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ABSTRACT:

A review of the Canadian farmland investment market
reveals that a row-crop farmland holding would have
generated Sharpe ratios substantially above the ratio
generated by S&P 500 over the same time periods.
To maximize Sharpe ratio capture an investor may
be best served by targeting AB, SK and MB — a total
market representing ~80% of Canada's farmland.
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INTRODUCTION:

“The Sharpe ratio was developed by Nobel laureate
William F. Sharpe and is used to help investors under-
stand the return of an investment compared to its risk.
The ratio is the average return earned in excess of the
risk-free rate per unit of volatility or total risk. Volatility
is a measure of the price fluctuations of an asset or
portfolio. Subtracting the risk-free rate from the mean
return allows an investor to better isolate the profits
associated with risk-taking activities. The risk-free rate
of return is the return on an investment with zero risk,
meaning it's the return investors could expect for taking
no risk (generally government bonds). Generally, the
greater the value of the Sharpe ratio, the more attractive
the risk-adjusted return.”

Some example Sharpe ratios for Canadian farmland:

+ Over the past 30 years 0.6 or ~2 times higher than
the S&P 500 for the equivalent period

+ Over the past 10 years - in SK, AB, and MB (an
area representing 80% of Canada's farmland) 1.1
to 1.9 or ~5 times higher than the S&P 500 for the
equivalent period

In other words, the biggest Canadian row-crop farm-
land market (AB, SK and MB) representing 80% of
Canada farmland also had the highest Sharpe ratios.

Nova Scotia
Total Acres: ™
% of Canadian Farmland: <1%
Sharpe Ratio (2008-2018): 1.34

New Brunswick

Total Acres: TM
% of Canadian Farmland: <1%
Sharpe Ratio (2008-2018): 0.45

Total Acres: 13M
% of Canadian Farmland: 8%
Sharpe Ratio (2008-2018): 1.11

90%

This Sharpe ratio advantage over other much smaller
provincial markets is another reason to consider an
extra weighting to AB, SK'and MB in any Canadian row
crop portfolio.

DISCUSSION OF RESULTS:

Canadian row-crop farmland investments have
Sharpe ratios that materially outperformed the S&P
500 over a 10- and 30-year measurement period —
meaning they produced materially higher average re-
turns over the risk-free rate per unit of volatility or total
risk than stocks. To put the volatility/risk concept into
more concrete terms, over the last 30 years Canadian
farmland witnessed only three down years (of modest
magnitude) whereas over the same period S&P 500
had nine down years (of much larger magnitude).

Given the diversifying (low correlation) features of
Canadian row crop farmland investments advisors
tasked with portfolio construction for clients may
want to consider this asset class simply based on
its ability to increase aggregate Sharpe ratio num-
bers — even without considering the other potential
real return drivers present in the Canadian row-crop
farmland market.

Quebec
Total Acres: 8 M
% of Canadian Farmland: 5%

Sharpe Ratio (2008-2018): 1.10

British Columbia
Total Acres: ™
% of Canadian Farmland: 4%

\ Sharpe Ratio (2008-2018): -0.11

Total Acres: 52 M
% of Canadian Farmland: 31%
Sharpe Ratio (2008-2018): 1.88

Total Acres: 19M
% of Canadian Farmland: 11%
Sharpe Ratio (2008-2018): 1.11

Total Acres: 64 M
% of Canadian Farmland: 38%
Sharpe Ratio (2008-2018): 1.48
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CONCLUSION: SOURCE DATA AND ANALYSIS:
Investment allocations in Alberta, Saskatchewan, Year Canada SK AB S&P
and Manitoba farmland(based on the last 30 anq 10 1989 4.9% 0.4% 57% 279%
years of data) can be reasonably expected to achieve 1990 27% 6.9% 11% 3%
better risk adjusted returns than public market (as
represented by the S&P 500) substitutes. 1991 ~5.4% —9.1% ~4.6% 21%
1992 -2.1% -3.8% -3.2% 5%
) 1993 2.0% 1.6% 1.9% 10%
NOTES & SOURCES: 1994 8.5% 9.5% 10.1% -2%
Statistics Canada, FCC, Veripath analyf[ics, risk free 1995 10.0% 11.9% 9.6% 359
rate was assumed to be 3%, Investopedia 1996 11.3% 11.0% 9.5% 4%
1997 8.0% 5.5% 7.8% 25%
WHO IS VERIPATH 1998 2.7% 0.5% 51% 31%
Veripath is a Canadian alternative investment firm. 1999 0.2% -4.8% 5.1% 9%
Members of Veripath's management team have 2000 1.5% -2.2% 4.3% -2%
decades of farmland, private equity, and private 2001 1.4% -1.5% 42%  -17%
credit investment gxperience. Veripath implements its 2002 539 399 6.4% 999,
]tarmland st.rategy ina W,ay that seekg to preserve as 2003 3 39 31% 4.0% 299
ar as possible farmland's low-volatility return profile
— the attribute that generates a material portion of 2004 4.6% 1.9% 9.0% 4%
Canadian farmland's superior risk adjusted returns. 2005 3.1% 1.3% 6.1% 8%
Veripath does this by seeking to minimize operational, 2006 4.7% 2.1% 8.9% 12%
weather, geographic and business-related risks — 2007 11.6% 11.0% 17.4% -4%
anq capture Fhe pure returnl from Iand appreciation. 2008 11.7% 14.9% 9.1% _40%
Veripath. Verlpath uses a unique spht fund, evergreen 2009 6.6% 6.9% 4.8% 30%
structure which opens the Canadian farmland thesis
to the largest possible universe of investors and for 2010 5.2% 5.1% 4.4% 20%
the first time makes compliance with the various 2011 14.8%  22.9% 8.71% 2%
provincial farmland ownership regulations simple and 2012 19.5% 19.7% 13.3% 14%
straightforward. Canadian farmland allocations have 2013 22.1% 28.5% 12.9% 23%
several clompelling. charactelristics that mlake'thgm a 2014 14.3% 18.7% 8.8% 11%
worthwhﬂle portfolio aIIocgUon‘for both mshtutlon‘al 2015 10.1% 9.49% 11.6% 0%
andretail investors and Veripath's structures are avail-
able to both. For more information on Veripath please 2016 7.9% 1.5% 9.5% 9%
feel free to register online at www.veripathfarmland. 2017 8.4%  10.2% 7.3% 19%
com or call 587-390-8267. 2018 6.6% 7.4% 7.4% -5%
Mean 6.7% 6.2% 6.8% 9.1%
St. Dev 6.2% 8.8% 46% 17.0%
Sharpe 0.60 0.37 0.83 0.36
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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. Although this third-party
information and data is believed to be
reliable, neither Veripath Partners nor
it agents (collectively "Veripath") 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. Veripath and its agents hereby
disclaim any liability whatsoever in
respect of any third party information
or data. While we have a good-faith
belief in the accuracy of what we
write, all such information is pre-
sented "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 what-
soever. Veripath 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 investment
professional) before making any
investment decisions. The opinions
and views expressed in this paper
are subject to change or modification
without notice, and Veripath does not
undertake to update or supplement
this or any other of its reports or pa-
pers as a result of a change in opinion
stated herein or otherwise.





