[ Y r‘

Comparing Risk In
Agricultural Land

Investments
— Row Crops vs
Permanent Crops




ABSTRACT:
Investing in agricultural land is becoming increasingly popular

for those seeking stable returns and portfolio diversification. N
Among the choices, row crop farmland (e.g. wheat, pulses, X Stephen Johnston
corn, soybeans) and permanent crop land (e.q., orchards, vine- A = Director - Omnigence
yards) present distinct investment profiles. This paper explores sjohnston@omnigenceam.com m
how we believe investing in row crop farmland carries less risk
compared to permanent crop land, based on liquidity, depreci-
ation, capital intensity, weather resilience, water dependency
and labor intensity. g
& Keenan Viney
INTRODUCTION: A" Data Scientist
Understanding the inherent difference between row crop farm- kviney@omnigenceam.com m

land and permanent crop land is essential for risk manage-
ment. Row crop farmland involves planting annual crops, such
as grains, while permanent crop land involves perennial crops
like fruit trees or grapevines that last for many years.

Tables 1 & 2: Canadian farmland/permanent crop land breakdown

Farmland: ~160 million acres Permanent crop land: ~ 0.5M acres
(mostly canola, wheat, pulses, barley, and soybeans) (mostly fruit trees, vineyards, and blueberries)
Total investible market size ~$750 billion: Total investible market size ~$15 billion:

- Prairie provinces: ~130 million acres - British Columbia: ~0.15M acres

- Ontario and Quebec: ~ 20 million acres - Ontario: ~0.156M acres

- British Columbia: ~6 million acres - Quebec and other regions: ~0.2M acres

- Atlantic provinces: ~5 million acres

Clearly the Canadian farmland/row crop market is much larger (320X greater acres), more investible (50X greater market
capitalization) with commensurately greater liquidity than the permanent crop market. The purpose of this paperis to go
further and discuss the risk profiles of the two assets classes beyond merely liquidity. This paper compares these two
types of land investments across five critical dimensions that impact risk:

- Asset depreciation - Weather resilience - Labor intensity
- Capital intensity - Water dependency

DEPRECIATION:

Permanent corps have a more operational return profile and have a material component of depreciating capital in-
vestment For example, the average economic lifespan of permanent crops like almond orchards, is typically around 25
years. Once an orchard or vineyard is planted, the investor is locked into that crop for many years, often decades. Market
fluctuations, disease, or pest infestations can lead to significant losses, as seen with the citrus greening disease that
caused nearly $2.9 billion in losses in Florida's orange groves from 2007-2014. According to NUVEEN, “Roughly 40% to
70% of the value of the permanent crop is above the ground in the form of a tree or vine that makes replanting annually
cost-prohibitive. These crops historically have delivered higher average income returns than row crops, but they also
have experienced higher volatility on a year-to-year basis."”

In contrast, row crop farmland is a largely non-depreciating asset, that offers superior flexibility as the crops are re-
planted each year. If the market for one crop is unfavorable, the operator can switch to another crop the next season.
NCREIF data shows that row crop farmland has consistently appreciated, even in challenging economic times, due in
part to this flexibility.
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CAPITAL INTENSITY:

Investing in permanent crops is capital intensive due to
high upfront and ongoing costs for planting perennial
crops and then establishing and maintaining necessary
infrastructure, such as irrigation. For instance, planting
an almond orchard can cost up to $6,000 per acre, and
investors often must wait 3-5 years before seeing any
returns.

Row crops, on the other hand, demand significantly less
upfront and ongoing capital investment. The costs are
primarily tied to working capital (seeds, fuel and fertil-
izers) which produce returns in a single season. This
reduces financial risk.

WEATHER RESILIENCE:

Permanent crops are more vulnerable to extreme
weather conditions due to their long-term growth cycle.
A single year of drought or frost can devastate an en-
tire orchard or vineyard, with long-lasting impacts. For
example, California's drought from 2012-2016 caused
billions in losses for almond growers. Because these
crops cannot be replanted annually, recovery from ex-
treme weather events is slow and costly.

Row crops are more resilient in this regard, as they can
be replanted annually. If a crop fails one year due to
adverse weather, operators can try again the following
season with limited long-term damage. This annual
reset lowers the overall weather-related investment risk,
as illustrated by USDA data showing consistent recovery
in row crop production post-drought.

WATER DEPENDENCY:

Water availability is critical in agriculture, and permanent
crops tend to have the highest water requirements. Al-
monds, for example, require about 1.1 gallons of water
per almond produced. In drought-prone regions, this can
significantly increase the risk of investing in permanent
crops, as water scarcity drives up operating costs while
simultaneously reducing yields.

Row crops depend far less on manual irrigation. Most
rely on natural rainfall, reducing the dependency on ex-
ternal water sources and, consequently, the financial risk

Chart 3: Capex Intensity Comparison
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Chart 4: Weather Risk Comparison
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Chart 5: Water Dependency Comparison
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associated with water shortages and installing and maintain irrigation infrastructure.

LABOR INTENSITY:

Permanent crops require more labor inputs, especially for tasks like harvesting, pruning, and pest management. Rising
labor costs have made permanent crop farming increasingly expensive. For example, almond orchards require intensive
manual labor throughout the growing season, leading to higher operational risks in the face of tight agricultural labour

markets.
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Row crops, in contrast, are more mechanized. Planting
and harvesting are largely automated, reducing labor
costs significantly. This lower reliance on human labor
inputs reduces operational risk.

CONCLUSION:

We believe investing in row crop land presents less risk
compared to permanent crop land across several critical
variables. Row crop land benefits from lower capital ex-
penditure, reduced labor intensity, and greater weather
and water resilience, while also offering flexibility in terms
of crop choice. These factors, combined with the ability to
recover quickly from weather-related setbacks, make row
crop land a more adaptable investment. Permanent crop
investments, while potentially offering higher ongoing

Chart 6: Labor Intensity Comparison
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operational returns which can be attractive to investors seeking income generation, come with greater volatility due to

their operational complexity, higher capex, and greater vulnerability to environmental factors.

It remains to be seen if

permanent crop investors will be suitably compensated with incremental returns sufficient to offset the increased risk
they are onboarding — i.e. will row crop or permanent crop investors have the higher long-term Sharpe ratios?
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DISCLAIMER
Our reports, including this paper, express our opinions which have been based, in part, upon generally available public
information and research as well as upon inferences and deductions made through our due diligence, research and
analytical process. The information contained in this paper includes information from, or data derived from, public third-
party sources including industry publications, reports and research papers. A!though this third-party information and
data is believed to be reliable, neither Omnigence Asset Management nor its agents (collectively "Omnigence’ ") have
independently verified the accuracy, currency or completeness of any of the information and data contained in this paper
which is derived from such third party sources and, therefore, there is no assurance or guarantee as to the accuracy or
completeness of such included information and data. Omnigence and its'agents hereby disclaim any liability whatsoever
in respect of any third-party information or data, and the results derived from our utilization of that data in our analysis.
While we have a good-faith belief in the accuracy of whatﬁ;-we write, all such information is presented “as is," without
warranty of any kind, whether express or implied. The use made of the information and conclusions set forth in this
paper is solely at the risk of the user of this information. This paper is intended only as general information presented
for the convenience of the reader and should not in any way be construed as investment or other advice whatsoever.
Omnigence is not registered as an investment dealer or advisor in any jurisdiction and this report does not represent
investment advice of any kind. The reader should seek the advice of relevant professionals (including a registered invest-
ment professional) before making any investment decisions. The opinions and views expressed in this paper are subject
to change or modification without notice, and Omnigence does not undertake to update or supplement this or any other
of its reports or papers as a result of a change in opinion stated herein or otherwise.
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