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ABSTRACT

NEW EQUITY: A LOOK AT TEXAS AGRICULTURAL LIMITED

PARTNERSHIPS AND THE INVESTORS WHO FUND THEM

Ted M.]Abele, Raymoné A. Dietrich

énd Donald R. Levi*®

Data drawn from certificates of limited partnership and two inde-
pendent surveys relate the number, kind and character of limited

partnerships investing in Texas agriculture. Also set forth is a socio-

economic profile of limited partners investing in such Funds as well as
an overview of their investment objectives.

xRespectively, Research Assistant, Associéte Professor of Agricultural
_Economics, and Professor of Agriculturai Law, Texas A&M University
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NEW EQUITY: A LOOK AT TEXAS AGRICULTURAL LIMITED
" PARTNERSHIPS AND THE INVESTORS WHO FUND THEM

Ted M. Abeie, Raymond A. Dietrich,v
and Donald R. Levi*

Although the statutory orlglns of the Timited partnershlp have been
well founded in the United States since the 1820'5, the use of the 1imited
partnershlp as a business organlzatlonal form remalned relatively obscure
unt|! after WOrId War . Sunce,the mnd—l960's the limited partnership has
gbeen ah ihcreasfng]y popular and important vehicle for the investment of
"outside' eduity capital .in agriculture. The empirical research resh]ts
set ferth ihvthis paper attempt to (1) define the number, kind, andvcher-
acter of agricultural limited partnerships in the State of Texas, and (2)
~ determine the socio-economic profile of the limited partners as well as
. their objectrVes ih funding various Texas agricultural enterprises.

The data used in this analysfs are drawh from three eources. -First,
the ihformation re]atingito the partnership itself was drawn from the
certificates of limited partnership oanile with the Texas Secretary of
~State. Two lndependentiy administered questlonnalres provided the basis
for the data relating to the lumlted partner investors. The first question-
'nalre, referred to hereafter ‘as the pr;mary survey or questionnaire, was mailed
. to all llmlted partners lnvesting in Texas agrlcultural lnmxted partnershlps
(lncludlng cattle feedlng partnerships) from 1966 through l97h;‘ The secondary
questlonnalre, much like the primary in structure and content, was mailed to
a representatlve sample of inmlted partners contr:huttng to Texas cattle
feeding operatlons from 1972 through 1974.

Year of |nvestment

Over 75 percent of the respondents'to the primary questionnaire

* . .
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Economics, and Professor of Agricultural Law, Texas A&M University



indicated one of the years 1970-74 as being the date of their first limited

«

" partnership invesiment. Likewise, although reépondents'to the cattle feeding
- fund questionnaire described investments in feeding operations as early as
1951, over 98 perﬁent began funding feed lots after 1970.

Certificates of limited partnership on file with the Secretary of
State reflect a general increasing trend in the number of agricultural limited
partnersﬁips formed annually from 1966 £o 197h.  The number of certificates
f?]ed rose from a 1966 total of nine to a high of 60 in 1972 before falling
to 52 in>i973 and only 41 in 1974. This trend was paralleled by the fall
in”the annual number of ;attle feed?ng fund subscribefs from 198 in 1973 fo
Qniy'37 réspbndentglwho began in 1974. The sudden down turn in the general
upward trend is atfributed to adverse market conditions and spiraling feed
prices which forced the liquidation of many custom feedérs aqd discouraged
vinQéstmeﬁt in breeding and feeding operations which compose a majority of

Texas agricultural limited partnership dperations,

~"Current Participation

Over 91 percent of the respondeﬁts to the primary survey who had
invested between 1966 and 1975 were currently participating in at least
: éne limited partnership syﬁdication. (About nine percent had liquidated or
otherwise aisposed of thgirvlimited partnership investmént(s) at the time
of the survey.) Qf the 429 céttle feeding fund contributors responding to
the questionnaire, only 66 percent or two-thirds of the 1972—]974 consignors
continue to feed cattle under a.limited partnership arrangément indicating
that the termination rate was considerably higher for fééder operaticn con-
tributors than for fuﬁders of the broader rangé Qf agrjéultural partnerships

sampled by the primary questionnaire. Forty-fqur percent of the primary



survey respondents were participating in more~than one agricultural limited
partnersh:p whereas only 22.2 percent of the cattle feeding partners were

~participating in more than one feedlng fund.

The Prospectus

Seventy two percent ofthepartnersreturn:ngtheprfmary questuonnalreand
82.5 percent of the feeding fund contrlbutors deemed the information pro-'
vided in the prospectus sufficient to allow them to make informed investment
'decisions. :Among the most frequently mentfoned shortcomings of prospectuses
presented to fund contributors were:

1) The inadequate or misleading representatton of the financial
risk inherent with the business.

2) The inadequate explanatlon as to the nature and 1|m1ts of
the enterprlse being undertaken.

3) The lack of limitations on the power of the general partners.

"'Partnef Satisfaction and Future Investment Plans

| When'asked to express the relative degree to which partnership in-
vestments fulfilled their portfolio needs and.financial expectatiens,‘37
percent of‘the investors responded with ”satisfactori!y”»or "very satisfac-
torily". Nineteen percent of the respondents to the primary survey class-
‘ffiee their respective ventures as 'fairly" satfsfactory while 35.1
percent rated their limited partnership investments‘as either "rather"
nnsatisfactory or very unsatisfactory. .

The investors' plans to éentinue current programs were directly contin-
gent upon the degree to which the investment fulfilled the'partners':invest-

ment needs and expectations. 'Too, limited partnership contributors indicated

that future. investment pTans would be highly sensitive to any"changes in



federal'tax‘regulation, Questionnaire responses indicated that over 50
perceht’of the partners plan to maintain their partnership investﬁent under
curéent lnterﬁal Revenue Service regulations. Only 30.9 percent, however,
would retain their interest in the funds should the Revenue Service implement
limitations on artif{cia} accounting {osses such that losses derived from
.égriculture coula not be deducted from non-agricultural income for téx
purposes. These survey results st}ong%y suggest that the tax benefjts
available through the limited partnership structure are major criteria for
investment.

Advantages of Limited Partnership Organization

Tax ramifications were also cited most often as the gdvantage limited
partnerships held over other oréanfzationai structures. Over L0 percent of
‘ghe investors surveyed considered the tax savjﬁgs oppoftunities to be an
'organizationa! advantage unique to limited partnerships. Other advantageéy
. particularly appealing to investors included characteristics of 1) Timited
liability, 2) ability of fund to pool capital, 3) simplicity of fund forma-
tion, Q)‘]ack of 1limited paftners management responsibiiity, ande) facili-

‘tation of family property holdings.

Investment Criteria

'Respondénts to bofh questionnaires were asked to rank thoée characteristics
of the Iimited.partnershfp in the order of their impqrtance as they related
to their investment requiremen?é. The relative ranking of those investment
criteria describe the objectives of thé Eimitéd partnersvas’weiﬁ as their
motives in selecting the limited partmership organzation.

in the primary survey, potential réturn on invest&eﬁt proved to be the
singlie most important investment criterion. Potential return was fé?iowed

closely by tax considerations and limited liability.



Thg seconaary survey results were.similar té those of the primary
vduestionna}re. In the case of the catfle feeding partnérs, "tax tongider-
atiogs”'exéeeded '"]potential for return to net income' in importance as a
'.crfterion for investment. In both studies, the characteristics of "limited
liability' and “ability to pool capital' ranked third and fourth respectively
“in the aggregatevanalysfs. |

Frequency distributions relating investment criteria by investor income
reflect the.increaSing importance of tax consideraticns as fncomes rise.  The
questionnaire»amenistéred to all agricultural !jmited partners revealed that
only 21 pe}cent_of therpértners»with.incomeS'under $40,000 listed tax con-
-siderétidns as their number one investment cfiterion. Nearly 86 percent of
the respondents, however, earning $200,000 and over, tagged tax incentives
as their firs; consideration. Cattle Feeding:fund'contributors classifying
‘the tax incentive as most iméortant rahged'ffom’about L3 percent for. the
“"'under $40,000' income group .to nearly 87 percent for thosé investors
earning $200,000 andvovér.

Investor !ncome

Becéuse of the nature of the investments ihemselvesvand the investment
incentives provided by the progressfve income tax structures, limited part-
: nership; tend to attract cohtributors from h%gh income brackets. Only'16.8
percent of the cattle feeding limited partners and 26.6.percent of the
égricultural limited partﬁership respondents earned gross incomes of less
~ than $40,000 annually. Most of the'inVestors fell into the $40,000-$120,000
‘ annual income range while less than 20 percent of the respondents to either

survey'earned over 5120,000 per vyear.

Limited Partner's Age and Investment Experience

The age'distributioh of the respondents.was nearly identical for both



groups'of partners'survéyed. As Was-expeéted and cohsistent WEth.the tax
.éhe]ter motive fof investmenﬁ, the }argést group of invéstors wefe aged 45
to'GQ; the age at which incomes tend to be highest and'jimifed partnership
tax sheltg}s arés therefore, most attractive. Nearly 70 percent oF all
the investors were age 45 or ofder.'

Bearing aApositive and direct relationship to the partner's age w;s
the partner's degree of experiénte in managing personal investments. Over
60 percent of the partners responding ‘to the primary quést}onnaire had 10 or
more years of experience in Maintéining personal investment portfolios.
Neariy‘31'percentvhad maintained investments (othér éhan savings accounfs)
for more than 26 years. Less than 20 percent of the partners had held
portfolios for fewer than five years. Although the empirical evidence
does not‘éstaﬁlish these partnérsﬁip confribbtors.as éki?led investdﬁs, it
does indicafe tﬁat,thgse persons, for the most part, are not investors without

experience in management of personal investment portfolios.

Investor Occupation and Investment -Advisor

The surveys of Texas agriculturél limited partners and cattle feeding
fund szscribers both revéaled that medical practftioners éoﬁprised the
largest single occupational category among investors. thsicians and dentists
made up 18;2 percent ana 19.3 percent 6f‘the respondents to.thé respective
primary and secondary surveys ana outnumbered investors in all other oc-
- cupations participating in feeding fundé by a two to one margin. Ameﬁg
other groups wbq subscribed heavily to agr%éuitural paftnerships were
farmers and ranchers who comprised 17.6 percent of the respondents and
represented the only major‘group of "blue céilar" workers in funds heavi¥y

dominated by white collar and professional ﬁeop1e5 fn the case of the

‘.



»feedihg fund subscribers, no single occupational category other than medi-
cal préctitionérs composed more than 10 percent of the total.

Evidence indicates that the most soughf after advice when considering
an agricultural fimitéd partnership investment was that of a stockbroker.
dver 58 percent of.thé caﬁfle feeders gnd 4 percént’of the‘primary survey
respondents consulted their stockbroker before investing. Financial invest-
merit firms advised‘iz percent and 19.5 percent of the respective groups of
limited partners. ‘Attorneys and CPA's were also among the professional
'finaﬁéiai'advisérslfrequently éonsulted. | |

Nearly half of the:cbntrESUﬁors to agricultural ‘limited partnerships’
consulted more than one financial advisor prior to investing. Over 11
percent of the primary survey respondents relied totally on theif own in-
'vestment_anélysis and did not seek professional advice before initiating
their partnership venture.

Return gﬂ_lnvestment . N

The anticipation of any economic return to a partner was dependent to
some'degree_on the Business enterprise in which the partnership engaged.' A
large portion (85.7 percent) of the partners engaged in diversified farming
activftiéﬁ were anticipating a positive net return whereas only 31.4 percgnt
of the contfibutors to cattle breeding and stocker 6perations expecte& an an-
ﬁual net'profit. Less'than half (49 percent) of the total number of inveétors
in agricultﬁral limitea partnerships were anticipating a positive net return.
In addition, 20.8 percent‘of the total number of partners were expectiﬁg a
" return of not more than 10 pefcent. The fact that nearly 70 percent of the
partnersvanticipated little or no net return from theif investment (while
only 39.5 percent of the contributors felt the partnership unsatisfactory in

fulfilling their portfolio needs and financial expectations) should again
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suggest tax shelter ramifications as the motive for investment.

Partnership Activities

A study of the certificates of limited partnership filed in Texas from
1966 through 1974 revealed that nearly 70 percent of agricultural limited
partnerships established in those years are engaged }ﬁ cattle feeding or
caftle breeding and stocker operétions. A total of éS Timited partnerships
or 9.3 percent were classified as divefsified farming operations thle 3.7
percent engaged primarily in thg production of grain crops. All other enter-
brises constituted less than 18 percent of the total number of partnerships
estab]i;hed during that nine year period.

Number gf_Partners and Value gj_Funds

Nearly half (48.7 percent) of the limited partnerships studied had
five or Fewer‘iimited partners. An additional 17.9 percent had 10 or fewer.
Analysis also reveals a significant difference in the mean ﬁumber of limited
partneré in varying enierprises.. Grain production and animal-specialities,
for example, averaged only 2.5 and 2.3 limited partners respectively per
fund. Fruit and tree nut operations, on fhe‘other hand, averaged 12.4
contributors per partnership while catt]e.feeding funds attracted an-average
of 38.8 investors each. ‘(The broad range of these figures stems primarily
from the varying capital requirements of eaéh enterprise as ére oftgn dic-
tated By efficiencies of operation associated with economies of size.) 'Despite
this variability; a large portion ofthe partnerships have a relatively
small number of 1{mited partners. o

There is also eyidence to suppbrt the assumption that‘there exists
both a positive aﬁd direct correlation between the number of contributors
and thé value of the fund. The capital contfibutiohs to each fund ranged‘from

$40 to over seven and one quarter.million dollars. The combined partnership



investmenté over the 1966-1974 period tofaled apprdximatel} $110 million.'
"The avefage Qalue‘bf all bartnership funds was $414,083. The méan'values
ranged, by enterprise, from SQOO‘(horticﬁltural crops) to overA$789,000,
for bﬁsinessesengagedinfruit and tree nut operations. Alsovémong the
largest funds were those deallng in cattle feeding. Those 90 partnershups
arranged total capltal contrlbutlons of approxnmately $746,400. Near]y
. 60 percent of the partnerships fell |nto‘e|ther the'SZS,OOO—S]O0,000 or the
$l00,006~$500,000 category. Twenty percent of the organizatioﬁs held
capital contributions of $25,000 or less. Composing only about 20 percent
of the total partnerships but cbntrol%ing a giént,share’of the total
dollars invested were funds over one half million dé]}ars inZvalué.

Just as most of the partnerships had relatively few limited partners
. SO also did they have relatively few general partners.. Over 77 percent
of the organizations were managed by on1y one»general partner. An édditional
‘15‘percent'operated with oh]y two managing parties while onTy eight percent
- had ‘three or more. There appears t§ be no significant‘relationship between

the number: of genéra1 partners and the value of the fund.

Identity of the Partner

Data were drawn from certificates of 1imited partnership (1) to
determine whether the partnerships' general partners were individual

proprietors or corporations or both; (2) to identify the general partners

‘Based on actual contributions as recorded in certificates of 261 partner-
ships. Missing data on eight funds were developed using the mean fund
~value of the organizations engaged in that enterprise.
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as either Tegas residents pr nonresidentsi and (3) to determinevwhetner_,
general partners were also pértjcipating in the same fUnd as Timited,part-
ners. . | |
Findings:associatee with the.firSt objective,reveafed that752.6
'percent of the particxpatnng general partners Qer indfvfduaf proprfetors
and.hl.ﬁ percent were corporate partners. in 5.2 percent of the organl—
iatidns both-indiViduals and'corporatfone were perticipating as generai
partners. | | | | |

| The chi?sqqare‘test detected'a_posftive essociat?on betweentthe part-
vnership enterprise anthhe stétus of the organization's generél partnerr
The relat:onship i's duscernable at the 10 percent ievel of significance.
Those partnershlp activities which appear to‘be domlnated by funds with
Cindividuals as genera] partners 1nc1ude an:mal specnallttes, diversnfted
farmung, and enterprtses claSS|f|ed as “other nonproductxon agracultural
‘ actlvntles.“ leewsse, over 60 percent of the cattle breed:ng and stocker
.operatnons were dlrected by lndxvuduais servrng ln proprletorshlp roles.
.Cattle feeding funds; on.the,other hand, werehdomlnated‘by‘a two to oneb
~ margin py'corporatione serving as genere1 partners.

_ Partnership tilings also revealed‘that more than tw0fthirds of the
funds' generei partners were'nonresidents. Over 67 percent of the managtng
‘partners maintalned busxness and/or res:dence addresses outsnde Texas
whlie approxumate]y 23 percent of the partnershlps were headed by Texas
" residents. Composing 5.2 percent of the total were Organizatione having
‘twclor more general partners who Qere‘divided ae tc their resfdentiel
ciassnfrcatton. |

Data from certnf:cates of limited partnersth show that 65 percent

of the general partners directing partnershlp affairs also partlc;pate

_in those same_funds as limited partners. Less than‘onefthird (31.7 percent)

’
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act only in a-general partner capacity. The remaining three percent of
the organizations have some general partners who partitipate only in a

general partner role and some who also participate as\”slimited partnersg

‘Grain producing and cattle breeding and stocker operations had the highest

retes of dual participation as 90 percent and 73 percent of their respective

~general partners also appeared on the certificates as contributing limited

" partners.

In Conclusion

Although a relatively new equity source in the broad field of
agricuﬁtura}‘product?on, the 1imited partnefship has quickly become a very

popular and effective medium for investing nonfarm capital in the

agricultural sector. This study has attempted to reflect on the nature,
number, and size of these organizations as well as the character and ob-
' jectives of its ‘ investors. _Still, much study remains before our under-

- standing of the agricﬁltural limited partnerships is adequate to determine

&
its growing role and significance to America's largest industry.



