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Farmland values can be volatile, but they tend to appreciate in step changes interspersed with 
periods of minimal growth. The key drivers of farmland land prices are obvious, but forecasting, 
or even explaining, agricultural land value movements with models has proven challenging. This 
paper outlines an approach to project farmland returns and value farmland assets so that the 
prices paid for assets do not erode future fund returns.

SUMMARY
Projecting the returns of any asset class is a combination of art and science. Whilst many of the 
factors that drive returns in farmland are similar to other asset classes (e.g. commodity prices and 
interest rates), farmland returns are best projected using a methodology that is based on empirical 
observations and supported by investment theory.

The confluence of the cyclicality of individual assets, variable climatic conditions and investors 
chasing last year’s seasons and margins creates a powerful advantage for patient, disciplined, value-
oriented investors. Thus, the approach to projecting asset returns needs to ensure that prices paid 
for assets do not erode future fund returns.

Modelling also needs to be thorough, complex and flexible enough to encompass a wide range of 
factors, generating a series of base, best and worst cases. These can be used to evaluate an initial 
investment and its progress over time.

BELIEFS AND OBSERVATIONS
Farmland can produce income from a range of farming activities. Similar to other assets, farmland is 
bought by investors on the basis of the future earnings it will produce. Land values thus derive their 
economic value from the market consensus on these future earnings. The extent to which these 
earnings are capitalised into land values is influenced by the cap rate applied by the market. 

Farmland assets do not generally degrade if carefully managed. Furthermore, with little cost, 
capturing value generated just from inflationary pressure over time is possible. Broad-based 
improvements in productivity, from such changes as updating equipment, the release of new 
herbicides and improvements in plant and animal genetics, may also be capitalised into land values.

Farm manager capability, commodity prices and the scale of an enterprise determine the annual 
operating performance. Compared with their peers, top-tier farm operators reasonably consistently 
produce outsized earnings. Larger farmland enterprises also tend to outperform average and small 
farms.

Farmland assets, however, are typically valued by the market on the basis of commodity 
prices (usually lagged by some modest period) and district average productivity performance. 
Consequently, farmland values may not fully reflect the income of an individual farm enterprise 
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at the time of sale. Thus the exceptional performance of an individual asset is not likely to be fully 
capitalised into the value of the land until the factors that drove it are widely adopted.

Significant changes in district average performance (i.e. farm revenue) can lead to step changes 
in land values once the factors producing that improvement in performance have become widely 
adopted (and the improvement is replicable by managers of at least average capability).

Improvements in the productive capability of biological assets (i.e. the genetic quality of livestock 
and maturity of permanent crops) are capitalised into their value if sufficient evidence exists to 
support the perceived results.

Nonetheless, individual farmland assets may sell at a large premium compared with district average 
consensus forecasts of productivity and earnings. We have observed this when the local demand 
exceeds the supply, and aggregating a large-scale asset is difficult. Similarly, it can occur if the asset 
has embedded high-value-added farming systems that are not easily replicable, or if the asset has a 
significant pricing advantage because of its scale and/or offtake agreements.

REFLECTING ON THESE OBSERVATIONS AND LAGUNA BAY’S BASE CASE
Laguna Bay incorporates these observations into a methodology that projects returns for each 
asset considered for acquisition. Many other factors are also taken into account when assessing the 
value of an asset and its inclusion in the portfolio. These factors include, but are not limited to, the 
following:

−	 Identification and appointment of a top-performing operator to manage the asset

−	 The fundamentals of the market for the commodity being produced

−	 Availability of long-term offtake agreements to manage price risk

Importantly, the approach ensures that our base case meets fund performance hurdles with a fair 
margin of safety. It also ensures consistency and allows quick and simple comparisons between 
competing deals.

COMMODITY AND COST PRICE INPUTS
Laguna Bay selects commodity price inputs with reference to long-term historical averages adjusted 
for inflation and with due regard for volatility, long-term cycles and mean reversion over time. This 
method is conservative, as it avoids underwriting assets using prevailing spot or forward market 
prices. 

The decision on an appropriate period is made with regard to prevailing spot and forward prices, 
commodity fundamentals/cyclicality and to general market conditions during that period.

Spot prices with adjustments for any significant variances to long-term averages are used for 
variable inputs, such as fertiliser, chemicals and fuel. Current rates are used for wages and other 
overheads, such as electricity, repairs and maintenance, rates and taxes. Spot prices are used for 
input costs, as they are less volatile and less prone to cyclicality than input prices are. 
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FORECASTING EARNINGS
Annual forecast earnings are based on expected farm operator performance, including 
development and change of use activities, and determined with the use of historical commodity 
prices, as discussed above. The expected farm operator return is derived from extensive due 
diligence of the operator’s historical performance, where available. 

Laguna Bay then discounts the operator’s planned performance with due regard for the delivery 
risk and variability of the operating results. This extends to development activities, where a 
discount is applied to earnings derived from significant development projects. This approach 
provides a further margin of safety with respect to the annual earnings inputs.

Unless a tangible activity, technology or method is being applied to a farming enterprise (i.e. 
land use changes, pasture renovation or the implementation of new farming systems), Laguna 
Bay will usually not include any assumptions related to ‘background’ productivity improvements. 
Background improvements, for example, may include improvements in varietal genetics (e.g. yield 
and input costs), more efficient machinery (e.g. speed, fuel and maintenance), or new strategies 
(e.g. R&D) in the livestock/cropping cycles.

These drivers are too unpredictable to model. Laguna Bay is more comfortable taking a 
conservative position and allowing these drivers to ‘surprise’ on the upside.

CAPITALISING EARNINGS INTO ASSET VALUES
We adopt an earnings multiple approach to asset valuation, but are cognisant that the exceptional 
performance of an individual asset is not likely to be fully capitalised into the value of the land.

The earnings multiple is established at the point of acquisition based on district average earnings 
and/or vendor earnings and benchmarked against comparable sales/transactions to ensure 
the multiple is market supported. The projected earnings applied to the multiple are based on 
the average projected earnings across several years, discounted to the extent that Laguna Bay 
believes its practices or technology are proprietary and not likely to be adopted by the district/ 
market over the term of its ownership.

Laguna Bay favours the adoption of readily available new technology. It also participates in local 
research groups dedicated to improving farming systems and advocates for its proprietary systems 
within its farming districts. It does so to demonstrate the technology/practices for sufficient 
period of time to improve market acceptance by the district (and therefore buyers) at exit.

Additionally, Laguna Bay will also consider whether any goodwill to sell likely exists (above market 
contracts, vertical supply chain integration, aggregation/scale premium, etc.). 

Variables, such as climate, are factored into the modelling through the average production from 
the asset, which considers climatic variability (both favourable and unfavourable), and scenario 
analysis, which accounts for the timing of a serious climatic event, such as a drought, in the initial 
life of the asset.
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BEST-CASE AND WORST-CASE SCENARIOS
Best- and worst-case scenarios project the most optimistic and pessimistic cases. Laguna Bay may 
adjust any of the inputs to reflect the best- and worst-case scenarios.

For example, the worst-case scenario will typically stress-test the preservation of capital. It may 
be based on the lowest historical commodity prices, assume no or limited uplift in productivity 
or earnings from development activities, assume the full costs of development activity and may 
incorporate adverse climatic conditions.

The best-case scenario is a guide to the potential and realistic upside in each farmland asset. It 
may reflect, for example, OECD forecast commodity prices, achievement of the full extent of the 
planned uplift in productivity and earnings from development activities, capitalisation of some or all 
of these uplifts and an expansion in exit multiples.

DISAGGREGATION OF PROJECTED RETURNS
Disaggregating projected returns (IRRs and yields) into their constituent components is also 
important. This approach shows, for example, the projected inflation impact on commodity 
prices, productivity improvements, the impact of transformation and that of leverage. It facilitates 
a sensitivity analysis of individual return components and improves our understanding and 
attribution of the components of future returns.
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IMPORTANT NOTE

This document has been prepared by Brookvine Pty Limited (“Brookvine) and Laguna Bay Pastoral Company Pty 

Ltd (“Laguna Bay”). It is only available to persons who are professional, sophisticated or wholesale clients under the 

Australian Corporations Act. The information contained in this document is provided to you solely for your information 

and by receiving the information you agree that you will treat the information confidentially. The information may not be 

reproduced, disclosed or distributed to any third party or published in whole or in part for any purpose. The information 

contained in this document is not intended as investment or financial advice. You should seek independent professional 

advice on the legal, financial and taxation consequences of  any investment decision as you deem necessary.

Certain information contained in this document is based on forward-looking statements or information, including 

descriptions of  anticipated market changes and expectations of  future activity. Brookvine and Laguna Bay believe that 

such statements and information are based upon reasonable estimates and assumptions. However, forward-looking 

statements and information are inherently uncertain and actual events or results may differ materially from those reflected 

in the forward-looking statements. Therefore, undue reliance should not be placed on such forward-looking statements and 

information.

No representation or warranty, express or implied, is made in relation to the accuracy or completeness of  the information 

contained in this document. The information contained in this presentation is subject to change without notification. No 

responsibility is accepted by Brookvine, Laguna Bay or any of  their related entities, employees, agents or advisors, for any 

of  the information or for any action taken by you on the basis of  the information or opinions expressed in this document.

US Regulatory Notice

Information including any information on the Laguna Bay Agricultural Fund (“the Fund”) is presented for illustration 

purposes and is not an offer to sell or purchase an interest in the Fund. The Shares and Units have not been approved or 

disapproved by the U.S. Securities and Exchange Commission (the “SEC”) or by the securities regulatory authority of  any 

state or of  any other U.S. or non-U.S. jurisdiction. Any representation to the contrary is a criminal offense. The Shares and 

Units have not been and will not be registered under the Securities Act of  1933, as amended (the “Securities Act”), or any 

state securities laws or the laws of  any other jurisdiction. Furthermore, the foregoing authorities have not confirmed the 

accuracy or determined the adequacy of  this document. Any representation to the contrary is a criminal offence in the 

United States.

The Shares and Units will be offered and sold under in the United States or to US Persons pursuant to the exemption 

provided by section 4(2) of  the Securities Act and Regulation D promulgated thereunder and other exemptions of  similar 

import under the laws of  the United States and other jurisdictions where the offering will be made. The Shares and Units 

are to be offered as an investment for sophisticated investors who have the ability to evaluate the merits and risks of  an 

investment in the Shares and Units and the ability to assume the economic risks involved in such an investment. There is 

no secondary market for the shares or units, and none is expected to develop. In making an investment decision, investors 

must rely on their own examination of  the Fund and the terms of  the offering, including the merits and risks involved. 

Prospective investors should not construe the contents of  this document as legal, tax, investment or accounting advice, 

and each prospective investor is urged to consult with its own advisors in the appropriate jurisdiction with respect to legal, 

tax, regulatory, financial and accounting consequences of  its investment in the Fund. Certain information contained herein 

relating to the Fund’s targets, including with respect to the size of  the Fund, is subject to change and no assurance can be 

given that such targets will be met.

The Fund is not and will not be registered as an investment company under the Investment Company Act of  1940, as 

amended (the “Investment Company Act”). In addition, Laguna Bay is not currently registered as an investment adviser 

under the US Investment Advisers Act of  1940, as amended (the “Advisers Act”). Consequently, investors will not be 

afforded the protections of  the Investment Company Act or the Advisers Act.


