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has to do with tax advantages and 
pushing through as much value to 
the shareholders as possible,” said 
matt van vleet, a spokesman for 
Potlatch, which owns 470,000 acres 
in Arkansas.

It’s difficult to say exactly how 
much money companies save by going 
to a reIT because the firms don’t 
release their tax forms, said matt 
Pelkki, professor of forest economics 
and management for the University of 
Arkansas at monticello. 

“I know the companies told me that 
it’s a considerable amount of money,” 
he said.

van vleet said before Potlatch 
became a reIT, its earnings were 
subject to corporate income tax of 30 
to 40 percent. The rest would be paid 
out as dividends to shareholders, who 
would then have to pay a capital gains 
tax on that. 

“So they’re getting hit again,” van 
vleet said.

A reIT, by contrast, is required to 
send 90 percent of its profits to share-
holders. 

“The shareholders pay taxes on 
the dividends, but the reIT doesn’t 
pay any,” Pelkki said. “That’s what 
Potlatch was really after when it went 
to a reIT.”

Pelkki said even though reITs now 
own most of Arkansas’ timberlands, 
he doesn’t expect to be managed any 
differently than when Georgia-Pacific 
or IP owned the property. 

Insurance Policies 
In the 1980s and 1990s, companies 

in the forest products industry had 
nearly all their assets tied up in land, 
said ed Sweeten, director of acqui-
sitions for resource management 
Services.

“They originally bought all this 
land to support their mills to make 
sure they never ran out of trees,” 
Sweeten said.

but over the years, the companies 
learned how to grow more trees per 
acre and the number of the mills began 
declining. (See story, Page 1.)

“So we didn’t need as many insur-
ance policies,” Sweeten said.

And shareholders of companies 
such as Georgia-Pacific and IP began 
complaining that they weren’t getting 
the full value out of the timberland. 

The timber companies “were only 
growing the trees to support those 
mills,” Sweeten said.

The profits the timber companies 
made came from the wood or paper 
produced in the mill, not on the sale 
of the trees, UAm’s Pelkki said. “So 
land was really being undervalued,” 
he said. 

The companies then had to make 
a decision: Focus on growing the 
trees or converting them into wood 
and paper product, Sweeten said.  
“They all pretty much made the deci-
sion that they were converters,” he 
said.

Those in the forest products indus-
try started making plans to divest 
themselves of their timberland.

before property was sold, the tim-
ber companies established supply 
agreements with the reITs. rmS and 
Timberstar have to supply IP with 
trees for 50 years, Pelkki said.

The money IP and Georgia-Pacific 
receive from the sale of land went to 
pay off debts, Pelkki said. or some of 
the cash was used to improve mills or 
buy mills in overseas markets. 

IP didn’t respond to a request for 
comment.

The change in business plans also 
allows paper and lumber producers to 
focus on their core businesses, while the 
reITs can concentrate on managing 
the timberland, said Kathy budinick, a 

spokeswoman for Plum Creek.
“The reason we converted [to a 

reIT] was because as a reIT, we 
were able to gain access to institution-
al investors,” budinick said. “We were 
suddenly able to gain access to capital 
from these institutional investors and 
that funded our growth.”

Timberstar even boasted about 
being able to focus on timber manage-
ment on its Web site.

“We acquire, manage and harvest 
timber,” the company said. “It’s that 
simple. … We’re independent of manu-
facturing operations. We’re not slowed 
down by old perceptions of timber and 
timberland ownership.”

Deltic Holdout
It’s unclear why Deltic Timber, 

which owns two sawmills in Arkansas 
and 438,000 acres of timberland in 
Arkansas and north Louisiana, doesn’t 
follow the lead of other timber proces-
sors. The company didn’t return calls 
for comment. 

Pelkki speculated that Deltic didn’t 

need the money from the sale of its 
timberland. 

“I don’t see Deltic looking at interna-
tional investments, and Deltic doesn’t 
have a lot of debt that they need to 
worry about,” Pelkki said.

Deltic also is involved in real estate 
development in central Arkansas.

In 2006, Deltic’s woodlands seg-
ment, which manages timberlands, 
had the highest net income of the 
company’s four segments, which also 
included mills, real estate and corpo-
rate. The Woodlands division reported 
sales of $37.6 million in 2006, up 7.1 
percent from 2005. Woodlands’ net 
income also saw a slight increase from 
$22.4 million in 2005 to $22.5 million 
in 2006.

Deltic’s sawmill division was anoth-
er story. revenue fell 16 percent to 
$101.9 million in 2006. And it report-
ed a loss of $5.3 million in 2006 when 
the division made $6.3 million in 
2005. 

The real estate segment generated 
$35.5 million in 2006, up 7.6 percent 
from 2005. The net income on the real 
estate jumped from $10.7 million in 
2005 to $13.9 million in 2006.

Benefit of REITs
While forest product compa-

nies once had a policy of not selling 
timberlands, that’s not the case for 
reITs. rmS said it would consider 
selling land to the highest bidder.  
“We take the approach of: If anybody 
is going to pay us a premium price, 
we’re going to look at selling it,” 
Sweeten said. 

As long as rmS can supply IP with 
trees, “if we can get more money for 
[selling the land] than we would if we 
were growing trees, we will do it,” he 
said.

Plum Creek said only a tiny percent-
age of its land is sold to developers. 

“I expect we’ll have a long-term 
presence in Arkansas managing tim-
ber,” budinick said.

Investors also look at reITs favor-
ably because of the low risk and steady 
returns, Pelkki said.

Plum Creek reported net income 
of $317 million on revenue of $1.63 
billion in 2006. In 2005, its income 
was $354 million on revenue of $1.58 
billion.

reITs also decide not to harvest 
trees if the price of timber has fallen. 

“Unlike many other types of assets 
you invest in, when we hold timber in 
inventory, it’s actually increasing in 
value,” Plum Creek’s budinick said. 
“And oftentimes, the land continues to 
grow in value.”

Plus, all forests are accounted for 
and no one is going to discover a new 
supply of timber, which would lower 
the price.

“The only real long-term worry is 
that if the United States or the world 
is going to decrease the demand for 
wood,” Pelkki said. “but I just don’t see 
that happening.”                            n
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Dollar figures in thousands
 2006 2005 2004
Company, Headquarters Revenue Revenue Revenue
Arkansas Acreage Net Income Net Income Net Income
Deltic Timber Corp., El Dorado $153,112   $168,350   $142,017
437,645 $11,323   $14,518   $11,093
Plum Creek Timber Co. Inc., Seattle $1,627,000   $1,576,000   $1,528,000
905,000  $317,000   $354,000   $362,000
Potlatch Corp., Spokane, Wash.  $1,607,827   $1,501,881   $1,351,472 
470,000  $139,110   $32,964   $271,249
Weyerhaeuser Co., Federal Way, Wash.  $21,896,000   $22,629,000   $22,665,000  
700,000  $453,000   $733,000   $1,283,000

Sources: The companies

Financial Reports for Companies With Timberland in Arkansas

In the 1980s and 1990s, companies in the forest products industry had 
nearly all their assets tied up in timberlands. But that’s not the case any-
more. 


