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Alternative Asset Investments and Agricultural Leases

Introductions

This presentation is intended to be educational only and is not a recommendation to invest in any securities

or participate in any investment strategy. CapFinancial Partners LLC (“CAPTRUST”) is an investment adviser
registered under the Investment Advisers Act of 1940.

This presentation is for informational purposes only and not intended to be legal advice.

CAPTRUST DOWNEYBRAND




Rob Cook, CPA, CFP®

Financial Planner, CAPTRUST

Rob specializes in traditional investment management,
tax planning, and real estate investments. He focuses
on helping clients and their families use their wealth to
create meaningful legacies for generations to come.
Through thorough tax planning, he aims to grow wealth
while efficiently meeting goals.

Prior to CAPTRUST, Rob was a senior tax accountant
with Ernst & Young working with family offices,
corporate executives, world-class athletes, and local
family businesses.

He earned both a Bachelor of Science degree and a
Master of Accountancy degree from Brigham Young
University.
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Presenter
Presentation Notes
Brief introduction of myself and my experience to provide some context as to why I was asked to speak on this part.


Kimberly Grambrall, Esq.

Associate Attorney, Downey Brand LLP

Kimberly Gambrall is a transactional attorney who
focuses on commercial real estate, business
transactions, and agricultural land.

Kim works with developers, investors, brokers, and
property owners to close deals on the acquisition and
sale of shopping centers, buildings, and agricultural
land. She represents property managers, landlords, and
tenants entering retail, office, industrial, and agricultural
leases or amending current lease agreements. Kim also
previously spent years working for her family owned
and operated agribusiness wherein she gained industry
knowledge of business operations and property
management. Her unique perspective and
understanding assists growers, farmers, and ranchers
plan for continued success of their livelihoods and
brings added value to help business owners achieve
desired results.
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Presenter
Presentation Notes
Brief introduction of myself and my experience to provide some context as to why I was asked to speak on this part.
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Overall Portfolio Composition
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Overall Portfolio Composition

What does your portfolio consist of? What could be missing?

 Stocks « Real estate

Bonds Collectables

Mutual funds Coins

Exchange-traded funds (ETFs) Art

Private equity funds Private investments
Hedge funds Syndicated investments

277 Etc.

Alternative Asset Investments and Agricultural Leases D ow N E Y B R A . n CAPTRU ST 7


Presenter
Presentation Notes
Want to illustrate that when most people think of a portfolio in a traditional sense, they don’t tend to include some of these other asset classes. 

I would like to point out that it would be beneficial for them to have an advisor and team that is able to talk intelligently about these asset classes or at least has access to a team that you can use that knows these asset classes.

I am planning on mentioning that each asset class has it’s own nuances and pot holes you need to be aware of as you invest in them.


Overall Portfolio Composition

What's the danger in seeing only part of the picture?

The point of proper risk management is to
see all the risk and to be able to mitigate or
respond to them appropriately.
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Presenter
Presentation Notes
Here I plan to use the story of the Titanic as a case study to teach the importance of why we should be thinking wholistically when it comes to our investment portfolios instead of thinking in isolation since that can lead to catastrophic risks and failures.

If you aren’t considering all of your investments or all of your financial assets in your portfolio management and your financial planning, then it would be wise to get a team of professionals to help you see what you cannot see yourself, like Kim and I.
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Real Estate within a Portfolio
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Real Estate Within a Portfolio

The Rise of Bond Alternatives

U.S.10-Year Treasury Note Yields
(1962 to Present, in %)
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Source: Bloomberg
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Presenter
Presentation Notes
Here I wanted to talk about how the overall market is starved for yield currently due to the 40+ year decline in bond yields. I would talk about how as yields drop more and more investors are pushed into risker assets as they leave behind “safer” asset classes in search of yield. I would then use this to explain why other asset classes, like real estate, have been getting a lot of attention, especially since ~2010. 

“To understand why we even are talking about real estate today it would be helpful to understand what has happened overall in our economy and our investing world the last 40 years.”


Real Estate within a Portfolio

Real estate’s appeal:

« Consistent cash flows

« Historically low volatility

* Equity build up unlike bonds
- Inflation hedge

Real estate’s drawbacks:
(Lack of) liquidity
Long holding periods
High taxes at liquidation
Management

Paper assets vs. physical assets
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Presenter
Presentation Notes
Here I just wanted to talk about two things. First, the main drivers of and detractors for investing in real estate. Second, I’d briefly talk about how some people just love having a physical asset, and I’d argue that both real estate and stocks and bonds are paper assets in a way since both require some form of paper to own.
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Land: A Viable Real Estate
Investment?
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Land: A Viable Real Estate Investment?

Reasons to Consider Land
* No toilet, tenants, or trash

« Volatility of Treasurys with long-term
growth potential

Cash Flow Opportunities
— Leases
— Installment sales
— Rights (mineral, water, timber, etc.)
« Uses for Land
Storage
Farming
Grazing
Construction

Leases
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Presenter
Presentation Notes
Due to the fact that most investor, including real estate investors, don’t consider land when looking at real estate, I wanted to talk about some of the specifics of why they may want to consider land as a viable investment. I would do this by taking some of the common misconceptions about investing in land (no cash flow, no general purposes, unknown returns, etc.) and showing that they aren’t the case.


Land: A Viable Real Estate Investment?

Due Diligence on Land is Different from Traditional Real Estate Investments

Title issues (split, parcel number match, Percolation?

description match, etc. :
¥ ) Previous uses? (may need to check

Feasibility of intended use environmental reports)

Zoning or HOA restrictions? Required Cell service?

setbacks? _ : :
Utilities (water well, city water, septic,

Topography (flood zones, marshes, electricity, etc.)
wetlands, steep inclines, natural beauty,

etc.) Endangered species? Potential tribal

Issues? Squatters? Hunting rights? etc.?
Holdings costs (property taxes, back taxes,
etc.)

Road or other access (easement?)

Check if rights are separate title
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Presenter
Presentation Notes
Due to the fact that land is a highly misunderstand asset class, I hoped to show viewers some of the due diligence things they should consider as they look to purchase land. I hope to show my capabilities and understanding of real estate as an asset class to induce listeners to consider me as an advisor since I don’t just have the stock and bond knowledge they would expect.


DB

So you’re invested, what’s next?




DB

Land Niche:
Agricultural Leases




When are agricultural leases used?

DB

Estate Planning: Retiring Farmer:

A family forms partnership to own family land and a Retired orchard owner receives rent for neighbor’s use of
limited liability company (LLC) to farm the land orchard

Investment: Partnership:

Individual purchases land and leases to a farming Individual purchases land and forms partnership with
business another individual or entity to farm

4



Presenter
Presentation Notes
Non-exhaustive list. The key for the lease relationship is the distinction between owner and operator of the farm. In some of these cases it is easy to see, in others it is not so easy


Types of Agricultural Leases

DB

Perennial Crops Annual Crops Grazing

>



Presenter
Presentation Notes
The style and structure of the lease is going to depend on the type of crop intended to be grown or developed on the property. 


Perennial Crop Leases

DB

« Examples: almonds, walnuts,
grapes, pistachios

 Lease term is tied to economic
value of crop (Long Term Lease)



Presenter
Presentation Notes
Perennial crops: Do not need to be replanted each year, need several growth cycles to produce fruit. But are good for the soil quality, reduce need to expend money on development and planting each year.
�To determine the economic life the UCCE Cost Studies may be used as a standard. Almonds--25 years, Pistachios--40 years 
�


Pros and Cons

DB

Landlord Pros Tenant Pros

High income opportunity * No investment in land
Property tax advantages » Lower base rent
Vested interest of tenant to care and maintain the

land

May have a viable orchard at the end of the lease

Landlord Cons Tenant Cons

Land is tied up for life of lease * No potential for gaining from appreciating land value

Land may be less marketable with lease in place * Remove or abandon improvements

_



Presenter
Presentation Notes
If land is tied up for the life of the lease, then the landlord may not be able to take advantage of change of crops (like in an annual lease).  You can offset some of the disadvantages in the rent charged.


DB

Typical Lease Terms




Lease Terms

Put it in writing

DB

California Unique
Provisions

* Holdover tenancy
* Term limit of 51 years

e Farm Labor Contractor Liability
Cal. Labor Code, Section 2810.3

Common Terms

Term

Rent

Use

Entry

Expenses

Waste, Repairs, Alterations
Insurance

Indemnity

Default

Early Termination
Assignment/Subletting

Record Memorandum of Lease



Presenter
Presentation Notes
In CA, a land lease must be written if the term exceeds one year (although all leases should be in writing). A valid written lease must include: (1) a description of the property, (2) a beginning and end date (term), (3) rent amount, and (4) signed by the parties (landlord and tenant). Lease amendments should also be in writing and signed by both parties--this allows for agreed upon changes without redoing the entire lease. If you have a written lease, an oral agreement on the side will be difficult to enforce in court.  


Other issues you may not have thought about:

DB

* Lender issues and subordination

* Personal guaranties

e Condition of Property at end of lease term

* Tenant contracts for crops produced

* Use of pesticides

* Liens

* Residence or farmworker housing on property

* Easements, access roads, staging areas for harvest, turnarounds, ingress and egress
* Include a map as an Exhibit

* Noise, dust abatement/buffers for sensitive groups
* Death of Tenant

e Sampling fruit



Presenter
Presentation Notes
Are all the easements, right of ways included in the lease and the rights for each party specifically carved out?
�Grape Contracts: wineries will attempt to make the contract run with the land. Also will provide for changes in grape varieties--should Landlord have permission to veto


Water Issues

DB

Water infrastructure?

Water availability?

Riparian with wells or part of

irrigation or reclamation district?

Responsibilities for payment for

water?



Presenter
Presentation Notes
Where is water coming from? Who has access to water? 
�Cost of installing irrigation is tenant’s responsibility, but major well repair may be landlord’s responsibility--although long term development leases may recognize that a significant portion of the well’s life is transferred to the tenant and therefore tenant is responsible to share in costs of major repair. Or the opposite--the tenant’s water infrastructure might benefit the landlord long after tenant is no longer farming the land and therefore landlord should share in the costs.
�Landlord should never guarantee water availability--because landlord cannot control this and the rules are changing, especially with Sustainable Ground Water Management Act (SGMA)


Thank You!

Questions?

This presentation is intended to be educational only and is not a recommendation to invest in any securities

or participate in any investment strategy. CapFinancial Partners LLC (“CAPTRUST”) is an investment adviser
registered under the Investment Advisers Act of 1940.

This presentation is for informational purposes only and not intended to be legal advice.
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DOWNEYBRAND

ROB COOK, CPA, CFP®

Financial Advisor | CAPTRUST 740 University Ave.
4. Sacramento, CA 95825
916.924.7527 www.captrust.com

J
“ Rob.Cook@captrust.com

KIMBERLY GAMBRALL, ESQ.

Associate Attorney 621 Capitol Mall |18th Floor
Sacramento, CA 95814
916.520.5244 tel: 916.444.1000

www.downeybrand.com

kgambrall@downeybrand.com
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