CASE STUDY: ACQUISITION
ABC Farms Pty Ltd

1.

Executive Summary

The purpose of this case study is to demonstrate 2 potential funding strategies a farm business may
consider when funding a new acquisition. These strategies will demonstrate how the Ausgrow Equity Loan
and bank debt could be used in combination to fund the acquisition opportunity.
It will also demonstrate how the annual loan payments when paid as a percentage of grain production vary
along with the variation of seasonal production.
This case study should be read in conjunction with the Ausgrow Equity Loan Product Guide as it assumes
that a high level of understanding of the Ausgrow Equity Loan has been attained.

2.

Case Facts

Peter and Greg are brothers who farm in the medium rainfall zone. Over the past 10 years, they have
managed and operated their 4,200 hectare farm well together and like many operations, have transitioned
to a mainly crop oriented farming business.
A 1,800 hectare farm adjacent to that of Peter and Greg’s, has recently come on the market. Peter and
Greg have decided to split and run separate farming operations. The adjacent farm would fit in well with
their current farm and would provide the scale to enable them to split the operation.

Effective Area
Cropped Area
Land Value
Total Land Value
Existing Bank Debt
Equity
Equity Percentage
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Existing Farm
4,200 Ha.
3,900 Ha.
$1,800 per Ha.
$7,560,000
$2,000,000
$5,560,000
73.54%

New Farm (Acquisition Opportunity)
1,800 Ha.
1,800 Ha.
$1,800 per Ha.
$3,240,000
N/A
N/A
N/A

Potential Funding Strategies

The following pages sets out potential funding strategies available to ABC Farms Pty Ltd and provides a
financial position overview of how these strategies can influence the distribution of equity across the farms.

3.

Potential Funding Strategies (Cont’d)
Option A
Fund with Bank Debt and Equity Loan
-

Take out a new mortgage facility leveraged against the existing farm for $1,000,000 (Mortgage
Facility B).
Use that $1,000,000 to pay the 30% deposit on the new farm, which will be contributed equity.
Take out a mortgage facility leveraged against the new farm for $1,000,000 (Mortgage Facility C).
Take out an Ausgrow Equity Loan for the balance of the purchase price for $1,240,000.

3.

Potential Funding Strategies (Cont’d)
Option B
Fund with Bank Debt and Equity Loan
-

Take out an Ausgrow Equity Loan against the existing farm for $1,000,000.
Use that $1,000,000 to pay the 30% deposit on the new farm, which will be contributed equity.
Take out a mortgage facility leveraged against the new farm for $1,000,000 (Mortgage Facility B).
Take out an Ausgrow Equity Loan for the balance of the purchase price for $1,240,000.

4.

Annual Percentage Grain of Share
The table below is based on the assumption that ABC Farms Pty Ltd has elected Option A to fund the
purchase of the new farm. Ausgrow performs a review of 7 years of historical data and 3 years of
forecast data and agrees with ABC Farms, that the grain share percentage is to be initially set at 10%.
The historical data in this case can be used from the existing farm. Current management practices of
the existing farm can be applied on the new farm, since it is adjacent and has similar soil types and
production potential.
The annual equity loan fee summary demonstrates how the 10% share of grain production compares
when it is converted into dollars per hectare and percentage rate of funds borrowed. It also shows
how the loan payment varies across the different seasons.

