Interview:  Viking 

Dorchester Pacific founder Brent King is launching a new venture, Viking Capital, which aims to be an aggressive investment company in the style of Brierley Investments in its early days. Viking Capital is seeking to raise between $15 million and $20 million through a share issue of up to 80 million shares priced at 25 cents each and will be listed on the NZAX. King, who will be executive chairman, has committed to buy 20 million shares which would give him a 33.3% stake if only $15 million is raised. Fellow director Grant Baker, who is chairman of liquor marketer 42 Below, will subscribe to 6.7 million shares. Former finance minister Sir William Birch is the other director. All subscribers will receive one warrant for every six shares issued exerciseable at 25 cents between July this year and October 2008. King will be awarded an additional 10 million warrants and Baker 3.3 million, both parcels exerciseable at 30 cents.

Q: Is it possible to have given yourself a less restrictive investment mandate?

Viking Capital executive chairman Brent King: No, that’s the reality of it. That’s what, say, GPG has. They can do what they want you’re backing that management. We’re a group of people backing this company and trying to make a lot of money. It’s a matter of whether people believe our group is able to make investments that give shareholders a good return on their funds. Different situations will present themselves in different ways. We don’t want to be constricted in any particular area. We will take each individual situation one by one. Since this has been in the market, I’ve had two brokers come to me with deals. They’ve said, these people really need a kick in the backside, have you thought of this. It’s a nice, positive reaction.

Q: Aren’t you going against conventional New Zealand wisdom in not promising regular dividends?

BK: We’re appealing to shareholders who understand that (we won’t be paying dividends) going in. We need to get this business established. It will take a couple of years. You don’t want to promise something and not deliver. People should understand that they’re taking a business risk. Otherwise they should be looking for secured debenture stock.

Q: When it comes down to it, isn’t your proposition to investors simply: trust me and back my track record?

BK: Correct, no more, no less. Trust the group and their track records. I’m certainly the dominant one with the major shareholding and chairmanship. It’s for people who know me and want to be part of it. It’s very much a Brierley-type concept. These are my thoughts. Do you want to come along for the ride? These are the risks associated with it.

Q: How many employees do you envisage Viking having?

BK: Very, very few. Any of those things will be done under contract. We will get specific analysts to look at different things. I want to keep the overheads low. That’s why my salary ($125,000 in the first year and $225,000 for the second) is low compared to the last few years of my life. (At Dorchester, which has a $61.5 million market capitalisation, King’s salary in the year ended March 2005 was $521,080.) I don’t want people walking around with cups of coffee and reading newspapers.

Q: Will running Viking be a full time job for you?

BK: Very. I will be very committed to it. It’s a significant amount of my wealth, $5 million is a significant amount of money for me. I’m very determined and very committed. If I lost $500,000, it wouldn’t kill me, but if I lost $5 million, I would be very upset. I’m determined to make it into a far bigger company.

Q: What makes you so sure asset prices will be driven down? Give me some examples of over-priced assets?

BK: I think the debt burden on New Zealanders has grown too quickly. In the last couple of years we’ve had household debt go up a cumulative 25%. I just don’t think people can keeping taking on that much debt. When interest rates were going down, it wasn’t so bad. There must be a slowdown in spending. We’ve had house prices going up – our whole economy’s been driven off consumption. That consumption must slow down because people can’t afford to keep on piling up debt. Assets will come down right from retailers right back to the building owners of the retailers, right back through to manufacturers. The question in that cycle is where is the best opportunity to take advantage of that.

Q: You say that the benefits of deregulation have been squandered – what are some examples?

BK: Instead of using those benefits and putting them into productive assets, we’ve used them for consumption. People have basically consumed that. They’ve increased debt and bought a new TV or car, or whatever it might be. The result has been detrimental to the whole process. Our economy has been strong because of deregulation. We’re now winding that back. Our growth this year is going to be 1% or 1.5%. That’s being driven purely off population growth. We’ve started to go backwards. If you look at Japan, they’re racing ahead. If you move down to Australia, they’re still going strong. We’re moving to the left and slowing down. They’re moving to the right and making things happen. If, instead of consuming that wealth over the last few years, we had put it into roads, our country would be far better off, if we had put it into electricity generation. I know it’s philosophical and people don’t like to knock the government, but our economy isn’t performing and it won’t perform. In our place in the world, we’re moving back in the queue every day. 


Q: If asset prices are currently over-valued, won’t that make it difficult to find suitable investments to begin with?

BK: Yes. We’re not going to set ourselves a specific, I must make an investment every two months. We want to make sure we build up our knowledge base and pluck the right cherries. Foodstuffs have done that with The Warehouse. I think there are lots of other opportunities as well. Some of that could be as simple as an international wanting to quit and sell its New Zealand subsidiary. We’ve been looking at a number of situations.

Q: Do you already have some investments in mind?

BK: We’ve got lots of ideas. We’re just building our database and knowledge. We don’t have any commitments right now but we’re keeping a close eye on a number of situations.

Q: Why are you reserving warrants for non-executive directors, advisers or business associates?

BK: That’s to reward those people who are supporters of the company. There are some people out there who can bring us business and transactions and support us. This gives them a stake in the business. We haven’t decided who to allocate those to. It’s a product that’s available. The simple fact of business is that the people who help you, you’ve got to help them. We all lever off each other.

Q: Where did you get the idea of accepting assets, rather than cash, in exchange for Viking shares?

BK: Since I had announced my resignation from Dorchester, I had quite a lot of people coming along asking me to look after this, or manage my funds. I don’t want to be managing an individual’s $500,000 worth of assets here and there. That’s not me. What I don’t want to be doing is sitting there thinking about each person’s individual situation. To the people who are ringing me, coming to see me and sending me emails asking, I’m saying no, come share with me. If it works, great. If it doesn’t, that’s it. They get the same ups and downs as I get. Over time, I’ve got lots of older investors particularly who’ve made a few dollars out of my endeavours. Quite a few of those people want to stay with me. When someone asks for you, it’s quite an honour, to be honest.  

Q: Why are you applying a 5% discount to any assets offered in exchange for Viking shares? Is that to cover brokerage?

BK: Normally, if you go into some managed fund, there’s a cost. It means if we do want to sell an asset and someone puts in an assets we don’t want to hold longer term,  it gives us a buffer so we can stay ahead of the game rather than behind it. It’s brokerage and transactional costs.0

Q: On what criteria would you refuse to accept assets in exchange for Viking shares?

BK: Lack of liquidity in the stock that they’re offering. If it’s a stock that’s quite thinly traded or you can’t really get out of, we would probably refuse it. Certainly, if we knew something about the stock that perhaps the party trying to sell us didn’t know. If we like the company and we like its future, we would accept.

Q: Why have a lockup arrangement for those people offering assets in exchange for Viking shares?

BK: We don’t want them just flicking to us and selling Viking shares and running away. Otherwise, they may as well sell their current shares. If they get Viking shares and don’t have the hassle of managing the assets, they have to stay around a while.

Q: Seeing that you’re expecting NTA per share will be slightly higher than 25 cents after issue expenses, that implies you expect a fair number of shares will be bought with assets rather than cash. Is that correct?

BK: Yes. Effectively, if the costs are, say, $250,000 – we won’t know the final cost until we know how much brokerage we will have to pay, but assuming it’s $250,000, if we get $5 million of assets at 5% (discount), then that covers our costs. If we get a third (of $15,000) in assets, it will be neutral. Normally, you start behind the eight ball.

Q: Why have you set the non-founder warrants exercise price at 25 cents and the founder warrants at 30 cents?

BK: Because we wanted to make sure before we gained any benefit that the investors had gained that 20% return. We thought they wouldn’t be unhappy with us getting a warrant. If we set it at the same price as everybody else, they might thing we’re a bit greedy. It shows how confident we are about making the business work.

Q: How long have you and Grant Baker known each other?

BK: We’ve known each other probably five or six years now. For the first couple of years we didn’t do any business. We tried to do deals and got close. Relationships are strange. It’s often one that’s not quite working that can end up flourishing. You build up a respect for each other over time. When the appropriate occasion presents itself, things work.

Q: How much input do you expect Baker will have into sourcing potential investments?

BK: Because of his own personal situation, he does get a lot of stuff raised with him. All three of us would get at least one proposition run past us a week. His background with Blue Star, telecommunications and the electricity industry is invaluable. He will be very useful for analysis as well as contacts. He’s also very well known around the higher echelons of motor racing. He has some very good contacts there.

Q: Why the milestone payment structure? Why did you decide that the milestone payments would be used to exercise warrants?

BK: It’s our commitment to the company. We don’t want to take money off the table. We want to grow our percentage of the company. We’re not trying to take cash and run. We’re doing the reverse. We’re showing our ongoing confidence in the company.

Q: Why use your lawyer as your NZX sponsor?

BK: We were going to use Direct Broking. The change of ownership to ANZ came at a time when it was in the middle of it. The lawyer was an NZX sponsor. We thought rather than try and find someone else, we’d use Minter Ellison. We’ve been quite pleasantly surprised at how many brokers have shown an interest in the business.

