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Performance of Agriculture Stocks in the Portfolio
AGRICULTURE, PORTFOLIO PERFORMANCE

Two years ago, I opined that the agricultural sector had, in the words of a blues song,
“been down so long it look like up to me”.




commodity prices were low
farm communities were being hollowed out by farm consolidation and the migration of
factories/retailers from nearby settlements
rural communities were being besieged by cut-backs in tax-funded services and
infrastructure and the impact of issues such as drug addiction – opioid crisis
These trends were long in the making. On a cross-continent bicycle trip two decades ago
I met people who said the America was changing:






a country sheriff in Iowa whose three deputies were laid off – he was the only remaining
lawman: he warned me about the numerous meth labs in the hills
a stockbroker in Indiana who said that crime was increasing and American values were
under siege
young people just about everywhere who were about to move to larger centres for
education and jobs – not to return
farmers who resorted to off-farm jobs to pay the bills (and some of their farms were
1000 acres plus)
Until recent months, farm sentiment has been poor. Farmers have been intent on
conserving cash to get through the night. They have taken the lessons of previous
recessions to heart when many went bankrupt through the failure to manage their
finances more conservatively.






Government support programs have enabled farmers to survive an environment which,
otherwise, would have seen widespread bankruptcies.
Crop prices have increased for a variety of reasons. See this.
Prudent financial management has left farmers with resources to invest in new
equipment etc.
As a result, farmer sentiment is far better than previously: Ag Economy Barometer.

It appears that the sentiment is getting more volatile. Farmers are nervous about the
future of farm support programs and changes in tax policy. Once again, they are being
conservative about equipment purchases and farm improvement projects.

However, the “farm fleet” is getting old and in need of replacement. With larger holdings,
farmers cannot run the risk of breakdowns by older, less reliable equipment during the
short critical windows of planting and harvesting. However, the “farm fleet” is getting old
and in need of replacement. With larger holdings, farmers cannot run the risk of

breakdowns by older, less reliable equipment during the short critical windows of planting
and harvesting.
The end result is that farm equipment manufacturers and distributors have experienced
a tremendous resurgence in sales. Over the past year or so, this has been reflected in
the share prices of companies in the portfolio.
Note that most of the companies in the portfolio also provide services to other sectors:
construction, forestry, transportation – all of which should prosper during the recovery
and with the tailwind of government infrastructure support programs.

Remarks on the Performance of the Crew

Titan Machinery
The reason for the increase in the share price is quite simple: the company is on a roll
and has strong fundamentals which should position it well for the future. Government
infrastructure programs (if passed) could be a catalyst for the construction segment.
WEST FARGO, N.D., May 27, 2021 — Titan Machinery Inc. (Nasdaq: TITN), a leading network of fullservice agricultural and construction equipment stores, today reported financial results for the fiscal first
quarter ended April 30, 2021.
David Meyer, Titan Machinery’s Chairman and Chief Executive Officer, stated, “The fiscal first quarter
exceeded our expectations on all fronts with impressive operating leverage that showcases the earnings
power of our efficient dealership network. On a consolidated basis, we drove a 26% increase in
equipment sales and a 10% increase in our combined parts and service business during the quarter
compared to the prior year. At the segment-level, we are very happy with our Agriculture segment, which
generated pre-tax income growth of 82%. We are also pleased with the continued progress we are
making in our Construction segment, which generated solid top-line growth and drove another quarter of
positive pre-tax income and builds upon the momentum from its profitable fiscal 2021 performance. Our

International segment experienced a resurgence during the quarter with strong equipment demand and
delivered a corresponding improvement in pre-tax income as well. I’m proud of our team’s performance
and pleased to share this success with all our stakeholders.” First Quarter Results

Fiscal 2022 Modeling Assumptions
The following are the Company’s current expectations for fiscal 2022 modeling assumptions.
1
Current Assumptions Previous Assumptions
Segment Revenue
Agriculture(1) Up 15-20% Up 10-15%
Construction(2) Up 2-7% Down 0-5%
International Up 17-22% Up 12-17%
Diluted EPS(3) $1.65 – $1.85 $1.25 – $1.45

I have invoked a trailing stop to discipline my management of the position.
Cervus Equipment Limited
The impact of Covid has affected equipment deliveries and sales. Nevertheless, the
company is emerging into a “better place” and should do well once vaccination rates
increase and the economy recovers more fully. It will not be an easy road and for that
reason, I have used a trailing stop. I feel that the market is undervaluing the company
based on its price/earnings. The company has endured tough times before and knows
how to survive and prosper during economic cycles in the markets it serves.
CALGARY, Alberta (May 6, 2021) — Cervus Equipment Corporation (“Cervus” or the “Company”) (TSX:
CERV) today announced its financial results for the three months ended March 31, 2021.
Cervus generated $3.2 million in adjusted income before tax, a significant increase of $2.7 million
compared to the $0.5 million generated in the first quarter of 2020.1 This improved performance reflects
the Company’s strategic focus on growing product support revenue, as well as lower finance costs
associated with decreased inventory levels.
“In what is typically our slowest quarter, I am proud of our team’s successful execution on initiatives to
grow parts sales, which increased 11% in the quarter, driving a 7% increase in overall product support
revenue,” said Angela Lekatsas, President and Chief Executive Officer of Cervus. “Despite a decrease in
equipment and service revenues from continued impacts of the global pandemic, we achieved a 5%
increase in gross profit quarter over quarter, from this change in the proportion of revenue from product
support.
“Strong industry demand, compounded by supply chain constraints related to the pandemic and severe
weather events, impacted the availability and timing of equipment from our manufacturers in the quarter.
We expect manufacturer supply chain issues, including semiconductor shortages, may continue into the
second and third quarters of the year, and are working in partnership with our manufacturers to minimize
the impact to our customers and our business.”

First Quarter 2021 Highlights
The Company reported income of $3.0 million or $0.19 per basic share in the first quarter of 2021,
compared to a loss of $2.7 million or ($0.17) per basic share in the first quarter of 2020.
Adjusted income per basic share was $0.15, compared to $0.02 in the first quarter of 2020, which
excludes the impact of government subsidies and unrealized foreign exchange losses.1
Total revenue decreased 1% in the quarter, comprised of a 4% decrease in equipment revenue, partly
offset by a 7% increase in product support revenue. This change in sales mix resulted in a 5% increase in
gross profit.
A $70 million reduction in total inventory, combined with the repayment of amounts owing under our
syndicate and capital facilities in the third quarter of 2020, resulted in a 41% decrease in net finance costs
compared to the first quarter of 2020.
Agriculture used equipment inventory turnover for the trailing twelve-month period ended March 31, 2021,
improved to 3.28 times, compared to 1.89 times at March 31, 2020.1
Adjusted free cash flow from operations was $7 million for the three month period ended March 31, 2021
compared to $4.1 million in 2020, an increase of $3.2 million.1
A quarterly dividend of $0.11 per share was declared to shareholders of record at March 31, 2021.
First Quarter Report 2021

Clean Seed Capital
The journey for CSX has been long and arduous:






The company is trying to introduce new expensive machinery into a conservative
market.
It has made many adjustments to the seeder – not an easy process.
Its timing for the introduction was horrible – right in the depths of the agricultural
economy where farmers were interested primarily in survival.
It is extremely difficult for tiny companies to penetrate domestic and international
markets.
It had an abortive arrangement for manufacturing which had to be abandoned.
However:










Its management has been superb and maintained a great working relationship with the
farming community
It has cash on hand and has been able to secure funding when needed – a measure of
the company’s value proposition.
It has developed one of the best seeders on the market which is tailored to meet the
needs of large operators (catching the trend for farm consolidation, precision agriculture
and efficiency)
It has secured manufacturing facilities.
It has embarked on a rather unique marketing strategy which may have the potential to
be a game changer in the way farm equipment is marketed to clients (see previous
posts).
It is flexible in the way in can earn a return on its technology.

The recent SEDAR filings, especially the MD&A document, provide an informative
synopsis of the company’s progress to date.
I admire management’s adroitness in addressing the issues which inevitably confront
nascent enterprises. In the end, it’s all about people …. technology is secondary
importance. In my view the company will eventually triumph. If the technology can confer
the purported $100 per acre benefit, there is the distinct possibility that a larger
international equipment manufacturer may purchase the enterprise.
Later this year, there should be an early indication of the company’s ability to secure sales
from early adopters.
I first established a position in CSX with a long-term perspective and am prepared for yet
more volatility in the share price. However, after following the company closely for many
years, I have the “sense” that it is positioned for profitability over the next few years. I am
more than prepared to wait.

CO2 GRO
After three years of research for strategic investments in agriculture, I landed on GROW.
Why?






It was strategically positioned to serve protected growing systems, a “sector” which I
consider as having great potential for a variety of reasons: the susceptibility of “open”
systems to variability in weather conditions (something which is increasing due to climate
change); the desire of drought-prone countries to promote greater food security through
domestic production; the desire of many to shorten supply chains and to provide high
quality products quickly to consumers (grow local theme).
The potential to reduce costs by increasing productivity (since proven in many rigorous
studies).
The ease by which the technology can be bolted onto existing systems without substantial
modifications and cost.
The quality of management: people with “muddy boots” who know the industry.
I see no reason to change my original investment thesis.
Since those early days, the company has made tremendous progress. I have added to
my position as a result. Like many nascent enterprises, the share price has fluctuated
and I suspect that day traders are “playing” the company for small gains. (I have no proof
… it is simply a feeling.) In the end, I think that the company’s fundamentals will win out.
Here is a synopsis of the company more recent progress.
2nd Quarter Presentation 2021

It is one of my largest holdings. My time horizon is in the order of a decade. Many will
dismiss my approach as the company is tiny and trading volumes are generally very small.
However, with nascent companies, it’s all about people and I have faith that management
will yield great results……. just like GROW’s technology.

Strategy for the Future
I am concerned about the possibility for a significant market correction. This has been
addressed in previous posts. The name of the game is not to lose money. One never
gets poor by taking profits. Now, especially, I am not prepared to take on greater risks
with what I consider is a general market somewhat long in the tooth and creaky.
In light of this, I have established trailing stops for the larger companies. The rationale is
that the strategy should enable me to participate in future price increases and will reduce
the mental stress of selling when prices start to head south. This has not been done with
the nascent enterprises such as CO2 GRO and Clean Seed Capital as trading volumes
are low and prices more easily manipulated. Moreover, the companies are just in the
process of rolling down the runway to profitability by expanding their markets.
I will continue to explore a few themes for investment in agriculture:



products/services to increase productivity, especially with reducing the cost of labour
drought mitigation
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