Chapter 1:

Understanding the Road to Transition
Planning Success

Welcome

Transition planning is the process of planning to transfer the ownership (capital), management,
and operations (labour) of an agribusiness to a child(ren), relative or other successor. Transition
planning is not a single event and cannot be completed in a handful of meetings with advisors.
Rather, it is a process that should be thought of as business continuity planning. Expect to
invest six months to a year or more in planning for transition.

Priority one: strategic direction

For transition to be successful, a business must be healthy heading into transition planning,
remain healthy throughout the planning process, and emerge at the end of transition as strong
as or stronger than when the process started. In order to achieve healthy and effective
transition, a transition plan needs to complement the strategic direction of your business. Often,
families working on their transition plans overlook this critical piece. Therefore, before you get
started, all participants need to have a very clear understanding of:

e \What are the agribusiness’s goals, values and vision?

e \What does each participant in the agribusiness want?

o Where might the agribusiness be in the future (strengths, challenges, opportunities,
risks)?

e Where might the family be in the future (strengths, challenges, opportunities, risks,
priorities)?

Setting and then frequently referring to a strategic direction will help keep ongoing farm
management in sync with the transition, and increases the likelihood that the agribusiness will
remain viable and profitable through the transition. Remember, if the planning process does not
set the stage for business and family success, the transition plan will fail.

About this guide

If you are thinking about transition planning, this Guide is for you! Whether you are a farm family
/ agribusiness owner intending to work through transition independently, or a business advisor /
consultant hired to assist in the development of a transition plan, this Guide will help you
through the necessary steps to successful transition.
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This Guide breaks transition planning into three phases: readiness assessment, plan
development, and plan implementation.

In order to develop a plan, you will start with an initial planning meeting with family members
and others involved in the transition planning process. Then, you will select from the five
outlined in this Guide a planning approaches that best suits your business and the priorities and
needs of everyone involved in the transition. Once you have identified an approach, you will
work step-by-step through a series of topics to create a comprehensive transition plan.

As you work through these topics, your group will identify issues that require follow-up. Staying
on top of these tasks and ensuring they get completed is key to a successful transition. When
your group identifies issues that require follow-up, it is recommended that you add the task to a
master list of follow-up items, and the write a specific action plan for the item. The action plan
should:
e clearly identify who should follow-up on the issue and by when;
o list specific steps required to adequately tackle the challenge, including a time line to
each of these steps;
o list any specific materials or resources that will be needed to complete the follow-up;
¢ list how often the action items should be monitored, and who will be responsible for
monitoring;
o identify how your group will be able to assess whether progress is being made.

The appendix located at the end of this Guide contains removable forms and worksheets
designed to help record information and guide you through each topic.

Icons used in this guide
This guide uses these icons to alert you to useful information.

EXAMPLE

KEEP IN MIND

WHAT TO WATCH FOR

EXERCISE
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This icon identifies planning progress for those following the Comprehensive Approach to
transition planning.

\____/

READINESS ASSESSMENT PLAN DEVELOPMENT

Dealing with transition planning conflict and challenges effectively

Transition planning depends on participants working together to create a successful plan.
Working towards agreement is not always easy. As you work through the transition planning
process, keep in mind the following key considerations:

1.

Transition planning often brings up challenging questions, especially when family
members are involved. If you have concerns about any of the typical challenges
associated with transition planning, such as dealing with entitlement, fairness and
equality, compensation, and farming versus non-farming children, you are not alone!
Virtually every family undergoing transition struggles with at least some of these
concerns. Therefore, before beginning the transition planning process, consider reading
Topic 14: ‘Challenges in Transition Planning’, which provides an overview of twenty of
the most common challenges families encounter in transition planning.

You should expect to have differences of opinion from other people involved in your
transition planning process. Differences of opinion are okay and all families
experience them. To most fairly, calmly and effectively deal with differences of opinion:

= give all participants the opportunity to voice their opinions;

= make sure everyone has a good understanding of all of the different opinions;
- fact-check to ensure opinions are based on valid information;

- keep conversation focused on opinions and not individuals;

= give people time to think about what they've heard;

- try ‘parking’ a difference of opinion and agree to discuss it further later;

- work towards consensus; and

- if resolution seems challenging or you are worried about the potential for
conflict, consider hiring an external facilitator.
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Transition Planning Case Study

This case study is based on an actual farming operation in Alberta. To ensure the owners’
privacy, this Guide renames them ‘Rob and Faye Sample’.

This case study is included in this Guide to provide a real-world example of transition planning.
Background information about the Samples’ farming operation is provided below. Throughout
the rest of this Guide, watch for the Samples Farm to be regularly referenced as an example of
a farm tackling various parts of the transition planning process.

Background

Rob and Faye Sample have been farming for 33 years. Both are in their mid-50s. They have
two children: an adult, married son and a daughter currently completing university.

The couple bought 800 acres of land for $200,000 from Rob’s father in three decades ago,
paying it off 15 year later. They also bought an adjoining half section for $128,000 a year after
their first purchase, which they managed to pay off 12 years ago.

Five years ago, a neighbour offered to sell 1,440 acres and some outbuildings to the Samples
for $1.4 million. The Samples knew the land as they had rented it for some years previous, and
they felt they needed it for the success of their entire operation. Though the asking price
seemed steep, they opted to make the purchase thinking that if they did not, someone else
would.

Three years ago, they added a $350,000 grain handling system to replace/upgrade the older
granaries bought from Rob’s father. That loan is due two years from now.

Two years ago, they also borrowed $50,000 to renovate their home and buy a recreational
vehicle. The loan is due three years from now.

Both Rob and Faye think the nearly 4,200 cultivated acres they are now farming is enough. “We
have what we want,” says Rob. “We work hard and don’t seem to have a lot of time away from
the business, even though we have had some excellent help.”

The Samples typically employ one full-time employee and several seasonal workers during
summer and fall. That staffing situation is not ideal but it is the best they've yet managed.

When they first began farming, Rob and Faye thought they only needed help during seeding
and harvest. However, finding qualified, reliable, motivated people for short-term employment
proved a constant challenge. Therefore, they decided to hire a full-time employee and bring in
additional seasonal help at the busiest times. That said, keeping a full-time worker busy during
the winter months proved an issue.

Unfortunately, the Samples’ full-time employee decided to leave without much notice just before
harvest last year. The Samples have not found someone to replace him. Fortunately, last year
was an open fall and their son, John Sample, returned home to help his parents with harvest.

Business Structure

Rob and Faye farm together in a corporate business structure. They each own 50 per cent of
the common shares. The first two pieces of land they bought are in both their names and are
held personally, outside the family company. The Samples have not created a rental
arrangement for the business to farm the personally-held land.

The Samples decided the best way to buy their most recent purchase of land (the previously
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rented land purchased for $1.4 million) was to buy it through their corporation rather than
owning it personally.

Business Challenges

The Samples’ farming operations were fairly smooth until two years ago when they faced
challenges from wet weather. While markets remained strong that year and the one following,
Rob and Faye now have some decisions to make. The loss of their full-time employee just
before last fall's harvest meant that, even with their son’s help, it was a challenge to get the
crops harvested. The entire family faced added stress and longer hours throughout harvest, a
burden Rob and Faye want to make sure they don't have to face again.

The Samples would like to consider options to reduce some of their business costs.

The Samples run one combine and one seeding unit, both of which operate at full capacity
during the season. Because their equipment is older and slower, they need to hire custom
workers to help finish the work on time. Unfortunately, the timing of getting the custom work
done is becoming more and more of a problem. Being forced to wait for custom work can delay
farming operations, which affects yield and quality. However, they believe it is more efficient to
hire custom workers than to invest capital in new equipment because they don’t want to take on
more debt.

The Samples say their lenders do not appear to be overly concerned, especially because their
financial situation has improved over where it was two years ago. That said, their lenders are
still cautious about extending additional financing.

In spite of the challenges, the Samples say that farming has given them a good life. At this
point, however, the couple want to enjoy more benefits of their hard work and persistence over
33 years. They believe the farm should now be comfortably paying its own way.

Current Financial Status

The Samples have accumulated just over $1.7 million in owner’s equity (or about $3.6 million in
equity — net worth), calculated using market value for assets and excluding outstanding
shareholder loans. They have three term loans, an operating loan and some accounts payable.
The operating loan has not revolved in the past two or three years. The following chart shows
the Samples’ existing term loans:

Original Date igi Principal and
Interest

Annualized at December 31
last year

$1,400,000 $127,058 $1,244,561 $49,885

Three years ago | $ 350,000 $70,000 (equal | $210,000 $70,000
principal)
$50,000 $11,548 $40,962 $9,495

The large $1.4 million loan used to buy more land was a risk. It was financed over 20 years and
matures 15 years from now. Because their other land was already paid off, they used it as
security for the large loan and didn’t need a down payment. However, the loan did equal about

60 per cent of the farm’s total land value.
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Due to the wet weather four years ago, the Samples needed to take out a $350,000 loan to
access more operating capital. When things started to turn around two years ago, the couple
took out a $50,000 loan to pay for much-needed home renovations and to buy a recreational
trailer (fifth wheel) so they could enjoy breaks from the farm. They financed both loans over five
years.

In the past, Rob bought smaller capital items using operating cash rather than taking out a loan
and setting a repayment schedule. However, he feels cash flow can be tight at times.

Business Management

The management structure of Sample Farms is similar to the vast majority of mid-sized farms in
Alberta. Faye does the bookkeeping and manages the office functions such as payroll and GST
reporting. Rob’s passion is farming. While he assumes responsibility for all other management
functions, he’d rather be outside working. Though he knows some changes are needed, he
thought things were working fine until their hired man left. Now, big questions about how the work
is going to get done are setting in.

The Family Options

Rob and Faye are in their mid-50s. Their son John is 29 and married to Rebecca. Their
daughter Carol is 27 and is currently finishing a degree at university.

John has an agricultural business degree and works for the provincial government, making
about $55,000 annually. John likes his job but is interested in other options. He has always
enjoyed helping his family with harvest in the fall. Last year was the first year that his help was
critical, due to the hired man’s unexpected departure.

Rebecca is a trained health professional who enjoys many job options in any urban centre.
However, she would have few job opportunities if they opt to move to the Sample farm. That
said, John and Rebecca have discussed moving to the farm and having John work with his
father or take the farm over completely from his parents. Rebecca and John currently have no
children. If they opt to move to the farm, Rebecca thinks the timing would be good to start a
family since her career options would be limited.

Carol is in a long term relationship with an apprentice carpenter and lives in another province.
Their future plans hinge on where Carol can find work after she finishes her degree. Carol did
help on the farm when she was younger but has not talked about any interest in farming as a
career.

Rob and Faye take a fixed management salary of $60,000 per year plus an allowance for their
daughter’s university costs. Every month, Rob takes money from the farm account and transfers
it to a separate account for family living expenses. Faye thinks they should be focusing on
savings and security right now in order to be prepared for retirement. Both Rob and Faye think
the equity they have built in the farm will ensure protection for their family and provide for their
own retirement.

Faye’s parents ran a successful business. She and Rob may inherit from them in the distant
future. Rob’s parents have both passed away. Rob and Faye’s term loans are life insured. Rob
has no disability insurance. There are no other life insurance policies.

Faye’s biggest concern is the fact that Rob is under constant stress. She has a hard time getting
him to talk about their financial situation. Compounding the situation is the possibility that John
and Rebecca may want to move to the farm but there has not yet been any real discussion

about it.
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The Future

The loss of the hired man significantly influenced the couple’s future plans. They are certain that
they do not want to do another harvest without a full-time person to help. They are currently
asking themselves a lot of important questions:

< How can they avoid hiring someone who may leave at any time?

< Should they talk to John and Rebecca about taking over the farm? Will that put too
much pressure on the young couple?

= What would happen if John and Rebecca move home to farm? How would the business
be set up?

- |f John and Rebecca take over the farm, what does that mean for Carol and her
partner?

- Can Rob and Faye continue to manage with just seasonal help?

All these questions and more are integral to transition planning for this family.
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Sample Farms Ltd. Financial Performance

Ratio Analysis

Liquidity

netincome (before tax) plus
intereston term

debt plus amortization minus
owner

Debt servicing capacity

Netincome

Amortization withdrawals minus income tax paid
Interest

Principal

Interest

Payments
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Financial Efficiency

Profitability
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Sample Farms Ltd. Balance Sheet

Assets

Current

Accounts Receivable
Inventory

Prepaid Expenses
Total

Long Term
Patronage Dividends

Land
Property and Equipment
Total

Liabilities

Current

Bank Indebtedness
Accounts Payable

Current Portion Term Debt
Total

Long Term Debt

Shareholder Loan

Retained Earnings

Share Capital
Net Earnings (Loss) Current Year
Retained Earnings Prior Year

Retained Earnings

Normalizing Adjustments

Balance Sheet

Market Value Adjustment to Land
Acres

Market value

Original cost
Networth adjustment

(note: no adjustmentto market value for equipment)
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Sample Farms Ltd. Income Statement

INCOME
Crop Sales

Inventory Change

DIRECT EXPENSES
Fertilizer

Chemical

Seed/grain purchases
Crop Insurance

Total

VARIABLE EXPENSES

Custom Werk

Fuel and oil

Wages (direct)

Repairs & Maintenance - Machinery

Total Operating Expenses

FIXED EXPENSES

Utilities

Rent

Repairs & Maintenance - Building
Insurance

Interest & Bank charges
Intereston Long Term Debt
Office

Professional Fees

Property Taxes

Salaries & Benefits
Amortization

Total Overhead & Administration Expenses

OTHER REVENUE (EXPENSE)
Programs (Government)
Rebates

Custom work

Gain / (Loss) on capital assets
Total Other
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