Greensill, Latevo &
Australian Agriculture
January 2020

GREENSILL CAPITAL (UK) LIMITED

COMMERCIAL IN CONFIDENCE

Challenges for Australian Agriculture
Challenges for Australian Agriculture
•

Agriculture is a capital intensive business, and the government has stated an objective to grow the
output of the sector to $100b by 2030. This will require substantial capital, with estimates ranging
from $40 to $160b.

•

Farm debt is typically real property secured, and due to the highly concentrated debt market
within Australia, tight on terms. This is in contrast to other markets where a much more diverse
financial product set is available for farmers.

•

Two of the key products that have limited use in the Australian Market are Income Insurance, and
seasonal working capital finance.

•

The provision of seasonal working capital in the Australian market is difficult due to the high volatility
of earnings within the sector, as short term working capital facilities are more adversely affected by
poor seasons than property based debt. This has precipitated a situation where a significant
portion of short term working capital finance is funded through long term property debt. This
maturity mismatch limits the ability of farmers to draw against long term assets to make long term
capital investments in the productivity of their farms.

•

Further, recent issues within the banking sector as a result of the Banking Royal Commission,
coupled with bushfires and drought, have directly led major banks to reducing credit line
availability to the farming sector. Given that as much as 96% of agricultural debt is financed
through the major banks, this compounds the capital starved situation that the sector finds itself in.
Addressing the Challenges

•

As we see it, there are three key themes that must be addressed in any proposal that aims to
enable the sector to have sufficient access to capital to meet in-season and long term productivity
needs.
•

•

•

•

Property debt must be delinked from in-season finance, so that long term assets can be aligned
with long term capital investment in productivity.
Earnings volatility requires new products in the market to ensure that farms can plant with
confidence knowing that the decision will not cost the long term viability of the farm.
A ‘smoothed’ earnings cycle will permit working capital lenders to offer additional in-season
facilities to farmers that are not linked to property mortgages, and encourage secured lenders
to maintain or raise limits commensurate with the farmers ability to service their facilities.

A properly designed solution could increase the availability of working capital available to farmers
by up to $10b within 5 years.
Latevo Mutual & Working Capital

•

The proposed Latevo Mutual Income Protection product, will enable farmers to smooth their
earnings, enabling improved forecasting, capital investment and increasing access to capital.

•

As a farmer owned mutual, it will have broad abilities to ensure that farmers within its network
continue to act in the interests of the mutual and themselves, and will reduce the moral hazard that
presently exists between insurers and the insured. This reduction in risk will assist with the competitive
pricing of the product.

•

As the mutual will be able to assign cashflows that arise from the insurance policy, this will enable
working capital investors to lend to farmers without relying on winding up the business in the event
of non-payment.

•

The Income Protection Product differs from derivatives and other risk mitigation products in that it is
a comprehensive policy, that provides support to working capital providers for all perils. These
products do not address the key impediment to financing agriculture in-season: earnings volatility

•

Wholesale markets would therefore find this type of product more palatable for in-season finance
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Greensill Funding Model
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• The provision of government support to the mutual will enable wholesale funding and bank
funding to be done at far more attractive rates to farmers. These rates, coupled with the
security of minimum income will provide a solid incentive to farmers to adopt the program.
• Government support will assist wholesale funders in bringing this product to market, as it will
demonstrate the commitment that the government has made to the industry at a time when
many insurers are exiting (due to fire, drought, floods or otherwise)
• Government support will only be required in seasons where:
a) a pay out is required to be made by the mutual; and
b) the mutual has not yet built sufficient capital in order to meet the claims; or
c) farmer interest exceeds the available cash pool, and re-insurance is required.
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Alternate Funding Model
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Disclaimer: This presentation (the “Presentation”) is provided on a strictly private and confidential basis for information purposes
only. Without the express prior written consent of the Company, the Presentation and any information contained within it may not be
(i) reproduced (in whole or in part), (ii) copied at any time, (iii) used for any purpose other than your evaluation of the contents
contained therein or (iv) provided to any other person, except your employees and advisors with a need to know who are advised
of the confidentiality of the information. This Presentation does not constitute or form part of, and should not be construed as, an
offer, invitation or inducement to contract or to purchase or subscribe for investments or securities nor shall it or any part of it form the
basis of, or be relied on in connection with, any contract or commitment whatsoever. This Presentation does not constitute either
advice or a recommendation regarding any investments or securities. The communication of this Presentation is restricted by law; it is
not intended for distribution to, or use by any person in, any jurisdiction where such distribution or use would be contrary to local law
or regulation and it is aimed solely to persons to whom the document can legitimately be communicated. No representations or
warranties, express or implied are given in, or in respect of, this Presentation. To the fullest extent permitted by law in no
circumstances will the Company, or any of its respective subsidiaries, shareholders, affiliates, representatives, partners, directors,
officers, employees, advisers or agents be responsible or liable for any direct, indirect or consequential loss or loss of profit arising from
the use of this Presentation, its contents, its omissions, reliance on the information contained within it, or on opinions communicated in
relation thereto or otherwise arising in connection therewith. The information contained in this Presentation has not been
independently verified. Recipients of this Presentation are not to construe its contents, or any prior or subsequent communications
from or with the Company or its representatives as investment, accounting, legal or tax advice. Recipients should be responsible for
obtaining their own advice concerning the possible tax consequences, legal and accounting requirements and foreign exchange
and exchange control requirements in evaluating the contents of this Presentation or any actions or decisions taken
in connection with the same. In addition, this Presentation does not purport to be all-inclusive or to contain all of the information that
may be required for Recipients to make a full analysis of any aspect referred to therein or decisions with respect thereto. Recipients
of this Presentation should each make their own evaluations and of the relevance and adequacy of the information and should
make such other investigations as they deem necessary. To the extent this Presentation contains illustrative returns, projections,
estimates and beliefs and similar information (“Forward Looking Information”), Recipients should understand that Forward Looking
Information is by its nature subject to significant uncertainties and contingencies. Actual future events may vary from such Forward
Looking Information and you are cautioned not to place undue reliance on any Forward Looking Information.
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