Global Asset Managements 3rd of January 2008
Alternative Eco Friendly Investment – Managed Timber

Investing in Forestry is more than just a financial investment with a Balance Sheet and Profit and Loss Account which you inspect at the end of a year.  Forestry Investments are living and breathing assets.  By creating new forestry you are not only investing for yourself, you are also investing for family, friends, neighbours and future generations. 

As with any investment there is always a level of uncertainty for what the future may hold.  If you invest in traditional stocks and bonds you will already know how bad lending from banks has rippled through the world markets, especially considering the “Black Monday” on the 21st of January this year.

Timber investments on the other hand, offers an alternative that has on many occasions out performed both the Stock Markets and Inflation.   Over the last 30 years it has shown returns of double digits to investors. According to the IPD forestry index returns from forestry in 2005 hit 14.4% and timber prices soared by 15.5%; the highest figure since 1992.

 

 5 Reasons to Invest in Managed Timber

· Timber beats inflation: according to Jeremy Grantham, over the last century timber prices have risen at 3.3% above the rate of inflation and when you add the annual income from Forestry of about 4% you have a desirable return.

· Managed timber has beaten the stock market: managed timber investments returned approximately 15% Between 1973-2002, stocks returned around 11% over the same period.

· World timber demand is not going away: You only have to imagine how much paper you will use over the course of a year, how many new homes will be built over the next decade.  Timber is now being seen as one of the best renewable energy resources.

· Timber is uncorrelated to stocks: Trees will not panic when world markets decline, trees don’t make bad management decisions involving investor’s money. Trees don’t get involved with business in war torn countries, so when the stocks are down your trees will still be getting bigger and better.

· Taxes: Taxes on investing in timber is generally viewed in a favorable light by all tax authorities.

 

There are two main ways to invest directly into forestry, the first way is to buy a commercial plot from a Forestry Investment Manager, or you can invest in a Forestry Fund.

 

When you buy a Forest from an agent you will charge anywhere up to 3% of the forests values, with prices starting from €150,000.   To make it worthwhile for a buyer to eventually harvest his crop there needs to be enough timber in your forest to justify a commercial operation, one or two acres of general softwood lumber is usually not enough.

You would also then look at the length of time you are prepared to wait before you see the return, with Irish temperate species like Sitka Spruce you should see an excellent return after 30years.  Pension and Inheritance plans make extensive use of such plantations.

It is widely felt within the forestry industry that this does not suit the average investor either in time frame or liquidity.  There are exceptions to this rule and some forestry companies now offer private investment on smaller physical forestry units of an acre upwards.  Coupled with development and research on new fast growing alternative species to cope with the growing world demand for timber, there are now unique investment opportunities for investors who would like to see a return within their lifetime.

While I am not an Investment Adviser, there are plenty of options open to you to invest into either Forestry Funds or buy shares in Forestry companies.  Generally your investment adviser can offer guidance on what and how to invest.  Generally they will offer returns of 5% to 9% per annum.

The Risks
Forestry is largely an unregulated investment and there are plenty of companies that will provide a first class service, however you should always consult an appropriate professional for independent advice.  As with all investments you should only invest spare funds.

There have been cases in the past where companies have marketed forestry with inflated profit projections. Many of these companies have been selling tropical hardwood. There was even a case where the Panamanian President was indicated as promoting a mafia connected Teak Investment scam. 

You should be wary of companies that maintain either higher than average inflation rates, higher than normal yields or large increases in projected world demand for lumber.

Illiquidity
You should also remember that investing in forestry is largely an illiquid market and you will be tied into your investment for a number of years. 

Natural risks
Of course there are other risk involved in forestry such as fire, pests and disease. Through effective management practice and advances in silvicultural these risks can be minimised but they will still promote a risk to your investment.

The best return of investing in forestry is the added benefit that you are putting something back into the community and helping to reduce the worlds CO2 levels.  

