


B feature

purchase of selected assets. The most recent New
Zealand forestland sale at the time of writing was the
8,940-hectare sale by Fletcher Forest to UBSTI, which
now has partial or total ownership over about 110,000
hectares of forestland in New Zealand. UBSTI
acquired "partial rotation" cutting rights over only the
older age classes in Tauhara and Tahorakuri forests.
Thus it can enjoy the cream of the cumulative return
curve at the top end, but leave the seller with the
milk, and re-establishment/management costs.

So, are we headed for the end of global corporate
forestland ownership? In the Northern Hemisphere at
least, this ownership class now looks decidedly
unstable. But corporate ownership can only fully
disappear if there are buyers for several millions of
hectares around the world. What if the TIMOs and REITs
start to leave the table?

The recent CalPERS decision to reduce ownership is
probably not yet the tip of a forestland fund sell-down
iceberg. But most individual investment contracts with
TIMO managers are only for 5-10 years. Many of

these are approaching the first option-call to exit. If
too many individual pension funds decide not to
rollover their contracts, there could be an excessive
area of forestland on the market, with too few buyers.

Maybe we will see Governments getting back into
the business? This is perhaps feasible in the Central
North Island to get present players out of a dilemma.
In some countries, indigenous people will become
owners when they receive settlement forestland over
time. But they are not corporate forestland buyers.
Indeed in New Zealand Ngai Tahu has already on-sold
much of its forestland assets awarded as part of a
Treaty settlement.

The ownership Ferris Wheel will continue to turn.
Is it possible ...... just possible that forestland values
again become so attractive that at some future date we
will read that Fletcher Challenge Forests has announced
a new strategy that includes, "selling down processing
distribution and marketing assets to focus investment in
high-margin forestland ownership"?

TIMOs have landed!

Colin R McKenzie*

What is a TIMO?

Timber Investment Management Organisation's -
TIMOs - have been active in New Zealand since the early
1990s when investors advised by UBS Timber Investors
purchased a joint venture interest in the Nelson forest
which prior to the sale was wholly owned and managed
by Fletcher Challenge!. TIMOs are on a course for
continued growth as the managers of New Zealand's
plantation forest estate. Who are the TIMOs? What are
the drivers of their dramatic growth? What are the
implications for the New Zealand forest industry?

Simply, a TIMO is an investment advisor who
manages funds that focus exclusively (or very
predominantly) on generating investment returns from
timberlands. As such, they provide an alternative
management entity to the more traditional government
or corporate ownership of large forest estates. TIMOs
are generally focused on just timberland ownership and
sell their product as either stumpage or as logs to their
customers for processing. Some TIMOs have a level of
vertical integration, often resulting from the activity of
the previous owner of the forest or through a joint venture
relationship with a processing company, but the primary
focus is pure timberland investment.

* Colin McKenzie is Director of UBS Timber Investors
which is headquartered in West Lebanon, New Hamp-
shire. The company was founded in 1982 and as of
December 31, 2002 managed USD1.2 billion of for-
estry investments in seven countries on behalf of over
eighty clients. The views expressed in this article are
solely those of the author and are not attributable to
UBS Timber Investors.

ﬂ NZ JOURNAL OF FORESTRY, MAY 2003

Emergence of TIMOs

Institutional investment in timberlands emerged in the
United Kingdom in the 1960s and 1970s, but since the
1980s the industry has been dominated by the United
States. Hence the use of the word "timber" in reference
to forests rather than "plantations", a more familiar word
choice for New Zealanders. The emergence of TIMOs is
due to two coincident trends in separate industries.
Firstly, previously integrated forest products companies
are now moving to "unlock" value by separating tree
ownership from their processing and marketing activities.
Secondly, investment managers in the financial sector
are creating sophisticated structures to achieve
specialisation in all asset classes. Timber has now
emerged as an increasingly important asset class in
diversifying the portfolios of the major institutional
investors. The TIMO industry has grown dramatically
during the past fifteen years and now manages some
USD10 billion of assets. It is also globalising, with 15%
of the assets under management currently outside the
United States.

TIMO:s facilitate timberland investment by bridging
between the forest industry sector and investor entities
that control and manage large amounts of capital (Chart
1). The investors, who are the clients of the TIMOs, are
public and private sector pension funds, foundations,
endowments and high net worth individuals. These
clients may invest individually as separate accounts, or
the TIMOs may arrange co-mingled accounts where the
capital of perhaps five to twenty unrelated investors may

' In 1997 Fletcher Challenge sold its interest in the
venture to Weyerhaeuser Company, which remains our
partner today.



