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U.S. South – Super Trees

Sewall 2Q-2010 Investor Survey – 18 responses

8 of 18 planting, but 4 on ltd. trial basis only

4 on ltd. trial basis only

Several not forecasting gains @ 100%

Risk buyers won’t pay 100%

Will it deliver?  How to audit?

Appraiser should account for yields, risk

Research ahead of market (fertilizer etc. in ’90s)

Reports of over-blown promises in Australia/NZ
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U.S. Midwest

Transactions driven by REIT sales

Some of nation’s heaviest value losses
HBU markets in the dump

Maple prices a shadow of 2006 levels

C/E sales generating more value than HBU sale

Greatest valuation challenge ��� � timing of return 
to trend – is it even reasonable to expect:

return to 2006 maple prices in next 5 yrs? 

return to 2006 housing starts by 2013?
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U.S. Northeast

Most of the larger deals had CEs in place

New players – pvt equity, family money

Multiple-use opport’s abound
wind, biomass, CE sales, scenic “kingdom” values

hunting leases okay in PA, shifting demographic in NY

preservationist momentum stronger

Health of P&P industry?  Biomass development?

Significant volume of sales should resume once 
bid-ask spread narrows up

High-value species – timing of recovery?
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Pennsylvania Hardwood Recovery?

Real Price Change
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1994-2010 Change in Maine Ownership



8

Large working forest 
conservation easements 
(shaded) comprise 1.7 
million of 2.0 million 
acres under easement 
as of February 2010
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Scenic Resources Preserved
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Saranac River, No. NY – IPCo/Lyme lands:  Part 
of 275,000+ ac under easement & for sale
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Energy

Wind

Biomass

Ethanol Stetson wind farm
in E. Maine –

Sewall Engineering
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Sewall Investor Survey – 2Q 2010

Conduct annually, or more frequently as market changes demand

2010 responses – 18 investors representing US-based TIMOs and 
Timber REITs

Topics covered:

Domestic and offshore discount rates

Availability of capital

Carbon values

Super trees

Green certification
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Discount Rates –Sewall 2Q 2010

Hi demand ��� � Compression largely erased inter-regional 
distinctions across US, despite fundamental regional differences

Mean = 6.0%   Median = 6.2% …. up 44 basis pts from Spring ‘09

3 of 18 thought DR had actually fallen

Offshore DR rose but not by as much ��� � consistent w/our offshore 
work

Higher percentage of $ going offshore into established & greenfield projects

Availability of capital & ease of raising it:  Mean  response = no 
change from a yr ago; certainly harder than pre-2008 meltdown.
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SEWALL 2Q-2010 INVESTOR SURVEY

Canada - mixed forest

New Zealand - pine

Australia - planted pine/euc.

Australia (Tasm.) - native euc.

Chile - planted pine

Uruguay - euc.

So. Brazil - planted pine

So. Brazil - planted euc.

W Central Brazil - euc.

Panama - teak

Costa Rica - teak

Eastern Europe

W Central Brazil - teak

So. Africa - plantations

Argentina - euc.

Ecuador - teak

Colombia - teak

Guatemala - teak

Nicaragua - teak

Mexico

Swaziland - plantations

Mozambique - plantations

RISK PREMIA OVER U.S. FORESTLAND
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Weighting Valuation Approaches

Results consistent across 2007-2008-2009 Sewall investor surveys

Virtually all rely primarily on DCF for acquisition  decisions – only 
one notable exception

Virtually all rely on transactions analysis for valuation baseline

Several use cost approach for quick assessments & allocations, but 
rarely base investment decisions on it

U.S. courts prefer transactions analysis – viewed as most empirical

Weighting depends on quality of data, integrity of analysis, general 
activity in market place

Current opaque markets ��� � shift weight toward DCF
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Weighting Valuation Approaches (cont.)

Change since late 2008 from 60-75 SCA/25-40 ICA ��� � REVERSE

US South – minor weight to Cost Approach

US Other Regions – Cost Approach not important

Oceana/Latin Amer – heavily DCF; SCA analysis has become 
important component with relevant sales data

Latin Amer – Cost Approach takes on increasing weight for pre-
merch plantations, but DCF still carries heavy weight
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Transactions Analysis – How weak is it?
Unfair to say SCA looks back & DCF looks forward

DCF requires just as much backward looking for discount rate, short of 
contemporary surveys and proper evaluation of bid-ask spreads

Can someone explain how return to a 5- or 10-yr trend line is less backward 
looking than analyzing transactions that occurred in the last 2 years?  Sewall 
surveys show RTT as primary basis for investor forecasts. 

If appraisers are not careful, SCA can focus too much on the past. Proper 
adjustment process can mitigate this:

Market condition (time) adjustment reflecting chang es in discount rate

Timber prices adjusted to reflect spot or projected prices (e.g., PA sale alloc’s 
show timber prices > current retail spot; PNW stumpage prices can exceed mill-
delivered)

Bid-Ask spread must be considered, not just sale prices – reflects illiquidity 
when sales volume is low

SCA is certainly no more subjective than DCF
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Timber Price Forecasting
Step 1 – convert trend line to real dollars

Step 2 – assess spot price in relation to “target” historic price or 
simple return to trend

Step 3 – forecast how many yrs until return to target/trend line

Step 4 – forecast slope beyond target

Variations depend on the past-spot-fundamentals:

- return to trend, then flat

- return to trend, continue @ <trend slope

- return to target, continue @ < trend slope
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Sample Timber Forecast for NZ

Radiata Export Small Utility
Historical Prices and Trend Forward
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Will Carbon returns get real? – Sewall 2Q 2010

10 out of 18 said “Yes, but depends on Cap&Trade.”

4 of the 10 said inside 5 years

8 out of 18 said no, not at all, or over 5 years out

Challenges identified:

Structural – permanence, leakage

Political – administrative resolve, Kyoto pressure

Value proposition – must be worth swapping for timber cash flows

News flash:  It won’t happen on any scale till these issues are resolved

Appraisals consider these values if commitments are already in place

Expect Latin Amer to be an early adapter – e.g., offsets to native forest 
harvesting in Brazil
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NCREIF (NTI) 2009 Reported Returns

NTI captures $24B value or 35%-45% of investable domestic assets

-4.5% apprec + income; -6.2% apprec is the relevant figure

Only 40% externally appraised in 4Q 2009 ��� � 18% Std Dev with 
cluster of prop’s around -40%, and a single at +120%. 

4Q external appraisals down 9.9%, much closer to Sewall average 
valuations & overall client observations

Internal valuations don’t pick up structural demand /DR shifts

Timing of valuations a problem – some major accounts appraised in 
1Q 2009 or even before peak prices, so 4Q 2009 correction absent

Appraiser rotation accounted for most of the appraisal increases

Some appraisers may not have picked up on bid-ask spread  
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NCREIF (NTI) 2009 & The East

Vast majority of NEast and Midwest assets not managed by NTI 
contributors

NEast/Midwest had most dramatic run-up in timber pr ices (maple, 
cherry), and suffered greatest crash.  Sewall EOY 2009 appraisals 
were down 15% due to falling timber prices, higher disct rates

South – run-up prior to liquidity crunch was less dr amatic, so 
Sewall EOY 2009 appraisals were down 10%.

CONCLUSION: Be careful using NTI as indicator of short-term 
trends, and especially where data are thin.
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FX Rates & Appraisals

Some clients ��� � analysis in local $, convert answer to USD

Other clients – granular analysis in US dollars throughout

Convert historic cash flows and comp sale data to US values, then conduct 
trend analysis

Forecasts in local $ converted using forward FX curves

Be wary of blindly tracking mkt-forecasted forward curves, which can 
greatly skew results

Fine-tune distinctions between revenues/costs that tend to follow World 
economy (e.g., fuel-based) vs. those tracking local economy (e.g., labor)

There is no set convention.  This warrants some normalization.
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NZD to USD Exchange Rates
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Questions?
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End

SEWALL – since 1880
BRET P. VICARY, PH.D., MAI

Vice President, Forestry & Natural Resource Consulting
Old Town, ME

Off:  207.827.4456
Cell:  207.745.1926

bret@jws.com

Other offices:
Charlotte, NC
Summerville, SC
International Falls, MN
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Biosketch

Bret Vicary is Vice President of Forestry & Natural Resource Consulting at James W. Sewall Company.  A 
forestry consultant since the late 1970s, he joined Sewall in 1989.  Sewall has provided forestland investors 
with valuation and due diligence services throughout the Continental U.S., Hawaii, Canada, Central 
America, South America, Australia, and New Zealand.  Typical clients include timber investment 
management organizations (TIMOs), REITs, pension funds, forest industry, lenders, attorneys, public 
agencies, and conservation groups.

Bret specializes in timberland investment analysis & appraisal, conservation easements and timber tax 
litigation.  He holds the MAI designation from the Appraisal Institute, is the Northeast Region Director of 
the Association of Consulting Foresters, and is a Faculty Associate at the University of Maine where he 
earned his PhD in Forest Economics.

Sewall appraised some $20 billion in forest assets in 2006, and was the lead consultant for the acquisition of 
International Paper’s 5.7 million acres, the largest land deal since the Louisiana Purchase.  Sewall has 
appraised $15+ billion in forest assets worldwide annual since 2007, and provided valuation & litigati on 
services supporting the reorganization of Pacific Lumber Company. 

The forestry consulting group at Sewall, with offic es in Maine, North Carolina, South Carolina, and 
Minnesota, is the oldest in North America, dating back to 1880. Sewall’s forestry services include:

appraisal
forest inventory & GIS
growth & yield modeling and harvest scheduling
forest economics and investment analysis
forest management auditing, and
aerial photography


