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Background

Recognized as a leader in forest conservation thought, policy and action, the Pinchot Ingtitute for
Conservation was dedicated in 1963 by President John F. Kennedy at Grey Towers National
Higtoric Landmark (Milford, PA) — home of conservation leader Gifford Pinchot. The Indtituteis
an independent nonprofit organization that works collaboratively with al Americans — from
federal and state policymakers to citizens in rural communities — to strengthen forest conservation
by advancing sustainable forest management, developing conservation leaders, and providing
science-based solutions to emerging natural resource issues. Each year, the Pinchot Institute
conducts policy research and analysis; convenes and facilitates meetings, workshops, and
symposiums; produces educationa publications; and provides technical assistance on issues that
affect national-level conservation policies and the management of our national forests and other
natural resources.

Current Programs
The Ingtitute' s objectives (policy research and analysis, convening and facilitation, and
developing conservation leaders) are realized annually through the following programs:

Community-Based Forest Stewardship

Through technical assistance programs and training sessions, policymakers, federal and state land
management agencies, and local practitioners work collaboratively to identify, address, and
develop strategies on specific initiatives that sustain and improve the stewardship of multiple-
objective ecosystems and enable them to serve as a basis for stable employment and generate
income in rural communities.

Conservation Policy and Organizational Change

Though much effort of the sustainable to date has focused on policy development, the Institute's
independent analysis and facilitation focuses on implementation to help develop natural resource
management approaches and mechanisms that integrate often-political organizational structures and
long-established administrative processes with emerging conservation-oriented ideas and policies.

Conservation Leadership Development

Effective natural resource conservation begns with effective leaders. Through leadership
workshops and professiona development seminars, which are based on participatory decision
models offered at Grey Towers National Historic Landmark, the Ingtitute hel ps beginning and
mid-career professionals in public agencies, private organizations and conservation NGOs
redefine the relationship between land management agencies and the communities they serve.
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EXECUTIVE SUMMARY

Millions of acres of timberland have been sold in the U.S. in the last severd years, and
estimates suggest that as much as 12-15 million acres of indudtrid timberland in the U.S.
will be transferred out of industry ownership in the next decade. The factors driving
these divestitures include: consolidation within the industry, strategic restructuring to
focus on production manufacturing, and shifting of capita towards foreign timberland
purchases and biotechnology research.

While other forest products companies have purchased some of the timberland, an
increasing amount has been purchased by inditutiond investors, whose timberland assets
are managed by Timberland Investment Management Organizations (TIMOs).
Inditutiona investment of timberland increased to $8 billion by 1999. TIMOs respond to
different signals than do forest products companies, leading to questions about their
acquigtion, management, and digposal decisons.

Conservation organizations and government agencies have raised concerns about the
timberland divestitures, particularly asthey pose the potentid thregts of converson or
fragmentation. Trying to respond to these divedtitures by conserving sgnificant acreages
with potentidly high ecologcd vaue is overwheming the financid and organizationd
capacity of these organizations and agencies.

The Pinchot Indtitute for Conservation, in collaboration with the USDA Forest Service,
convened a symposum on May 22, 2000, to examine the Sgnificant increase in indudtrid
timberland sdes over the last severd years, the changing ownership, and the resulting
implications for forest conservation. The symposium brought together over 60
professonds operating in private forestland conservation and forest management, from
nonprofit land conservation organizations, foundations, forest products companies,
investment organizations, universities, and federal and state natura resources agencies.

This report synthesizes the presentations and discussion a the symposium, and offers
some recommendations for future actions.
Increased funding for existing programs, both public and private, thet effectivey
address the land conservation opportunities.
A drategy for conservation organizations and agencies to determine priorities for
conservetion, before divested timberlands come on the market, in order to bid for
these landsin atimely fashion.
Partnerships between TIMOs and conservation organizations and government
agencies to protect parcels of land with significant ecologica vaue.

Industria timberlands have provided enormoudy important public benefits, including
wildlife habitat, watershed protection, and recreationa opportunities. If the public values
these lands have higtorically provided are to be maintained, then public funding and
support, as well as new drategies, are criticaly needed to conserve these lands and ensure
their current and future sewardship.
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INTRODUCTION

The forest industry sector owns gpproximeately 71 million acres of forestland in the

United States, which represents almost 10% of U.S. forestland (NRC 1998). An
unusudly large amount of industria timberland has changed owners during the last

decade — an estimated 28% of forestland changed handsin the 1990s (Best and Wayburn
2001) — with much of it going entirely out of ownership by integrated forest products
companies.

While there are various company- specific reasons for some of the mgjor timberland
transactions, there are severd key driversfor these divestitures.  The financid
performance of the forest products industry has been weak in recent years; as aresult,
companies looked for ways to improve profits. Many companies began to move capita
away from timberlands into lower-cogt, higher-productivity timberlands in other regions
of theworld, aswell asinto investments in biotechnology research. Both Srategies
would alow companies to produce more fiber on fewer acres. Furthermore, the last
severd years has witnessed strategic restructuring among forest products companies that
has led numerous companies ta focus more on their core production manufacturing and
less on their timber supply. While paper and lumber companies had traditionaly owned
timberland to supply their mills, the 1990s witnessed areevauation of that Srategy and a
movement away from vertica integration (Irland 2000). Since timber companies have
traditionally not been able to capture the true value of their timberlands for shareholders,
they began divesting timberlands or spinning off their timberlands into separate holdings
(Best and Wayburn 2001). Findly, the last few years have produced a substantial
number of mergers and acquisitions within the forest products industry, which has led to
the monetization of non-strategic assets (e.g., the sde of timberlands) to aleviate debt.

Many andydts anticipete that this trend will continue, with some predictions suggesting
that as much as 12-15 million acres of indudtria timberlandsin the US will be transferred
out of industry ownership during the next decade. Who acquires these lands, and for
what purposes, has important implications for forest conservation and for the protection
of avariety of forest resource values.

A number of recent timberland acquisitionsillustrate the chalenges of responding to such
divestitures to conserve large, contiguous aress of forestland, and to protect an array of
vaues that would be diminished by fragmentation or land conversion. For example, in
November 1998, The Conservation Fund purchased 300,000 acres of timberlandin
northern New England and the Adirondacks from Champion Internationd for $72
million; in December 1998, The Nature Conservancy purchased 185,000 acres of
forestland in northern Maine from Internationa Paper for $35 million. How the forestry
and conservation community will develop the organizationa and financid capecity to
absorb 12-15 million acres of forestland and minimize its conversion or fragmentation
will soon become an urgent question.
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As millions of acres of timberland have moved out of industrid ownership, new
categories of owners have emerged. While forestland has traditionaly been considered a
persona or industria asset, it has recently been consdered an investment asset aswell.
Anincreasingly important role is being played by ardatively new and rapidly growing
class of owners known as Timberland Investment Management Organizations (TIMOs).
TIMOs buy, manage, and sell timberland on behdf of inditutiond investors. The amount
of USforestland under TIMO management is increasing more rgpidly than under any
other type of owner. Wheressingtitutiona invesment in 1989 was under $1 billion, it
was over $8 billion by 1999. TIMOs and the indtitutiona investors that they represent
are dready playing amgor role in acquiring industria timberlands divested by integrated
forest products companies. TIMOs regard forestlands as an often counter-cydica
component of adiversfied invesment portfolio amed at preserving capital from penson
funds and insurance, as well as generating current income. They respond to different
market Sgnds than integrated forest products companies that regard forestlands as tying
up large amounts of scarce capitd with rates of return sgnificantly below corporate
hurdle rates (i.e., the forestlands are not economically profitable for some forest products
companies).

Theissues of indudtrid timberland divestitures and subsequent indtitutiona investment
have raised many questions for government agencies and non-profit organizations
focused on forestland conservation. What factors influence TIMOS' decisons to acquire
or dispose of forestland? What role can government agencies and non-profits play in
forestland conservation of industria timberlands that have been placed on the market?
What opportunities exist for partnerships between conservation groups, government
agencies, and TIMOs?

The federd government has had an interest in promoting sound forestry practices on
nonfederal lands at least Since the passage of the Clarke-McNary Act in 1924 (16 U.S.C.
505 et d.), which charged the Forest Service with assisting state and private concerns and
providing programs that would ensure the sustainability of these forests (NRC 1998). In
1998, the National Research Council (NRC), at the request of the USDA Forest Service,
convened a committee to examine the role of the federd government in contributing to
sustai nable management of nonfedera forestlands (NRC 1998). The 1998 NRC
committee views the federd role as* one of convening and promoting leadership and
Investment opportunities within the private sector and other units of government” (NRC
1998, pg. 2). The NRC committee made a number of recommendeations to the Forest
Service, who has commissioned severd studiesin pursuit of these recommendations.

An example of the federd commitment to the sustainability of nonfederd forestlandsis

the USDA Forest Service' s Forest Legacy program, which has acquired land and interests
in land through full fee and conservation easements on over 207,000 acres since 1993.
Recently, the program has engaged in several large projects with States and other partners
to conserve extensive blocks of private indudtrid forestland. For example, the multi-
phased West Branch project in Maine conserved 72,500 acres in Phase | through a
conservation easement and is attempting to secure 585,000 in Phase |1 with industria and
timberland investment management organizations acquisitions. The Thompson Fisher

Pinchot Institute for Conservation 2
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project in Montanainvolved the acquisition of a conservation easement over 13,000 acres
from Plum Creek, and over 31,000 acres in northeast Vermont through a conservation
from Hancock Timber Resource Group.

In response to the growing concerns about the numerous industrid timberland
divedtitures and the trends in changing ownership, the Pinchot Ingtitute for Conservation
initiated a Sudy to examine the factors driving divedtitures, and the implications and
opportunities for changing ownership. The study objectives were to:

Highlight the nature and causes of private timberland divestituresin the U.S. by
integrated forest products companies and the organi zations acquiring those lands,
Develop a better understanding of Timberland Investment Management
Organizations (TIMOs), and their increasing role in forestland ownership and
management; and

Explore opportunities for ensuring conservation of forestland through closer
collaboration among timberland investment managers and public, private, and
nonprofit forestland conservation programs.

The Pinchot Indtitute, in collaboration with the USDA Forest Service, convened a
symposium on May 22, 2000 in Washington, DC to explore these issues. Presentations
were made by market analysts, TIMO executives, and representatives of conservation
organizations (see Appendix A for the full agenda and Appendix B for theligt of
peskers). The symposium brought together over 60 individuds interested in private
forestland conservation, from nonprofit land conservation organizetions, environmental
grantmaking foundations, magor forest products companies, investment organizations,
and federa and state natural resources agencies (see Appendix C for theligt of
participants). This report synthesizes the presentations and discussion at the symposium,
and offers some recommendations for future actiors.

Pinchot Institute for Conservation 3



MARKET CHANGESIN THE INDUSTRIAL TIMBERLAND LANDSCAPE
Bruce Kirk*

Historic View

Beginning in the 1800s, industrial timberland owners began to accumulate timberland to
provide a secure fiber resource for pulp, paper/paperboard, lumber and panel
manufacture. Approximately 75-80 million acres were accumulated by these ownersin
aggregate. Typicdly, only about one-third of fiber for pulp, paper and paperboard
manufacture was derived from this secure, owned source, while lumber-pand fadilities
were very highly integrated with secure timber resource, especidly in the western states.
Thiswas due to the fact that raw material costs rdative to product costs are very high for
lumber, and much lower for pulp and paper, so lumber manufacturers did not want to be
reliant on purchasing timber from an externd source.

Corporate annua reports focused on the benefits of timber ownership, and the financia
community on Wall Street viewed timberland ownership favorably. The actud financid
rewards from timber ownership were never disclosed so andydts, in the days when timber
income was taxed a capital gains rates, delved into corporate income taxes in order to
make estimates of income derived from timber harvest. Anaystsin Europe regularly
waxed at length about timber as a‘ hidden asset.’

Corporate reporting has advanced and companies such as Weyerhaeuser Co. and
Georgia-Pecific Corp. now disclose income derived from timberlands. Timberlands are
no longer a‘hidden asset,” whether in this country or esewhere. The financia
community now views timberlands as ripe for imminent sde and as a cash hoard to
benefit shareholders.

Industry Results

Over the past decade, forest products company financia results, whether for pulp- paper
or for lumber-pand producers, have been mediocre. The industry has recorded only one
or two good years snce 1990. Cash flows have been weak which, in the face of
relatively high capital expenditure rates and acquisitions undertaken for cash, balooned
debt burdens. Equity performance has been poor. In the face of relatively poor cash
flows, most companies have assgned avery low priority to enlarging their timber
holdings.

Since the mid-1990s, some companies have reassessed businesses, operations, and
regiond activities. These reassessments have led to unique sales of timberlands whereas
traditiondly timberlands were sold together with production facilities to another industry
or drategic buyer. In some instances, a production facility and its supporting timberlands

! Bruce Kirk is Managing Director, BK Associates.
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were transacted separately. This separation may have attracted a broader array of
Soecific-asset motivated buyers. Companies have frequently cited debt reduction or debt
containment and share repurchases as the driving force of these transactiors.

Asaresult of srategic management reassessment, the last few years have witnessed a
relatively high number of timberland saes, compared to higorica trends. Companies
have trimmed excess timberland assets and/or exited entire timber basins. Examples of
maor timberland salesin the last few yearsinclude:

Internationa Paper: Sde of selective Maine timberlands and Oregon timberlands.
Champion Internationd: Sale of selective northeast timberlands

Georgia-Pecific. Sde of Cdifornia, Maine, and New Brunswick timberlands.
Weyerhaeuser: Sale of Klamath, OR, region operations and timberlands.
Chesgpeske: Sdle of West Point, VA, facility and timberlands.

Companies have aso refocused activities and sold under- performing assats, resulting in
timberland sdles. Examples of businesses that have refocused, and the assets they have
sold, include:

Kimberly-Clark: Coosa Pines, AL, newsprint-pulp and timberlands.
Boise Cascade: Newsprint and coated paper.

Bowater: Great Northern Paper and timberlands.

Louigana-Pacific: Sde of Cdiforniatimberlands.

S. Joe Paper: Linerboard mill and timberlands.

Asst sdles have dso been the result of expenditures required to meet environmenta
regulations.

Industry Consolidation

The forest products industry has and is undergoing consolidation. The consolidation is
occurring throughout the North American industry, not just within the U.S. or within
Canada. Consolidation is aso more prevaent with offshore companies but such activity
has not yet reached the level of that within the U.S.

Crown Zdllerbach and St. Regis Paper, for example, disappeared during the 1980s, asa
result of being bought or incorporated by other companies. Since 1995, afew of the
wdl-known companies that have been consolidated include Federal Paper Board, Scott
Paper, Fort Howard, Avenor, Union Camp, Stone Container, and Donohue. Current
consolidations include Consolidated Papers to Enzo, Champion Internationa to
International Paper, and St. Laurent to Smurfit.

Acquistions of individua production facilities, with or without timberlands, have been
and are dmogt dways cash transactions. Until the early 1990s, acquisitions of companies

Pinchot Institute for Conservation 5
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were aso largdly cash transactions. The industry’s mediocre results and limited excess
cash flows precluded subsequent debt reduction.

Acquistions for cash that have subsequently resulted in timberland sales to reduce debt
include:

SAPPI (S. D. Warren): Sale of Maine timberlands.
Smurfit- Stone Container: Sdle of southern timberlands.
Alliance Forest Products: Sale of Coosa Pines, AL timberlands.

Since 1995, mergers or acquisitions, such as those noted earlier, have been undertaken for
equity or acombination of equity and cash. While debt levels have moved higher in

some ingtances, the pressure to sdll timberland or other assetsis not as acute asin some
past cases. It is anticipated, however, that timberland sdes will result from Internationa
Peaper’ s acquisition of Champion Internationa ether from Champion’s holdings or from
excess arisng from the earlier acquisitions of Federal Paper Board and Union Camp.

Current Industry Conditions

Industry cash flows for 2000 and for 2001 will be hedlthier as compared to the 1996-1998
years. Net cash inflow (retained earnings plus depreciation) are forecast in a $14-$16
billion range. Industry capital expendituresin 1999 were at maintenance levels of $9
billion. Expenditures for 2000 and 2001 are forecast in a $9-$10 hillion range and may
include some catch up of projects deferred from earlier periods. Pressureto sell
timberlands to contain debt or provide for share repurchases has eased.

The North American industry is not undertaking any new greenfield pulp- paper mills and
only one new paper machineis planned. Plansfor new oriented strand board pand plants
continue but plywood plants are an endangered species. On baance, the indudtry is not
required to assemble timberland basins to support new mills or add to timberland
holdings to support mgor plant expansions.

The use of recycled fiber has climbed to 37% of fiber furnish for paper-paperboard as
compared to 25% ten years ago and will exceed 40% within one or two years. Most of
the recent and forecast growth in paper- paperboard production is based on recycled fiber,
which suggests that pulpwood demand will remain flat.

The Financial or Non-Strategic Timberland Buyer

The non-drategic or “financid” timberland buyer has dominated timberland transactions
over the past five years. Financid buyers include Timberland Investment Management
Organizations (TIMOs), Red Estate Investment Trusts (REITS), and other entities whose
primary purpose is the ownership and management of timberlands to produce financid
returns and whose production activities, if any, aeminimal.

Pinchot Institute for Conservation 6
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Financid buyers have accounted for 60% of the publicly reported timber transactions
during the 1995-1999 period and this figure would be 70% if the 1996 Cavenham
transaction were excluded. Of the three largest transactions in each of the past three
years, 66% of the buyers were in the financid category. Over the past five years,
srategic or industry owners accounted for 73% of timberland sdllers.
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$2,500 -
$2,000 -
$1,500 -
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$500 A

Timberlands Transacted to Financial Buyers ($ mil.)
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1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

Thefinancid category has clearly come of age during a period in which the forest

product industry was largely out of this market and, in fact, motivated to sdll timber
assets for arange of reasons. This new category added efficiency to the timberland asset
market. The new buyers dso benefited from the forest products industry’ s changing view
of timber supply contracts as contrasted to fee ownership. The Hancock Timber
Resource Group was the early and dominant force in the financia buyer category but
there has been a broadening array of financia buyers as the 1990s progressed.

Concluson

Forest industry timberland ownership is estimated to have declined into the low end of a
70-75 million acre range. Where do we expect things to go from here? Further sdles, not
yet announced, by industry ownerswill largely occur due te rationdization following
mergers and acquistions. The depth of the resources available to financia buyersfor
timberland investment is unknown, dthough it islikdly thet financid buyerswill play an
increasng role in the timberlands market.
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CHANGING OWNERSHIP PATTERNS: AN OVERVIEW OF INSTITUTIONAL
OWNERSHIP AND RESULTING OPPORTUNITIES
M ason Browne?

Changing Forest Owner ship Patterns

The ownership pattern of forestland is changing, especidly inthe U.S. Thereisan
accderating trend of indudtria forestland owners sdlling their propertiesto inditutional
owners. Thistrend began in the early to mid 1980s and has resulted in over $7.9 billion
currently invested in by pension funds, foundations and endowmentsin U.S. timberland.
In addition, a new vehicle for ownership has emerged, the Red Estate Investment Trust
(“REIT”). The catdydsfor this changing ownership pattern are:

The large amount of capitd avallable by the inditutions for investment,
Recent changes in the federa laws governing REITS, and most importantly,
The powerful economic incentive to minimize taxes.

These new classes of owners are not taxed at the corporate leve, thus avoiding the
‘double taxation’ effect whereby most corporations pay taxes on their earnings, only to
have their shareholders pay additiond taxes on the dividends.

In addition, other new sanificant buyers have emerged, including wedthy individuds,
families, and large conservation organizations.

Who specifically are these new owners? What factors drive their decisons and how will
they manage their lands as compared to the previous industrid owners? Findly what are
the consarvation implications of this trend?

The following comments focus on the institutional and REIT owners only, not on the
individuals, families, and larger conservation organizations. In addition, Master Limited
Partnerships (MLPs) are not included in the discussion. Although different than a REIT,
MLPs are more similar to a REIT than to the other structures. As such, general
comments on REITs could serve as an approximation for a ssimilar discussion on MLPs.

Accderating Ingtitutional Owner ship of U.S. Timberland

Theingitutiond ownership trend is clearly accderating. Approximately $150 million
were invested per year during the first five-year period, ‘85-' 89, accelerating to about
$400 million per year from *90-' 94, to approximately $1 billion per year from ' 95-"99.
The estimated indtitutiona ownership of U.S. forestland has approximated the following
curve.

2 Mason Browne is Director of Timber Investments, UBS Brinson.
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changes in the federal laws governing REITs,

ann
incentive to minimize taxes.

ann
not taxed at the corporate level,

ann
wealthy individuals,
families, and large conservation organizations.

ann
Approximately $150 million
were invested per year during the first five-year period, ‘85-’89, accelerating to about
$400 million per year from ‘90-’94, to approximately $1 billion per year from ’95-’99.


Institutional Investments in U.S. Timberland
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These estimates are based on: Binkley et a. 1996; unpublished documents; estimates by author; and the
Wall Street Journal Feb 12, 2000.

Global Ingtitutional Owner ship

Wheress ingtitutional ownership of U.S. forestland began in the early 1980s, this trend
began about a decade later for overseas markets. The estimated ingtitutional ownership
of internationa forestland has gpproximated the following curve.

Institutional Investments in
International Timberland
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The amounts shown are U.S. dollars of invested equity.
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Similar to the trend within the U.S,, the ownership of timberland outsde North America
by inditutionsisincreasing. Inditutions are beginning to view timber as a globa asset

class.

Ingtitutional Ownership and REITs

| nstitutions

The indtitutiondl owners of timberland are typically the large public and private pension

plans, foundations, and endowments.

Totd Assts (Billions)

Public Ingtitutions
Cdifornia Public Employees Retirement System
(CaPERS)
State Teachers Retirement System of Ohio
Washington State Investment Board
Private Plans
Teachers Insurance and Annuity Association (TIAA-
CREF)
Generd Motors
DédtaAirlines
United Parcd Service
FoundationgEndowments
Harvard University
Howard Hughes Medica Inditute
Yde Universty

$174

$46
$48

$300

$95
$14
$8

$13
$10
$7

Sources include: individual websites and “The Money Market Directory of Pension Funds and their

Investment Managers, 1999” by Standard and Poors.

‘Ownership’ of timberland by indtitutions can take many forms. It isusualy not direct
fee ample ownership, but rather is an interest and/or share in: afund, partnership, limited

ligbility corporation, or an insurance company’ s group annuity contract.

These indtitutions have very large asset vaues and are considered good candidates for
investing asmdl percentage of their portfolio in timber. Even a1% or lessdlocation of
their capital to timber can represent very large dollar amounts. For example, the two
largest pension plans that include timber in their portfolios are TIAA-CREF and
CaPERS. Respectively, these plans have $300 billion and $174 billion in total assets.
Even a 1% dlocation of their portfolios to timber would represent dmost $3.75 billion.
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ann
‘Ownership’ of timberland by institutions can take many forms. It is usually not direct
fee simple ownership, but rather is an interest and/or share in: a fund, partnership, limited
liability corporation, or an insurance company’s group annuity contract.


At present it is not known the exact number of pension funds, foundations and
endowments that own timberland. However, it i< estimated that the number of
commercid timberland-owning indtitutions currently totals less than 150.

The foregts that these ingtitutions own are spread throughout most of the commercia
forestry regions of the U.S. The largest concentration of ownership isin pine plantations
in the southeast U.S,, followed by conifer plantations in the Pacific Northwest (west of
the Cascades), and mixed softwood and hardwood holdingsin the Northeast, with minor
holdings in the Greet Lake States.

Internationdly, indtitutiona holdings are concentrated in New Zedand, Audraia, Chile,
Argentina, Uruguay, and Brazil. These properties are typically plantations of Radiata
Pine, Southern Ydlow Pine, or Eucayptus species.

REITs

In addition to indtitutions becoming anew class of timberland owner, the red estate
investment trust (“REIT”) is another emerging tax efficient vehicle to own timberland.
Thefird private timber REIT was formed in 1998 by AndersonTully Company on its
300,000 acres in the southeast U.S. In’98 and ' 99, Potlatch and Strategic Timber Trust
each announced separate plansto create publicly traded timber REITSs. Although
unsuccessful, these efforts clearly demongtrate an interest in this form of corporate
gructure. Findly, in 1999, Plum Creek Timber converted an existing Magter Limited
Partnership into the first publidy traded REIT on 3.3 million acres of property located in
the Northwest, Southeast, and Northeast.

It istoo early to draw any conclusions as to the future success of the REIT dructure in
acquiring and managing timberland. The benefits of the REIT are gppedling: eimination
of double taxation plus financid liquidity created by their securities being publicly

traded. However, there are complex ownership, operating, accounting, valuation, and tax
issues that need to be addressed upon establishment and/or conversonto aREIT.

TIMO’s. Managing the Ingtitution’s Timber Investments

Indtitutions typically do not directly manage ther money; indead they hire professond
money managers to manage soecific pieces of thar portfolio.  In timber, the inditutions
hire what have become known a TIMOs (Timber Investment Management
Organizations) to buy, manage and sall timberlands on their behdf.

Who are these TIMOs and what do they manage?
See text box on following pages.
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ann
estimated that the number of
commercial timberland-owning institutions currently totals less than 150.

ann
first private timber REIT was formed in 1998 by Anderson-Tully Company on its
300,000 acres

ann
in the southeast U.S.

ann
’98 and ’99, Potlatch and Strategic Timber Trust
each announced separate plans to create publicly traded timber REITs.

ann
1999, Plum Creek Timber converted an existing Master Limited
Partnership into the first publicly traded REIT on 3.3 million acres of property located in
the Northwest, Southeast, and Northeast.

ann
institutions
hire what have become known as TIMOs (Timber Investment Management
Organizations) to buy, manage and sell timberlands on their behalf.


WHO MANAGESTHE INSTITUTIONS TIMBER INVESTMENTS?

Hancock Timber Resource Group
Subsidiary of John Hancock; a public corporation
Headquartered in Boston
Manages over $3 billion in timber assets
U.S. (NW, SW, NE), Austraia
Property managers include. Resource Management Service, Olympic  Resource
Management, and Wagner Forest Management

UBS Timber Investments
Pat of the asset management business of UBS, which is one of the world's larged
banks, heedquartered in Zurich, Switzerland, and a public corporation.
UBS Timber Investmentsis headquartered in West Lebanon, NH
Manages over $1.2 billion in timber assets
U.S. (SE, NE), New Zedand, Audrdia, Chile, Argentina, Uruguay
U.S. property managers include Canal Forest Resources, and Larson & McGowin
Frequent use of joint venture dructures with industry in ther off-shore investments,
aso manages property directly

Forest Investment Associates
- Privady hdd.
Headquartered in Atlanta, GA
Manages over $1.1 billion in timber assets
U.S. only (SE to mid- Atlantic, induding Pennsylvania)
Manages propety using a variety of consultants including: Cand Forest Resources
Natural Resource Planning, Bennett & Peters, and Forest Resource Consultants

Campbell Group
Subsidiary of United Asset Management, a publicly held corporation
Headquartered in Portland, OR
Manages over $1.1 hillion in timber assets
U.S. only (WA, OR, CA)
Manages property directly

Weachovia Timberland Trust
- Part of Wachovia, apublicly held bank holding corporation
Headquartered in Atlanta, GA
Manages approximately $900 million in timber assets
U.S. only (SE, Mid-Atlantic and Lake States)
Manages property through various managers including; Shaw, MclLeod et d., Milliker
Forestry, F& W Forestry Services, and Cana Forest Resources
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ann
Hancock Timber Resource Group

ann
Headquartered in Boston
·  Manages over $3 billion in timber assets
·  U.S. (NW, SW, NE), Australia
·  Property managers include: Resource Management Service, Olympic Resource
Management, and Wagner Forest Management

ann
UBS Timber Investments

ann
UBS Timber Investments is headquartered in West Lebanon, NH
·  Manages over $1.2 billion in timber assets
·  U.S. (SE, NE), New Zealand, Australia, Chile, Argentina, Uruguay
·  U.S. property managers include Canal Forest Resources, and Larson & McGowin
·  Frequent use of joint venture structures with industry in their off-shore investments;
also manages property directly

ann
Forest Investment Associates

ann
Headquartered in Atlanta, GA
·  Manages over $1.1 billion in timber assets
·  U.S. only (SE to mid-Atlantic, including Pennsylvania)
·  Manages property using a variety of consultants including: Canal Forest Resources,
Natural Resource Planning, Bennett & Peters, and Forest Resource Consultants

ann
Campbell Group

ann
Manages over $1.1 billion in timber assets
·  U.S. only

ann
S. only (WA, OR, CA)

ann
Wachovia Timberland Trust

ann
Headquartered in Atlanta, GA
·  Manages approximately $900 million in timber assets
·  U.S. only (SE, Mid-Atlantic and Lake States)

ann
·  U.S. only (SE, Mid-Atlantic and Lake States)
·  Manages property through various managers including; Shaw, McLeod et al., Milliken
Forestry, F&W Forestry Services, and Canal Forest Resources


WHO MANAGESTHE INSTITUTIONS TIMBER INVESTMENTS?
(continued)

Prudentiad Timber

Part of Prudential, a publicly held corporation

Headquartered in Boston, MA

Manages about $500 million in timber assats

U.S. only (SE and Hawaii) at present

Property managers include Cana Forest Resources, and Forest Resource Consultants

Forest Systems

Privatdy hed

Headguartered in North Easton, MA

Manages approximately $400 million in timber assets
U.S. only (SE, NW)

Manages properties directly

The Forestland Group

Privatdly hed

Headquartered in Chapd Hill, NC

Manages gpproximately $300 million in timber assets

U.S. only (NE, mid-Atlantic, and Wisconsin); hardwood focus

Uses various forest managers including LandVest, Forecon, and Shaw, McLeod et a
Capitd from foundations, endowments and high wedlth individuds

Timberland Investment Services

Privatdy hed

Headquartered in Woodstock, GA

Manages approximately $300 million in timber assets
U.S. only (SE, NE, and Cdifornia)

Buys smaler parcds

Uses various consultants

GMO Renewable Resources

Part of Grantham, Mayo, Van Otterloo (“GMQ”), aprivately held investment advisor
Headquartered in Boston, MA

Manages gpproximately $100 million in timber assets

U.S. (NE, NW), Brazil, New Zedand, and Austrdia

Use various forest managers including Rayonier, and LandVest

Note: The Molpus Woodlands Group was not listed in the above as they do not currently manage
for penson funds. They are, however, alarge manager for high net worth individuas and
families. Their current assets under management total $750mm, containing 580,000 acres
throughout the Southeast. They are privately held and are located in Jackson, MS.
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ann
Prudential Timber

ann
Headquartered in Boston, MA
·  Manages about $500 million in timber assets
·  U.S. only (SE and Hawaii) at present
·  Property managers include Canal Forest Resources, and Forest Resource Consultants

ann
Forest Systems

ann
Privately held
·  Headquartered in North Easton, MA
·  Manages approximately $400 million in timber assets
·  U.S. only (SE, NW)
·  Manages properties directly

ann
The Forestland Group

ann
Privately held
·  Headquartered in Chapel Hill, NC
·  Manages approximately $300 million in timber assets
·  U.S. only (NE, mid-Atlantic, and Wisconsin); hardwood focus
·  Uses various forest managers including LandVest, Forecon, and Shaw, McLeod et al
·  Capital from foundations, endowments and high wealth individuals

ann
·  Privately held

ann
Timberland Investment Services

ann
Manages approximately $300 million in timber assets
·  U.S. only (SE, NE, and California)
·  Buys smaller parcels
·  Uses various consultants

ann
GMO Renewable Resources

ann
  Headquartered in Boston, MA
·  Manages approximately $100 million in timber assets
·  U.S. (NE, NW), Brazil, New Zealand, and Australia
·  Use various forest managers including Rayonier, and LandVest

ann
Molpus Woodlands Group

ann
manager for high net worth individuals and
families. Their current assets under management total $750mm, containing 580,000 acres
throughout the Southeast. They are privately held and are located in Jackson, MS.


Factorsthat Drive Decison M aking

What factors drive the decison-making criteriafor TIMOs and REITS? How are these
different from the traditiona industrid owner? The following characterigtics apply to a
typical owner in each category, adthough lumping al owners of a certain category
together is an over asmplification of the many differences in the exigting ownership
structures.

Industrial owners:
The industrial ownersthat are slling their properties to the inditutional owners are
primarily publicly traded corporations.

Financia Iy, these owners are concerned with:
After-tax earnings per share
After-tax cash flow
After-tax return on investment
Vaue added to shareholders

One common element of these indicatorsisthat al are “after tax.” Taxesareamgor
decision making factor for this class of owner. In addition to taxes, the amount of cash
that the corporation can generate through time and the timing of these cash flows are
critica. Near term cash is much more important than cash that is generated at alater
date.

Thetypicd indugtrid owner has higtoricaly owned both the processing fadilities
(sawmills, pulp mills, etc.) and the associated timberland. These owners view these lands
as a drategic wood supply for their mills.

Strategicaly, these owners are concerned with:
- Contralling enough wood fiber to support their mills
Maintaining low raw material costs
Obtaining atota cost advantage over their competitors
Having a high market share for their end products
Creating brand recognition

I nstitutional owners:

For inditutiona owners, taxes and accounting issues are generdly less goplicable asthey
are modtly tax-exempt. Also, indtitutiond owners usudly own timberland only, not the
asociated processing facilities. Therefore, this class of owner has no strategic supply
issues. Instead, its timber is usudly sold to the highest bidder in open market auctions.
(Although, currently, thereis a trend for indtitutiona buyers to purchase timberland with
& long-term wood supply agreement back to the mills)
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ann
industrial owners

ann
After-tax earnings per share
·  After-tax cash flow
·  After-tax return on investment
·  Value added to shareholders

ann
Taxes are a major
decision making factor for this class of owner.

ann
cash flows

ann
Near term cash is much more important than cash that is generated at a later
date.

ann
Controlling enough wood fiber to support their mills
·  Maintaining low raw material costs
·  Obtaining a total cost advantage over their competitors
·  Having a high market share for their end products
·  Creating brand recognition

ann
tax-exempt.

ann
timberland only,

ann
timber is usually sold to the highest bidder in open market auctions.

ann
trend for institutional buyers to purchase timberland with
a long-term wood supply agreement back to the mills.)


Unlike taxable corporations, inditutions can immediately report higher returns and/or

losses due to changes in the market value of their asst (i.e. they can ‘mark to market’).
For example, if the timber grows 3% during the year, and timber prices increase by 5%,
the inditutiona owner will recognize an 8% return without even having to sell any wood.

Ingtitutional investors dso gpply modern portfolio theory to their decison criteriaon
when to buy, sdl and hold the property. They are interested in diversifying their holdings
among regions, timber types, and age classes. The use of portfolio theory resultsin
frequent evaluation of their holdings to reposition their assats as the current value and/or
projected future value of their assets changes.

Many of the indtitutiond ownerships are held in closed end funds. These fundstypicaly
have 10-15 year time horizons and will be sold within that time span. Some of the larger
investors have nonpooled funds that are open-ended in duration.

Finaly, most inditutions buy using 100% of their own cash and do not use bank loansto
finance the purchase.

Financidly, institutional owners are most concerned with:
- Cashflows
Timing of the cash flow
Tota redlized and unrealized returns on investments
Portfolio alocations
Hold/Sdl decisons
Portfolio diversification
Obtaining the highest portfolio returns for any given level of risk

Strategical Iy, TIMOs are most concerned with:
Having superior total returns on their investments as
benchmarked against their competitors
Building total assets under management
Developing new financia products to attract new pools of capita
to the timber asset class
Maintaining low management costs

REITs

Publicly traded REITs are driven by a need to generate a consstent growth in Funds from
Operations (“FFQO”) per share. Although not precisdy correct, for thisdiscusson it is
most smpleto think of this as merely a congtant growth in the REIT’ s ability to generate
enough cash from operations to pay its distribution per share. Plum Creek, for example,
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ann
immediately report higher returns and/or
losses due to changes in the market value of their asset

ann
For example, if the timber grows 3% during the year, and timber prices increase by 5%,
the institutional owner will recognize an 8% return without even having to sell any wood.

ann
10-15 year time horizons and will be sold within that time span.

ann
larger
investors have non-pooled funds that are open-ended in duration.

ann
100% of their own cash and do not use bank loans to
finance the purchase.

ann
Cash flows
·  Timing of the cash flow
·  Total realized and unrealized returns on investments
·  Portfolio allocations
·  Hold/Sell decisions
·  Portfolio diversification
·  Obtaining the highest portfolio returns for any given level of risk

ann
Having superior total returns on their investments as
benchmarked against their competitors
·  Building total assets under management
·  Developing new financial products to attract new pools of capital
to the timber asset class
·  Maintaining low management costs

ann
growth in Funds from
Operations (“FFO”) per share.


is currently distributing $2.28/sharelyear. Investors want the distribution to at least be
maintained, and hopefully to grow. Plum Creek’ syidd (distribution divided by share
price) is currently 8.9 %. Thisis much higher than most publicly traded timber
companies. For example, Ddtic’'sand GP Timber’ syidds are 1.2% and 4.1%

respectively.

Financialy REITs are most concerned with:
Maintaining and growing their Funds from Operations (“FFO”)
Creating higher stock prices and thus lower yields on their digtributions

Strategically, REITs are most concerned with:
Acquiring property that will not dilute their FFO
Maintaining harvest levels so as not to create volatility in their FFO

What Does All ThisMean for Conservation?

Each ownership class will be driven by its own financial and drategic criteria
Therefore, each classwill react differently to conservation issues. The following isalist
of various conservation issues and the expected reaction by each class of owner, with the
underlying reasons. The reader can use the same understanding of the owner’s decison
making criteriato predict what each class of owner might do for issues not listed. For
this discusson, the Implifying assumption isthet the ‘typicd’ REIT will own only
timber, not operating facilities. Thisis presently not the case with either Anderson-Tully
or Plum Creek. However, it istoo early to know exactly what the ‘typicd’ REIT will
look like.

Selling Environmentally Sensitive Lands and/or Conservation Easements

Industry

Industry may be concerned with losing timber supply and therefore may not be
interested in slling. However, they have the ability to either donate or bargain

sde their property and benefit from the tax write-off. Condusion: industry will

be a‘moderatdy interested’ sdler.

TIMOs

If asde can be made at or above Fair Market Vaue, most TIMOs can improve
their financid performance by sdlling such assets. Frequently, environmentaly
sengtive properties are difficult to operate and are poor cash generators. Selling
these properties unlocks or ‘monetizes their conservation values. These values
are frequently higher than their operationa values. Most TIMOs are prohibited
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ann
Plum Creek’s yield (distribution divided by share
price) is currently 8.9 %. This is much higher than most publicly traded timber
companies. For example, Deltic’s and GP Timber’s yields are 1.2% and 4.1%
respectively.

ann
Maintaining and growing their Funds from Operations (“FFO”)
·  Creating higher stock prices and thus lower yie lds on their distributions

ann
Acquiring property that will not dilute their FFO
·  Maintaining harvest levels so as not to create volatility in their FFO

ann
industry will
be a ‘moderately interested’ seller.

ann
tax write-off.

ann
donate or bargain

ann
sale

ann
at or above Fair Market Value,

ann
environmentally
sensitive properties are difficult to operate and are poor cash generators.

ann
unlocks or ‘monetizes’ their conservation values.

ann
higher than their operational values.


by penson fund laws from ether donating or granting bargain sdes, being tax-
exempt, they have no incentive to do so.
Condlusion: TIMOs will be very willing sdlers, but only at full vaue.

REITs
Mot likely will behave smilar to a TIMO because of the need for increased FFO.

Longer Rotations

Industry

An industry owner that isfully integrated with its pulp operations frequently
manages its properties on & pulp rotation. Other ownersthat are integrated with
sawmills will manage on longer, saw-log rotations. Also, financid leverage
and/or a need to generate congistent earnings can force premature harvests and
thus shorter rotations. Conclusion: rotation lengths will be variable, athough they
will be a, or shorter than, financid maturity. To maintain earnings, they will
operate on a sustainable basis.

TIMOs

A TIMO isdriven by financid performance and will likely manage on arotation
length that maximizes financia maturity. In the southeast U.S,, thistypicaly
resultsin rotation lengths that are at least 23 years and older, sometimes as high as
35 years. Conclusion: rotationswill be targeted for financid maturity. They too
will operate on a sustainable basis as this makes good financia sense.

REITs

Same as TIMOs, but there will be increased pressure to cut to pay off debt and/or
to meet ditribution requirements. Conclusion: rotations may be near financid
maturity. They will o operate on asudtainable basis.

Silvicultural I nvestments

Industry

Mot owners intensvely manage their properties, asthiswill provide an on-going
ability to generate earnings through time. Thereis aso aneed to produce
sgnificant volumes within each company’ s strategic wood basket. However,
there can be periods where such owners have little available capitd and/or other
capital needs (such as mill upgrades) are deemed more urgent. This may result in
periodic scarcity of cgpita for slviculturd invesments. Concluson: most
propertieswill be intensvely managed, but there can be Sgnificant variaion of
intengity among owners.

TIMOs
TIMOs will typicaly intensvely manage their properties to provide the best
financid returns. Capitd is generdly not alimiting factor. Each Siviculturd
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ann
very willing sellers, but only at full value.

ann
behave similar to a TIMO because of the need for increased FFO.

ann
integrated with its pulp operations

ann
integrated with
sawmills

ann
longer, saw-log rotations.

ann
pulp rotation.

ann
need to generate consistent earnings can force premature harvests

ann
at, or shorter than, financial maturity.

ann
will
operate on a sustainable basis.

ann
manage on a rotation
length that maximizes financial maturity.

ann
They too
will operate on a sustainable basis as this makes good financial sense.

ann
Same as TIMOs,

ann
They will also operate on a sustainable basis.

ann
pressure to cut to pay off debt and/or
to meet distribution requirements.

ann
significant variation of
intensity among owners.

ann
Capital is generally not a limiting factor.


practice will be viewed as an invesment that must provide an appropriate return.
Conclusion: propertieswill be intensvely managed, but probably not to extreme
levels where returns may become questionable.

REITs

Mog REITS slviculturd intensity levelswill be ‘ pushed’ by needing to maintain
future volume to provide future distributions, but dso will be ‘squeezed' by
needing to provide current digtributions. Conclusion: most properties will be
intengvely managed but with significant pressure to focus on the most cost
efficent invesments.

Research

Industry

The forest products industry, dong with the U.S. Forest Service, has provided the
major source of funding for forestry research. A desire to increase fiber supply
within a strategic wood basket, and a desire to increase long-term earnings, are
the two key reasons for this. Conclusion: researchis ‘fully’ funded.

TIMOs

Although this opinion is not fully researched, | would expect that TIMOs have not
been providing their ‘fair share’ of funding for research. 1ssues include whether it
iIsagood financid investment if the fund has aterm of only ten years, and dso
whether the various investment vehicles were established in away that these codts
can be dlocated to the investors.

REITs
The REITswill mogt likely be driven by the same criteria as the industry.
Conclusion: Itisin the best interest of aREIT to ‘fully’ fund research.

Conversion of Forestland

Industry

The aggressiveness with which various industry players convert their lands to
non-forest usssis highly variable. This may rdae tc how much control the local
foresters have on this decision, versus how much control the Chief Financid
Officer has (foresters are reluctant to sell their land base). Also, maintaining a
srategic supply of fiber may be of concern. Some industrid players are involved
in the actud development of the lands as opposed to merdy sdling to a
developer. Conclusion: on average, indudtry is reasonably aggressivein
converting its higher and better use properties.
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ann
intensively managed but with significant pressure to focus on the most cost
efficient investments.

ann
funding for forestry research.

ann
not
been providing their ‘fair share’ of funding for research.

ann
in the best interest of a REIT to ‘fully’ fund research.

ann
how much control the local
foresters have on this decision, versus how much control the Chief Financial
Officer has (foresters are reluctant to sell their land base).

ann
Some industrial players are involved
in the actual development of the lands as opposed to merely selling to a
developer. Conclusion: on average, industry is reasonably aggressive in
converting its higher and better use properties.


TIMOs

Itisin the best interest of the TIMOs to capture any incrementa vaue from the
sde of property for its highest and best use (versusiits value as forestland).
Depending on the legd structure of the investment vehicle, TIMOs may need to
take a‘passve approach to capturing this vaue. This meansthat the TIMOs
may sell to a developer, but will not develop the property themsdlves.
Concluson: TIMOswill be very willing to sdll their higher and better use
properties.

REITs
For the same generd reasons REITs will tend to behave smilar to the TIMOs.

Long-term Ownership and Stability

Industry

Some view industry as along-term holder of timberland. Thisis certainly truein
the aggregate. 1n 1992, the U.S. Forest Service estimated that industry owned 79
million acresin the U.S. However, the ownership of these acres periodicaly
changes due to mergers, acquisitions, and dispositions. | do not know whét the
average holding period isfor any specific indudtrid acre. Conclusion: industry

has been along-term owner of timberland, a least in the aggregate. However, the
average acre experiences turnover a some unknown rete.

TIMOs

TIMOs funding sources are considered ‘long-term, patient money.” Thisistrue
when viewing the portfolio in tota, but not when viewing any specific acre within
the portfolio. | would suspect that the aver age acre is sold every 10 to 15 years.
Thisis because annud hold/sdl andyses, dose-out of funds, and re-badancing of
portfolios, creates aturnover rate within the total portfolio of possibly 10 to 15
years, on average. It isnot clear what, if any, impact this may have. How does
this turnover rate compare to other owners, who are the buyers, what uses do the
new buyers put to the land, etc.? (Also, it isimportant to note that the TIMOs are
beginning to sdll properties among themsaves.) Conclusion: expect periodic
turnover of the average acre, but along-term holder in the aggregate.

REITs

The REITs are likdy to be long-term net holders of properties because their stock
provides liquidity and therefore thereis less need to provide liquidity by sdling
property. Concluson: REITswill likely be long-term holders.
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TIMOs
may sell to a developer, but will not develop the property themselves.

ann
TIMOs will be very willing to sell their higher and better use
properties.

ann
general

ann
For the same general reasons REITs will tend to behave similar to the TIMOs.

ann
industry
has been a long-term owner of timberland, at least in the aggregate. However, the
average acre experiences turnover at some unknown rate.

ann
TIMOs’ funding sources are considered ‘long-term, patient money.’ This is true
when viewing the portfolio in total, but not when viewing any specific acre within
the portfolio.

ann
average acre is sold every 10 to 15 years.

ann
periodic
turnover of the average acre, but a long-term holder in the aggregate.

ann
TIMOs are
beginning to sell properties among themselves.)

ann
their stock
provides liquidity and therefore there is less need to provide liquidity by selling
property. Conclusion: REITs will likely be long-term holders.


Landscape Planning and Habitat Conservation Plans

Industry

The forest products industry has the concentrated ownerships, the more
environmentally sendtive ownerships, the manpower base, and the dtrategic
supply reasons, to make long-term, costly planning efforts viable. Conclusion:
industry isamagjor player in generation of expensive long-term plans.

TIMOs

The TIMOs can generdly avoid habitat conservation plans by not buying
properties that are fraught with environmenta problems, thus making the issue
moot. Also, if the average acre is subject to periodic turnover, do such expensve
plans make economic senseto initiate? Concluson: TIMOs may be & very minor
player in expensve land planning exercises.

REITs

REITsare not likdy to perform an annuad hold/sdl andlysis of their properties. In
effect, it could be argued that the public capital market is performing a constant
hold/sdl analyss of their gock ingead. REITswill likely have long holding
periods for their lands. A REIT may have the ability to sdlectively choose which
properties to purchase, again making thisissue moot. Concluson: REITs may be
amoderate player in expensve land planning exercises.

Do we need toworry that TIMOs ar e accessing pension capital, and because the
population is aging, that there will be a major sdll off of forest assetsto pay the
pensionersupon their retirement?

Thisis not a source of concern, for anumber of reasons:

The TIMOs penetration into the forest asset classis dill very smdl. Currently
their total investments are approximatdly $7.9 hillion in the U.S. and approaching
$1 billion internationaly. Thetotd estimated ‘indtitutiona investable universe

in U.S. timber doneis estimated by Prudentia (8/99) to be $217 hillion (out of a
gross timberland totd of $466 billion). This puts the current TIMO penetration
rate into the U.S. forest asset class at only 7.7% (or only 1.7% of the total
productive forest base). Thereis ample room for further penetration by the
inditutions.

The amount of U.S. pension assetsis currently over $10 trillion, as reported by
Pension & Investments on March 20, 2000. Presently only about haf of thisis
‘reachable€ given the current timber investment vehicles being offered the pension
funds.
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TIMOs have yet to directly tap the 401K retirement pool directly. This represents

$2.5trillioninassets. This pool israpidly growing.

Do we need to worry that the current pool of pension capital that providesthe

majority of thefundstothe TIMOs (i.e. the defined benefit plans) isbeing

overtaken, and may be replaced, by contributionsto defined contribution plans (i.e.

401K plans)?

Again, the answer is no, for the following reasons.

Other factors such as the penetration percent, mentioned above, will be much
more important.

New investment products may be developed by the TIMOs to access the 401K
capitdl.

The vaue of the defined benefit plansis Hill growing.
Thisissueisa‘futureissue;’ it isnot of immediate concern today.

What opportunitiesfor conservation are available given the change in ownership
trends?

Following are suggestions on how both the conservation community and the business
community can best benefit from the changing ownership patterns of forestland.

Focus on the oppor tunities that the change in ownership trends provides.

Redlize thet there is a tremendous opportunity for the conservation community to
purchase fee smple land and/or conservation easements. Thistrend iswell
underway as demonstrated by recent large purchases by both The Nature
Conservancy and The Conservation Fund.

Stretch the value of the available conservation capital by expanding the use of
consarvation easements. Currently this vehicle is being used very effectively in

the Northeast, but less so in other regions. In the West, the landowners are rightly
cautious about conservetion easements with the grantee being the federa
government as this may expose the landowner to federa laws that they are not
currently exposed to. 1t would be very useful for the conservation community to
serioudy addressthisissue. One possible solution isto expand the ability of non
government entities to hold the conservation easements.

Also consider stretching the conservation dollar by looking at the potentia of
buying future conservation rights as opposed to more costly ‘ present’ rights.

Keep the conservation easements smple. Many are too complex and merdy will
lead to future litigation.
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Focus on keeping large forests from being subdivided into smaller parcels. Also
focus on acquiring the underlying development rights.

The Northeast is an area where conservation investments produce the biggest
incremental environmenta gain as expressed on a per acre basis. Thisis because
the underlying cost of the Northern Forest on a per acre basis is approximately
one-fifth the value of the Southeadt’ s forests and one-tenth the vaue of the
Northwest’ s forests.

Look for new funding sources for conservation efforts. The Conservation and
Reinvestment Act (“CARA"), asinitidly proposed, would provide up to $900
million annudly for the acquisition of environmentally sengtive lands. Such
funding sources should benefit both the conservation community and the
landowner. Landowners should not oppose such efforts to increase conservation
funding, provided that purchases are only from willing sellers. The
conservation community aso needs to focus on making sure thet their exigting
properties are well managed and well funded. Otherwise, the CARA hill and
other smilar bills will be more open to criticiam.

The conservation community should work cooperatively with the landowners.
Some in the environmental community gppear to use a surrogate measure of the
conservation benefits of a proposal, by measuring how much economic damage it
causesindustry. A more positive approach is to redize that the private sector has
the ability and the resources to make a positive difference to the environment.
Building bridges is more powerful than creating enemies.

In turn, the business community should be more willing to work with the
consarvation community. In the long run, both the business community and the
conservation community need to recognize thet the god is to make business and
conservation compatible and complementary concepts. “Good business should
equal good stewardship.”

Do not be afraid to explore creative concepts that use this changing ownership
trend to the benefit of both the landowner and the environment. Hereisoneidea
that could do that.

How could both the conservation community and the business community benefit
from the changes in owner ship patterns?

The economic fundamentas of having forestland owned in tax-efficient structures such
as by inditutions, REITs and other single taxation structures, are very powerful. This
trend will only accderate. Thisis cregting an uneven playing fied of the ‘ double
taxation landowners competing againgt the ‘single’ taxation owners. The *doubl€
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taxation owners are deding with thisissue, plus addressing their earnings and cash needs
in the following ways

They are SHling their lands to the single taxation buyers.

They are sdling timber- cutting rights to these same buyers (witness Internationa
Paper’ s recent ‘timber only’ sales).

They are converting or attempting to convert to single taxation structures (e.g.
AndersonTully, possibly Rayonier etc).

Some are looking to ‘partner’ with TIMOs,

However, the tax consequences of adouble taxation corporate structure directly
converting to a Single taxation structure can be enormous. Thisis hindering the speed at
which the transfer of the forest into a more tax efficient structure will occur. But this
transfer will occur. Why not facilitate the inevitable, but do so in an environmentally
friendly manner?

Such atransfer could occur if the federal and state governments would alow the
following. They could provide the opportunity to make adirect conversion of adouble
taxation forest entity into a Sngle taxation entity without serious tax consequences,
provided that the entity agrees to certain incremental environmenta standards.

Some might argue that thisis not fair. Why ian't it?
A large portion of the tax consequences of such aconverson is merely the capitd
gain tax on acorporation’sbuilt in gain due to inflation. Inflation should not be
taxed.
The corporations would have to give up something for thisright.

Corporations have aready figured out how to sdl land (perfectly legd) in away
that defers taxes for gpproximately ten years by using the ingalment note sales

method.
Taxeswould till be paid (single layer only), and everyone would be on amore
equd playing fidd.

Conclusion

The key message is that the conservation community should focus on the opportunities
that this changing ownership trend could have for conservation.
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TIMBERLAND INVESTMENT: OWNERSHIP MOTIVATIONS,
INVESTMENT GUIDELINES, AND IMPLICATIONS®

The passage of the 1974 federal Employee Retirement Income Security Act (ERISA) for
private penson plans, and subsequent Smilar state legidation for public pension plans,
endowments, and foundations, opened the door for inditutiond investment in timberland.
These laws encouraged indtitutiona investors (such as pension plan managers) to
diversfy from their traditiond reliance on fixed-income securities such as government

and corporate bonds (Binkley et d., 1996). Direct ownership of timberland provided an
opportunity for divergfication. Timberland Investment Management Organizations
(TIMOs) were creeted to handle these investments on behdf of the indtitutions.

In order to fully understand the environment in which the TIMOs operate, it is useful to
address the following questions. Why do TIMOsinvest in timberland? What factors
determine TIMOS' investment decisons? What are the implications of TIMO ownership?

Why do TIMOs invest in timberland?

The main reason that TIMOs invest in timberland is that timberland returns have been
strong (Binkley, 2000). The following chart (Binkley, 2000), based on figures reported
by the Nationad Council on Red Edtate Investment Fiduciaries (NCREIF), shows
appreciation and income generated from timberland from 1987 through 1999. Returns
(appreciation plus income) have averaged 20.7% per year over that period, whichis
equivaent to the S& P 500 returns. Of that, 7.8% has been cash income and 12.3% has
been appreciation.

Timberland Returns O Appreciation

M income
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3 Based on May, 2000 presentations by Clark Binkley, Charley Tarver, and Chip Collins.
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Return (% per year)

Another key reason that TIMOs like to invest in timberland is that they can recognize the
total returns, both appreciation and income (Binkley, 2000). Publicly traded forest
products companies cannot recogni ze the appreciation return. Under US “Generdly
Accepted Accounting Principles’ (US GAAP standards), this appreciation does not exi<,
and publicly traded companies are limited by these rules. On top of this, GAAP
accounting says that you must record as you deplete the timberland (cut the trees).
Generaly, the book depletion exceeds the true economic depreciation of the asset.

Furthermore, private equity investors (i.e., TIMOs) appear to vaue timberland more than
public equity investors do (Binkley, 2000). Publicly traded companies are valued based
on only afew quarters of earnings or cash flow, while private equity investors look at a
longer time frame. As such, timberland is worth more to private equity investors than to
publicly traded companies.

Timber has unique properties as an asst class, and some interesting risk characterigtics.

It represents relatively low risk yet high returns (Binkley, 2000). The following chart
(Binkley, 2000) shows return on the vertica axis and risk (represented by the Capita
Asst Pricing Modd beta), on the horizontad axis. Lower CAPM beta numbers represent
lower risk. Securitized Timberland represents publicly traded timber companies. Their
risk has gone up while returns have dropped dightly over the last few years. Private
equity timberlands show strong returns and low risk. This helps explain why TIMOs can
purchase timberland that forest products companies have a hard time holding.

Securitized
30 | PNW Timberland
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ST B H
South i Corporate \ /
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What factors determine TIMOS' investment decisions?

Once adecison to invest in timberland has been made, certain guiddines are followed
for determining suitable investments (Tarver, 2000).

Equny managers of stock market investments ask certain questions, such as.
Which industry segmentswill be sdlected?
Choose small cap, mid cap or large cap stocks?
How much weighting in eech category?
What are the limitations and expectations for individua stocks and the portfolio
asawhole?

Smilarly, the guiddinesfor an inditutiond timberland investment portfolio may
consder the following issues (Tarver, 2000):

1. Length of Investment: Short, intermediate or long-term?

Most TIMOs and their clients are long-term investors. They understand that timberland
characterigtics favor patient, long-term investors. 1n the 20-year history of timberland
investment, most TIMOs have stayed invested. Most pooled funds have 10-year
lifespans with option to extend (and most have extended). Direct investors usudly have a
sated long-term, openended horizon.

2. Location of Investments What determines a suitable location?

Location is determined by the availability of acceptable property in quantities to permit
portfolio establishment in a reasonable timeframe; the presence of & strong, competitive
timber sumpage market; the geographic diversfication gods of the portfalio; the
feashility of avoiding multiple manager conflicts, and regulatory consderations, such as
congraints on forest management. For foreign investments, additiona factorsinclude
currency risk, country risk (government stability), and tax implications.

3. Quality of Property
Thisfactor is often referred to but seldom defined. In theory, “any property isagood
investment at the right price.” Perhaps for short-term investors and traders, but not for
long-term investors. If investing for the long-term, a manager will do better to invest in
higher qudity properties. What characteristics do TIMOs use to define a*“high quality”
property’? The characteristics would include:
Productivity. Good ste index, good soil that will produce good tree growth rates.
Minimum amount of non-jproductive land
Good stocking. Proper distribution and desirable species
Tree age classes that meet portfolio needs for age diversfication, future cash flow
Good access, both internal and external

4. Tract Sze: How smdl istoo smdl and how large istoo large?
Thisisaguideline that generdly rdaes to the anticipated overdl size of the portfolio and
the importance of diversfication within the portfolio. How much of the tota investment
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should you put into one property? There is no best answer, but limiting maximum sze to
20% of portfolio is prudent policy. What about minimum sze? Thetract should be large
enough to avoid the “retail” market and large enough to benefit from economies of scae
In price, acquisition expense, and management, but not so large that qudity,
divergfication, and future marketability are sacrificed.

5. Rate of Return Hurdle and Financial Assumptions

Important questions to ask include;
What is the minimum acceptable projected return for an individua property? For
the portfolio as awhole?
What is the expected (required) level of annua cash flow (for property and
portfolio)?
What limitations are placed on assumptions used in financid andyss?
What assumptions are made about the discount rate? Inflation? Timber and land
future price appreciation rates? Property taxes, management expenses and other
costs of ownership?

What are the implications of TIMO ownership?

TIMOs make investments on behdf of hundreds of thousands of investors. They have no
charitable gods and objectives for these funds; they are seeking highest return on
investment (Tarver, 2000). Fiduciary obligations override dl other obligations. The
ERISA law indicates that funds must be managed for the sole benefit of the retirees
(Binkley, 2000). Forest products companies have asmilar obligation to their
stockholders, but not to the same degree. Asaresult, TIMOs manage actively, which
does not necessarily mean that they buy and sdl frequently. They are seeking optimum
productivity, optimum growth, and optimum markets and prices.

However, it isimportant to keep in mind that behind the TIMOs are the individuas who
inves in them. Thisis dgnificant because individuas have environmenta sensitivities
They want their investment managers taking care of the environment on their behaf
(Binkley, 2000; Tarver 2000).

Theinvestment objectives and environmental considerations are not contrary to each
other; in fact, returns can be optimized while soil, water, air, and wildlife are protected.
Sdes of sengtive lands reduce management costs and increase returns; conservation
easements can be agood way to enhance conservation; and recreation leases and carbon
credits may provide opportunities for conservation (Binkley, 2000). The economic
perspective of TIMOs islong-term, which is consstent with many conservation
objectivesaswell. The collective portfolio of TIMOs s hedthy, providing attractive
financid returns over the long term, and providing environmental benefits to society
(Tarver, 2000).

TIMO ownership of timberlands will continue to grow. TIMOswill haveto be
comfortable with engaging the public about their management practices (Callins, 2000).
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It islikely that both increased collaboration among and increased competition between
TIMOs, forest products companies, and conservation organizations over timberland
purchases will occur. Conservation groups now have the capacity to compete on big
dedls in the future, they will likely have even greater involvement.
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EXAMPLESOF RECENT TIMBERLAND TRANSACTIONS

Following are examples of successful conservation transactions involving the sale of
timberlands by aforest products company. The buyers represented non profit
organizations, government agencies, and TIMOs. None of these transactions were
smple, but instead involved numerous obstacles and tremendous effort on the part of the
participants to overcome those obstacles.

The Forestland Group’s Pur chase of Champion Landsin New York*

In December of 1998, Champion Internationa announced plans to sell 300,000 acresin
the northeast as a single package. The saleincluded 140,000 acresin New Y ork, 130,000
acresin Vermont, and 30,000 acresin New Hampshire. This transaction presented a
challenge to the conservation community, since the properties are afoca point of interest

in the Northern Forest. No public agency or consarvation entity had sufficient financia
resources or public support to acquire al the lands. Furthermore, there was a strong
politicd and community desire to keep the mgority of the lands as working forests.

A solution was developed by the Conservation Fund, who negotiated the purchase of the
entire 300,000 acres. The Conservation Fund brokered a deal with the state of New Y ork
and The Forestland Group (TFG), atimberland investment management organi zation, to
buy the New Y ork lands (smilar public/private partnerships were developed in Vermont
and New Hampshire). According to the Conservation Fund, their negotiation of the
300,000 acres was the largest financia transaction to date for an effort involving
governments and private investors (Revkin, 1998).

TGF purchased 114,000 acresin New Y ork, within the Adirondacks, and plansto
manage the land for long-term timber production. The state of New Y ork purchased
29,000 acres, mostly ecologically sengtive aress, to be placed in “Forever Wild” status.
The state dso purchased a “working forest” conservation easement on TFG'slands. The
terms of the transaction alow TGF to focus capital on the timber resource and lower their
“risk” by sdlling rights, via the conservation easement, thet it preferred not to exercisein
the future. The State was afforded the opportunity to permanently protect ecologicaly
sendtive stes and areas with key recreationa values, aswdl as to open previoudy closed
areasto recreation. Furthermore, the state was able to stretch limited public dollars and
reduce its long-term management burden. Most importantly, the transaction brought
together public and private partnersin away that adlowed each party to maximize their
financia resources. Besides the investors, approximately 20-30 conservation groups
were involved in helping resolve the detalls.

TFG was motivated to take part in this partnership because of the added benefits that the
partnership and public funding provided. The easement sdle served to reduce the tax
burden by lowering the property taxes through the restrictions. Furthermore, it provided

* Presented by Charles Collins, Managing Director, The Forestland Group.
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agreater degree of clarity for al partners regarding TFG' s future management options by
documenting land-use practices that would be available under the easement. The
easement will alow TFG to manage the land for timber, but with certain harvesting
restrictions that will encourage sustainable management. It isimportant to kegp in mind
that tax benefits through easement donations are not a tremendous incentive for aTIMO,
since ther investors are mogtly tax-exempt.

Trust for Public Lands Purchase of Lindbergh Lake Lands®

Lindbergh Lake is a scenic, glacid lake located in the upper Swan Valey, 80 miles
northeast of Missoula, Montana. The densely wooded dopes surrounding the narrow,
four-mile long lake support mature forested stands of fir, spruce, pine, and larch, aswell
as grizzly-bear habitat and bull trout. Ownership of Lindbergh Lake and the surrounding
land followed a checkerboard pattern of private and public property. Plum Creek Timber
Company owned 2,500 acres of the viewshed adjacent to the lake, including five miles of
shoreline. The Forest Serviceisdso asgnificant owner of land in the area.

Plum Creek was interested in divesting the land, valued a approximately $13 miillion.
The company considered aland swap with the Forest Service, but there was no public
support for it. Plum Creek then started exploring development optionsin the area, which
raised community concerns. The Trust for Public Land (TPL), anon-profit land
conservation organization, was asked in December 1997 to negotiate an aternative
arrangement. Under an agreement reached by TPL and Plum Creek, Lindbergh Lake
would be brought largely under public ownership under the management of the Forest
Service. The agreement provided TPL with athree-year phased option to acquire
approximately 2,500 acres of Plum Creek property surrounding the lake. TPL would
then make this property available for purchase by the Forest Service, which would
incorporate it into the Flathead National Forest. This action would subgtantialy
consolidate public ownership of this sengitive lake for recreation and habitat protection.

Funding for the agreement was sought from the federal Land and Water Conservetion
Fund (LWCF), which alocates money for land acquigition nationwide and is funded by
revenues from the government’ s sde of offshore ail leases. Under the agreement,

funding would be acquired in three phases over the next three years. TPL discovered that
raisng the necessary funding in areatively short amount of time was a grest chalenge,
due to working within the condraints and funding obstacles of Congress, but was
successful in raising $10 million in the first year done, and was then able to raise the
balance in the next year. Ancther chalenge was trying to coordinate the numerous
partners involved, including conservation groups, communities, Plum Creek, and the
Forest Service.

In the end, TPL was successful in raising the necessary funding and achieved its god's of
protecting the watershed. A key to the success of the transaction was the support of

® Presented by Lesley Kane-Szynal, Trust for Public Land.
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numerous organizations, including the Fish and Wildlife Service, Montana s governor,
Montana state and county agencies, loca communities, and land trusts. Another key
component was creating awel-designed ded that aligned the agendas of the numerous
partnersinvolved, and then coordinating the communication regarding the ded. TPL was
pleased that they were able to compete with for-profit companies to get the desired
transaction, and that this agreement laid the base for future conservation opportunitiesin
the state.

Nature Conservancy Purchase of | P landsin Maine®

In December 1998, the Nature Conservancy (TNC) purchased 185,000 acres of forestland
aong the upper S. John River in northern Maine from Internationa Paper for $35

million. The acreage includes 40 river miles, roughly one-third of the upper S. John

River. TNC had initidly planned to purchase this land in cooperation with atimber

investor, but the timber investor backed out and TNC decided to complete the purchase
aone. TNC was able to raise $31 million of the total $35 million in the first 12 months,
illugtrating the strong commitment to forest conservation in the region.

The land purchase is contained within the northern bored forest, 22 million acres of
unbroken forest in New Y ork, Vermont, New Hampshire, and Maine, with tremendous
river frontage and numerous lakes. The Northern Forest is close to urban development,
but isrelatively untouched. There has been great concern for the area, which was
targeted by TNC for conservation. TNC has struggled with determining an appropriate
conservation god for the region. Some have suggested that the god is to buy everything,
but that is clearly not economically feasible nor appropriate, snce other uses are equally
vaid. Of thetotal acreage, TNC identified 5.3 million acres that have specid attributes.
Some of that acreageis already conserved through Nationa Forests or National Parks,
but TNC would like to see aout 2.7 million acres added to core conservation aress. The
focus is not smply on conserving isolated units, but on connecting to other important
aress, since fragmentation is athreet to biodiversty. A strong reason to focus on the
Northern Forest isthat little is dready protected. For example, only 3% of Mainefals
under consarvation status. Furthermore, the recent high turnover of land has created
opportunities today that might not be available tomorrow. Land prices are inexpensive,
with conservation purchases averaging $150/acre.

The large purchase offers TNC the opportunity to work at the landscape scale. TNC
plans to manage the land, protecting the river’ s unique natura and recregtiona resources.
The chalenge for TNC is planning the management of the timberland and determining
how much of the land should remain as working forest. TNC is not atimber company,
but has found itself owning timberland with committed timber contracts to uphold, so
needs to consider its position as atimber manager. The organization is weighing the
possihility of selling some of the less ecologicaly-vauable land to help finance the
ownership of more criticd aress.

® Presented by Bill Ginn, The Nature Conservancy, Maine Chapter.
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TNC learned some vauable lessons from this transaction. Buying the land at wholesale
for $18%acre isafar more efficient strategy than paying high-dollar retail for just afew
acresthat aTIMO or forest products company might have been willing to sdl to a
conservation organization. In addition, TNC has recognized that not al conservation
needs can be achieved through easements — purchase is a critical component towards
achieving conservation mission. Findly, building public and private support for
conservaion iscritica. There are valid concerns about communities and economies— a
loss of timberland might negatively impact locd timber markets which could lead to
increased sdles of forestland -- so conservation groups need to consider the balance
between local economies and conservation.

Public/Private Partnership in Florida: St. Joe Company, TNC, and State’

Florida has an active land conservation program, in which the state spends about $400
million ayear on conservation, and local governments raise another $300 million towards
conservation and open space protection. The Nature Conservancy (TNC) is another key
partner, having spent $240 million in 1999 towards land protection in Florida. Federa
money in Horida outsde of the Evergladesis virtualy non-existent, however, so the sate
and locd funding is criticd towards land protection.

The S. Joe Company, based in Horida, owns amillion acres of timberland. The
company conssts of atimberland divison and adivison that handles red etate
transactions. The company developed a conservation lands program to handle
transactions with state agencies and non-profit groups that are interested in adding land to
nearby nature preserves and other conservation areas. The lands owned by the St. Joe
company surround federal and state lands, and the heart of its million acreslieswithin a
key biodiversity area of the state. 1n 1999, the . Joe Company sold $170 million worth
of land in Floridafor conservation in three separate transactions that totaled 65,000 acres.

. Joe has been working with the state of Florida to transfer lands of key ecologica or
recregtional value to the state. TNC is partnering on these dedl's, by optioning the
properties up for sale and assigning that option to the state. The state accepts those
optionsin about 98-99% of the cases. The St. Joe Company, in return, receives tax
benefits, achieves watershed protection, and increases the value of adjoining lands. The
company has benefited both by having an internd divison to handle conservation lands
transactions and by working with TNC.

" Presented by George Wilson, St. Joe Company
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STRATEGIESFOR EFFECTIVE LAND CONSERVATION
OF DIVESTED INDUSTRIAL TIMBERLAND

With the large acreage of recent and anticipated industrid timberlands divested, effective
tools and coordinated strategies are needed to address achieve forest conservation gods.
A number of public and private financia mechanisms are currently available to facilitate
the effective consarvation of lands. Severd new financid mechanisms are o being
proposed that would provide additiond strength for conservation strategies. Traditiona
tools available to the public have been mostly limited to acquisition or easements, both of
which require financid resources that will begin to overwhelm the funding sources upon
which conservation organizations have depended in the past.

A key feature to some of the evolving drategies is that they have involved partnerships.
There has been increasing demand and support for apublic role in forest conservation.
There has dso been asurgein land trusts that use private contributions and public
partnerships to acquire high conservation-vaue lands. According to the Land Trust
Alliance, there were gpproximatdy 1,213 land trustsin the U.S. in 1998, an increase of
63% since 1988. During that same decade, the number of acres protected by land trusts
jumped up 135%, resulting in gpproximately 4.7 million acres of land being protected by
1998 (LTA 1998). Findly, philanthropic organizations have emerged as key players,
enhancing the growing public funding and private investment. They can direct funds
towards major purchases and easement acquisitions by non-profit organizations, aswell
as towards private investment Strategies.

Forest L egacy

The Forest Legacy Program (FLP), administered by the State and Private Forestry
Deputy Area of the Forest Service, was authorized in 1990 to protect private forests from
conversion to non-forest uses. The program conserves resource vaues of forestland,
emphasizing lands of regiond and nationd significance. Conserveation easements or fee-
smple purchases are the methods used by the Forest Service, the states, and other
partners in working to conserve land with willing landowners.

A key dlement of the program is its partnership aspect, both between public and private
entities, aswell as between federal and sate agencies. States, land trudts, private forest
owners, and communities serve as partners with the Forest Service to sustain a productive
private land base. Participating states, territories, or local governments can use Forest
Legacy grant funds to acquire land, or interests in land, and hold title in their name.
Twenty-four states and territories are active in the Forest Legacy Program, including:
Cdifornia, Connecticut, Delaware, Hawaii, lllinois, Indiana, Maine, Maryland,
Massachusetts, Minnesota, Montana, New Hampshire, New Jersey, New Y ork, North
Carolina, Puerto Rico, Rhode Idand, South Carolina, Tennessee, Utah, Vermont,
Virginia, Washington, and Wisconsn. A number of other Sates (Alabama, Alaska,
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Colorado, Georgia, lowa, Nebraska, New Mexico, and Pennsylvania) have developed
assessment of need plans for approva or are considering beginning the planning process.

The Forest Legacy program completed over 207,000 acres in acquisition projects
between 1993 and June 2001. Thisrequired over $48.3 million in federa investment, but
secured dmogt $121 million in land value through the leveraging of non-federa
contributions. Funding for fisca year 2001 was dmost $60 million, asignificant increase
over pagt funding levels. Thefinad FY 2002 budget has been approved by Congress, with
funding for Forest Legacy at $65 million.

Land and Water Conservation Fund

Created by Congressin 1964, the Land and Water Conservation Fund (LWCF) provides
money for federd acquisition of lands for conservation and recregtion. In addition, the
LWCEF is asource of matching grants to state and loca governments for community
recregtion needs, facility improvements, and land acquisition. Lands are acquired from
property owners through purchase a fair-market vaue or through donation. Landowners
can aso sl or donate easements on their property that restrict development while
keeping the land in private ownership (Conservation Fund 2000).

On thefederd Sde, 4.7 million acres have been acquired with LWCF funding, including
most or al of theland in dozens of nationd parks. On the state Side, every state and most
counties have benefited from the Fund. LWCF state grants have supported the purchase
and protection of 2.3 million acres of recregtion land and development of nearly 27,000
recregtiond facilitiesin every sate and territory.

LWCEF has been funded from Outer- Continental Shelf (OCS) receipts (i.e., offshore ail
and gas drilling) on ayearly bass. Although the program’ s authorized funding level was
established at $900 million, appropriations have never approached the authorized amount.
Funding has fluctuated each year due to the fact that LWCF funding is subject to
gopropriations. While demand for LWCF funding has increased significantly since the
Fund was devel oped, appropriations have not kept pace.

The 106™ Congress considered legidation that would have revitalized LWCF's state and
federd programs with guaranteed annual funding. The Conservation and Reinvestment
Act (CARA), also known as HR 701, was proposed to “provide Outer Continental Shelf
Impact Assstance to ate and loca governments, to amend the Land and Water
Conservation Fund Act of 1965, the Urban Park and Recreation Recovery Act of 1978,
and the Federd Aid in Wildlife Restoration Act to establish afund to meet the outdoor
consarvation and recreation needs of the American people.” The legidation was popular
with both Republicans and Democrats in the House and Senate, but failed to gain the
necessary support for passage. Instead, the 106" Congress passed legidation known as
the Land Conservation, Preservation, and Infrastructure Improvement Act (LCPII) of
2000, which addressed many of the same issues but did not include a guarantee of annua
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funding. The 107" Congress has again taken up CARA legidation, with its future il
uncertain.

Conservation Easements

Conservation easements are voluntary restrictions on the use of land negotiated between a
landowner and a private conservation organization or government agency. Thegod of a
conservation easement isto protect some aspect of the land identified as having
ggnificant consarvation vaue. The landowner may qualify for tax benefitsif certain
requirements of the Internd Revenue Code are met. In particular, the easement must be
permanent, must be donated rather than sold, and must conserve for the public benefit
one or more of the foregoing characteristics of the land (Lindstrom 1999). The
landowner, therefore, is compensated for hisher commitment to conservation, while the
public obtains alasting benefit for itsinvestment (Best and Wayburn 2001). Thetitleto
the property stays with the landowner, and it can be sold or transferred like any other
property, but the restrictions of the conservation easement stay with the title.
Congsarvation easements typicaly restrict non-forest development, such as sub-divison
and resdentid building) and sometimes limit forest management activities thet can harm
the ecological vaues of the property. The USDA Forest Service s Forest Legacy
program is an example of a public program that provides funding to states to purchase
conservation easements from willing sellers (see Forest Legacy section above).

Tax-Exempt Bonds

A new capita source that has been proposed is the tax-exempt bond market. Tax-exempt
revenue bonds would be issued by non-profit, 501 (c)(3) organizations to alow for the
acquisition of forestland at low interest rates.

US Forest Capitd, LP, aforestland advisory and investment services company, has
developed aprogram titled “ Community Forestry Bonds.” Thistool is designed to
consarve working forests while respecting landowner property rights and communities
economic well-being. The low-cost bonds would be revenue bonds, backed by the
revenue stream generated by the low-impact management of theland. The land would be
owned by the private, non-profit organization.

Current language in the Internd Revenue Code (IRC) dlows for the issuance of tax-
exempt bonds on behdf of non-profit corporations, such as hospitals and higher
education facilities. Current IRC language does not alow for the issuance of bonds by
forestry-based non-profit organizations, so a change in the tax code would be necessary.
Legidation has been introduced in Congress that would authorize the issuance of
Community Forestry Bonds.
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US Forest Capital, LP, a forestland advisory and investment services company, has
developed a program titled “Community Forestry Bonds.” This tool is designed to
conserve working forests while respecting landowner property rights and communities’
economic well-being. The low-cost bonds would be revenue bonds, backed by the
revenue stream generated by the low-impact management of the land. The land would be
owned by the private, non-profit organization.
Current language in the Internal Revenue Code (IRC) allows for the issuance of taxexempt
bonds on behalf of non-profit corporations, such as hospitals and higher
education facilities. Current IRC language does not allow for the issuance of bonds by
forestry-based non-profit organizations, so a change in the tax code would be necessary.
Legislation has been introduced in Congress that would authorize the issuance of
Community Forestry Bonds.


CONCLUSIONSAND RECOMMENDATIONS

Themajor trendsdriving the divestiture of corporate timberlands by integrated
forest product companiesin the United Statesare likely to continue for the
foreseeable future.

The continuing consolidation in the US forest productsindustry will result in indudtria
timberlands that are not strategically important to the new corporate entities. These
timberlands will be divested, particularly in instances where the new corporate entity is
under pressure to liquidate assets to reduce debt associated with mergers and acquisitions,
or where their location makes them suitable for development.

Those integrated forest products companies interested in acquiring timberlands will do so
not in the US but offshore, particularly in Latin America, where lower land costs, higher
growth rates, and less stringent environmenta regulations result in higher rates of return.
The overdl effect isa shifting of capita investment in timberland out of the United

Sates, resulting in Sgnificant divedtitures of domestic timberlands.

Advancesin forest technology, particularly those involving genetic engineering for
increased growth rates and certain materias characterigtics, will lead companiesto
continue concentrating invesments in high-quality timberland that is best suited to
intensive management of transgenic clond varieties and other narrowly adapted tree
types. Investmentsin less productive timberlands will decline, and much of it will be
divested as scarce capitd is redeployed from land to research and development.

Unless there are Sgnificant changes in corporate income tax laws, the rate of return on a
given acre of US timberland will aways be lower for an integrated forest products
company than for atimberland investment management organization (TIMO). Rates of
return for the former will continue to fal below corporate hurdle rates for investments,
leading to the divestiture of timberlands, particularly if the company’ s converting
facilities are reasonably assured of being able to purchase wood on the open market at
cogts lower than those associated with timberland ownership.

Theamount of forestland on the market offer s unprecedented opportunitiesfor
public or nonprofit acquisition of forestlands of exceptional ecological or
recreational value. But thisistrueonly if these organizations can muster the
financial resources and support to take advantage of such opportunities as soon as
they arise.

The sheer volume and number of timberland divestitures threatens to overwhelm the
current capacity of public and nonprofit organizations to finance purchases of these lands.
Consarvation organizations and public agencies have struggled to raise the money
necessary for severd of the recent transactions, which have been in the range of 2,500
acres to 300,000 acres. A few divetitures of acombined 10-12 million acres of
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indudtrid timberland in amatter of afew yearsislikely, and may dwarf the financing
sources available to meet the chdlenges. Conservation strategies to date have been
mostly opportunistic and non-gtrategic, with organizations and agencies scrambling to
respond to timberland divestitures as they arise with no apparent sense of priorities.

Given that land conservation organizations will not be able to acquire every acre of
timberland that is divested, states and conservation organizations need to develop
priorities to determine which pieces of land should be targeted for acquisition or
easement. Otherwise, funds smply will not be there when they are truly needed. The
Forest Legacy program provides states with the structure for statesto set these priorities.

The task of setting priorities for acquigtion is made extremely difficult, however, by the
unpredictability of what land will be offered for sdle and when. A corporation sintent to
sl alarge area of timberland istypicaly held in close confidence until the decisonis
actualy made. Corporations are usudly interested in completing a transaction much
quicker than conservation organizations or agencies can respond with the necessary
funds. Furthermore, if an interested land conservation organization has just taken on a
magor chalenge to purchase atract of moderate conservation vaue when another tract of
truly outstanding conservation value comes on the market, the land conservation
organization is further overwhemed and the outcome is less than optimal for use of
scarce conservetion dollars.

The avallability of short-term financing that alows nonprofit organizations to purchase
these lands, and then resdll them with a conservation easement in place, dleviates this
problem to some degree. Depending on geographic location, however, the development
rights often represent the mgjor share of the land’svalue. This means that proceeds from
the resde of lands encumbered by conservation easements may be too little to make the
transaction feasble.

Theincreasing importance of TIMOs and ingtitutional timberland investors may
offer new opportunitiesto address these kinds of challenges.

Such organizations often have sufficient capitd at hand to respond quickly to new
offerings of timberland on the market. Through thelr investments in these lands, they can
play a“stop-gap role’ in consarving divested indudtrid timberlands, often maintaining
them in origind form aslarge, contiguous tracts. This can provide time for public and
nonprofit land conservation organizations to muster the financid resources to then
acquire portions of those lands that are of the highest conservation vaue.

The downsde to this scenario isif aconservation organization or agency purchases land
from aTIMO after the initid sale, there are increased costs to the TIMO that get passed
aong in the secondary sde. The conservation organizations are therefore paying “retail”
vaue for that land, which may represent a sgnificant increase over the initid per acre
sdeprice.
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It is aso important to keep in mind that the primary objective of the TIMOsisto
maximize return for ther investors. To the extent that management of the forestlands
during the TIMOs  ownership is consistent with conservation purposes, al can work out
wdl intheend. But if the highest and best use of these lands is devel opment, or even
intengve forest management thet is not congstent with protecting biologica diversty and
other ecologicd vaues, then much of the conservation vaue of the tract may be log.

One solution to this problem would be for a TIMO and aland conservation organization
to respond simultaneoudy to the new offer of atract of indugtria timberland. Quite
often, there are areas within atract that are relatively unproductive for timber purposes,
such as wetlands or steep uplands, that are of much higher value for conservation. From
an investment perspective, a TIMO will havelittle to gain from owning such aress. If a
land conservation organization isin apogtion to partner with the TIMO on ajoint offer
for the tract, the lands of high conservation vaue can often be obtained by the
conservation organization at a very reasonable price, and the TIMO does not have to
purchase areas of the tract in which they have no materid interest.

Ultimately, the land conservation or ganizations and gover nment agencies will need
significantly greater financial resourcesif they are going to addresseven the highest
conservation prioritiesarising from the growing number of industrial timberland
divestitures.

At best, working with the TIMOs can only buy time, preventing these lands from
immediately being acquired by entities interested primarily in uses that would result in
fragmentation or conversion to non-forest land uses.

Support is needed for the kind of reinforcements to the Land and Water Conservation
Fund and to Forest Legacy that were considered in the Conservation and Restoration Act
(CARA) of the 106™ Congress, which would have offered guarantees of funding. In
addition, the 2002 Farm Bill, currently being consdered by Congress, presents avauable
vehicle to address the chronic under-funding of public programs that are designed to meet
the needs of private forestlands.

Private investment also provides attractive sources of funding, and should be encouraged
and supported through public policies. Furthermore, policies that would facilitate
public/private partnerships would enhance conservation efforts, as these partnerships help
leverage dollars and generate politica and public support.

Whatever opinions might exist regarding the forest management practices that have
prevailed on indugtrid timberlands, these lands have provided enormoudy important
public benefits. These generdly large, contiguous tracts of forest have provided wildlife
habitat, protected watersheds, and offered opportunities for recreation. These benefits
have grestly supplemented — and mitigated the pressure on — public forestlands around
the country. The globalization of the forestry sector has brought new pressures on the
forest products industry in the United States, and the trend towards large- scale divestiture
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It is also important to keep in mind that the primary objective of the TIMOs is to
maximize return for their investors. To the extent that management of the forestlands
during the TIMOs’ ownership is consistent with conservation purposes, all can work out
well in the end. But if the highest and best use of these lands is development, or even
intensive forest management that is not consistent with protecting biological diversity and
other ecological values, then much of the conservation value of the tract may be lost.


of these lands will continue. If the public vaues these lands have provided historicdly
are to be maintained, then public funding and support is criticaly needed to conserve
these lands and ensure their current and future stewardship.
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Appendix A

Industrial Timberland Divestitures and Investments:
Opportunitiesand Challengesin Forestland Conservation
May 22, 2000
Resour ces and Conservation Center, Washington, DC

AGENDA

Welcome and Introduction
Al Sample and Nadine Block, Pinchot Institute

Industrial Timberland Divestitures. Exploration of factorsinfluencing divestitures
and analysis of futuretrends
Bruce Kirk, BK Associates

Timberland Investment Management Organizations (TIMOs): Per spectives on decision-
making, forest management, and implications of owner ship

Mason Browne, UBS Brinson

Charley Tarver, Forest Investment Associates

Chip Coallins, The Forestland Group

Clark Binkley, Hancock Timber Resource Group

Land Transaction Case Studies: Opportunities and challengesin forestland conservation
1) The Nature Conservancy (TNC) purchase of Internationa Paper land
in Mane
Bill Ginn, The Nature Conservancy (Maine chapter)
2) Partnership purchase of Champion landsin NY
Chip Callins, The Forestland Group
3) Acquistion of Plum Creek landsin Montana by the Trust for Public
Lands
Ledey Kane-Szynd, Trust for Public Land
4) The S. Joe Company’s conservation partnershipsin Florida
George Wilson, The . Joe Company

Facilitated Discussion: Strategies for public agencies, non-profit organizations, and
timberland investor s to coordinate more effectively in land conservation and forest
stewardship

Peter Stein, Lyme Timber Company

Ted Beauvais, USDA Forest Service

Phil Bryce, New Hampshire Division of Forests and Lands

Russ Shay, Land Trust Alliance

Jane Difley, Society for the Protection of New Hampshire Forests

Tom Tuchmann, US Forest Capital

Summary/Wrap up
Al Sample and Nadine Block
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Appendix B
Symposium Speakers

Ted Beauvais

Program Leader, USDA Forest Service, Cooper ative Forestry

From 1992 to the present, Ted Beauvais has worked as a program leader within the
Cooperative Forestry staff a the USDA Forest Service' s nationd office with
respongbility for the Forest Legacy Program, other landowner assistance programs,
forest taxation, agroforestry, and watershed management. He has been with the Forest
Service since 1978.

Clark Binkley

Chief Investment Officer, Hancock Timber Resource Group

Clark Binkley leads the Hancock Timber Resource Group's research, client account
management, and business development efforts. In thisrole, heis respongble for dl
decisons surrounding investor portfolio srategies. Immediately prior to joining HTRG,
Binkley was Dean of the Faculty of Forestry at the Universty of British Columbia He
has served on the boards of directors of severa publicly traded forest products companies
and private timberland ventures and has consulted to numerous forest products
companies, governmenta agencies and private conservation groups. He has written more
than 100 books and articles on forest economics, and is known worldwide for his
research on timberland investments.

Mason Browne

Director, Timber Investments, UBS Brinson

Mason Browne is respongible for U.S. investment performance at UBS Brinson. In this
capacity, he works with U.S. fund managers, forestry professionas and the research and
andyds group to maximize investment performance of exising investment funds. He
a0 develops and implements regiond timberland acquigtion strategies. Prior to joining
the firm, Browne was Vice President of acquisitions for Timberland Growth Corporation
and assgted in their effortsto form atimber REIT. Prior to this, he was Chief Forester
and Manager of Stewardship for the Hancock Timber Resource Group, with
responghilities for management of 2.5 million acres throughout the U.S. and Canada. He
has over 22 years of acquisition, management, disposition, stewardship and
communication experience.

Phil Bryce

Director, New Hampshire Divison of Forestsand Lands

Phil Bryce currently serves as State forester for the state of New Hampshire, Prior to
state government, Bryce spent 18 years working in New Hampshire in the forest products
industry. Most recently he was respongble for timber harvesting and forest management
activities on 95,000 acres of forestland associated with the James River/Crown Vantage
pulp and paper millsin Berlin, NH as chief forester. In addition, he negotiated land sdes
and conservation essements with state and federal agencies to create the Umbagog Lake
Nationd Wildlife Refuge,
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Chip Cdllins

Managing Director, The Forestland Group, LLC

Chip Callinsis one of severd founders of The Forestland Group, LLC, where he
currently serves on the management and investment committees and directs business
development activities. Heisaformer Vice President of Window Management
Company, a Boston based investment management firm. From 1986-1992, Collins
served asthefirst Executive Director of the Nationa Fish and Wildlife Foundation,
where he oversaw investments in more than 1.5 million acres of land conservation and
restoration projects.

Jane Difley

President/Forester, Society for the Protection of New Hampshire Forests

Jane Difley was named President/Forester of the Society for the Protection of New
Hampshire Forestsin 1996. Sheisthe fourth President/Forester to lead the Society since
it was founded in 1901. Prior to coming to the Society, she was the Executive Director of
the Vermont Natura Resources Council, and spent 10 years working with the American
Forest Foundation where she was named Vice President of Forestry Programs and
Nationd Director of the American Tree Farm system. During thet time, Difley was
elected President of the Society of American Foresters; she was the first woman to be
elected to this post in the organization’s history.

Bill Ginn

The Nature Conservancy

Bill Ginn has ajoint gppointment to the Nature Conservancy working both for the Asa
Pecific Region and the Eastern Region of the US on Forestry issues. Since joining the
conservancy five years ago he has spearheaded TNC's work in Tropica Forestsin Papua
New Guinea. Since last year he has aso been responsible for the Northern Forest
Conservation Program covering NY, VT, NH and ME.

Lesey Kane-Szynal

Vice President, Federal Affairs, Trust for Public Land

Ledey Kane-Szynd joined the Trust for Public Land (TPL) seven yearsago and is
respongible for managing its Federa Affars officein Washington, DC. In addition to
managing a portfolio of land conservation projects each year, Kane-Szynd was
insrumental in developing new funding sources through EPA and has worked on
increasing funding for the Land and Water Conservation Fund (LWCF). Prior to coming
to TPL, she served as Senior Legidative Assgant for Senator Warren Rudman (R-NH),
handling environmental and appropriationsissues. Before her work in Congress, Kane-
Szynd worked for Oppenheimer and Co. Inc. in its Corporate Bond and Public Finance

Department.

BruceKirk

M anaging Director, BK Associates

Bruce Kirk is an independent investment consultant based in Sdlem, CT. He has amost
forty years of experience as an Investment Anayst, aswdl as an Investment Banker, with
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severd Wal Street firmsincluding Swiss Bank Corp., S. G. Warburg & Co., Goldman
Sachs & Co. and Wertheim & Co. His experience has been focused amost entirely on
the Forest Products industry both in North America and internationdly.

Russ Shay

Director of Public Palicy, Land Trust Alliance

Russdll Shay isthe director of public policy for the Land Trust Alliance. Prior to coming
to LTA in 1998, he was an independent lobbyist and consultant for conservation
organizations including the Appaachian Mountain Club and the Greater Y ellowstone
Codlition. From 1993-1997 he was senior policy advisor to The Nature Conservancy,
working with Congress to secure funding for conservation projects and building
partnerships between TNC and federal agencies. He served as senior legidative aide to
Senator Timothy Wirth (D-CO) and as professiond staff to the House Merchant Marine
and Fisheries Committee and the House Committee on Interior and Insular Affairs.

Peter Stein

General Partner, The Lyme Timber Company

Peter Stein is a Generd Partner a The Lyme Timber Company in Lyme, New
Hampshire, and is responsible for the development and Structuring of large-scale
timberland purchases and limited development projects in cooperation with regiona and
nationd land conservation organizations. He also advises on conservation projects with
foundations, and family and corporate landowners. Prior to joining the Company in
1990, Stein was Senior Vice-President of the Trust for Public Land, where he directed
their conservation red estate acquigition activities in the Northeast and Midwest.

Charley Tarver

President, Chair of Investment and Management Committees, Forest I nvestment
Associates

Charley Tarver pioneered the timberland investment business for tax-exempt inditutions,
beginning with the development of the country's first pooled timberland investment fund
while employed at amgor Atlanta bank. He has been in the timberland investment
business since 1979 and has acquired and managed many thousands of acres of
timberland during this period. Charley isaregistered forester with experience in banking
and finance. He has authored forestry investment and appraisa articles which have
gppeared in Penson World, The Southern Banker, The Association of Consulting
Foresters Journa and The Journd of Review Appraisers.

Tom Tuchmann

Principle & Director of Resource Management & Environmental Affairs, U S Forest
Capital, LP

Tom Tuchmann is a Principle and Director of Resource Management & Environmenta
Affarswith U S Forest Capitd, LP, afinancid and advisory services company

gpecidizing in natura resource sectors. In thisrole, Tuchmann is charged with business
development, advisory services and advancing the company’ s transaction based business
with a specidization on forest management, environmental compliance, and government
relations. Tuchmann was formerly the Western Director and Specid Assstant to the
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Secretary of Agriculture; prior to that, he served as the Director of the U.S. Office of
Forestry and Economic Development. Tuchmann has aso served as lead staff for the
Senate Agriculture Committee where numerous statutes -- regarding Northern Forest
Lands, sate and private forestry and annua appropriations -- that he conceived and
drafted were signed into law.

George Willson

Vice President, Conservation Lands Program, The St. Joe Company

In his current position with the . Joe Company, George Willson directs conservation
land sales, environmenta permitting issues, and mitigation efforts on the company’s one
million-acre land base. Prior to this, he spent 15 years as the Land Acquisition Director
a the Horida Chapter of the Nature Conservancy, and eight years with the Florida
Department of Environmental Protection. Willson has also served as a consultant to
landowners in FHorida and Georgia on conservation opportunities for family and
corporate lands.
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J. Randell Barclay

GE Capita

120 Long Ridge Road
Stamford, CT 06927

Ph: 203-357-3262

Fax: 203-961-5140
randell.barclay @gecapital.com

Ted Beauvais

USDA Forest Service
Cooperative Forestry Staff
PO Box 96091

Washington, DC 20090-6091
Ph: 202-205-1190

Fax: 202-205-1272

tbeauvai s@fs.fed.us

Clark Binkley

Hancock Timber Resources Group
99 High Street

26th Floor

Boston, MA 02110

Ph: 617-747-1583

Fax: 617-747-1515
chinkley@hnrg.com

Nadine Block

Pinchot Institute for Conservation
1616 P Street NW

Suite 100

Woashington, DC 20036

Ph: 202-797-6585

Fax: 202-797-6583

neblock @pinchot.org

Adrian Blocker
Champion International
One Champion Plaza
Stamford, CT 06921
Ph: 203-358-7225

Fax: 203-358-7574

bl ocka@champint.com

Mason Browne

UBS Brinson, Inc.

Trade Center, 4th Floor
24 Airport Road

West Lebanon, NH 03784
Ph: 603-298-4950

Fax: 603-298-7620
mason.browne@ubs.com

Phil Bryce

NH Division of Forests and Lands

Dept. of Resources and Economic Development
PO Box 1856

Concord, NH 03302

Ph: 603-271-2215

Fax: 603-271-2629

p_bryce@dred.state.nh.us

Robert Chambers

Timber Investment Services, LLC
8744 Main Street

Suite 301

Woodstock, GA 30188

Ph: 770-591-1411

Fax: 770-591-1577

rchamber @timberis.com

Mary Chapman

USDA Forest Service
State & Private Forestry
PO Box 640

Durham, NH 03824

Ph: 603-868-7687

Fax: 603-868-7604
mchapman@fs.fed.us

Jenifer Christman
International Paper

PO Box 1391

Savannah, GA 31402

Ph: 912-238-6646

Fax: 912-238-6111
jenifer.christman@ipaper.com

Chip Callins

The Forestland Group
22 Hilliard Street

First Floor

Cambridge, MA 02138
Ph: 617-491-0663
Fax: 617-491-2499
chip@tfgllc.com

Andrea Colnes

Northern Forest Alliance
43 State Street
Montpelier, VT 05602
Ph: 802-223-5256 x11
Fax: 802-229-4642
acolnes@nfainfo.org
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Ted Cozine

Weyerhaeuser

PO Box 2999

Tacoma, WA 98477-2999

Ph: 253-924-3669

Fax: 253-924-2402
ted.cozine@weyerhaeuser.com

Kathy DeCoster
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