees

» Perpetual Trustees



ARG has acted as a trustee for a large number of agricultural ventures since the late
1980s, and a significant number of relevant project prospectuses were sourced from
ARG, Brisbane and Bathurst offices.

2.2 Compilation of relevant information

Following identification of agricultural public investment ventures, information
published within project prospectuses was used to compile a database, containing the
following details

» Prescribed Interest Number (PIN). A PIN is given to each prospectus by the
ASIC for identification purposes

» Project title

= Commodity or commodities to be produced

= Location

* Project Manager - name and contact details

= Trustee - name and contact details

= Brief summary of the intention of the project

» Intended duration

= Date prospectus issued

= Definition of an investment unit

= Value per unit

= Number of units offered

=  Minimum subscription

»= Loan availability

» Risk minimisation option details

= Assets held by investors

» Forecasted financial details

Additional post-prospectus information regarding the progress and level of success of
the venture was obtained from various sources. The following additional information
was obtained for most ventures

» Total number of units sold
= Total funds raised
* Project commencement date
= Reasons for project not commencing (if applicable)
* Project termination date (if applicable)
= Reasons for termination of project (if applicable)
= Delays regarding project timing
= Key project performance criteria
= Description and rating of physical project performance
= General description and rating of project management
= Actual returns to date to investors and rating of financial performance
= An assessment of the contribution of project to
- technology and technical innovation
- physical infrastructure development
- community development/local employment



- overall industry development
- other

The post-prospectus information was not compiled for all ventures identified due to
time constraints, and difficulties associated with sourcing some of this information
from individual project managers, trustees and/or the ASIC.

2.3 Analysis of project information

The database developed as a result of identifying and assessing the agricultural public
investment prospectuses initially included information for 109 ventures, including
tax-driven and some non tax-driven prospectuses and projects. Prospectus and project
information for ventures that were purely capital raising in nature was deleted, as the
focus of the study was on assessing the impact of tax-driven investment schemes on
industry development, and in particular the development of new agricultural
industries. Capital raising schemes, investment companies and property trust ventures
were viewed as outside the scope of the study.

Of the 109 ventures identified, eight were defined as purely capital raising schemes.
Thus, as much information as was available was compiled for 101 ventures only. The
results of an analysis of the 101 ventures are presented in Sub-section 2.3.1. Sub-
section 2.3.2 contains a further analysis of a smaller, more focussed subset of the
population of ventures. It is estimated that the 101 prospectus identified represent
around 75% of all prospectuses issued since 1983, and the majority of those
prospectuses not identified are likely to have been issued in the 1980s.

2.3.1 Information for the Population of Ventures

Type of Commodity

Ventures applied to a range of different agricultural and horticultural commodities.
The relevant industries, and the number of prospectuses released and projects
undertaken for each industry are detailed in Table 2.1. Also detailed in Table 2.1, is
whether the industry was considered a new or emerging industry at the time the
venture commenced.



Table 2.1 Classification of Ventures by Type of Industry

Industry Number of | New or
Prospectuses emerging
industry?
Viticulture 17 no
Tea tree ail 16 yes
Forestry -  bluegum timber 7 yes
- pine timber 3 no
- paulownia timber 3 yes
Tea tree oil products 6 no
Dairy 5 no
Stone fruit (peach, nectarine, plum, cherry) 5 no
Beef 3 no
Ostrich 4 yes
Strawberry/hydroponic 3 no
Blueberry 4 yes
Aquaculture (red claw) 2 yes
Grape genetic research 2 no
Cotton 2 no
Mushroom 2 no
Floriculture 2 yes
Racehorse/polo horse 2 no
Olive 1 yes
Citrus 1 no
Tomato 1 no
Lemon myrtle 1 yes
Deer 1 yes
Fodder product 1 no
Aloe vera 1 yes
Food processing and marketing 1 no
Agricultural computer software 1 no
Macadamia 1 no
Neem 1 yes
Celery seed products 1 no
Eucalyptus oil 1 no
Total 101

In order to attract investors, many prospectuses focused upon the development of new
or emerging industries, although a number of prospectuses were based upon
traditional, developed industries such as viticulture and timber production. Over one
third of all prospectuses issued were for new industries including tea tree oil,
paulownia, ostrich, blueberry, aquaculture, floriculture, olive, lemon myrtle, deer, and
aloe vera. The most common ventures proposed were associated with the viticulture,
tea tree oil and forestry industries.

Structure of the Offering

Several different structures are included in the offerings made within the prospectuses
identified. Most commonly, the structure for agricultural and horticultural public



investment ventures was based upon leasing an identifiable area of land to an investor.
The investor paid a management fee to the manager to carry on the business as per the
prospectus. In some prospectuses, ownership of an identifiable area of land was
offered to the investor. Another option was for the investor to actually take on the
business of managing the leased area of land. This option was offered by only a small
number of ventures, and was rarely taken up by investors, as economies of scale
benefits are achieved by investors allowing the manager to look after their prescribed
interests. For a very small number of ventures (such as the Johnson Farm
Management blueberry cluster farming venture), ownership of the land to be farmed,
and ownership of an adjoining area was offered to the investor for the purposes of
building a house.

Year Prospectus Issued
Table 2.2 details the year each project prospectus was released.

Table 2.2 Year of Prospectus Release

Year Number of Prospectuses Issued
1997 20
1996 17
1995 8
1994 9
1993 7
1992 3
1991 2
1990 8
1989 3
1988 8
1987 0
1986 0
1985 0
1984 1
Unknown 13
Total 101

For 13 of the 101 prospectuses identified the date of issue of the prospectus was not
clearly specified. For the 88 prospectuses for which a date was available, 12 were
identified as issued in the 1980s, and 76 were issued in the 1990s. Thus, even
allowing for prospectuses issued in the 1980s but not identified in this study, the
majority of prospectuses have been issued in recent years. A larger number of
prospectuses were identified as issued from 1988 to 1990, which was a period of
economic growth in Australia. Only a small number of prospectuses were identified
as issued during the mid-1980s and early 1990s which may be in part due to the
recessions in Australia during these periods. The representation of projects across
time may be inaccurate because, as mentioned previously, not all prospectuses were
able to be identified, and in particular, prospectuses issued prior to 1991 were difficult
to identify.
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Location of Venture

The ventures were situated across most states and territories of Australia. The states
in which the ventures were proposed to be located are detailed in Table 2.3.

Table 2.3 Proposed Location of Ventures

State or Territory Number of Ventures
New South Wales 47
Queensland 21
Victoria 11
Western Australia 5
South Australia 3
Northern Territory 2
Tasmania 1
Unknown 11
Total 101

Some prospectuses proposed operations in more than one state. One prospectus
proposed operations in SA and NSW; one NSW and NT; one Vic and NSW; and three
proposed operations in Qld and NSW. Where this situation arose, the state or territory
where the majority of activity was to be undertaken was used in compiling the figures
above. As illustrated, the location of the majority of proposed ventures were in NSW
(47), with Queensland (21) and Victoria (11) following. Ventures were most likely to

be located in attractive locations such as coastal NSW and Queensland.

Achievement of Minimum Subscription

Of the 101 ventures identified, information could be compiled for 42 projects
regarding their post-prospectus statuost-prospectus information for prospectuses
issued in the 1980s was more difficult to compile than for those prospectuses issued in
the 1990s. Furthermore, post-prospectus information was unable to be compiled for a
large number of ventures as the trustee companies and project management were no
longer operating or had possibly moved premises and could not be located.

It was found a significant proportion of the 42 projects, for which information was
available, reached minimum subscription. When prospectuses did not reach minimum
subscription, a number of diverse reasons were identified. The financial
attractiveness of the venture as detailed in the prospectus is likely to influence the
number of investors. Those ventures reporting a high rate of return on investment are
likely to be more attractive to investors, particularly if the assumptions are clearly
specified and appear realistic. The level of risk associated with the investment would
also influence the success of the prospectus in reaching minimum subscription. For
example, the inclusion of an underwriter guarantees to investors that minimum
subscription will be achieved, thus eliminating the risk to investors of project failure
due to undersubscription. If a project is underwritten, the project will proceed, and
taxation benefits will be achieved by investors in the first year of investment. This is
an important consideration to investors seeking taxation benefits. The quality of the
marketing of the venture also influences the success of the proposal. A number of
ventures were identified whereby a series of similar prospectuses were issued

11



annually for a number of years. In this instance, the risk of undersubscription to those
investing in a second or subsequent prospectus was minimised, as investors had
confidence in the project, and to some extent the project had ‘proven’ itself. Not all
reasons for prospectuses not reaching minimum subscription could be identified, as
details were difficult to obtain.

Trustee Details

The trustees identified as involved with public investment ventures via project
proposals included

» ARG, Permanent Trustee Company
= Perpetual

= Hall Chadwick Nominees Pty Ltd

» Inteq Custodians Limited

= |OOF, Australia Trustees

= Trust Company of Australia

= Eagle Star Trustees Limited

= Burns Philp Trustee Company

= ANZ Executor and Trustee Company
» National Mutual Trustees Ltd

= National Australia Trustees.

Some of these trustee organisations identified are no longer operating, and for on-
going projects a change of trustee was evident. As previously stated, ARG is
recognised as the company acting as trustee to the majority of ventures in the
agricultural and horticultural sectors in Australia. Refer to Table 2.4 for details of the

number of prospectuses identified for each trustee.

Table 2.4 Number of Prospectuses per Trustee

Trustee Number of Prospectuses

ARG 45
Inteq Custodians Limited 25
Permanent 7
Perpetual 5
Eagle Star Nominees 2
Trust Company of Australia 2
Burns Philp Trustee Company 2
ANZ Executors and Trustee Company 1
National Mutual Trustees Ltd 1
Australia Trustees 1
Hall Chadwick Nominees Pty Ltd 1
IOOF Australia Trustees 1
National Australia Trustees 1
Unknown/none specified 7
Total 101

12



Of the 94 ventures for which a trustee could be identified, ARG was trustee to almost
half (45) of these. The next most common trustee for the agricultural investment
ventures identified was Inteq Custodians with 25 ventures. Most projects with Inteq
as trustee commenced in more recent years. Five trustee companies were identified as
each acting as trustee for between two and seven ventures. Six trustee companies
were identified as acting as trustee for one venture each. As previously stated, a
number of trustees dealing with only a small number of ventures are no longer
operating and/or were unable to be located.

Duration of each Venture

The duration of the venture refers to the number of years from project commencement
until the intended completion date for the venture. Duration information is detailed
within the prospectus for each venture, although the actual duration may differ to that
originally intended for various reasons. Reasons for ventures not continuing for their
full duration were difficult to identify from the information sources available. The
intended duration of each venture is reported in Table 2.5.

Table 2.5 Intended Duration of Ventures

Intended Duration of Venture Number of Ventures
0-1 years 0
2-5 years 2
6-10 years 19
11-15 years 38
16-25 years 22
> or = 26 years 3
Unknown 17
Total 101

The nature of the production from the project often influenced the intended duration
of the project. Long-term investments such as pine forest plantations, which take
many years to reach maturity, were intended to proceed for typically 25 years. One
project with a short intended duration was a thoroughbred horse racing project, with
an intended duration of between five and seven years. For 17 ventures the intended
duration was unknown and unable to be identified. Of the 84 ventures for which
information was available on the intended duration, 79 ventures had an intended
duration of between 6 and 25 years. A significant number of ventures (38) had an
intended duration of between 11 and 15 years.

Value per Participation Unit

The value per participation unit varied considerably among the projects. Participation
units less than $5,000 were found to be common. Only a small number of ventures
had participation units valued at over $50,000. For 12 ventures, the value of a
participation unit was unknown. The values have not been adjusted to take into
account inflation over the past two decades. However, the information provided in

Table 2.6 provides a sufficient indication of the range of values per participation unit

that have been offered.
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Table 2.6 Value Per Unit
(as specified within the prospectus)

Value per unit ($) Number of
prospectuses
0-4,999 23
5,000 - 9,999 15
10,000 - 14,999 12
15,000 - 19,999 8
20,000 - 49,999 22
>50,000 9
Unknown 12
Total 101

Funds raised

Information regarding the total amount of funds raised by each project was available
only for 34 projects commencing post 1990. No information was compiled for
projects commencing in the 1980s. The total amount of funds raised by each project
varied considerably, depending upon the scale of operations and the success of the
prospectus. Projects at the lower end of the range included aquaculture projects and
paulownia projects which raised around $3 million per project. Several projects
raised over $30 million including tea tree oil projects, tea tree oil product
development projects, and table grape genetic research projects. The total funds raised
by individual ventures varied, and Table 2.7 provides further details. These figures
have not been adjusted for inflation and there may be some other minor inaccuracies
in the figures presented in Table 2.7.

Table 2.7 Total Amount of Funds Raised per Venture

Total amount Number of Examples of commodities
raised ($m) projects
<3 4 aguaculture, ostrich, tea tree oil
3-10 8 paulownia, eucalyptus oil, citrus, viticulture,
mushroom, stonefruit
10-20 6 viticulture, hydroponics, stonefruit, tea tree oll
20-30 4 lemon myrtle, tea tree oil products
30-50 8 wine grape genetic research, tea tree oil, strawberries,
Australian flowers, viticulture, orchard fruit,
>50 4 tea tree oil products, table grape genetics researdgh
Unknown 67
Total 101
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Table 2.8 below provides additional information regarding the year of commencement
of a project and the level of funds raised.

Table 2.8. Correlation Between Year Project Commenced and Funds Raised.

Year project Number of projects for which Average funds raised for
commenced| information was available regarding| projects commencing in
total funds raised that year ($ million)
1990 1 4.8
1991 1 32.0
1992 1 10.0
1993 2 15.7
1994 4 21.6
1995 3 18.5
1996 6 22.6
1997 14 27.7
1998 2 9.3
Total 34 22.8

As illustrated in Table 2.8, the average amount of funds raised per project, based upon
information available for 34 projects, has varied significantly from 1990 to 1998. The
average amount of funds raised per project that reached minimum subscription for the
34 projects for which information was able to be compiled, was calculated to be
around $23 million. However this average figure is biased towards projects
commencing in the 1990s, particularly the late 1990s, and reflects the higher levels of
funds raised by recent projects, for which information was more readily available.
Further, eight of the 34 prospectuses were Budplan prospectuses which raised on
average $48 million per prospectus. Thus, it is likely the average amount of funds
raised per project since 1983 was less than $23 million, probably in the order of $15
million. This figure ($15 million per project) is supported by expert opinion (Flude,
1998). A broad-brush estimate in nominal dollar terms of the total value of funds
raised for agricultural ventures since 1983 is between $1 billion and $1.5 billion.

Risk Minimisation Option

A small number of prospectuses offered investors the opportunity to minimise the risk
associated with investment in the venture. Insurance was available as an option for
particular prospectuses for an additional charge. This option appeared to be a more
common feature of the earlier ventures. One prospectus offered to investors the
option to take a ‘minimum return option’. For a fee, investors were guaranteed to
achieve a return. However, this return was not the full amount that could be achieved
if the project was successful. It is likely risk minimisation options would not be
viewed favourably by the ATO, and tax deductions are at risk of being disallowed if
risk minimisation options were taken up by investors. A key reason why taxation
benefits are able to be claimed by investors in agricultural investment ventures is
because investors are seen to be taking on the risk of the business.
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No risk minimisation option was offered by 80 prospectuses, and insurance was
available as an option for five prospectuses. A guaranteed minimum return was
available for three prospectuses, and it was unknown for 13 prospectuses whether a
risk minimisation option was available.

2.3.2 Information for a Sub-set of Ventures

The 101 prospectuses were reduced to a more focussed sub-group for further analysis
to provide additional information regarding the performance, success and impact of
tax-driven agricultural investment ventures.

As indicated previously in Table 2.2, there were many prospectuses issued in the mid
to late 1990s. Post-prospectus information regarding the success of projects that have
been operational for between one and three years is likely to be of limited use.
Returns are unlikely to be made, or forecast to be made, within the first few years of a
project. Further, it is unlikely an accurate judgement could be made regarding the
success of a project based upon the first one to three years of operation. Thus, from
the long list of 101 prospectuses identified, 43 were excluded because the
prospectuses were issued in either 1996 or 1997. For these projects it was considered
there would be insufficient information available to adequately assess the project. A
further six prospectuses were excluded as it was determined insufficient post-
prospectus information would be available. The 52 individual prospectuses remaining
following these exclusions were considered suitable for further analysis regarding
post-prospectus performance. This information provides an indication of whether the
sub-set of 52 prospectuses is representative of the original list of 101 prospectuses
reported in the previous sub-section, and if any bias has been introduced.

Within the sub-set of 52 prospectus, there were several ‘groups’ of related projects.
For example, some management companies issued a series of prospectuses along
similar lines in consecutive years. Related projects were amalgamated for the
purposes of this study in order to assess the ‘venture’ as a whole. This amalgamation
resulted in a total of 39 ventures, projects or grouped projects.

Information was compiled for the sub-set of 39 to enable the overall performance of
agricultural public investment ventures to be assessed in general terms. The
information presented within this sub-section was also used in selecting the case
studies for further analysis. The results of analysing the resulting database are
presented systematically as follows, using a number of relevant sub-headings.

Type of Commodity

Number of ventures/groups of ventures undertaken for each industry is detailed in
Table 2.9.
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Table 2.9 Classification of Ventures by Type of Industry

Industry Number of | New or
Ventures emerging
industry?
Tea tree ail 6 yes
Forestry - pine timber 2 no
- bluegum timber 3 yes
Dairy 4 no
Viticulture 3 no
Beef 3 no
Ostrich 3 yes
Stone fruit (peach, nectarine, plum, cherry) 2 no
Racehorse/polo horse 2 no
Tea tree oil products 1 yes
Large scale hydroponic 1 yes
Blueberry 1 yes
Aquaculture (red claw) 1 yes
Cotton 1 no
Floriculture 1 yes
Deer 1 yes
Computer Software 1 no
Neem 1 yes
Eucalyptus oil 1 no
Total 39

Over one third of all ventures were for new industries including tea tree oil, ostrich,
blueberry, floriculture, and deer. Ventures in horticulture/cropping operations were
slightly more popular than ventures focussing on animal operations. It appears that by
commodity, the sub-set of 39 ventures is in general terms representative of all 101
ventures identified in Sub-section 2.3.1. There were many viticulture prospectuses
issued in 1996 and 1997 which were excluded from the sub-set of 39 ventures. All
paulownia timber, olive, citrus, lemon myrtle, and aloe vera prospectuses identified
were issued in either 1996 and 1997, and thus are not represented in the sub-set of
ventures.

A significant number of management companies commenced ventures in the tea tree
oil industry (six ventures), and in the forestry industry (five ventures). This
information indicates the more popular industries from the project manager’s
perspective.

Location of Venture

The distribution of the 39 ventures across each state and territory of Australia are
detailed in Table 2.10. As per the analysis undertaken for the 101 prospectuses
identified, the most common location for prospective ventures was New South Wales
followed by Queensland. This information was used in selecting a sample of ventures
for later case study analysis.
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Table 2.10 Location of Ventures

State or Territory Number of Ventures

New South Wales 16
Queensland
Victoria

Western Australia
South Australia
Northern Territory
Tasmania
Unknown

Total

o
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Trustee Details
Table 2.11 details the number of ventures associated with each trustee.

Table 2.11 Number of Ventures per Trustee

Trustee Number of
Ventures
ARG 14
Inteq Custodians Limited 5
Permanent 3
Perpetual 4
Eagle Star Nominees 1
Trust Company of Australia 1
2
1
1
1

Burns Philp Trustee Company
National Mutual Trustees Ltd
Australia Trustees

Hall Chadwick Nominees Pty Ltd
Austrust 1
National Australia Trustees 1
Unknown/none specified 4
Total 39

Of the 39 ventures for which a trustee was identified, ARG was trustee to 14. A total
of 12 trustee companies were identified as associated with agricultural investment
ventures. The number of ventures for which Inteq Custodians were trustee for was
low compared to the sample of 101 prospectuses, as many Inteq ventures were issued
in 1996 or 1997 and hence were excluded from the sub-set of 39 ventures. As stated
earlier, a number of these trustee companies are no longer actively operating.

Duration of each Venture

The intended duration of each venture is reported in Table 2.12. Where a venture
included two or more individual units (grouped ventures), there was little variation
between the duration of each individual project within that group.
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Table 2.12 Intended Duration of Ventures

Intended Duration of Number of Ventures
Venture

0-1 years 0
2-5 years 3
6-10 years 11
11-15 years 14
5

2

4

9

16-25 years

> or = 26 years
Unknown

Total 3

The majority of management companies intended projects within their venture to
operate between 6 and 15 years. Only a small number of ventures intended to
continue operations for a period of less than 6 years or greater than 15 years.

Value per Participation Unit

Table 2.13 reports the value per participation unit, as specified in the project
prospectus for the 39 ventures/groups of ventures. Where a number of prospectuses
were issued by one management company focusing on the same product, typically the
value of a participation unit did not vary significantly between the prospectuses.

Table 2.13 Value Per Unit
(as specified within the prospectus)

Value per Unit ($) Number of
Ventures

0-4,999 10
5,000 - 9,999 9
10,000 - 14,999 7
15,000 - 19,999 1
20,000 - 49,999 4
>50,000 5

Unknown 3

Total 39

As indicated in Table 2.13, the majority of management companies issued prescribed
interests with a value of less than $15,000 per unit. Compared to the value per unit
identified for the 101 prospectuses, the sub-set of 39 ventures does not include as
many prospectuses within the $20,000-$49,999 range. This can be explained as many
of the more recently issued prospectuses (1996 or 1997) that were excluded from the
sub-set of 39 ventures offered to investors prescribed units at between $20,000 and
$49,999. From this information, it appears there is a trend since 1995 for project
managers to issue prospectuses with significantly higher values per unit.
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Information for the Sub-set of 39 Ventures

Information regarding the contribution of each venture was compiled for 18 of the 39
ventures. Attempts to compile post-prospectus information for the remaining 21 of 39
ventures proved difficult and largely unsuccessful. Telephone calls were made to the
relevant trustee company, and if known, the relevant management company. In some
cases the trustee and/or project management company was no longer operating, in
other cases the status of these entities was unknown. It could be hypothesised that the
majority of the 21 ventures for which this information was not available are either no
longer operating as investment ventures but are operating under another structure, or
perhaps did not even commence.

Funds Raised

The total amount of funds raised by each venture varied considerably and is
summarised in Table 2.14. Examples are listed to provide an indication of the type of
commodity groups that raised particular amounts of funds.

Table 2.14 Total Amount of Funds Raised per Venture

Total amount| Number of Examples of commodities
raised ($m) ventures
Did not reach 4 dairy, horticulture, neem, grazing
minimum
subscription
<3 1 tea tree oll
3-10 4 blueberry, citrus, forestry,
10-20 3 orchard, ostrich, wine grapes, macadamia
30-50 3 floriculture, strawberry/hydroponics, essential oils
> 50 3 tea tree oil, tea tree oil products, forestry
Unknown 21
Total 39

As illustrated in Table 2.14, information regarding the amount of funds raised from 21
ventures was unable to be compiled. The information able to be compiled illustrates
the total amount raised by each venture varied between $0 and $103 million.

For the 21 ventures for which the quantity of funds raised was unknown, eight
ventures collapsed one or two years following commencement, so it could be assumed
minimum subscription, at least, was achieved. For two ventures the trustee company
either had no records about the venture, and it is unknown if the venture commenced.
For 11 ventures the trustee and management company were unable to be contacted
and the progress of venture is unknown.

Project timing

Information regarding project timing was compiled for 21 of the 39 ventures, and it
was found only six ventures proceeded according to the schedule stated in the project
prospectus. Fifteen of the 21 ventures fell behind schedule for a number of reasons.
Reasons why ventures fell behind schedule included
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= adverse climatic conditions influencing quantities produced (storm, drought)
= poor performance of the project manager; higher than anticipated input costs
= venture was not technically sound

= |ack of funds.

Physical performance

The physical performance of 19 of the 39 ventures was rated on a scale from 1 (poor)
to 10 (excellent). Information to enable each venture to be rated was provided by
trustees and by project managers. The physical performance rating ranged from 1 to
9, with approximately half the ventures performing very poorly (rating 1 and 2); and
half the ventures performing average to good (rating 5 to 8). Only 1 venture’s
physical performance was rated as very good (rating 9). These results indicate not
many ventures perform very well physically, and it is common for ventures to
perform well below initial expectations. For one venture, no commercial quantities of
output were produced by the venture due to poor project management. However, for
most other projects some output was produced, but at lower than initially projected
levels.

Assessment of Project Management

Ratings (from 1 to 10) and comments were compiled for 18 ventures regarding the
performance of project management. In general, project management was rated as
either very poor or average. Seven ventures out of 18 were rated as very poor (rating
1 and 2) and a further nine ventures were rated as average to satisfactory (rating 5 to
7). The performance of only two projects were rated as very good (rating 8) with
regard to management.

Returns to Investors

The financial performance of some ventures was assessed by rating this variable on a
scale of 1 (poor) to 10 (excellent). A total of 18 ventures were able to be assessed,
and 11 of the 18 performed poorly (rating 1, 2 or 3). Four ventures were rated as

average (rating 5). Only three of the 18 ventures received a rating higher than 5. One
venture each was rated 6, 8 and 9.

Of the 18 ventures for which returns to investors were assessed, ten of these ventures
have, to date, failed to make any returns to investors. Taxation benefits are likely to
have been realised by investors, however no additional benefits by way of distribution
payments were made for these ten ventures. Most projects did make distribution
payments, but returned considerably less to investors less than forecast in the
prospectus. Based upon figures provided, annual distribution returns were typically
less than 50% of that forecast.

Contribution to Technology and Technical Innovation

Most of the ventures for which post-prospectus information was compiled regarding
the contribution of the venture to technology and technical innovation focussed upon
established agricultural industries. It is likely there would be limited scope to
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contribute significantly to technology or technical innovation for ventures in
established industries as the venture would be only one producer in a competitive
industry. For 15 ventures where information was compiled regarding the contribution
to technology, no major contribution was made by 10 ventures. For the ventures based
upon established industries including pine timber, dairy, viticulture, beef, stone fruit,
horses, cotton and eucalyptus oil, it is expected technical knowledge would already
exist, and an investment venture would not need to focus on developing technical
knowledge.

The industries for which agricultural investment ventures contributed to technology
and technical innovation included: red claw; tea tree oil production and distillation;

tea tree oil/herbs/essential oil production, tea tree oil product development; and
blueberry. The duration of the red claw project was only two years, thus technical
contribution of this project was relatively minor compared to the other industries.

Contribution to Industry Development

An insignificant contribution was made to industry development for the majority of
ventures for which this information was compiled. However, significant contributions
were made to the tea tree oil industry as a result of investment ventures. The tea tree
plantation established as a result of the Main Camp Tea Tree Oil venture is currently
the largest plantation in the world. The Main Camp Tea Tree Oil venture aided
industry development in the areas of large scale tea tree establishment, production and
distillation operations. The blueberry venture contributed significantly to the
development of a blueberry industry in Australia, and currently produces a significant
proportion of domestic consumption. Thke globulusforestry venture contributed
significantly to the size of this industry in Western Australia.

Contribution to Marketing and Market Development:

Marketing by venture managers for commodities such as citrus, stonefruit, grapes,
dairy products and timber was undertaken using traditional marketing methods.
However, for some new agricultural products, such as blueberry and ostrich
significant efforts were directed to developing markets. This was mainly because
limited markets existed for these products at the time of commencement of ventures.

Contribution to Infrastructure Development:

The majority of ventures, regardless of their level of success, contributed to
infrastructure development. Typically, the first stage of a venture would be to
develop infrastructure to enable production to proceed. For instance, the red claw
venture resulted in the development of large aquaculture ponds, pumps and other
infrastructure in North Queensland, despite the failure of the project after only two
years of operation. As a result of the hydroponics venture, significant funds were
expended on developing a large infrastructure. The Good Oil Plantation venture
developed nursery facilities to produce over 12 million tea tree/herb/essential oil
seedlings per annum, although a number of other nursery facilities also expanded
facilities to produce large quantities of seedlings.
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Contribution to Community Development/Employment:

Many ventures contributed to the full time and casual employment of persons in the
local region to the venture. The number employed depended upon the size and type
of operation, but ranged from four to 40 full-time employees for the 18 ventures for
which this information was available. In addition, significant numbers of casual
workers were employed during harvesting, processing and/or packaging and other
labour intensive operations for blueberries, macadamias and other ventures.

2.4 Summary

Over 100 agricultural prospectuses, issued from 1983, were identified through contact
with trustees and ASIC. Information was compiled for as many ventures as possible
through consultation with trustees, project managers, and ASIC. The main
commodities for which prospectuses had been issued included viticulture, tea tree oil
and forestry. Over one third of all prospectuses issued were associated with new
agricultural industries including tea tree oil, paulownia, ostrich, blueberry,
aquaculture, floriculture, olive, lemon myrtle, deer and aloe vera. The majority of
prospectuses proposed to commence operations in New South Wales and Queensland,
although ventures were proposed within all states of Australia. Information regarding
achievement of minimum subscription was able to be compiled for 42 of 101
prospectuses, and a significant proportion of the 42 projects did reach minimum
subscription. The main trustee associated with agricultural investment ventures was
ARG. Inteq Custodians Limited were also trustee for a large number of ventures, but
have only been operating since the mid 1990s. The intended duration of agricultural
investment ventures was found to range from three years, with some projects to
continue indefinitely. Most prospectuses reported an intended duration of between six
years and 25 years. The value per participation unit also varied considerably.
Prospectuses offered prescription units from less than $5,000 each to over $50,000
each.

The amount of funds raised per prospectus was able to be compiled for 34
prospectuses. The average amount raised by the 34 prospectuses was estimated to be
$23 million per prospectus, however the average was biased toward projects that
commenced in the 1990s, which were often the larger, well known ventures in the
population of 101 prospectuses included in the study. The average amount raised by
67 prospectuses was not able to be identified possibly because these ventures were
difficult to locate; they may have been much smaller in size. Thus, it is likely the
average amount raised by those agricultural investment prospectuses that reached
minimum subscription since 1983 is significantly less than $23 million; say around
$15 million.

The population of 101 prospectuses was condensed to a sub-set of 52 individual
prospectuses (equivalent to 39 grouped ventures) mainly as a result of eliminating
prospectuses released in 1996 or 1997 where only limited information regarding
performance was available. Information regarding the performance of prospectuses
and projects was difficult to compile for a number of reasons. Firstly, some trustee
companies and project managers operating in the 1980s and early 1990s were no
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longer existing or could not be contacted. Secondly, the long periods of time that
have since passed since some ventures commenced made it difficult to assemble
information. Thirdly, ASIC began coordinating its record keeping activities in 1991,
and prior to 1991 records were lodged in a number of offices across Australia and are
now difficult to locate.

The main results of the analysis of the 39 ventures are reported below

Information regarding the scheduled progress was compiled for 21 ventures, and it
was found only six ventures proceeded according to the schedule stated in the
prospectus. A range of reasons influencing the actual schedule of the venture was
identified.

The physical performance (yields etc) for 19 ventures was rated with about 50%
of ventures rated very poorly. At least some physical output was achieved by
most ventures.

Project management was assessed for 18 ventures, and it was found nearly 40% of
these were rated as being very poorly managed, and the remainder were mainly
satisfactorily managed.

The financial performance of 18 ventures was rated and around 60% were rated as
performing poorly financially. Only three of 18 ventures were noted as
performing at least satisfactorily.

For 15 ventures for which information could be compiled regarding contribution
to technology, 10 made no major contribution. Some technical contribution was
made by ventures in the following industries
- red claw
- teatree oil production and distillation
- teatree oil/herb/essential oil production
- teatree oil product development
blueberry.

It was found less than half the ventures (eight out of 18) for which information
was available, contributed significantly to industry size, growth and development.
Most of the ventures contributing significantly to industry size, growth and
development were associated with new industries.

Significant efforts were focused upon marketing and market development by
ventures focussed on new agricultural industries such as tea tree oil, blueberry and
ostrich.

Significant contributions were made by most ventures to local employment.
Between four and 40 full time positions were created by each of the 18 ventures
for which information was available. In addition, significant numbers of people
were employed on a casual basis.

Overall, the impact of agricultural investment ventures was found to be mixed.
Information could be compiled for only a proportion of the total number of ventures.
Difficulties were encountered in compiling information for ventures that commenced
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in the 1980s and early 1990s in particular. A small number of ventures was found to
have made a significant impact in terms of size of operations, technology, industry
development, and marketing. However, most ventures did not contribute significantly

in these areas. The financial performance of most ventures was assessed as poor to
average. However, most ventures made a positive impact on farm infrastructure and
through creating employment within the local region.
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3. CASE STUDIES

3.1 Introduction

A small number of agricultural public investment ventures was selected from the list
of 39 ventures identified in Chapter 2 and were subjected to further analysis.

The objective of undertaking case studies was to conduct in-depth analyses for a
range of projects in order to draw further conclusions regarding the contribution of
agricultural public investment ventures to new industry development. Additional
information to that reported in Chapter 2 was sought, with focus upon the
performance of each venture, its success in achieving what it set out to do and its
impact on the emerging industry and community. The contribution of each selected
project to factors including technology development, market development and
community employment was pursued within each case study. Investment analysis
techniques were applied to case studies wherever possible in order to quantify the
benefits and costs of each venture to investors.

The case studies were aimed at assessing the impact and economic value of a set of
agricultural public investment ventures. The results of the case studies were
perceived as being potentially useful in influencing the policy framework relevant to
agricultural public investment ventures. The information produced as a result of the
case studies was seen as being potentially beneficial to RIRDC, and also to other
bodies such as the ASIC, and the Federal Government Department of Agriculture,
Fisheries and Forestry.

3.2 Selection

Selection of seven projects for detailed analysis was undertaken using a set of
selection criteria. Selection criteria were developed to ensure the sample of projects
selected was reasonably representative of the population of 39 projects/ventures
included in the study. The following selection criteria were developed

1. Ventures that covered a range of commaodities, but focusing upon new agricultural
and horticultural industries.

2. Ventures ranging in success (production, technical, economic), and type and level
of contribution to industry development and industry growth.

3. Ventures of a range of sizes (in terms of funds raised by the project).
4. Ventures commencing in a range of years.

5. Ventures that covered different project managers and trustees.
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6. Ventures for which information was likely to be able to be obtained from either
project management or the relevant trustee.

The selection criteria defined above were applied in a subjective manner to the 39
ventures identified in Chapter 2. Information for each venture, as reported within this
Chapter was used in selecting the ventures for case study analysis.

As a result of this selection process, seven ventures were subjected to case study
analysis. Specific details of the case studies are not presented in this report due to
confidentiality reasons.

3.3 Key findings

Information regarding each case study venture was compiled from the relevant

prospectuses, through compilation of any relevant documentation, and through

personal visits and/or telephone interviews with key personnel of the projects as well

as of trustee companies. Financial analyses were undertaken for each venture to
determine the projected, and if possible, the actual returns to investors. The key
findings from the case studies are presented as follows under relevant headings.

Industry Size and Development

Of the seven case study ventures, five were associated with new and emerging
agricultural/horticultural industries. The contribution of these five ventures to the
development of new agricultural and horticultural industries was significant. In
addition to directly contributing to industry size and development, several case study
ventures may have provided confidence to other potential growers regarding the
expanding size and nature of the market, and encouraged industry development.

Technical Innovation

For the ventures analysed, a significant investment in research and development
(R&D) was made by a number of ventures. For one venture, innovative research was
initiated and was successful in developing new production techniques and superior
packaging techniques. Research to develop superior varieties was undertaken in
conjunction with other relevant research agencies, both in Australia and overseas, and
was successful.

For a second venture, research and development was undertaken to adapt small-scale
technologies to a large scale operation. This process was time consuming, and
problems were encountered, but it was eventually successful. The technology to
successfully produce significant quantities of produce has been developed and proven
as a result of this venture.

A third venture undertook R&D in pest control but few R&D projects resulted in new

technologies being developed or implemented on farm. R&D in applying new
processing technology was successful and was implemented by the venture.
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The other four ventures did not make any significant contribution to technology
advancement.

Collaborative R&D between project managers and either government or private sector
R&D agencies was not common, although some linkages were evident. For example,
within one venture collaborative breeding research was undertaken with overseas
agencies and as a result improved varieties were developed. Joint funding of R&D
with HRDC was also undertaken by one venture.

Two of the tree three ventures involved with R&D appeared to undertake the majority
of R&D activity independently, and did not collaborate closely with other industry
participants or research organisations.

Financial Returns to Investors

Forecasted financial returns to investors were usually reported in the venture
prospectus and favourable rates of return were predicted in most cases. In some
cases, non-conventional methods of analysis were used to report projected financial
returns to investors, thus direct comparison between case studies was not possible.
Unconventional methods used by some ventures included the incorporation of stock
values in present benefit values, and ignoring the time value of money. Further,
unconventional investment criteria were reported by some ventures within the
prospectus such as ‘average annual rate of return’ and ‘returns to investors'.
Optimistic values for key assumptions such as yield and price were key drivers of the
forecasted high rates of return.

For some ventures, an independent analysis was undertaken by Agtrans Research
using conventional discounted cash flow methods and the assumptions stated in the
relevant prospectus, to determine ‘standard’ investment criteria. The results of these

analyses usually forecasted a reduced rate of return to investors than that reported in
the prospectuses.

Independent financial analyses were also undertaken to determine investment criteria
based upon distribution payments made to investors to date, and assumptions
regarding likely future returns. Assumptions of future performance were made either
by Agtrans Research based upon performance to date, or were revised assumptions
made by project managers again based upon past performance. The results of these
investment analyses indicated returns to investors were typically less than those
forecast in the respective prospectuses. For one venture, there are long lags between
planting and harvesting, and no harvest has been made to date as per the prospectus,
thus actual returns to investors cannot yet be compared with the returns forecast. For a
second venture progress has been insufficient to compare actual and forecast returns
to investors. However, returns to investors to date in the remaining five ventures have
all been less than forecast. Further, investors in one particular venture have not
received any financial returns, and lost all their invested money when the
management company was liquidated.

Of the five ventures where an investment analyses was carried out on at least one
project, returns to investors were positive for only one venture at a 7% discount rate
($11,573). The Net Present Value for the remaining four ventures ranged from
-$66,283 to -$7,886. The Benefit-Cost Ratio was positive at a 7% discount rate for

28



only one venture (1.5 : 1). Although the Benefit-Cost Ratios for the remaining four
ventures were only marginally negative, the Internal Rates of Return associated with
these ventures were negative.

The investment criteria for investors in the five ventures are disappointing compared
to what might have been interpreted from the original prospectus. The results
reported are post-tax results. If taxation benefits and deductions are excluded from
the analysis, the investment criteria generally indicate a reduced rate of return to
investors.

Financial Performance of Project Managers

The economic performance of project managers is difficult to determine. Profit and
loss statements submitted to ASIC may not indicate the real situation of the
management company as these statements are provided for taxation purposes.
Furthermore, there are often complex financial linkages between the project manager,
the landowner and the finance company, whereby funds are seen to ‘round robin’
between these entities. Financial reports for associated companies are not required by
ASIC so that often information is difficult to assemble and even then would need to
be interpreted by accountants.

The managers of two of the seven ventures have experienced financial difficulties.
The management company for one venture was declared insolvent; this may have
been due to the collapse of prices in the industry. Financial difficulties with regard to
taxation are being experienced by the manager of a second venture, although it
appears the technical operations of the venture are sound. The initial management
company for a third venture met financial difficulties and was eventually taken over
by a group of interested investors. The second project manager for this venture was
successful in operating the venture for a number of years. The financial performance
of the initial management company for the fourth venture was also poor due mainly to
technical problems in the initial phases. Financial performance of the manager of two
ventures are yet to be assessed as income flows have not yet occurred, as per
prospectus.

Overall, based on this small number of case studies, project management companies
have not always performed soundly. It is difficult to identify a main reason for this.
Reasons could include

= changing industry profitability due to climatic and economic factors
» taxation issues
= technical issues in production, especially large scale production

= poor financial planning and management.

Market Development and Marketing

Some of the case study ventures contributed significantly to market development and
marketing, while others made little contribution. Two ventures undertook a significant
level of market development, in particular, within export markets. A third venture has
established markets for considerable quantities of produce within Australia and also
has developed export markets.
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A fourth venture sells produce through the traditional market system, and limited
market development work was undertaken. A fifth venture markets produce under
their own label, and marketing has been undertaken to create recognition of this brand
name as a supplier of quality produce. A sixth venture has entered an agreement with
a growing, processing and marketing group in Australia, who has agreed to purchase
the produce (at market price) to supply an export market. A seventh venture was
already producing and exporting a range of raw and processed products, and had
undertaken market development work in export markets prior to the prospectus being
released. The prospectus was issued to enable funds to be raised to expand
operations.

Employment and Regional Impact

The case studies indicated significant numbers were employed by the ventures. In
particular, local employment benefits were associated with most case studies. Direct
employment impacts were detailed for each case study venture. The number of
permanent staff employed per venture ranged from 12 to 42, and the number of casual
staff employed per venture from 0 to 200 per annum.

Most ventures impacted upon the economy of the local region as a result of the
venture’s initial start up phase which required inputs and materials to be sourced.
Contractors were utilised in a number of ventures for land clearing and other tasks,
and these were typically sourced from the local region. Infrastructure and other
development work also resulted in spin-off benefits to the economy of the local
region.

Social implications of the public investment ventures were in most cases positive
through the employment generated. However, some sectors of the community felt
they were impacted in a negative manner because of the investment venture. For
example, one venture was perceived by local graziers to have contributed to increased
land prices, which restricted graziers from expanding their operations through
purchasing additional land. On the other hand, other graziers in the local region
benefited financially as a result of increased land prices, as retired graziers and others
could sell their land for high prices. Furthermore, environmental benefits may have
accrued through the influence of this venture upon the local region.

3.4 Overview

The main beneficiaries of agricultural investment ventures are likely to include new
agricultural industries and sectors, project managers, landowners and local economies
through increased employment. In most cases, financial returns to investors were less
than those stated in the prospectus.

Taxation benefits may be considered of importance to investors in high taxation
brackets, and the importance placed upon gaining immediate tax deductions may be
perceived as very important compared to the importance of receiving future returns
from investing in a venture. In other words, some investors may have a particularly
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high discount rate, and value considerably any immediate taxation benefits. However,
unless their returns are significantly greater than those emanating to date from the
ventures analysed, some investors may have been better off in financial terms if other
investment strategies had been followed, or if tax was paid and post-tax funds were
invested elsewhere.

Five case study ventures contributed to new industry development in a range of
agricultural and horticultural industries. These five ventures contributed significantly
to industry size, growth and development. Market development activities were
undertaken by a number of ventures and in most cases were successful in creating
markets for new agricultural and horticultural products. Three of the case study
ventures were involved in initiating and carrying out R&D, with varying levels of
success. Nearly all case studies illustrated the importance of prospectuses as an
avenue for raising significant amounts of capital for new and emerging industry
development.
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4. IMPLICATIONS OF PRINCIPAL
FINDINGS

This study has focussed upon defining the impact of agricultural and horticultural
investment ventures upon industry development, and in particular, new industry
development. The study focuses upon investment ventures that offer to investors the
opportunity to benefit from tax advantages as well as a share in the profits from the
venture.

There were two parts of the study. The first part involved compiling and assessing
information for over 100 agricultural investment ventures that intended to deliver
financial (including taxation) benefits to investors. The purpose was to extract
relevant details for each venture from the prospectus, and to gather information
regarding the progress, performance, contribution and impact of each venture. In
particular the contribution to industry development, R&D and an indication of the
level of economic returns to investors was sought for all ventures. The second part of
the study involved selecting a number of ventures and subjecting each to case study
analysis to determine, in further detail, the impact of individual ventures upon
industry development, with particular focus on new industry development. Impact
was defined as including the financial returns to investors, impact on industry
development including innovation and market development, as well as impact on
employment and the community. The seven ventures were chosen to represent a cross
section of ventures funded since 1983, with a bias toward selecting ventures in new
and emerging industries. Criteria used to select the seven ventures included size of
venture, level of funds raised, level of success, type of agricultural/horticultural
industry, nature of sector (new or established) and location of venture (state or
territory).

The implications of the principal findings of the entire study are summarised and
discussed within this chapter. Some recommendations have been made and are
directed predominantly to RIRDC (as well as some key players involved with
agricultural investment ventures) to improve the future development of new
agricultural and horticultural industries in Australia via public capital-raising
ventures.

General Contribution to Industry Size, Growth and Development

1. The contribution made by a selection of investment ventures to new industry
growth, size and development was found to be significant and should be
recognised. For some industries, ventures have resulted in the development of the
largest producing unit in Australia for that industry.

2. Considerable risks are associated with the establishment and continued

management of a successful venture. A significant proportion of projects in both
established and new industry areas failed for a range of reasons, and thus had a
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limited impact on industry size, growth and development. Common causes of
venture failure included both production and financial management problems.

3. A number of individual agricultural investment ventures have been successful in
raising from the public significant funds for new industry development. Some
have provided confidence to others in that industry, and stimulated additional
investment for its development. Thus, spin-off benefits can result from the
success of a prospectus raising significant funds in a new agricultural industry.
On the other hand, some badly managed ventures, and where objectives are less
than honourable, have perhaps done damage to the image of new agricultural
industry development.

4. Traditional sources of capital, such as bank loans, are often unavailable for the
establishment of new and emerging agricultural and horticultural industries, due
to the risk of failure and the lack of security (eg land) able to be offered by most
project managers. Furthermore, even if security is available, it is unlikely a
significant amount of capital could be raised from traditional sources due to the
riskiness of new industry development. Raising funds from a large number of
individuals through an investment venture spreads the risk across a number of
individuals, and has been a source of considerable amount of capital for
agricultural and horticultural ventures. The importance of investment ventures as
one of the few available means of raising significant amounts of capital for new
and emerging industry development should be recognised. A recently completed
study (Gibson, 1998) recognised that important constraints to new rural industry
development are venture capital shortages, and lack of investment in new
industries. In some industries, significant capital is required to establish a large
unit of sufficient scale to enable efficient processing, marketing etc, thus further
reinforcing the importance of prospectus-driven investment ventures to the
development of new agricultural industries.

There are recognised difficulties in establishing a new agricultural industry. For
example in many small industries, industry players encounter difficulties in acting
as a single unit to encourage industry development, and political and equity issues
may also arise. Agricultural investment ventures typically do not involve these
types of problems, which may result in a faster rate of growth of the new industry
than otherwise.

Financial Performance

5. Actual distribution payments made by project managers to date to investors in the
five case studies where distributions had been made were found to be behind the
forecasted schedule defined in the prospectus. In addition, distribution payments
were found to be lower than forecast in the prospectuses for all five case studies.

Further, independent investment analyses undertaken within the present study to
determine the actual investment performance to date of five case studies indicate
actual financial returns to investors were significantly below forecasts published

in the prospectuses. Assumptions from the present to the end of the project were
either assumed by Agtrans Research based on initial performance of the venture,
or revised projections were provided by some project managers. The results of the
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analyses indicate returns to date to investors have been typically marginally
positive or negative for the five case studies. Two case studies have not yet
provided indications of their financial performance.

The financial performance of ventures expressed in terms of returns to investors
was forecast in most prospectuses to be significantly positive. In some
prospectuses this information was not explicitly available. Two main factors
were identified as influencing these significantly positive forecasted returns.
Firstly, the use of non-standard economic analysis methods, and secondly, the use
of optimistic key assumptions within the economic analysis (eg. price and yield
assumptions) were found to influence the results of analyses reported by project
managers.

Various methods of financial analysis were found to be utilised by project
managers in forecasting returns to investors. For example, non-standard
investment criteria were often used with criteria such as “average annual rate of
return” and “returns to investors” being reported. This made difficult for
investors and financial advisers the interpretation of forecasted investment criteria
and comparisons of forecasted returns reported across a number of prospectuses.

A higher level of standardisation of financial analysis methods would facilitate
understanding of likely profitability by potential investors, and enable more direct
comparisons between prospectuses to be undertaken. It may also increase the
level of confidence accountants and financial advisers have in the financial
projections made in the prospectus.

It is recommended ASIC consider providing guidelines for financial analyses
for project managers developing agricultural prospectuses which may
include methods and measures such as annual cashflows, discounted cash
flow techniques, break-even year, benefit-cost ratio, internal rate of return
and sensitivity analyses.

Another factor identified in the study as influencing the high forecast rates of
return published in prospectuses was the use of optimistic key assumptions by the
project manager in the financial analysis, particularly assumptions associated with
prices and yields. One reason for this is presumably the need for a prospectus to
indicate a high expected level of return in order to be attractive to agents
(financial advisers) and investors.

High average yield forecasts may be made by project managers as typical climatic
events may not be taken into consideration such as drought, floods, hail etc. More
realistic yield assumptions could be made if variation in climatic conditions was
accepted as the norm, and taken into consideration when making more
conservative average yield forecasts. Further, within a large-scale agricultural
venture, significant variation could be encountered in terms of soil type, drainage
etc, which influence average yield across the entire area. Achieving economies
from large-scale enterprises is often dependent upon operating a large production
unit, with limited scope to vary production techniques to suit individual land
characteristics within the venture.
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10.

11.

12.

It is recognised there are many difficulties encountered by project managers
in making underlying technical assumptions, particularly for ventures in new
and emerging industries where sound information is not always available.
However, it is recommended to project managers that a serious attempt to
guantify and support key variables in a more realistic manner than hitherto
is undertaken. Further, the reporting of sensitivity analyses within
prospectuses to demonstrate to investors the impact of higher and lower than
forecast prices and yields etc is desirable.

Significant financial benefits in the form of taxation benefits accrue to investors
in the majority of investment ventures. If the investor is on the highest marginal
taxation rate (currently 48.5%), there are significant taxation benefits available.
Pre-paid expenditure by investors on items such as management and agistment
fees are 100% tax deductible in the year these expenses are incurred. Typically,
significant tax deductions are achieved by investors in the first year or two of the
venture. Additional tax benefits could accrue to investors travelling to visit their
investment.

There are risks associated with investors achieving taxation benefits such as the
uncertainty that the project will not reach minimum subscription and will not
proceed. Perhaps of more importance is the uncertainty regarding ATO
retrospectivity disallowing tax deductions.

It is recommended that project managers attempt to achieve a preliminary
taxation ruling from the ATO for prospectuses in order to provide some
security to investors that tax deductions are legitimate and are likely to be
achieved.

As a result of the study, it appears investors gain considerable financial benefits
due to tax deductions but even then may not achieve positive rates of return
overall. Deductible expenditures are generally associated with general taxation
legislation. The interpretation of the legislation in relation to the various forms of
agricultural investment ventures promoted is a key issue and lies in the realm of
ATO. Tax deductions gained by investors in investment ventures reduce the
taxation revenue received by ATO, but tax paid upon profits made by
management companies of investment ventures results in additional revenue for
ATO. This study was unable to determine the net status of taxation revenue
received by ATO as a result of investment ventures, and was considered outside
the scope of the study.

Financial returns to the management company and associated finance, landholder
and marketing companies for each venture were difficult to determine within this
study. ASIC maintains a database of records for accountability purposes
including profit and loss statements and balance sheets which are submitted
annually (and in some cases bi-annually) by the project manager. The records are
difficult to interpret, and there are often complex linkages between associated
companies within the one venture. Annual reports by associated companies are
not required by law. From mid-1998 it is possible the financial returns submitted
by the management company will be simpler due to recent changes to
Corporations Law to reduce the number of entities involved in a venture.
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13.

Information regarding the financial performance of the project manager for one
venture was compiled from returns that were submitted to ASIC. However, this
information was difficult to interpret and according to the project manager did not
accurately reflect the financial performance of the manager, as the documents
were prepared for taxation purposes and did not include details of associated
companies. Thus the information collected by ASIC may not truly reflect the
financial position of the project manager, in particular due to the complexities of
associated companies such as landowners, finance companies and marketing
companies.

In the majority of ventures, investors lease an identifiable area of land, and enter a
contract with the project manager, to manage the land on their behalf. Agistment
fees, or leasing fees are specified in most prospectuses as an annual cost payable
by investors each year to the manager. Often the landowner (who is often the
project manager) has an agreement (often a Head Lease) with the project
manager. Thus, in these cases, it is likely the landowner will receive a specified
sum each year indirectly from investors, and the returns to landowners are likely
to be positive and stable. It has not been possible to analyse this area in the
current study.

Research, Development and Innovation

14.

15.

16.

The study concluded that the contribution made by the majority of investment
ventures to innovation and R&D activities was somewhat limited. One reason for
this may be that project managers are not aware of the potential benefits of
undertaking R&D or are not interested in undertaking R&D. Further, the timing
of investment ventures in that the majority of funds raised as a result of the
prospectus are spent within a limited period of time (around one year) in order for
taxation benefits to be gained. The timing of ventures does not allow for
investigative R&D to be undertaken, and results to be adopted by the venture in
the early start up phase.

Most investment ventures did not undertake collaborative R&D with outside
research agencies such as government departments and R&D corporations.
Project managers may not be aware of the option to undertake collaborative R&D,
or may consider they have adequate funds and capacity to undertake their own
R&D if required. Further, the fact that government funded R&D results are likely
to be in the public domain may deter project managers from undertaking
collaborative research, as they may hope to gain a competitive advantage as a
result of R&D efforts.

Considerable sums of money are raised through investment ventures, on average
around $15 million per prospectus. Even if only 5% of the total funds raised were
devoted to R&D over the life of the project, this would equate to around $0.75
million for the average prospectus. Despite the timing issue identified above,
many projects within a venture are often sequential and are managed by the same
manager. Small trials and variations undertaken during Project No 1, for
example, could substantially benefit subsequent projects. Also R&D undertaken
after initial project establishment has the potential to improve operations during
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the life of the project. Such R&D investment may result in improved technical
success of projects and subsequent improved financial returns to investors.

RIRDC has significant experience in allocating R&D funds to particular key
areas, and may be able to advise project managers on R&D possibilities.
Potential benefits could accrue not only to the investment venture, but also to
RIRDC and to the whole industry in the long term.

It is recommended RIRDC promote to project managers the benefits of
undertaking R&D and encourage R&D activities to be built into prospectus
budgets.

Employment, Regional and Social Impacts

17. Both permanent and casual employment is created by investment ventures. For
agricultural and horticultural ventures it was found a significant proportion of
casual positions in particular were filled by persons in the local region. Thus,
increased direct income benefits in the local region as well as further multiplier
impacts on the rest of the community. As well as contributing to employment,
many investment ventures also use sub-contractors and purchase input materials
from the local region creating additional spin off benefits, particularly during the
initial set-up phase of the venture. These regional benefits should be recognised
as a desirable feature of agricultural investment ventures.

18. The results of the study indicated the social implications of agricultural
investment ventures were mostly positive. Employment, increased regional
development and activity, positive environmental impacts, and increased land
prices were found to occur as a direct result of investment ventures. However, in
some cases negative social implications were perceived by some sectors of the
community. For example, land price increases as a result of the introduction of a
new agricultural industry suited to particular land characteristics was found to be
perceived as a negative social impact by existing landowners wishing to expand
existing operations through the purchase of additional land. The implication of
this finding is that project managers should be aware of potential resistance to
change in some sectors of the community and address potential contentious issues
to retain a positive image. This could contribute to the perceived success of a
venture following the successful subscription of a prospectus

Marketing and Market Development

19. Most projects were found to contribute significantly to marketing and market
development for the industry. Most project managers recognised the importance
of developing a final market for their product, and marketing efforts to be
undertaken were often specified in prospectuses. For some ventures, markets
were developed and secured as a result of achieving a significant scale of
operations.

The possibility for joint action by the venture and the remainder of the new
industry is limited. This is frequently due to the ability of the venture to pursue
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market development by itself due to its size, ease of exporting (again due to size),
and responsibilities to its prospectus objectives and investors interests.

Regulatory Framework

20.

21.

Corporations Law is administered by ASIC to regulate public investment
ventures. Recent changes to Corporations Law were implemented in July 1998,
and have introduced more rigour into the previous system, although there remain
many complexities associated with this legislation as reflected in the time
consuming and costly process of issuing a prospectus.

One major recent change to Corporations Law involves the appointment of a
‘single responsible entity’ in the release of a prospectus, thus condensing the
responsibilities of project manager and trustee, and reducing duplication. Each
single responsible entity is required to take out professional indemnity insurance
with a minimum cover of $5 million. Also, ASIC will be checking that people
involved with the management of a prospectus/project are of good character
through internal databases, federal police records, and requiring each individual to
submit at least two character references. Prospective project managers are now
required to demonstrate their experience and technical knowledge of the
particular venture, and possess significant liquid assets.

These changes are likely to deter potential project managers with dishonourable
profit motives or inadequate technical and management skills from commencing a
venture. Changes to Corporations Law are also likely to simplify the ‘round
robin’ network of companies typically associated with an investment venture and
increase the commitment of project managers and others associated with the
venture.

The intent of recent changes to Corporations Law is commended, and it is
recommended the future performance and status of agricultural investment
ventures be monitored by ASIC to determine the nature of the impact of
these changes.

There is a significant cost associated with the compilation of a prospectus as costs
are associated with the provision of specialist reports by an agricultural/technical
expert, an accountant, a marketing expert and others. Further, there are
significant costs associated with marketing a prospectus to accountants, financial
advisers and other agents, or to the general public. These expenses are typically
recovered following successful issue of a prospectus. However, if the prospectus
does not reach minimum subscription these costs are incurred by the project
proponent. Typically, middle parties that sell significant quantities of prescribed
interests receive a commission for their efforts, which is another additional cost
associated with a successful prospectus. The success of a prospectus is highly
dependent upon the attractiveness of financial returns forecast, and other
marketable features. The implication of this finding to prospective project
managers, is to be aware of the associated costs of issuing a prospectus, and the
importance of marketing in ensuring the venture reaches minimum subscription.
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