Beneath the Surface: Canadian Drought Reality & Farmland Resilience

After a year marked by wildfires and continued global concerns
over water scarcity, the headlines at the beginning of the 2024
growing season across North America, Europe, and South America
have included discussion of drought risk and water availability.

As a leading Canadian farmland and agriculture investment
manager, Bonnefield is regularly asked whether such headlines
signal increasing risks associated with investing in agriculture and
farmland. The short answer is — it depends.

Geography and ongoing farmland management practices impact
the relative risk that drought and water availability have on a farm'’s
operations. So, whether thinking about buying a single farm, or
investing in a portfolio of pooled farmland assets, it is important to
consider these factors in determining the relative risk that water
availability has on the future operations of the farm(s) and on their
long-term performance.

Geography and Canada’s Water Advantage

While increasing numbers of sophisticated investors are interested
in gaining exposure to the attractive attributes of farmland and
agriculture, as with everything, there are risks that need to be
considered. Water scarcity is a major challenge for agricultural
systems around the world and shifting climate patterns along

with existing water management practices globally demand our
attention. Research suggests that 40% of global croplands have
already experienced water scarcity.! Agriculture remains one of the
largest users of water globally, accounting for 70% of current global
water withdrawals.?

When evaluating a potential farmland investment, it is important

to consider geography, as certain countries are experiencing (and
expected to continue to experience) greater water stress than
others. For this reason, Bonnefield feels that investment in Canadian
farmland entails less water-scarcity risk than investment in other
countries, and can also hedge against water risk in a broader
investment portfolio.

Map of Water Stress Globally®

Canada boasts a significant water resource advantage relative
to other parts of the globe, with approximately 20% of the world’s
freshwater reserves and 7% of the world’s renewable freshwater,
while only representing 0.5% of the global population.* Estimates
suggest that approximately 11% of existing cropland globally

could be vulnerable to lost productivity due to water scarcity by
2050. In contrast, it is thought that only 1% of Canada’s cropland

is potentially vulnerable.® Additionally, Canadian farmland is
largely rainfed with less than 2% of Canadian agriculture reliant on
irrigation systems.®
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While Canada offers less risk to water scarcity than other regions,
there are still parts of the country (particularly in Western
Canada) that exhibit greater risk and instances of drought, so it is
important to consider this when investing in a farmland portfolio.
In Bonnefield's case, we do not avoid these regions but rather, take
a risk-adjusted approach when evaluating such opportunities. We
also examine the water source and storage capacity of various
irrigation districts and utilize climate models to estimate the
potential impact of water shortages in each district, ensuring that
properties in our portfolio will still receive water allocation in the
event of curtailments.

Understanding regional variability in climatic conditions, specifically
areas with more or less drought risk, is core to Bonnefield's
investment strategy to appropriately diversify farmland holdings
across the country and insulate the portfolio from ever-changing
weather patterns.

Employing Practices to Mitigate Water Risk

Despite Canada having relatively reliable access to freshwater
resources, extended periods of drought still have the potential

to negatively impact crop yields. As such, it is important to be
exposed to farmland that is being well-managed with high-quality
practices designed to ensure long-term, sustainable production.
Through innovative practices, Canadian farmers have successfully
enhanced water retention in the soil, mitigating the effects of water
scarcity. As of 2021, almost 65% of farms across Canada reported
using sustainable farming practices, up from 54% in the previous
Census of Agriculture five years prior.” At Bonnefield, we work with
and seek out farm partners who employ sustainable farming
practices and function as long-term stewards of the land on which
they operate.

Some key strategies employed by Canadian farmers include:

Reduced Tillage: One of the most impactful practices is reduced
tillage or no-till farming. No till farming, where the soil is not plowed
or turned over before planting, minimizes soil disturbance and
enhances water retention. In Canada, no-till farming is most
common in the Prairies as higher precipitation volumes in Eastern
Canada can make implementing no-till farming difficult.

Improved Irrigation Systems: Canadian farmers have
embraced advanced irrigation technologies, such as low-pressure
pivot systems, drip irrigation and sub-surface irrigation, to manage
water more efficiently. These systems are often combined with soll
probes and sensors that allow farmers to apply water at variable
rates across fields to maximize crop production per unit of water.

Crop Rotation and Cover Cropping: Crop rotation and cover
cropping have been integral parts of Canadian farming systems for
decades, contributing to soil health and water retention. Rotating
crops helps break pest and disease cycles while improving soil
structure. Cover crops protect the soil from erosion, enhance
organic matter content, and promote water infiltration.

Drought-Tolerant Crop Selection: Crop varieties optimized

for local soil, water, and climate conditions can enhance yields.
Specifically, breeding plants to have deeper and longer root
networks can enhance resistance to drought and heat® Canadian
farmers are turning to more drought-tolerant crops, like barley, which
saw an increase in planted acreage of nearly 25% from 2016 to 2021.°

Furthermore, Bonnefield's robust and continuous property-level due
diligence sets the stage for transformative investments.

Below, we highlight two case studies that showcase how strategic capital expenditure in on-farm infrastructure upgrades not
only enhances water management, but also addresses our farm partners’ needs and markedly increases the land'’s value.

Irrigation Upgrade — Taber, Alberta Flood to Pivot Irrigation — Newell, Alberta

Geography: Bonnefield invested in a property located in the Bow
River Irrigation District in Alberta.

Opportunity for Improvement: During diligence, Bonnefield
noted inefficiencies on the property relating to older diesel irrigation
pivots and small field sizes.

Bonnefield Value-Add: Investments were made to re-design the
irrigation system and replace the pivots with new electric units.

Outcome: This infrastructure investment enhanced the operational
efficiencies on the farm, which allowed Bonnefield to attract a

large potato operator to lease the land. These upgrades also
significantly improved water efficiency, thereby mitigating the risk
of drought and water scarcity for the farmer. By investing upfront

in capex to improve the existing irrigation system, Bonnefield was
able to capture an immediate increase in appraised value upon
completion of the irrigation upgrades. The new irrigation system
both reduced CO, output and enabled the farmer to save on
operating costs through decreased fuel usage, as well as improved
water and operational efficiency.

Geography: Bonnefield invested in a property located in the
Eastern Irrigation District in Alberta.

Opportunity for Improvement: At the time of acquisition, several
of the parcels in the property were irrigated using an outdated
“flood” style system. Recent water curtailments within the irrigation
district raised the level of concern for both Bonnefield and our

farm tenant, as flood systems make the application of water more
difficult to control and waste significant amounts of water.

Bonnefield Value-Add: Bonnefield invested in upgrades to
the irrigation infrastructure on these parcels, including pivots,
underground water lines, electric pumps, and land leveling.

Outcome: These upgrades have significantly improved both the
water use efficiency on the property as well as the productive
capacity of the land, reducing the farmer's operating costs (e.g,
reduced water usage) and improving its crop yield potential. The
upgrades have also resulted in an increase in appraised value of
the property in excess of the investment made.



So, Are Droughts and Water Scarcity a
Risk in Farmland Investing?

Earlier we asked the question whether there is increasing
risk associated with investing in agriculture and farmland
due to water scarcity. As discussed above, the answer
depends on a number of factors, most notably where the
farmland is located, the risk mitigation practices, and the
investments that are made to the properties. By focusing
on regions with relatively low water risk and ensuring the
farms are operated in a sustainable manner, farmland
remains an attractive asset and one that has the
potential to offer water-risk hedging characteristics and
long-term value in an investment portfolio.



