Croplogic Ltd – Special Report
Price: A$0.026 | ASX: CLI | 9 November 2018
Croplogic (CLI) is a agtech company which assists farmers in improving crop yields by
utilizing its proprietary crop model technology with in-field agronomy support teams to
provide further advice to growers. Farmers are able to utilise CLI technology to optimise
irrigation and fertilisation needs to maximise yields. With a solid established position in
the U.S. already to build from and launch in Australia, we believe the current share price
of CLI is factoring in little upside from this. In fact, in our view investors appear to be
interpreting CLI change in strategy from acquisition led to organic-growth focused as a
negative. We in fact hold a different view. Our experience covering companies who have
deployed an acquisitive strategy (also referred to as a roll-up strategy) have in fact
destroyed shareholder value over the long run. In this note we discuss why the recent
change in corporate strategy is the right one and address other key drivers for the stock.
•

Company Data
Market Cap: A$3.2m
Sector: Agtech
Industry: Agriculture
52-week range: A$0.02 – 0.12
Shares Outstanding: 123.3m
Free Float: 81.2m

Company overview. Formed in 2010, Croplogic aims to assist farmers in improving crop
yields by combining 30 years of extensive research and testing with exclusive use of NZIPR
crop model technology with in-field agronomy support teams to provide further advice to
growers. Farmers can utilise Croplogic technology to optimise irrigation and fertilisation needs
to maximise yields. Croplogic operates three core technologies: digital (remote sensory),
imagery & AI, and predictive modelling, with all three at different stages of development.

•

The shift away from acquisitive strategy is the right one, as roll-up strategies seldom
work, in our view. The Company has shifted its corporate strategy away from one of being
acquisitive to a commercial-led model. Management will now focus on a commercialization
strategy with a focus on direct sales and/or partnerships. In our view, whilst the temptation is
there for management to acquire company after company to quickly grow its presence and
footprint, our experience in covering companies deploying roll-up strategy is one that it has
more often ended in shareholder destruction over the long-term (sometimes spectacularly –
e.g. ABC Learning). Whilst bolt-on, opportunistic acquisitions will remain part of CLI’s
corporate strategy, it will not be core.

•

Base set, positioned for organic growth in the U.S. In our view, CLI’s initial acquisition of
Professional Ag Services LLC in FY17, leading to a consequent ownership of approximately
30% of the potato production client base in Washington DC (the second largest producer of
potatoes in the U.S. after Idaho) provides the company with a solid base to organically grow
from. Further, we note that whilst neighbouring U.S. regions are CLI’s immediate target,
opportunities in the wider 52 states, particularly the Midwest, are also within CLI’s scope.

•

Australia presents a significant near-term opportunity and share price catalyst. CLI
expanded its Croplogic Realtime core technology into Australia in September 2018. Focused
on where 74% of Australia’s horticulture acres are located and supported by the Australian
and New Zealand government grants, the Company aims to establish a first mover advantage
and further build referencability. We expect management to provide progress updates on
Australia over the coming 12 months, which could be a positive share price driver.

Short Interest (SI): na
Days to cover SI: na
ASX: CLI

Source: Bloomberg
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Investment Drivers…
In this section we address CLI key investment drivers.
Macroeconomic and long-term demand outlook attractive. A heavy reliance on
inefficient traditional methods by farmers currently endures, contributing to unsurprising
drops in average farmer net cash income (-3.0% in FY14, -19% in FY15, -11.5% in
FY16). Coupled with a required increase in current food production by ~70% to support
the estimated 9 billion population by 2050, a high demand for cost efficient, yield
optimization crop technologies persists.
“Australian agriculture is on the brink of an upgrade” – P2D project. The
Accelerating Precision to Decision Agriculture (P2D) project is supported by funding from
the Australian Government and is focused on three main aims: (1) facilitating the
development of digital technology in Australian agriculture; (2) fostering the
establishment of appropriate legal frameworks, data systems and access to critical
datasets; and (3) identifying the data communication systems required to deliver the
benefits of digital agriculture to the Australian farm and agribusiness sectors. In a report
released by P2D it stated, “economic modelling has shown that digital agriculture
could increase the gross value of Australian agricultural production by $20.3bn
(25% increase on 2014-15 levels)”. The report indicated that significant productivity
gains were expected across the sector.
The shift away from an acquisitive strategy is the right one, as roll-up strategies
seldom work, in our view. The Company has shifted its corporate strategy away from
one of being acquisitive to a commercial-led model. CLI’s management will now focus
on a commercialization strategy with a focus on direct sales and/or partnerships. In our
view, whilst the temptation is there to appease short term growth targets by undertaking
acquisitions in a short amount of time (funded by multiple equity raisings and debt), the
real beneficiaries of this are vendors selling out. Our experience in covering companies
deploying roll-up strategy is one that it has more often ended in shareholder destruction
over the long-term (sometimes spectacularly – e.g. ABC Learning). Recent case study –
Automotive Solutions Group (4WD) raised $30m of investor funds during an IPO end of
2016 to rollup regional car accessories’ companies from around Australia. It took the firm
one year to destroy most of the shareholder funds (by overpaying vendors and lack of
strategic direction), only to be bought out by AMA Group (AMA) at a fraction of the IPO
price. Other more well-known firms – such as G8 Education Group (GEM) and Primary
Health Care (PRY) – also previously had aggressive acquisition strategy to rapidly
increase footprint, which invariably in the end had to be changed to organic-led. Whilst
bolt-on, opportunistic acquisitions will remain part of CLI’s corporate strategy, it will not
be core.
Base set, positioned for organic growth in the U.S. In our view, CLI’s initial acquisition
of Professional Ag Services LLC in FY17, leading to a consequent ownership of
approximately 30% of the potato production client base in Washington DC (the second
largest producer of potatoes in the U.S. after Idaho) provides the company with a solid
base to organically grow from. Further, we note that whilst neighbouring U.S. regions are
immediate targets, opportunities in the wider 52 states, particularly the Midwest, are also
within CLI’s scope.
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Figure

1:

U.S. growth opportunities located close to current area of operation

Source: Company Reports

Not your standard tech, for not-so-tech-savvy client. In our view, investors must
appreciate the notion that whilst CLI is a technology driven company, the proliferation of
its technology is not like other traditional tech companies – such as a social media app
(which can be instantly downloaded by thousands) or software product which can be
downloaded with minimal before and after support. It is important to understand CLI’s
end client – a farmer who tends to be less tech-savvy and removed from the tech gadgets
of city life. This is further amplified by the fact that farmers today are still deploying
traditional technology-light farming practices (which provides an opportunity for
companies like CLI) and therefore these clients require extensive support to ensure
compliance. With this in mind, CLI’s after-sales agronomy support is a key competitive
advantage, in our view. Whilst the after-sales support service provides assistance to
farmers, it also provides a significant opportunity to upsell and introduce new technology
to the existing client base.
Rest of the world “blue sky” opportunity. We agree with management with respect to
taking a cautious approach to expanding to other parts of the globe. In our view, an
established track record of solid uptake of CLI’s core technologies in Australia and U.S.
will provide the case study to move into other markets. What would be a red flag for us
is if management starts to spread its finite resources in trying to capture several markets
at once. Whilst we have used the term blue sky for the rest of the world opportunity, we
would note that discussions and trials have already taken place to take advantage of the
large demand for agtech in nations such as Russia, India, China and Canada. To this
end, Croplogic has been working closely with four big multi-national firms in such nations,
e.g. McCain, Simplot, PepsiCo and the $6 billion Lamb Weston company. However,
doing business in emerging markets represent and bring with it its own challenges.
Croplogic must appreciate that China and India are comprised of numerous markets,
each vastly different from the other. Further, the impact of local regulations, laxed
governance models and policies, as well as unwritten local rules must be factored into
business considerations.
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Cost efficiency of farms and expanding R&D efforts. In our view ongoing investment
in R&D is critical for CLI to ensure technology updates keep its product offering ahead of
competitors. In the past, such developments have enabled the introduction of predictive
yield optimising services, which allow for a pricing premium. A current focus on
integrating IoT technology enabling a reduction of capital and operational costs of
Croplogic’s data collection system will further increase cost efficiencies when
implemented in the near future. Previously, geospatial constraints led to both
necessitated higher costs and limited access to remote areas. However, developments
in Croplogic technology have allowed for more efficient targeting of smaller or more
remote farms to increase serviceable acres via fully “server-less” data ingestion software
architecture, and without a reliance on National Broadband Connection (NBN). Croplogic
aims to reduce current costs of $20/acre down to $13/acre, with the main drivers of costs
coming from labour, capital (hardware) and vehicle fuel.
Australia presents a significant near-term opportunity and share price catalyst.
CLI expanded its Croplogic Realtime core technology into Australia in September 2018.
Focused on where 74% of Australia’s horticulture acres are located and supported by
the Australian and New Zealand government grants, the company aims to establish a
first mover advantage and further build referencability. In our view, CLI experience and
client base in Washington DC could potentially also assist in the adoption rate of CLI’s
technology in Australia. The U.S. market happens to be among the largest markets in
the world, hence increasing adoption there will likely see domestic farmers follow suit.
Hence, in our view, referencability does not only work from region to next region, we
believe it also works across the globe should existing customers experience positive
results.
Figure 2: CLI Australian focus

Source: Company Reports

What could the Australian segment alone be worth? We have attempted to quantify
what the push into Australian market could be worth at the group level. Our complete
working is provided in the figure below. Key assumptions: (1) we have focused on planted
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areas
of
crops in Australia (using ABARES Australian vegetable-growing farms survey 2014015);
(2) we assume total average farms are declining on a 6% p.a. rate; (3) we assume 35%
of this market is not penetrable by CLI (location / competitor strong holds etc); and (4)
we assume long-term penetration rate of 30% (similar to CLI’s U.S. experience). The our
NPV analysis suggests the Australian opportunity alone is worth $0.17 per share.
Figure 3: CLI Australian NPV analysis
Forecasted Period
2015
2019
2020
2021
2022
2023
2024
2025
2026
2027
2028
31/03/2015 31/03/2019 31/03/2020 31/03/2021 31/03/2022 31/03/2023 31/03/2024 31/03/2025 31/03/2026 31/03/2027 31/03/2028
Area planted to vegetables
Total area planted to crops
Total area operated
Average # of farms
YoY % Change
Total area planeted to crops (ha)

988,866

209
401
1,486
2,318
-6.0%
929,534

209
401
1,486
2,179
-6.0%
873,762

209
401
1,486
2,048
-6.0%
821,336

209
401
1,486
1,925
-6.0%
772,056

209
401
1,486
1,810
-6.0%
725,733

209
401
1,486
1,701
-6.0%
682,189

209
401
1,486
1,599
-6.0%
641,257

209
401
1,486
1,503
-6.0%
602,782

209
401
1,486
1,413
-6.0%
566,615

5
197,773
35%
128,553
1%

5
185,907
35%
120,839
2%

5
174,752
35%
113,589
5%

5
164,267
35%
106,774
10%

5
154,411
35%
100,367
15%

5
145,147
35%
94,345
20%

5
136,438
35%
88,685
30%

5
128,251
35%
83,363
30%

5
120,556
35%
78,362
30%

5
113,323
35%
73,660
30%

2,571
650.00
1,671,184

4,834
650.00
3,141,825

Gross Profit
% Margin

384,372
23.0%

722,620
23.0%

1,698,156
23.0%

3,192,534
23.0%

4,501,473
23.0%

5,641,846
23.0%

7,955,003
23.0%

7,477,703
23.0%

7,029,041
23.0%

6,607,298
23.0%

Total Expenses
YoY % Change

219,559

397,091
80.9%

609,164
53.4%

795,223
30.5%

827,149
4.0%

975,893
18.0%

1,277,609
30.9%

1,215,353
-4.9%

1,156,831
-4.8%

1,101,822
-4.8%

EBITDA
% Margin

164,813
9.9%

325,529
10.4%

1,088,992
14.7%

2,397,311
17.3%

3,674,324
18.8%

4,665,953
19.0%

6,677,394
19.3%

6,262,350
19.3%

5,872,209
19.2%

5,505,477
19.2%

Discount factor
Midyear adjustment factor
Present Value of Free Cash Flows

0.894
1.058
155,837

0.758
1.086
267,920

0.642
1.086
759,553

0.544
1.086
1,417,020

0.461
1.086
1,840,548

0.391
1.086
1,980,742

0.331
1.086
2,402,219

0.281
1.086
1,909,242

0.238
1.086
1,517,201

0.202
1.086
1,205,465

Number of ha covered by 1 hardware unit
Total Hectares - CLI Revenue Opportunity
Assumed unpenetratable Hectares
CLI Revenue Opportunity Adjusted
CLI Penetration Rate
# of Units Sold
Revenue per unit p.a.
Total Revenue

Hardware

Sum of PV of Free Cash Flow (A$)
WACC
Terminal Value:
Long-term growth rate
Free cash flow (t+1)
Terminal Value
Mid-year adjusted Terminal Value
Present Value of Terminal Value (A$m)
Net Present Value (NPV) (A$m)
Per Share Value (A$)

average per farm
average per farm
average per farm

209
401
1,486
2,466

11,359
21,355
30,110
37,738
53,211
50,018
47,017
44,196
650.00
650.00
650.00
650.00
650.00
650.00
650.00
650.00
7,383,289 13,880,583 19,571,622 24,529,766 34,586,971 32,511,752 30,561,047 28,727,384

13,455,744
18.0%
2.0%
1,229,574
7,684,836
8,347,869
1,682,651
15.1
0.17

Source: BTIG estimates

Australian opportunity is significantly larger with all target commodities. What is
important to highlight is that the above NPV analysis only provides potential valuation
upside from vegetables only. It is important to note that CLI’s key target commodities
also include tree stocks (nuts and citrus) and vines (table and wine grapes). The
Company recently announced that it had secured space in Mildura Australia, in
collaboration with SproutX, Mildura Regional Development and the Victorian
Government as part of the Mildura Regional Development – Smart Farm Project.
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Industry Overview…
Key industry drivers: Trade and Market access, R&D efforts, Infrastructure, Costs,
Environmental sustainability, People and future of labour in agriculture, Access to capital
and trust in agriculture; trust in food, which are all enabled by regulation, innovation and
new technology, as well as coordination of the industry.
Over the previous three years, we have seen increased focus on Australian AgTech and
FoodTech development. With approximately 300 AgTech and FoodTech companies
operating within Australia, it is clear the sector is seeing a strong influx of players, as well
as a demand for capital invested to support a bourgeoning sector. Abroad, investor
interest was catalysed by U.S. Monsanto AgTech company’s US$1.1bn takeover of the
Climate Corporation in October 2013, seeing to a breakout of investment in 2015 US$4.6bn invested across 526 deals in the agricultural value chain. A soaring demand
for agricultural productivity and yield optimisation technologies can be observed, even
though farmers still predominantly rely on lower efficiency, traditional methods of farming
(only 7% of farmers in 2013 using yield optimisation technologies). These rates have
risen substantially (see figure below), and are likely to continue rising due to the need to
increase world food production by almost 70% in the coming 12 years to support the
growing population of a projected 9.8 billion by 2050 (+2.2bn estimation vs the population
today). As such, it is essential that farmers are aware of and are willing to adopt cost
efficient yield optimisation technologies. For this adoption to be successful, it is essential
that changing consumer preferences are accounted for, burgeoning new markets be
reached, access to capital to fund this new phase of growth exists, talent is attracted and
retained, and productivity is boosted from technology and innovation.
Figure 4: Percentage Adoption of Precision Agriculture Technologies

Source: Castle, M.H. (2016).

It is clear the expectations of the modern consumers are shifting around the globe to one
of an increased demand for information about the provenance of their food and its fibre
content. Coupled with an increasingly globalised community, and therefore an adoption
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of new food
sources, supply chain models (and increasingly digitally) are preferred which allows for
a more direct connection to the product’s point of origin.
However, global trade rules are often equally fickle and complex. Furthermore, significant
declines in commodity prices since the 2013-14 period have negatively impacted net
farm incomes, leading to three consecutive years of net income declines, according to
USDS 2017 ERS Farming Sector Income Forecast of ERS (Annual U.S. net farm income
captures and reflects all economic activity, input expenses and marketing conditions that
have prevailed during a specific time period, and therefore the overall health of the
national farm economy). Further, government payments in 2017 are projected to be
slightly lower (-0.2%) to US$13.0bn from lower marketing-assistance loan benefits and
cost share programs according to the 2017 ERS, Outlook for U.S. Agricultural Trade.
While USDA forecasts a slight increase in farmer income (+3% year-on-year) and thus
the potential temporary stabilisation of the sector, current weak prices for many major
crops signal future turbulence. Nonetheless, technological advancements will be able to
aid farmers and consumers alike to overcome such challenges of product traceability
advancement and global trade compliance automation.
The predominant trends in the food production markets are:
•

A greater influence of Asian cuisines. With an increasing popularity for Asian
cuisines, increasing opportunities for expansion of existing businesses or for new
entrances lie in the opening of significant markets, with niche products to move
quickly into the mainstream, and thus the opening of significant new market
opportunities for farmers. As Australia currently has the second largest agricultural
area in the world, after China and before USA, it is well positioned to take advantage
and increase its dominance in the farming sector.

•

Increasingly prominent wellbeing trends. Factors such as taste, or price are now
considered less so in comparison to animal welfare, sustainability, safety and
nutrition.

•

A greater awareness of sustainability, welfare and safety standards. Rather than
being solely focused on productivity, farmers must now also be motivated to meet
ethical, environmental and nutritional standards. Australia is considered a global
leader in such standards, however, it is only with coordination between entities with
active marketing presences in key export markets that this perception is proven and
maintained.

•

A greater focus on emerging market contribution to food production. Recent
advances, such as the China-Australia Free Trade agreement has provided Australia
with solid access to a mix of both established and growing markets. As the balance
of wealth shifts from West (developed markets) to East (emerging markets), it is
imperative that Australia ensures its trade agenda to maximise opportunities in this
region as a key driver for revenue. Such agendas by local farmers are supported by
the Trans-Pacific Partnership (TTP) as well as the Regional Co-operation Partnership
Agreement.

The lull in world productivity…Sectors have been plagued by stagnating productivity
from heavier regulations arising after the GFC as well as current trade policies. With
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current trade
war talks between the U.S. and China, any changes or volatilities caused by this poses
direct threats to the future of Australian agriculture vision of sustainably increasing
production by 70% as well as enabling the farming sector to utilise the benefits of free
trade. Further, market access is likely to be impeded by ‘non-tariff barriers’ for each
countries’ unique import and export requirements, exacerbated from protectionist
reasons by any tensions between large agricultural producers such as the U.S. (3 rd
largest) and China (largest).
A demand for capital and innovation…According to Sam McClure (KPMG), the
Australian agricultural sector has suffered from a lack of capital and funding due to
investor preference for longer investment periods, steady returns and prospects
characterised by low risk. Greener pastures (2002) states that around $600bn in
additional capital will be required in supply chains and on farms between the present and
2050, with a further $400bn will be needed to support older farmers exiting the sector
and allow the next generation of farmers to buy them out. Furthermore, this capital will
be required to help advance agricultural technology to provide increasingly cost efficient,
accessible and greater yield optimisation potential for farmers. Water and climate
predicates the regularity of farmer earnings, which can vary yield substantially year-onyear. Agtech innovation is currently underutilised, with a survey conducted in 2013 by
the U.S. Department of Agriculture Farm and Ranch Irrigation showing that U.S. growers
still tended to prefer traditional methods of farming, with only ~7% of crop irrigation
utilised technology in 2013.
Figure 5: Methods used in deciding when to irrigate (U.S., 2013)
Evapotranspiration
reports
4%
When neighbours
irrigate
0%

Personal
calendar
schedule
12%

External calendar
Scheduling
Computer 13%

Condition of the
crop
43%

simulation models
1%
Soil/Plant moisture
sensing device
6%

Feel of the soil
21%

Source: USDA, Farm and Ranch Irrigation Survey, 2013.

www.reachmarkets.com.au | admin@reachmarkets.com.au

Reach Markets Research – Croplogic Ltd
Company Overview…
The figure below outlines CLI service flow chart…
Figure 6: CLI service flow chart

Growers pay an annual,
per-acre subscription
fee

CropLogic installs weather,
rain, soil sensors,
organizes aerial imaging,
provides in- person
agronomy/technical
support

Field data is generated
and transmitted
wirelessly back to
CropLogic’s cloud

Growers: receive daily input
prescriptions – water and
nitrogen – to optimise crop
outputs and continually
updated harvest yield
forecast via AI and machine
learning

CropLogic: processes
sensor-data through
research-based plant
growth models and
delivers daily input
prescriptions via mobile or
PC

Source: BTIG, Company

Daily inputs are obtained from sensors and telemetered data that is generated from the
field via low-powered, wireless mesh network and robust, easy-to-install satellite-based
systems (secured from the acquisition of Indigo Systems in 2014). By combining the
telemetered data with the unique crop models provided by NZIPFR (crop models for
exclusive use by Croplogic), unique agronomic insights can be generated for viewing by
the grower, either via a mobile app (Croplogic GrowerView iOS & Android), or more indepth view via a PC (Croplogic GrowerView – Desktop). Croplogic will charge
subscriptions for this service, based upon whether the crop is classified as high-value or
low-value.
Figure 7: CLI core products

Croplogic
Realtime
•Digital technology remote sensory

Croplogic
Aerial Imaging
•Detection of plant
stress using imagery
and AI via infrared

Croplogic
Predict
•Predictive modelling Yield prediction
technology

Source: BTIG, Company

CropLogic’s suite of products complement each other, with users at times using more
than one of these technologies in their farming procedures. For the advancement of
these core technologies, Croplogic aims to continuously develop partnerships around the
globe, particularly in key growth markets with leading agronomists, research institutes
and industry participants e.g. processors. This approach has seen success so far from
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current
partnerships with the New Zealand Government’s Callaghan Innovation, Plant and Food
Research (PFR), and key potato processors in the U.S. and China such as Pepsico,
ConAgra’s Lamb Weston and McCain Foods.
Commercialisation growth strategy…While Croplogic initially launched with an
acquisition strategy to attain immediate market share and establish market presence,
management does not believe their new growth phase necessitates this high cash burn
approach. It believes that selling Croplogic technology directly to growers, via
partnerships and distributors, aided by “referenceability” and an established reputation
from Washington potato operations, will offer more sustainable, stable earnings growth.
California, Idaho and Oregon are key regions that Croplogic aims to venture into in the
near future. In doing this, it may be able to further establish its reputation in the market
and at the same time help accumulate statistical data for further development and
innovation.
CropLogic’s market share… In the U.S., Croplogic owns 30% of the potato market in
Washington D.C., the second largest potato producing state after Idaho. This number is
expected to grow to a US$1.0bn p.a. in the U.S. alone, with another US$2.0bn p.a. in
markets outside the U.S., and Croplogic intends to launch Croplogic Realtime into 74%
of Australia’s horticulture acres (gross product at the farm gate of AU$3.4bn) in
September 2018.
Key positives:
•

Access to remote areas. Croplogic technology is widely accessible and does not
face limitations imposed on systems typically reliant on a National Broadband
Network (NBN) connection (which most agtech services currently available utilise).
Aided by its own, robust satellite system and 3G/4G, Croplogic possess a large
potential acreage exposure and scalability capabilities.

•

Non-intensive capital requirement. Croplogic’s technology is mostly remotely
operated, whereby the interconnectedness of its technologies allows management
and little in-person maintenance visitations, therefore eliminating many unsustainable
costs associated with geospatial constraints. Further, one out of its three core
technologies (Croplogic Predict) functions purely on an algorithm that feeds
information into itself and allows for a 100% gross margin after minimal set up costs.

•

Macroeconomic demand. There is currently still a heavy reliance on inefficient
traditional methods by farmers. Coupled with a required increase in current food
production by ~70% to support the estimated 9 billion population by 2050, we see
increasing demand for cost efficient, yield optimisation crop technologies.

•

Difficulty replicating Croplogic technology. The unique CropLogic algorithmic
system is patented and CropLogic has proprietary aerial imagery and other
technologies that allows superior technology advantages and cost efficiency. Further,
Croplogic owns first, exclusive rights to many NZPFIR crop models that exist, or are
in development. As such, Crop Logic is well positioned to cater to the diversity of
demand across various international markets. Additionally, as more crop models are
deployed, growth of serviceable acres and faster compounding of field data for further
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model crossdevelopment.
•

Complete product offering. While larger conglomerates have actively acquiring
products and services, none currently offer the complete picture of technology that
Croplogic does to aid with seeding and help regulate climate effects, soil conditions,
plant conditions and offer aerial imaging data. While digitalisation is a focus for
Croplogic, investors should note that agricultural tech uptake occurs less rapidly than
that of traditional fintech companies due to the nature of users and their proclivity
toward technology usage.

We see the following key risks to our investment thesis:
•

Competitors’ economies of scale and reputation advantage. Competitors,
specifically larger conglomerates such as McCain, Monsato and John Deere, may
be able to offer more price competitive options. If CropLogic is unable to secure its
first mover advantage, it may be unlikely that CropLogic will be able to stay
competitive from a pricing standpoint.

•

The race for market share and profitability. The current flow of funds into the
agriculture technology sector indicates an increasing pool of capital and large appetite
to fund this sector and many similar companies focused on innovation. However, this
also means that smaller competitors who are similarly experiencing rapid growth may
take away market share from Croplogic or limit its growth potential. For example,
early-stage peers such as Farmer’s Edge, within one year secured 4 million acres
under management and a market presence in Canada, Russia, Australia, and South
America. FarmLogs, another early-stage peer, has garnered 15% of row crops within
2 years. If such competitors are able to operate with cost efficiency and an expansive
access to regional areas, such pressures and cost inflation, Croplogic’s path to
profitability will be hindered. However, it is unlikely that farmers will switch
technologies, given that Croplogic offers competitive pricing and ease-of-use
technology – emphasizing the need to secure market share ahead of competitors.

•

Product switching. Croplogic offers superior and simple to use technology.
However, competitors may realise this competitive advantage and imitate the
simplicity of features of and find a more cost-efficient approach. Thus, with more
competitive pricing, this may impact Croplogic growth trajectory.

•

IP Risk. Intellectual property must be managed from the perspective of both
consumer and sellers of IP products and services domestically and globally. In
emerging markets such as China or India, IP risk poses a significant threat to
CropLogic’s profitability. Further, laws regarding IP protection in such nations are
limited or difficult to enforce in the event of breaches. However, significant
development has occurred regarding the reform of China’s IP laws to expand
admissible evidence, increase damages, reform legal structures and introduce new
policies to limit unfavourable foreign protectionism bias.

•

Low replacement and uptake rates. Croplogic customers may not find the need to
update technology or retain usage of such technologies. Additionally, the market may
not recognize the value in Croplogic technology and retain traditional farming
methods (difficult to change farmers’ behaviour) or utilise competitor technology.
Where products are ill-suited to different markets (crop model type, differing weather
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conditions
and strains of crop), uptake may be low and yield curve will be volatile as a
consequence. (“Multi-peril insurance is subsidized in markets like in the USA, but
continues to be a gap in the Australian farm business model” – Robert Poole, KPMG).
While efforts to overcome uptake risks may be negated with transformational
advancements in breeding new plant varieties for Australian farmers, the current lack
of regulatory uncertainty creates a major barrier to such advancements.
•

Need for ongoing innovation and investment in R&D. Due to the increasingly
competitive race to secure market share with efficient, usable and cost-effective
technology, Croplogic must continually innovate and strategically position itself to
capture the high demand for yield optimization and farming productivity services.

•

Loss of major contract and market share. Losses in these areas may significantly
reduce revenue and earnings potential.

•

Exposure to a wide range of political and currency risks. With the expansion into
Australia, and future potential expansion into regions inherently characterized by
volatility (Russia, China and India), Croplogic may encounter difficulties forecasting
and planning for such risks.
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CLI Investment Thesis
We see the following positive drivers for CLI: (1) Access to remote areas.
intensive capital requirement. (3) Macroeconomic demand. (4) Difficulty
Croplogic technology.

(2) Nonreplicating

CLI Investment Risks
We see the following key risks to our investment thesis: (1) Competitors’ economies of
scale and reputation advantage. (2) The race for market share and profitability. (3)
Product switching. (4) IP Risk. (5) Low replacement and uptake rates. (6) Need for
ongoing innovation and investment in R&D. (7) Loss of major contract and market share.

CLI Company Description
Formed in 2010, Croplogic (ASX: CLI) aims to assist farmers in improving crop yields by
combining 30 years of extensive research and testing with exclusive use of NZIPR crop
model technology with in-field agronomy support teams to provide further advice to
growers. Farmers are able to utilise Croplogic technology to optimise irrigation and
fertilisation needs to maximise yields. Croplogic operates three core technologies: digital
(remote sensory), imagery & AI, and predictive modelling, with all three at different stages
of development.
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Figure 8: CLI Financial Summary
Year-end March (A$ millions)
PROFIT & LOSS (P&L)
Sales Revenue
Operating Expenses
EBITDA
% Margin
Depreciation & Amortisation
EBIT
% Margin
Reported NPAT
NPAT - Underlying
EPS (cps) - Underlying
DPS (cps)
Payout Ratio

FY18A
2.1
4.3
-2.2
-106.8%
0.3
-2.5
-121.5%
-3.4
-3.4
-0.04
0.0
0%

Growth Rates:
Revenue
EBIT
Underlying NPAT

FY19E
2.6
4.1
-1.5
-56.3%
0.5
-1.9
-74.1%
-1.9
-1.9
-0.02
0.0
0%

FY20E
3.9
3.8
0.1
3.5%
0.5
-0.3
-8.4%
-0.3
-0.3
0.00
0.0
0%

FY21E
5.2
3.6
1.6
30.5%
0.5
1.1
21.6%
1.1
1.1
0.01
0.0
0%

FY22E
6.8
3.7
3.1
45.4%
0.5
2.6
38.5%
2.1
2.1
0.02
0.0
0%

FY23E
8.8
3.8
5.0
57.1%
0.5
4.5
51.8%
3.6
3.6
0.04
0.0
0%

25.7%
-23.3%
-43.9%

50.0%
-82.9%
-82.9%

33.0%
-440.8%
-440.8%

30.0%
131.8%
83.2%

30.0%
74.8%
74.8%

VALUATION
PE multiple (x)
P/B ratio (x)
Dividend Yield (%)
EV / Sales (x)
EV / EBIT (x)

FY18A
-1.1x
0.6x
0.0%
1.0x
-0.8x

FY19E
-1.9x
0.8x
0.0%
1.7x
-2.2x

FY20E
-11.0x
0.8x
0.0%
1.5x
-17.9x

FY21E
3.2x
0.7x
0.0%
1.1x
4.9x

FY22E
1.8x
0.5x
0.0%
0.7x
1.7x

FY23E
1.0x
0.3x
0.0%
0.3x
0.5x

BALANCE SHEET SUMMARY
Cash
Current Receivables
Current Inventories
Property, Plant & Equipment
Other
Total Assets
Current Payables
Total Debt
Other Liabilities
Total Liabilities
Shareholders Equity

FY18A
2.9
0.1
0.0
2.4
3.2
8.7
0.5
0.6
1.1
2.2
6.5

FY19E
0.7
0.1
0.0
2.7
3.3
6.7
0.3
0.5
1.2
2.1
4.6

FY20E
0.0
0.1
0.0
3.7
3.3
7.2
0.2
1.0
1.7
2.9
4.3

FY21E
0.4
0.2
0.0
4.3
3.4
8.2
0.2
0.5
2.1
2.8
5.4

FY22E
2.0
0.2
0.0
5.2
3.4
10.8
0.2
0.5
2.6
3.3
7.4

FY23E
4.7
0.3
0.0
6.5
3.5
15.0
0.2
0.5
3.3
4.0
11.0

-35.7%
-55.5%

-3.2%
-3.3%

22.6%
18.5%

2.2%
2.2%

-19.3%
-24.0%

-38.1%
-61.6%

FY19E
-1.9
0.5
0.0
0.0
-1.5
-0.7
-2.2

FY20E
-0.3
0.5
0.3
0.0
0.4
-1.5
-1.1

FY21E
1.1
0.5
0.3
0.0
1.9
-1.0
0.8

FY22E
2.1
0.5
0.4
0.0
2.9
-1.4
1.6

FY23E
3.6
0.5
0.5
0.0
4.6
-1.8
2.8

Net Debt / Equity
Net Debt / (ND+E)
CASH FLOW SUMMARY
Net Income
Depn & Amortisation
Changes in WC
Other
Operating Cash Flow
Capital Expenditure
Free Cash Flow
Source: BTIG, Company, Bloomberg
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This special report was commissioned by CropLogic Ltd.
Oz Financial Australia Pty Ltd trading as Reach Markets is a Corporate Authorised Representative (CAR No:431191) of Reach
Financial Group Pty Ltd (ABN 17 090 611 680) who holds Australian Financial Services Licence (AFSL) 333297. This document
is provided by Banyan Tree Investment Group (ACN 611 390 615; AFSL 486279) (“Banyan Tree”). The material in this
document may contain general advice or recommendations which, while believed to be accurate at the time of publication, are
not appropriate for all persons or accounts.
This publication contains general securities advice. In preparing the advice, Oz Financial Australia has not taken into account
the investment objectives, financial situation and particular needs of any particular person. Before making an investment
decision on the basis of this advice, you need to consider, with or without the assistance of a securities adviser, whether the
advice in this publication is appropriate in light of your particular investment needs, objectives and financial situation. Oz
Financial Australia and its associates within the meaning of the Corporations Act may hold securities in the companies referred
to in this publication. Oz Financial Australia does, and seeks to do, business with companies that are the subject of its research
reports. Oz Financial Australia believes that the advice and information herein is accurate and reliable, but no warranties of
accuracy, reliability or completeness are given (except insofar as liability under any statute cannot be excluded). No
responsibility for any errors or omissions or any negligence is accepted by Oz Financial Australia or any of its directors,
employees or agents. This publication must not be distributed to retail investors outside of Australia.
It is recommended that you seek independent advice and read the relevant Product Disclosure Statement before making a
decision in relation to any investment. Any advice contained in this communication is general and has not taken into account
the investment objectives, financial situation and particular needs of any particular person.
Banyan Tree Disclaimer
This document is provided by Banyan Tree Investment Group (ACN 611 390 615; AFSL 486279) (“Banyan Tree”).
The material in this document may contain general advice or recommendations which, while believed to be accurate at the time
of publication, are not appropriate for all persons or accounts. This document does not purport to contain all the information
that a prospective investor may require. The material contained in this document does not take into consideration an investor’s
objectives, financial situation or needs. Before acting on the advice, investors should consider the appropriateness of the advice,
having regard to the investor’s objectives, financial situation and needs. The material contained in this document is for sales
purposes. The material contained in this document is for information purposes only and is not an offer, solicitation or
recommendation with respect to the subscription for, purchase or sale of securities or financial products and neither or anything
in it shall form the basis of any contract or commitment. This document should not be regarded by recipients as a substitute for
the exercise of their own judgment and recipients should seek independent advice.
The material in this document has been obtained from sources believed to be true but neither Banyan Tree nor its associates
make any recommendation or warranty concerning the accuracy, or reliability or completeness of the information or the
performance of the companies referred to in this document. Past performance is not indicative of future performance. Any
opinions and or recommendations expressed in this material are subject to change without notice and Banyan Tree is not under
any obligation to update or keep current the information contained herein. References made to third parties are based on
information believed to be reliable but are not guaranteed as being accurate.
Banyan Tree and its respective officers may have an interest in the securities or derivatives of any entities referred to in this
material. Banyan Tree does, and seeks to do, business with companies that are the subject of its research reports. The
analyst(s) hereby certify that all the views expressed in this report accurately reflect their personal views about the subject
investment theme and/or company securities.
Although every attempt has been made to verify the accuracy of the information contained in the document, liability for any
errors or omissions (except any statutory liability which cannot be excluded) is specifically excluded by Banyan Tree, its
associates, officers, directors, employees and agents. Except for any liability which cannot be excluded, Banyan Tree, its
directors, employees and agents accept no liability or responsibility for any loss or damage of any kind, direct or indirect, arising
out of the use of all or any part of this material. Recipients of this document agree in advance that Banyan Tree is not liable to
recipients in any matters whatsoever otherwise recipients should disregard, destroy or delete this document. All information is
correct at the time of publication. Banyan Tree does not guarantee reliability and accuracy of the material contained in this
document and is not liable for any unintentional errors in the document.
The securities of any company(ies) mentioned in this document may not be eligible for sale in all jurisdictions or to all categories
of investors. This document is provided to the recipient only and is not to be distributed to third parties without the prior consent
of Banyan Tree.
This document has been commissioned by Oz Financial Australia Pty Ltd and provided by Banyan Tree Investment
Group (ACN 611 390 615; AFSL 486279) (“Banyan Tree”).
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