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Established in 1999, Matre Forestry Consulting, Inc. of Albany, Georgia is a full service forestry consulting company and real estate
brokerage. On behalf of our clients, our services include timber sales & management, land sales and acquisitions, timber
inventories/cruising, appraisals, marking, prescribed burning, reforestation, GPS & GIS mapping, investment & market analysis,
contract forestry services, wildlife habitat imnprovement, and hunting plantation development.
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Our Newsletter cover photo is of the beautiful Hannahatchee Creek in Stewart County. See our
two great new listings in Stewart County, one with +-0.8 miles of Hannahatchee frontage. Visit
http://www.matreforestry.com/properties.html to view these listings and others. Contact us
anytime we can assist you with land acquisitions, timber and land management, and/or land sales
in Georgia and Alabama. Florida services coming soon!
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What’s New at Matre Forestry

Fortunately, 2015 has been the year of the “big timber sales”. While our small timber sales are
always critical to our success because they come regularly, we have had a few big sales in the
quarter and half million dollar range this year. Such large sales have been few and far between
since 2007, and we are blessed and appreciative to see some big timber sales come back around!
At the same time, our inventory of land listings and our land sales have grown. We attribute the
increasing number of large timber sales to a combination of better timber markets, pent up
landowner desire to sale, and management/long term planning needs. We attribute the improving
land listing and sales activity to a combination of more buyers returning to the land market, and
landowners becoming more realistic to market values.

In other news, Chad McGrath, a real estate associate at Matre Forestry, has kicked off the Matre
Forestry facebook page, so check us out at https://www.facebook.com/matreforestryconsulting .

Also, new at Matre Forestry is Mike Matre’s recent Accredited Land Consultant (ALC) designation
through the Realtors Land Institute (RLI). ALC designation shows Mike’s dedication to building on
knowledge to help him better serve Matre Forestry clients. Achieving the ALC designation
required significant land specific continuing education and demonstration of over $10,000,000 in
sales volume, as well as a minimum of 25 land sales transactions. Going forward, the ALC
designation will benefit Mike and Matre Forestry clients and customers through networking
opportunities with other ALC’s worldwide, RLI land specific continuing education classes, and
conferences.

On the horizon, Mike is also working on becoming a full member of the Association of Consulting
Foresters (ACF), where he is currently a candidate member. While ALC focuses on land
brokerage, ACF is the only organization fully dedicated to the Consulting Forestry profession.
ACF maintains and enforces strict ethical guidelines for ACF members, provides great continuing
education opportunities for members, networking, and conferences. Mike recently attended the
annual two day ACF Practice of Consulting Forestry class held at their annual conference. This
year the event was held in West Virginia, and was very informative and a great opportunity to
network with forestry consultants from across the country. We are members of the Society of
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American Foresters (SAF), which is a great organization for the entire forestry industry, and now
Mike is looking forward to also becoming active with the ACF, which serves the consulting forestry
segment of the industry.

Another opportunity for growth the Matre Forestry team is considering is expanding our services
to Florida. We are currently serving Georgia and Alabama, and adding Florida just makes sense.
While Florida does not have a registered forester program like Alabama and Georgia and most
other states do, we are considering obtaining a Florida brokerage license. We will keep you
posted.

Featured Article: Valuing Timberland and Farmland Dirt

We addressed this topic back in the 3rd Quarter of 2010 both in our Matre Forestry Newsletter, as
well as in a speech Mike Matre gave at the 10/14/2010 Georgia Forestry Association landowner
conference in Albany GA. We figured it is time to readdress it, as it seems to be a confusing topic
for many interested in land, especially the timberland part of the equation.

| have always believed that there are more farmland investors than timberland investors, because
it is so easy to wrap your head around a farmland investment where the investor receives an
annual rent payment via a farm lease. Conversely, many just do not easily comprehend the long
term nature and periodic cash flows in a timberland investment, so many land investor stay out of
the timberland space, to their financial disadvantage. | might add though, through self education
in the “google” age, many new investors are jumping into timber.

Dirt Value Defined

For the purposes of this article, we are only considering the value of dirt from anticipated income
production from forestry or agriculture, referred to as Soil Expectation Value (SEV) or Bare Land
Value (BLV). This article does not consider other factors that add to the dirt value, such as Higher
and Better Use (HBU) influences.

Farmland Dirt Value

This section will be short, thanks to simplicity. $100 Annual Net Income from Farm A divided by a
5% Cap Rate = $2000 per Acre Farm A Investment Value at a 5% Cap Rate. 4% Cap rate is
$2500 per acre, and 6% cap rate is $1667 per acre. Backout any improvements, and whala, you
have the dirt value on Farm A based on the desired cap rate. It is that simple in the big picture,
but in the real world each farm is unique and when analysing the purchase or sale of a farm
investment, one needs to do a thorough analysis of the farm attributes and current market
conditions, as well as future expectations.
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Timberland Dirt Value

Analysing the dirt value in a timberland investment is not as simple, but it is just as quantifiable as
a farmland investment. With timberland, we consider Soil Expectation Value or Bare Land Value
(BLV), which is the Net Present Value of an infinite series of the same timber rotation.

The formula is: BLV = NR/((1 + r)n-1) where BLV is the bare land value, NR is the net return at
the end of the first rotation, r is the discount rate and n is the rotation age (source
http://tfsfrd.tamu.edu/tdss/BasicCalculators/BarelL andValue_help.aspx ).

We ran some numbers, using 0% inflation rate (timber prices and management expenses remain
flat in the assumptions), and we looked at real discount rates of 4%, 5%, and 6%. 0% Inflation
Rate is recommended in BLV calculations because it takes inflation rate assumptions out of the
equation, and because the definition of BLV is an infinite series of the SAME rotation (same cash
flow series repeated over and over). If you assume inflation, the subsequent rotations will have
higher cash flows than the previous rotations, which does not meet the definition of BLV, which
calls for an infinite series of the same timber rotation.

Anyway, enough technical stuff, let’s look at some numbers:

Sample Rotation (reflective of +-70’ Site Index at Age 25 for Planted Loblolly, Current prices
reflective of south Georgia based on Timber Mart-South 2nd Quarter 2015):

Rotation Length: 29 Years

Hunt Lease cancels Property Tax

$5 per Acre per Year Miscellaneous Management Expenses

Harvest Expenses and Timber Severance Tax 13% of gross 1st thin, 11% 2nd thin, 9%
Clearcut

Rounded timber prices: pine pulpwood $15 per ton, chip-n-saw $21, sawtimber $29.
Reforestation cost at Beginning of Rotation: $200 per Acre

1st Thin Net at Age 14: $522 per Acre

2nd Thin Net at Age 21: $401 per Acre

Clearcut at age 28: $2088 per Acre

Added one year to 28 for a 29 year rotation to allow for lag time between clearcut and
reforestation.

Our Bare Land Value calculation results for the above rotation:

e Real 4% Discount Rate Bare Land Value is $1320 per acre. Plenty of sellers would like
this dirt price, but not many buyers willing to pay.

e Real 5% Discount Rate Bare Land Value is $890 per acre. Timberland deals in this range
are getting harder to find, especially for desirable tracts and/or individual parcels.

e Real 6% Discount Rate Bare Land Value is $614 per acre. Good luck finding a good
timber tract in this range, and if you do, BUY it.

www.matreforestry.com
201 Baldwin Drive Albany GA 31707
(229) 639-4973



http://www.matreforestry.com/
http://tfsfrd.tamu.edu/tdss/BasicCalculators/BareLandValue_help.aspx

Matre Forestry Newsletter
August 2015

Interpretation of BLV: If you purchase the tract for $890 per acre in the dirt, you should earn at
least 5% per year long term Real Rate of Return. If we experience +-3% inflation, the Nominal
Rate of Return should be +-8% per year, if the timberland dirt is purchased for $890 per acre.
Inflation will boost your return on investment. Remember though, we are talking acreage
managed in planted pines. In real world analysis you will have less productive acreage such as
natural timber areas that will have a lower BLV than your dirt suitable for planted pines.

Annual Equivalent Value: Another calculation we performed for the above sample timber rotation
is Annual Equivalent Value (AEV). AEV is the single rotation revenues expressed as an annuity
and is calculated as follows (source:

http://www.financeformulas.net/Equivalent_ Annual_Annuity.html )

C_ r[.%"PI-"';]
I —(1+7)m

C' = Equivalent Annuity Cash Flow
NPV = Net Present Value

r = rate per period

n = number of periods

AEYV is useful for comparing timberland investments to agriculture investments that receive an
annual rent. The AEV for the sample rotation above is as follows:

e 4% Annual Equivalent Rate is $52.79 per acre per year.
e 5% Annual Equivalent Rate is $44.52 per acre per year.
e 6% Annual Equivalent Rate is $36.84 per acre per year.

While the AEV above may look a little lower than dry land farm rental rates and a lot lower than
irrigated rental rates, you can sure pick up timberland dirt a whole lot cheaper than farmland dirt.
And the great thing about timber is if you are not pleased with timber prices, you can just let the
trees grow until favorable market conditions exist. If the stand is crowded and prices are expected
to improve, you can simply do a light thinning to reduce the stocking and then clearcut later.

Inputs Affecting Bare Land Value

Let’s take a look at each piece of the puzzle that affects the Bare Land Value, somewhat in order
of importance. At the end of each input, in italics is commentary pointing out how different
buyers/investors may view these inputs.

1. Market Value - We first consider the approximate retail and wholesale Fair Market Value
of a land parcel, because in most cases the market value has to be relatively in line with
your “investment value”, in order to purchase it. If your investment value for the property is
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far below market value, move on to the next potential acquisition. One buyer may think
the property has likely Higher and Better Use qualities and can pay Market Value.
Another buyer may think the same property will never be developed in his lifetime and as
such he will value the property less.

Cap Rate/Discount Rate - Probably the single most important factor. The rate needs to be
your desired rate of return, but must be reasonable. A good rule of thumb is to select a
rate that is reflective of a realistic return achievable in an alternative investment with
comparable length, risk, and liquidity. You can adjust your cap rate according to how ideal
the property is, for example if it is a tract you just have to have, lower that cap rate. Ifitis
a marginal property you could do without, raise that rate. One buyer may require a 10%
cap rate, and he probably will not find many land deals to purchase. The next guy may be
fine with 3%, and he should find plenty of land deals to purchase.

Inflation Rate - If you just consider current costs and market prices and assume they will
remain flat for the duration of the investment (0% inflation rate), you are working with Real
Rate of Return. If you assume annual increase in costs and market prices (inflation), you
are then working with Nominal Rate of Return. If you work with flat numbers using a real
rate of 5%, but through the investment the economy has an inflation rate of +-3% and your
costs and market prices mirror that, your Nominal Rate of Return should be +-8%. One
guy may think we are heading for historical inflation rates, and the next guy may think
hyperinflation is on the way. The hyperinflation guy is going to be able to put more money
in the bare land, if everything else is equal.

Harvest Projections - In a timberland BLV analysis, you have to make future harvest
projections, both volume and value. Volume projections can be pretty reliable, and can be
based on measured growth rates on the property if timber is present, site index, past
management records, and/or growth and yield models. Most foresters, and most growth
and yield models, tend to be a little conservative to balance out risk such as possible, but
statistically unlikely, out of the ordinary tree mortality. Then, the forester has to make
assumptions on the future timber prices to apply to the projected timber volumes, which is
the harder part. One investor may think basic management with cheap seedlings and
minimal competition control. The next investor may plan to plant the best seedlings on the
market and periodically herbicide & fertilize. The intense investor is going to project a lot
more woodflow, but with higher management costs. Investor A may think future timber
prices will be about the same as they are now, and Investor B may believe timber prices
will double by the end of the investment period.

. Attributes of the Property - One thing that separates land real estate from residential and
commercial, is UNIQUENESS. Every farm and every timber property, and any rural land
parcel for that matter, is extremely unique. Residential real estate has a high number of
comparable sales at most any given time and house that conform well to others. Not so in
rural land sales. Comparable sales are helpful in land to establish general market values
in a given area, but the specific price a rural land parcel sells for boils down to the many
attributes of the property. You have site index and soil quality, proximity to markets,
diversity of land use and timber types, creeks, lakes, potential homesites, potential pond
sites, what the adjoining properties are like, roads, aesthetics, condition, improvements, or
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lack of certain attributes, etc., etc., etc. A recreational hunter type may value certain
attributes such as a creek very highly, while a pure timberland investment may not put any
premium on such attributes.

6. Miscellaneous holding/management cost - Costs affect the BLV, but as long as they are
not way high or low, the effect is not huge, like Discount Rate is. One investor may spend
very little on management, while another may over manage.

7. On top of Bare Land Value - Now that you have painstakingly estimated the BLV
according to your unique inputs, add on top of it estimated value from improvements and
merchantable and pre-merchantable timber, and put in your offer. Good luck, because
your competitors (other buyers) and the seller probably valued the inputs differently than
you.

In conclusion, do not stay out of timberland investments just because a farmland investment is
easier to wrap your head around. The two investments are valued the same way, by estimating
the price you can pay in order to earn your desired rate of return. Farmland is easier to many
because of seemingly simple annual farm leases, and as a result there are too many buyers
competing for that simple simple annual income, which squeezes the cap rate (earning potential).
Consider going after timberland, which is perceived as complex. The perceived complexity scares
some investors (competition) away, allowing for higher cap rates (earning potential) in timberland
investments. But it will not last forever, because more and more investors are jumping
into timberland every year, so jump in now and cash in later.

And remember, no matter what goes on in the economy and political arena and commaodity prices,
your trees will be growing, year after year. In the southeast US, we are talking higher than +-20%
annual volume growth per year in good pre-merch pine plantations, and +-6% or more annual
volume growth per year by the end of a the rotation at +-28 years old. Even annual timber growth
rates in most natural timber stands are beating typical annual inflation rates. Furthermore,
statistically speaking, your timber investments are very unlikely to be devastated by a natural
disaster or other out of the ordinary tree mortality. Regarding risk of timber loss, ask yourself this
question: How many houses, or neighborhoods, have you lived in throughout your life that have
been destroyed by a catastrophic natural event? How many houses have you lived in throughout
your life that have been damaged slowly by pests such as termites or water leaks? Proper home
care usually prevents these problems, or at least identifies and stops the problem. Same thing
with timber: Your timber most likely will not be suddenly destroyed, and through sound forest
management, your timber will produce for you.
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Timber Market Commentary

Below are southwide timber price (source: http://www.timbermart-south.com/ )

South-wide Sawtimber Stumpage Prices
420 quarterly averages, § per tan
S0
$30 Ping Sawtimber e |
Chip-n-saw At —
ey e R P i r

$20 Hdwd Sawtimber S
510 - :
. Eﬂa South 2007 2008 2011 2013 2015

mber Mart-5ou

South-wide Pulpwood Stumpage Prices
15 quarterly averages, § per ton
s
N Ty

10 Pine Pulpwood r rarureaal T

55 i e S it e e el

Hdwd Pulpwood
$0 . ' T r - :
2205 2Q07 2003 2a1 2213 215
__Timber Mart-South

While the above graphs give a

good overview of the southeast timber price trend, our area of
operation of south and middle Georgia, southeast Alabama, and northwest Florida enjoys timber
prices that are generally better than the southeast average, especially in the pine products. We
do not share our exact timber prices received, and individual timber sale prices depend greatly in

proximity to mills, access, tree quality, micro and macro market conditions and expectations,

length of cutting period offered

, volume offered in the sale, and sale type (per ton or lump sum).

With that being said, following are general prices we have seen over the last year (8/2014 -

8/2015):

Pine Pulpwood: +-$15 per ton (higher in southeast GA and north FL)
Pine Chip-N-Saw: +-$21 per ton (varies greatly on quality)
Pine Sawtimber: +-$30 per ton (varies greatly and quality, age, size, and in some

markets species). Some younger planted loblolly sawtimber less than $30, and some old

natural slash and longleaf closer to $40.

Hardwood Pulpwood

: +-9 per ton
Mixed Hardwood Sawtimber: +-28 per ton (varies greatly on quality and access and
hardwood to pine volume ratio). We find that timber sales dominated by hardwood get

better hardwood timber prices than sales that are pine dominated.
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What do we recommend for timing a timber sale with the market? Usually a long timber contract
of at least 12 months can attract good Fair Market timber prices or better most anytime. Short
timber contracts often attract below market prices. It is possible to get a premium for a quality
timber sale timed with a market spike, but for many timber sales, especially management driven
timber sales, delaying the sale while waiting for a spike in prices can be counterproductive. For
example, delaying a needed first thinning waiting on a spike in pulpwood prices will cost you if the
hoped for spike does not occur, because of the time value of money and further overcrowding of
the trees as you are waiting. Waiting on a spike in prices on a mature timber clearcut can also
hurt, because of the time value of money and slowing growth rates of mature trees, as well as the
delay in getting a new stand of fast growing seedlings established. Sharp spikes in timber prices
are typically wet weather related, which can be advantageous on dry accessible sites, but you
better act fast! When wet weather causes inventory shortage at mills, it usually doesn’t take long
to get inventory under control after a short time throwing high prices around and weather that
tends to return to normal, pulling prices back down to the average.

Land Market Commentary

We are surely in a better overall land market than we were in a few years ago, but it is still firmly a
buyers market. The good news is, there are now more buyers in the market, some with cash and
others with the ability to borrow, and lenders ready to make good land loans to qualified buyers.

In the TIMO (Timberland Investment Management Organization) world, it seems TIMO managers
are raising money fairly easily, but have difficulty finding good large timberland packages to
purchase. In the smaller individual tract buyer arena, things are fairly active with small investors
and recreational (hunter) buyers searching for deals.

From the seller’s perspective, it seems most sellers are accepting of the current land market, so
asking prices seem to be more realistic these days. Broker’s can help in this regard, by not
sugarcoating a property's value just to get a listing, which is a disservice to the landowner. There
is nothing wrong with pricing a property high, within reason, because no one wants to leave
money on the table. That is no different than the auctioneer opening the auction at a low price, it
is just coming from the other direction. But over the past few years, there has been far to many
way overpriced properties on the market, not to mention far to many “no sold” auctions.

Below is some information from Georgia land sales from 2010 through 8/2015.
Data summary:

e Source: Lands of America comparable sales database, which Matre Forestry subscribes
to.
Sales Location: Georgia
Date Range: 2010 thru 7/201
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e Acreage Range: 200 thru 700 acres, to be reflective of typical retail tracts, eliminating
smaller tracts and larger tracts.
Price Range: $500 per acre to $3000 per acre.
Comments regarding the database: The majority of the sales were handled by
professional land brokers. Most of the sellers were most likely fairly patient, trying to get
full retail Fair Market Value. The average tract in the database is probably just that,
average (decent woods, maybe some dry land fields, average to good hunting). A few
tracts may have been prime such as HBU, fine timber, quality hunting preserves, qualil
plantation, irrigation, etc.. Likewise, a few tracts may have been low value such as access
problem tracts, cutover, bad location, etc.

Table 1. GA land Sales (LOA Database), 200 -700 acres, $500 to $3000 per acre

Sold

Asking Sold Days Price/

Price Price Per on Number  Ask

Year Asking Price Sold Price ' Acres Per Acre Acre  Market of Sales Price
2010 $9,053,537 $8,001,320 5143 $1,760 $1,556 276 13 88%
2011 $4,412,055 $3,508,707 2217 $1,990 $1,583 329 7 80%
2012 $6,898,540 $6,467,063 4000 $1,725 $1,617 749 12 94%
2013 $23,147,184 $20,426,506 11946 $1,938 $1,710 511 38 88%
2014 $18,858,668 $ 17,600,102 9935 $1,898 $1,772 510 28 93%
thru7/15 $11,215278 $9,921,800 6118 $1,833 $1,622 469 20 88%
$ 73,585,262 $65,925,498 39359 $1,870 $1,675 474 118 90%

A take home point in Table 1 is a sharp increase in the number of sales beginning in 2013, which
backs up our earlier point that while land prices have not moved up significantly, activity has
greatly improved.

Chart 1.
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A take home point for Chart 1 above is the trend lines for “Asking Price” and “Sold Price” merging
closer together, which is a welcome sign. We believe as sellers, and brokers, get more realistic
with their expectations, the number of properties on the market will decline, and those on the
market will be better priced. And if the increase in buyer activity continues, sale prices should
increase, and tracts should sell quicker. Since 2010, the sales in this dataset were on the market
an average of 474 days. Now that sellers seem to be more realistic and buyers activity is
increasing, we expect a good tract priced reasonably should sell a lot quicker than 474 days.

Economic Indicators

Affecting our niche of timber and land, is the overall economy. Following are some relevant key
economic indicators from http://www.forecasts.org/ .
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