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What do We mean by agribusiness?
In the past some advisers and investors have viewed agricultural investments with 
curiosity and caution – typically borne out of a lack of knowledge.

Agribusiness consists of investments in the agricultural sector (such as timber and 
various nut and wine projects, to name a few) and are potentially accompanied by 
an Australian Tax Office Product Ruling giving some (or total) tax deductibility for 
the actual cost of the project to the investor.

They are typically long-term in nature ranging between six and 25 years in term 
with a variety of income points. 

The perception of this industry has been rapidly improving over the past five years 
and for the last two financial years, this asset class has seen over $2 billion placed in 
various projects.

A significant number of companies now offering these investments are publicly 
listed, giving investors a broader range of information prior to investing. If this 
information is used wisely it can provide guidance for many good investment 
opportunities. This article examines those projects with ATO Product Rulings and 
associated tax benefits.

Why invest in agribusiness?
There are a variety of reasons why agribusiness can suit an individual, company 
or trust.

The tax deductible nature of these investments attracts many; however good advisers 
believe the investment merits of a project need to be the basis for your participation 
in a project – not tax.

Agribusiness projects have the potential to deliver returns comparable to ASX shares 
with IRRs up to 8–12 per cent, which should satisfy most investors.

These investments need to be considered as their own asset class, providing a low or 
negative correlation to traditional investments such as the equity and property 
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markets. This provides an excellent tool to help diversify a 
portfolio – and with this diversity improved portfolio performance 
can result. Dependent on the project, income can be either an 
annuity or lump sum over a range of time frames - so there is 
typically an investment option that can be tailored to the 
individual client.

investments that can assist your Financial 
Planning goals
While these investments need to be considered for their 
investment merits, the tax benefit can be used for a variety of 
financial planning strategies. A good adviser will match the 
client’s needs and goals with an investment that suits their time 
frame and risk levels.

Some of the strategies that advisers and investors use these 
products for include:

 Planning issues that agribusiness can assist

Personal debt reduction Retirement planning

Education funding “Kick starting” an investment portfolio

Reduction of capital gains liability Creation of future income streams

Strategy to reduce Division 7A issues Joint investments with SMSF or spouse

cash study 
Personal debt reduction strategy
Purpose – Use the cash flow associated with a tax effective 
investment to reduce personal debt.

Who it suits – Individuals with home loans, personal loans and 
credit card debts.

The benefits –  Establish a long term investment. 
Short term reduction of personal debt. 
Potential for long term increased tax effective 
debt structure. 
Immediate tax benefits.

The strategy:

1. Consider investment in a GPL project (with 100% tax 
deductibility). Consult your financial adviser for the most 
appropriate project for your situation.

2. Establish an investment loan secured using the equity in your 
home (if you are unable to access home equity, Gunns Finance 
have their own finance options available for investors).

3. Use your loan facility to 100 per cent fund your GPL 
investment.

4. Claim all your available tax deductions and GST and use the 
tax refund to reduce your personal debts1.

5. In future years, all deductions, income from the investment 
and other GST returns can be used to pay down your personal 
debts.

6. Once all your personal debts are paid down, use income 
from the investment to reduce your investment debts.

John and Jeannette have recently purchased a new home, 
borrowing 80 per cent of the value to do so. They also have an 
investment property which is ungeared. They will be in the 
workforce for at least another 20 years. Their main goals can be 
summarised as follows:

l Pay off their personal debt faster.

l Have a more tax effective debt structure.

l Create other income streams into the future.

l Diversify their portfolio.

Summary

Current position

Home value $400,000

Debt $320,000

Mortgage term 30 years

Interest rate 7.75%

Current payments $2,292.52

John’s income $180,000

Investment property value $500,000

Investment property debt $0

Advice

1. John Invests in five GPL Woodlot Project 2009 Option 1 
Woodlots at a total cost of $37,400 including GST, funded 
by equity on his investment property, and follows the 
principles outlined for this strategy.

2. John repeats this investment for the next two years – each 
year purchasing five more Woodlots. After three years he 
has 15 Woodlots and uses the deductions to reduce the debt 
on his home.

3. See Figure 1 for results.

Loan reduction

 Do nothing  New scenario

Home value $400,000 $400,000

Debt $320,000 $320,000

Mortgage term 30 years 20 years

Interest rate 7.75% 7.75%

Total interest paid $505,307 $267,980

Interest savings2 $0 $237,327

Time saved 0 years 11 years

Additional income from $0 Consult GPL’s cashflow 
investment (after tax)   calculator

Please note with this strategy there will be a separate investment loan to cater for all expenses 
relating to the investment. This has not been included in these figures.
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Outcome

l Home loan paid off 10 years early.

l Saving $237,327 on home loan payments.

l While the home is paid off the client’s should receive a 
lump sum in several years for the GPL Woodlot investment.

l They have also created a more diverse investment portfolio 
with a small cashflow requirement.

l They will have to pay interest on the loan associated with 
the investment – this will deductible for the life of the loan.

Additional strategy

The above strategy does not include using the income from the 
investment to further reduce the home loan. 

As with any financial strategy, professional advice should be 
obtained prior to investment.

recent develoPments in agribusiness 
managed investment schemes
The last 24 months has seen dramatic changes to the agribusiness 
landscape, so it is recommended that any adviser giving advice 
on these investments makes sure that their information is up to 
date. The ATO is one of the first ports of call, their Product 
Ruling (PR) system has provided guidance on these projects for 
the last 10 years, however, some recent major changes to this 
system are listed below.

recent changes
The most significant changes in the agribusiness industry relate 
to the ATO announcing the concessional tax treatment of non-
forestry agribusiness. This announcement was made early 2007. 
This was on the basis that investors were not carrying on a 
business. This decision was challenged by the industry, and the 
ATO lost its case in the full federal court (late 2008). The 
decision was unanimous and definitive. This has provided the 
industry certainty that investors are carrying on a business, and 
will receive deductions in the 2008/09 year for non-forestry 
investment – provided they invest in projects meeting an 
appropriate Product Ruling in place. For more information in 
the Product Ruling system refer to the ATO’s website. 

Other changes include managers of Agribusiness Managed 
Investment Schemes must expend 70 per cent of raised funds 
directly on the project.

Forestry managers also have 18 months to expend the investment 
proceeds – which has extended the previous time frames for 
planting. 

oPening oF secondary markets
The Howard Federal Government announced through its 2007 
budget that it would allow investors in afforestation MIS’ to 
trade interests in their projects once the initial investor held 
them for a period of at least four years. 

These changes apply retrospectively from 1 July 2007, meaning 
that investors owning an interest in a forestry MIS established 
prior to 1 July 2003 can trade their interests from 1 July 2007.

While this market is embryonic, it does show that these 
investments, once completely illiquid, may now provide 
investors with earlier exit options. There are a few interested 
parties already active in directly and indirectly establishing a 
market for these woodlots. The establishment of a legitimate 
market should benefit the industry in many ways, particularly in 
providing liquidity to immature plantations and price 
information.
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Figure 1.  Loan amortisation
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giving advice

How do I pick a good investment?

Many investors and advisers are attracted to projects that project 
attractive returns through cash flow calculators; this can be 
deceiving and should not be the only method used for selecting 
an investment. How much value can you assign to a projected 
return if the project itself is subject to unnecessary risk? 
Investments in the agribusiness sector like any investment have 
no guaranteed returns, however there are some key points that 
need to be examined to maximise the likelihood of achieving or 
surpassing the potential returns indicated by a cash flow. In no 
particular order, here are some of the issues that need review.

The agricultural fundamentals

Examine what you are considering – from a purely agricultural 
sense. Prior to investing you need to consider what rainfall (or 
irrigation), climate and soils are required to make the project 
work. If these are not in place all the other features of the 
investment are irrelevant. A track record of yields for older 
projects is often a good guide.

The manager

How long has the manager of the project been in the industry? 
What is their track record and capacity to deliver? How do they 
compare to other managers in other projects and in to the 
industry in general? Long term profitability and growth of the 
managing entity is a good sign.

Markets

Is there an established market for the end product? You can feel 
more comfortable with a project that already has a market in 
place and a price history. A long term price history will be able 
to provide an indication of the volatility of the market you are 
investing in – and of course the level of risk your client is being 
exposed to.

You should also have an understanding of the supply and demand 
aspect of the end product. It is preferable to invest in an 
established market that has increasing demand with some limits 
of supply.

Risk

The old financial planning adage of returns being a good guide 
for the risk of an investment is true with agribusiness projects as 
well. Clients can typically accept when an investment doesn’t 
perform to expectation if they have been forewarned – the same 
applies to agribusiness. The clients need to understand that the 
returns are subject to the agricultural performance and market 
price of the project and the factors that can influence both.

Research

There are several groups that now do independent research on 
these projects, including Adviser Edge, Lonsec and AAG. These 
groups provide balanced research showing the risks and potential 
upsides with these investments. While individual advisers should 
form their own opinions on the suitability of a project, these are 
important tools in the process.

last thoughts
Once an adviser has completed some due diligence and decided 
on the projects they are comfortable with, the next stage is 
communicating with clients. This is obviously the most critical 
stage of the process – you do not want investors feeling unaware 
or misled when entering a potentially long term investment.

This communication process should not be rushed and the client 
should be provided with a variety of information to make an 
informed decision. Apart from a Statement of Advice and a 
Product Disclosure Statement, the client may appreciate 
receiving research, product rulings and any other relevant 
materials to make them more familiar with the risk and potential 
benefits of the project for their consideration. l
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notes
1 Consult your relevant planning professional in regards to the merits of registration for GST.  Our example assumes the individual is registered for GST.

2 Please note that there will be some interest cost associated with the loans relating to the investment.  These costs are currently tax deductible for the life of the investment.   
In the example above the entire series of investments can be considered to be financed against the investment property at 7.75% as an interest only loan for the term of the 
project.  In this instance the after tax cost for the term of the loan would be approx. $55,000.
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