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THE ART AND SCIENCE OF INVESTING IN FARMLAND
This short piece provides context for investors who are considering an allocation to agricultural
investments. It highlights factors that can affect rural land values and the returns derived from
growing food and fiber products on rural acres. It also discusses important criteria to consider
when selecting an investment manager for land based assets.

FACTORS AFFECTING LAND VALUE IN ORDER OF SIGNIFICANCE
LOCATION, LOCATION, LOCATION
500 years ago, an acre in Midtown Manhattan was an agricultural acre, a lousy one. Thin, acidic soils with bedrock near the surface,
made it unproductive. Glaciation, 10,000 years prior, had scoured Manhattan Island removing most of the topsoil required to support
vibrant plant growth. But over time, the rivers and deep water harbours made Manhattan Island a rapidly populating location. Our lousy
agricultural acre became a heavily trafficked location, and in time, the shallow depth to bedrock under Manhattan became an asset
instead of a liability, providing a solid foundation under taller and taller buildings.
Today, the Midtown Manhattan acre might trade for tens of millions of dollars while this same scrubland acre transported to 300 miles
northwest to the Tug Hill Plateau in central New York State should be worth far less than $1,000 an acre because it is likely to be still
valued for what the largely unproductive soil can produce. In this instance, geography dictated settlement which dictated value.
For all property investments, the concept of Highest Best Use underlies all land based investing, and this example is intended to
demonstrate the continuum between commercial real estate at the high end of the value spectrum and unproductive scrubland at the
low end.

Make no mistake, commercial real
estate and agricultural investing are
pieces of the same land use puzzle.
Land use, land use patterns, land conversion to higher better uses
driven by technology, population growth, and global trade flows,
are all part of the allocation of global surface resources.
As we move out from urban areas, absolute cash yields decline
as dense/intense land uses like high rise apartments give way to
lower rise apartments and then single family houses. Eventually,
the landscape changes, population density decreases, building
opportunities disappear except for convenience stores and truck
stops near highways, and farm and forest acreage is all that
remains. This rural region is where food and fiber grow, and, if
you are a fan of capitalism, then the power of the market to find
and fill each of these niches down the value chain, is impressive.
From an agricultural perspective, property location is typically the
determining factor in its ultimate use (driven by climatic and soil
factors), but also its underlying profitability and return stability.
If we ignore temperature and water availability for the moment,
a property’s location is a major factor in determining its distance
to market and by corollary its ultimate profitability. Many
agricultural commodities are relatively low value by volume, and
logistics costs such as truck transport can quickly erode margins,
rendering the profitability of a particular acre nil irrespective of
the stability or quality of its agricultural production.

SOME HISTORY...
LAND AS A CONDUIT OF RIGHTS AND VALUE
John Locke, the 17th century British political philosopher, is the
thinker credited with the rationalist concept that man has the right
to life, liberty, and the fruits of his labor. By fruits, Locke meant
property. Locke saw government as the arbiter of property rights
and besides securing justifiable ownership, he believed government
should encourage the productivity of property to ensure that natural
resources were developed to serve the greater good. Without the
concept of property rights, and the laws to protect them that
followed in the wake of the revolutions and constitutions inspired by
Locke, there would be no natural resources asset class as we know
it today.
In the United States, we are still linked to Locke and Great Britain by
the term aecre, Old English for open field, and, if you think in terms of
oxen, as so many of us do, it is roughly defined as the land surface that
a team of oxen can plow in one day. If you think in terms of football,
then the area of an acre is roughly the size of a football field. How
the United States ended up with this awkward unit of measurement;
43,560 square feet, is an interesting story, but if Thomas Jefferson
had had his way, the United States would have been metric from
the moment Lewis and Clark returned from their exploration of the
Louisiana Purchase. The U.S. Congress; however, disagreed, and we
ended up with the vestiges of the British land measurement system
based upon the chain. The chain is a unit 66 feet long or around
21 metres. An acre is the area described as 1 chain times 10 chains
which is 1/640th of a square mile or 27,848,400 square feet. When
you fly over the Mid-Western United States and you look down
upon all those “perfect” squares separated by dirt roads that create
the checkerboard effect on the ground, you are looking down upon
sections equal to one mile by one mile or 640 acres.

Property location needs to be considered from other, less intuitive, but perhaps equally impactful points of view, such as the ability to
attract high-quality farmers to a particular piece of land. The distance from machinery repair facilities and crop input suppliers can also
be major determining factors in the stability and quality of the cash-flow a piece of land will generate over a long time period.

CONVERSION OPTIONS
Conversion is the ever moving frontier of global agriculture that’s been a driving force in land values throughout history. Modern
agricultural land use tends to push each acre as far across the gradient below as regional climate, soil, water availability, technology and
market forces will allow.
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Farmers and foresters who are willing to take some risk (market risk, yield volatility risk), and are able to secure the capital required to
undertake such change are usually driving this process. However, typically farmers will continue to manage their land as it has always
been managed until conversion options knock on their door. For example, when a wheat farmer looks around her valley and sees almonds,
vineyards or apple trees on her neighbor’s land, and does the math, she eventually realizes that it might make sense to bet the farm on
conversion to crops that might generate revenues ten to fifteen times greater per acre than her wheat crop. Scarcity of equity capital is
often a prohibitive barrier to undertaking this sort of development and readily available solutions to address this issue are not prevalent
in most agricultural markets.
Or, if another farmer owns dry grazing land but discovers that this dry land sits on top of an aquifer, and obtains financing that allows him
to drill wells into the underground aquifer and bring water to the surface to irrigate the soil, he will be leaping across the value chain by
converting dry grazing land into row crop land or even all the way to permanent crops (e.g. nuts, vineyard, apples, etc).
However, when it comes to conversion, the devil is in the details. If conversion costs are too high e.g. stump removal, well drilling, irrigation
equipment, expensive planting stock, even higher profits per acre may not generate higher net yields or IRRs. Conversion on some
properties might be a poor choice since execution risk and a longer time to convert add to the drag on returns to conversion. Execution risk
in conversion can be significant since an unproven land use is replacing a proven one. Land conversion ideas that look good on paper often
don’t translate into field results since the expected returns from production-post-conversion don’t always materialize in full.
In sum, land conversion makes sense when the yield arbitrage is large enough to absorb the potential friction between modeled and
actual yields, but over time, the miracle of modern agricultural practices should push each acre to manifest its destiny and achieve its
higher value productivity.

WATER
Access to water is by far the most important attribute determining productivity and agricultural use of any piece of land where crops are
grown. Water can come from rain, from the ground or from the surface (rivers, lakes, etc). Land in regions where rainfall is predictable
and voluminous generally do not require irrigation from groundwater or surface water sources. In regions such as Kansas, Saskatchewan,
eastern Washington, Oregon, western Texas, Kansas, or Western Australia’s wheat-belt, where rainfall amounts are lower and less
predictable, and where other water sources are largely unavailable, land values are substantially lower than other parts of the developed
world where multiple water sources are available for agriculture. Relying on natural rainfall in drier regions can make farming risky.
Groundwater has been the traditional back up water supply on productive, but rain challenged acres. Groundwater resources differ
dramatically from region to region, but their use is determined by levels of salinity, depth, recharge speed, quantity, and regional
sustainability. The cost of delivering water to a groundwater fed acre is dependent upon how economical it is to bring this water to the
surface and distribute it. It is important to have access to three phase electric power when pulling water up from great depths since diesel
and natural gas options can be very expensive.
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The price of ground water is dependent upon the quality of the underground water
basin and the regulatory environment in which it sits.
Some regions have ground water regulations that are established and predictable, while others have regulations that are evolving.
Understanding the risk profile of an acre’s regulatory water rights is a very important component of agricultural land investing.
There is some art and some risk to assessing a groundwater resource, but hydrology is still a dark science, and government regulation
is an even darker science. Both should be knowable enough to generate appropriate risk/reward returns if you get the best information
available, and because assessing groundwater sustainability within the context of regulatory constraints may be difficult, there is
opportunity for investors who put the effort in to gain a better understanding of the vagaries of ground water.
Surface water rights and the laws and regulations surrounding them are typically even more complex than ground water. Federal, regional
and local regulatory bodies, vie for and restrict surface water rights, and layers upon layers of case law have created a baroque system
that is hard to explain without writing a book on the topic. For our purposes, there are regions where an investor assumes very low risk
with respect to their surface water rights, and regions where the risk is so high it is hard to justify owning the land that needs surface
water to extract productivity and value.
In sum, water is the most important consideration in any agricultural investment, and we believe pricing it appropriately in conjunction
with the soil type and climactic conditions is where the investment managers earn their pay!

SOIL TYPE AND GROWING CONDITIONS
Most crops or trees grow well in fertile, well-drained soil. These soils are generally the most valuable/expensive because they support
the highest agricultural productivity. Ideally, you want the right soil in the right place with the right environmental conditions, with easy
access to multiple sources of water.
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THE BUNDLE OF RIGHTS THAT COME WITH LAND OWNERSHIP
Investing in farmland is fundamentally about investing in the value of soil productivity, but each
acre also carries a bundle of rights, options, and variables that fall into several categories. Each is
discussed below.
— MINERALS
Mineral rights in rural areas are often separated from surface rights and owned by mineral extraction companies or governments, but in
the instance where they are not, and in the rarer instance where the mineral resource has economic value, the mineral value can dwarf
the agricultural/forestry value on a per acre basis. The most recent example of this is the fracking revolution where the lucky landowner
who sat upon frack-able geological formations was paid huge sums to sell or lease their energy reserves. Operators who are competent
in their optimization of these kinds of resources should be be rewarded if they develop the internal expertise to capitalize upon these
opportunities or facilitate the development of these rights through long-term arrangements with resource companies with this expertise.

— EASEMENT AND HABITAT POTENTIAL
Easements, broadly described, restrict private property land use in ways that allow public right of ways, and ensure that the land will be
conserved. Unless contributed by the landowner as a tax deductible gift, the landowner is usually paid by a local land trust or a public
entity for restriction. The more restrictive the easement, the higher the payment. Typical easement restrictions might include limiting
subdivision and building, or granting public access. Some conservation easements are also habitat easements where the land owner is
paid to protect and enhance plant and animal habitat. Mitigation banking allows environmental habitat to be bought and sold through
a market intermediary such as the U.S. Corps of Engineers. In the United States, federal regulations require all public and private building
projects to “buy” habitat equal to what has been disturbed during the construction process. These habitat purchases take the form of
mitigation credits purchased from a permitted mitigation bank.

— RECREATION
Recreation rights, the right to lease land to private users for hunting, fishing, camping, varies depending upon the lands attributes. A
typical lease revenue stream from recreational leases might cover the property taxes on the property. Rarely do these leases generate
enough cash to create a meaningful contribution to yields on any given property.

— OPTIONALITY
This is the catch-all bucket for all those “what ifs” that investment bankers and real estate brokers will use to sell rural land packages.
Sometimes, dreams come true, and wind farms, solar farms, golf courses or housing development opportunities come along, and we
have even heard of airspace leases as the coming wave in rural land rights, but more likely, optionality means land conversion to a higher
photosynthesis-based, productive use as discussed above.

— TITLE AND STRUCTURE
The importance of clear and enforceable legal title to the land may be misunderstood when investing in certain countries that have poor
or underdeveloped land ownership regimes. The difficulty to claim and enforce unencumbered ownership in certain countries (e.g. Latin
America) may significantly increase the risk profile of the investment. In developed countries where title issues are less prevalent, value
can be influenced by other legal matters such as status and structure. A family ownership with layers of LLCs and related party loans and
liens, for example, can render some acres unmarketable. Many long-time owners have complicated ownership structures that can make
buying a piece of land challenging. Additionally, rights of first refusal, investment approvals, family issues, state or federal restrictions
on transfer can limit bidding, leading to lower prices. Setting up a “last man standing process” can hurt exit values and investor returns.
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THE CHALLENGES OF BUYING AND SELLING LAND
This section addresses some common challenges when it comes to modeling land-based, natural
resource investments.
ESTIMATION OF THE PATH OF PROGRESS
Some of these rural regions are spectacularly beautiful, but this beauty coupled with some power lines and paved roads can cause the
rural land investor to “fall in love” with a region and perceive “path of progress” value that may take decades to materialize. As they say,
“being early is often the same as being wrong,” and the rural land investor has to keep their eye on the intrinsic value of the land, not the
extrinsic factors that are difficult to control and predict.

DESK TOP DREAMING
In our view, the greatest mistake is not visiting a property before buying it. Yes, it happens, and as a consequence, many modeling
assumptions used to optimize results inflate the acquisition price, or fail to see value that is not apparent from a distance. One common
desktop mistake is to assume homogeneity of the forest, grove, or field. This can lead to large mistakes regarding actual productivity.
Knowing the dirt is the only way to invest in dirt.

FAITH IN THE GREATER FOOL
Oh, he’s out there somewhere! And when it comes time to sell, he might show up, but the real greater fool is cap rate compression and
a liquid appetite for the assets you own. When liquidity flows materialize, the greater fool has arrived, but you certainly can’t count on
that happening.

EXIT ACUITY
This is related to the greater fool. Selling a land asset takes time. Selling is harder than buying unless the greater fools decide to throw a
party. But usually, when you are selling, you’re vulnerable to the buyer’s whimsy. We maintain that the only way to insure against this is
to build a demonstrated, fully improved, land-based production machine, and then sell it into a market sloshing with investment capital
and managers anxious to put money to work. In the meantime, perfecting your land asset gives it due diligence armour, but, in our
experience, you have to be in the market early enough to take advantage of these long liquidity waves when they wash into the natural
resource sector.

UNDERESTIMATING THE IMPORTANCE OF THE PROXIMITY TO MARKETS, THE STABILITY OF THOSE MARKETS,
AND THE VALUE OF PROXIMITY TO PROCESSING INFRASTRUCTURE
This speaks for itself. A beautiful forest or farm orphaned and isolated away from markets and infrastructure to support the value
of its products is a poor value proposition. Teak plantations in Brazil are a good example. They are beautiful properties, with great
growing conditions that produce beautiful wood. However, many of these plantations are far from the seaport infrastructure required
to export this wood to India, the primary consumer of teak. Consequently, Brazil is an example of a high cost producer of teak where the
transportation costs consume most of the profit.

OPERATOR RISK
An operator who is not tied closely to the land base with financial interests that are aligned with the land owner can simply walk away
when the going gets tough. A service contract or farming lease is not enough to incentivize the operator to sustain activity when other,
more attractive employment options become available. An effective way to align interests is with true partnerships where both parties
contribute cash or assets that are significant enough to secure long-term commitment and alignment.
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ACQUISITION PRICING
Ideally, land pricing should be a function of the net present value of the monetization of the bundle of rights and crop yields over time
after subtracting the NPV of the costs of production or conversion or improvements. But, here is the punch line, it rarely is!

Land in developed countries exerts a special effect on the investor. Price appreciation
has been relentless! More than gold, land is broadly perceived as the pre-eminent store
of value.
If you have a manager that can make it yield, then you are way ahead of the game. Yield, store of value, why invest in gold? This is the
real appeal of «limited» land resources.

ESTIMATING LAND PRICE APPRECIATION
In developed countries, hundreds of years have been spent making the land productive by matching crops and animals to the soil types,
ecosystem, and water resources. Over time, rural land use migrates toward its highest best use as seed, fertilizer and water distribution
technology advances. Sometimes these advances are as simple as a farmer experimenting with new crops. Almonds in California and
dairy in the South Island of New Zealand are the recent examples of a new agricultural output in a new region that increases the value of
the land by increasing the cash flow derived from that land. These micro production process improvements as well as the macro trends
of diminishing water and growing population are the invisible motors that power land price appreciation. As the “products”, energy,
minerals, food, fiber, airspace generate higher net cash flows, or at least, lower risk production scenarios, the value accrues to the land.

SOME THINGS TO CONSIDER WHEN CHOOSING A MANAGER
The issues discussed throughout this paper are intended to frame a thorough due diligence process that will lead to a deeper understanding
of how any given manager approaches agricultural investments. In general, managers should be compensated based upon performance,
and their investment process should combine deliberateness with nimbleness. Often the ability to act quickly is a huge advantage that
can lead to long term, compelling performance, but it requires preparation and experience to pull it off. Also, we believe it is important to
pick a group that has demonstrated an ability to generate consistent cash yields from its land assets; an ability to execute on opportunities
to scale; and an ability to capitalize on alternative land uses. In sum, look for a manager with:

1.

a strong investment and ESG track record;

2.

a strategy that aligns the farm operator with the investor;

3.

a fee structure that skews incentives towards performance;

4.

a streamlined investment process that will allow it to be nimble;

5.

experience.

Do not be afraid to ask the team about their worst deals as well as their best ones!

CONCLUSION
Investing in productive land assets can be complicated. Good land-based investments are hard to come by and good operators are equally
difficult to find. But the good news is that once a good agricultural investment with the right structure and management incentives is put
in place, it can create a high yielding, low volatility asset that investors might want to hold in perpetuity.
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ABOUT BOB SAUL
Bob Saul is Partner, Agriculture of Fiera Comox. Bob has more than twenty years of direct investment
experience in the agriculture and forestry asset class in the United States and Central America where he
has been responsible for more than US$3 billion in land based transactions.
Prior to Fiera Comox, Bob was a Partner and founder at Grantham, Mayo, and van Otterloo’s Renewable
Resources from 1997 to 2013. During this period, he built a 2.4 million-acre portfolio that included
softwood and hardwood timberland, a wetland mitigation bank, row crop farmland, and processing
infrastructure. The majority of these acres (1.6 million) were sold between 2006 and 2012. After 16 years
at GMO, Bob joined Wood Creek Capital/Barings in early 2013 where he led agriculture investments,
and over the next four and half years, assembled a US$600 million, 300,000 acre agricultural and
timber portfolio. This portfolio included three new operating platforms in citrus, maple syrup production, and ranchland to row-crop
land conversion. The portfolio has also funded the expansion of existing operating platforms in row-crop farmland, water, teak, sorghum
seed, and northern Appalachian hardwoods.
Bob has owned and managed his own 220-acre farm in Amherst, Massachusetts for 27 years. He is a graduate of Amherst College (B.A.
English 1981) and Harvard’s Kennedy School of Government (MPP, 1985).

ABOUT FIERA COMOX
Fiera Comox is a global investment manager that manages private investment strategies in Agriculture and Private Equity. Our agriculture
investment strategy is dedicated to building a globally diversified portfolio of rural land-centric assets, primarily farmland, seeking to
generate stable and attractive long-term returns. In partnership with best-in-class local operators, we seek to acquire and consolidate
assets in specific sectors primarily in the United States, Australia, New Zealand and Canada. Our investment team is composed of
seasoned investment professionals with diverse and complementary expertise who have acquired more than five million acres of
agriculture and timber land over the years.
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Disclaimer Notice
This document is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The information contained herein is in
summary form for convenience of presentation. It is not complete and it should not be relied upon as such. The information set forth herein was gathered
from various sources which Fiera Comox believes, but has not been able to independently verify and does not guarantee, to be accurate.
This document is provided to you on the understanding that, as an accredited investor, you will understand and accept its inherent limitations and you will
not rely on it in making or recommending any investment decision.
Important Risk Factors
Land investing involves significant risks, including loss of the entire investment. Risks related to land investing include adverse weather, commodity price
variability, water availability, natural disaster, environmental liability, health and safety liability, climate change and related regulations, illiquidity, legal
and regulatory, third-party rights, insurance availability, and interest rate risk, among others. Prospective investors should carefully consider such risk
before making any investment decision.
These materials may contain forward-looking statements based on experience and expectations about these types of investments. For example, such
statements are sometimes indicated by words such as “expects,” “believes,” “seeks,” “may,” “intends,” “attempts,” “will,” “should,” and similar expressions.
Those forward-looking statements are not guarantees of future performance and are subject to many risks, uncertainties and assumptions that are
difficult to predict. Therefore, actual returns could be much lower than those expressed or implied in any forward-looking statements as a result of various
factors. Fiera Comox has no obligation to revise or update these materials or any forward-looking statements set forth herein.
Investments in any fund sponsored by Fiera Comox have not been and will not be recommended or approved by any Canadian or US federal or province/
state or any non- Canadian/non-U.S. securities commission or regulatory authority.The foregoing authorities have not passed upon the accuracy or
determined the adequacy of this summary.
The information in this document reflects general information about Fiera Comox and its investment program. There can be no assurance that any
information included herein will not change or be adjusted to reflect the environment in which Fiera Comox will operate. Historic information on
performance is not indicative of future returns. Conclusions and opinions do not guarantee any future event or performance. Neither Fiera Comox nor any
of its affiliates are liable for any errors or omissions in the information or for any loss or damage suffered.
This document, which has been prepared solely for information purposes by Fiera Comox, is confidential and is being provided to you on the express
understanding that it will not be reproduced or transmitted by you to third parties without Fiera Comox’ prior written consent. If you are not the intended
recipient of this report, you are hereby notified that the use, circulation, quoting, or reproducing of this report is strictly prohibited and may be unlawful.
Additional information is available upon request.
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