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Timber investments consist of growing trees and the productive land that supports them. The
trees can be growing in either natural forests or, more typically, plantations. They can be
softwoods (trees with needles such as pine, firs, hemlock, and spruce) or hardwoods (trees with
leaves such as cherry, oak, maple, and eucalyptus). Direct timber investments achieve a return
for investors through cash flow derived from harvesting trees (with some additional forms of
income such as leases) and resale of the asset based on the value of the trees and/or the
underlying land at the time of sale. Timber investments, by their nature, are long-term illiquid
investments which investors generally access through closed-end funds or separate accounts.
Separate accounts typically require a significant minimum investment, but offer investors a
greater measure of control. Open-ended funds and publicly-traded REITs offer more liquidity,
but the performance of public REITs tends to be influenced by capital market trends and other
factors apart from the underlying timber investment.

Investment Performance
Historical returns to direct timber investments have been relatively high, especially over the last
two and a half decades as shown in Figure 1. The National Council of Real Estate Fiduciaries
(NCREIF) reports nominal annualized total returns of 12.6% for its Timberland Index over the
past 28 years. Over this time period, timberland has generated higher returns than equity and
bond indices, with less volatility. Of course, past return information cannot be used to predict
returns, and GMORR believes future performance is likely to moderate due to increased
institutional interest in timber. For example, competition for high-quality properties fueled the
exceptionally strong performance from 2003 through 2008. As a result, while institutional
interest has increased the liquidity of the asset class and returns in prior years, it is also
expected to put pressure on potential forward-looking returns. More recently, U.S. timberland
returns have not been immune to the effects of the world financial crisis. While the Index
experienced negative returns in 2009 and 2010, it has since recovered somewhat. NCREIF’s 5year annualized return is a modest 5.8% (nominal). Today, with interest rates and investment
yields still at historical lows, a reasonable target return of 5% real1 for U.S. timberland would
still provide a premium for current levels of illiquidity.
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GMO RR considers it most appropriate to focus on real (inflation-adjusted) returns for forestry given its long-term investment horizon.
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Figure 1
Historical Risk & Return for U.S. Timberland & Farmland and Selected
Asset Classes (January 1995 - December 2014)
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U.S. Farmland is represented by the NCREIF Farmland Index. U.S. Timberland is represented by the NCREIF Timberland Index. U.S.
Aggregate Bonds are represented by the Barclays Capital U.S. Aggregate Index. U.S. 3-month T-Bills are represented by the Citigroup 3-Mo.
T-Bill Index. U.S. Equities is represented by the S&P 500 Index. International Equities is represented by the MSCI EAFE Index. U.S. Small
Cap Equities is represented by the Russell 2000 Index. U.S. Commercial Real Estate is represented by the NCREIF Property Index.
MSCI data may not be reproduced or used for any other purpose. MSCI provides no warranties, has not prepared or approved this report, and
has no liability hereunder. Russell Investments is the source and owner of the Russell index data contained or reflected in this material and all
trademarks and copyrights related thereto. The presentation may contain confidential information and unauthorized use, disclosure, copying,
dissemination or redistribution is strictly prohibited. This is GMO's presentation of the data. Russell Investment Group is not responsible for the
formatting or configuration of this material or for any inaccuracy in GMO's presentation thereof.

The primary and most consistent source of timber investment returns is the biological growth of
timber inventory. The annual volume growth of the trees can differ widely, based on species,
climate and growing conditions. In the U.S., for example, hardwoods in the East might grow at
a rate of 4% annually, while softwoods in the Pacific Northwest might grow as fast as 9%
annually, with softwood plantations in New Zealand and Uruguay growing faster still. Like a
bond investment, the annual return from biological growth depends on the discount or premium
paid for the value of the “principal” that generates this annual interest payment, or forest growth
dividend.
Timber Correlation with Other Asset Classes
Biological growth occurs predictably and is unrelated to the performance of the stock and bond
markets; thus, historically, timber investments have shown low correlation to most other asset
classes (Figure 2). While lumber prices are responsive to conditions in the housing market,
prices of other wood products (such as biomass fuel and pulp) are not. Timberland as
represented by the NCREIF Timberland Index has exhibited low to moderate correlation with
inflation over the past two decades, but prices of logs have shown a relatively strong correlation
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with inflation (Figures 3 and 4), particularly in periods of high inflation, thus lending support to
the benefits of the asset class as a good inflation hedge.
Figure 2
U.S. Timberland Correlation with other Asset Classes and Inflation
(Jan. 1995 - Dec. 2014)
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U.S. Farmland is represented by the NCREIF Farmland Index. U.S. Timberland is represented by the NCREIF Timberland Index. U.S.
Aggregate Bonds are represented by the Barclays Capital U.S. Aggregate Index. U.S. 3-month T-Bills are represented by the Citigroup 3-Mo.
T-Bill Index. U.S. Equities is represented by the S&P 500 Index. International Equities is represented by the MSCI EAFE Index. U.S. Small
Cap Equities is represented by the Russell 2000 Index. U.S. Commercial Real Estate is represented by the NCREIF Property Index.
Commodities is represented by the S&P GSCI Index. Inflation is represented by the CPI Index (Adjusted).
MSCI data may not be reproduced or used for any other purpose. MSCI provides no warranties, has not prepared or approved this report, and
has no liability hereunder. Russell Investments is the source and owner of the Russell index data contained or reflected in this material and all
trademarks and copyrights related thereto. The presentation may contain confidential information and unauthorized use, disclosure, copying,
dissemination or redistribution is strictly prohibited. This is GMO's presentation of the data. Russell Investment Group is not responsible for
the formatting or configuration of this material or for any inaccuracy in GMO’s presentation thereof.

Timber Demand and Prices
Every year, the world consumes more than 1.6 billion cubic meters of wood for industrial uses,
including paper and board as well as solid wood (construction, furniture)—an amount equal to
the consumption of cement, steel, plastic, and aluminum combined. Wood products are energyefficient, since the processing of wood products consumes only a fraction of the energy required
to manufacture these other materials. Additionally, through repeated cycles of growth, wood is
a net absorber of atmospheric carbon.
The supply of accessible natural timber has not kept pace with demand over the past few
centuries. Natural forests within economic transportation distance of timber markets have been
cut much faster than they can grow, and in the meantime, the rate of land conversion from
timber to other uses (primarily pastureland, but also farms and buildings), has accelerated. The
supply of wood from natural forests has been substantially replaced by harvests from plantation
forests, especially for commodity softwood products that create the bulk of the timber market.
In order to match rising demand with supply from these capital-intensive plantations, the real
price of wood has had to rise.
3

Since 1941 log stumpage prices for two major softwood species in the U.S. have outpaced
inflation, even during periods of increased plantation investment, end-product substitution, and
improvements in sawmill processing efficiency.
Figure 3
Southern Pine & Douglas Fir Log Prices vs. Inflation (1913-2014)
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Sources: U.S. BLS, U.S. Census, Timber Mart South, Log Lines

Even though stumpage prices have performed well under a variety of economic conditions, real
stumpage gains are even more pronounced at higher levels of inflation. The following chart
displays the average annual change in stumpage prices and inflation at the various quartiles of
inflation.
Figure 4
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Annual inflation is ranked according to quartile, and the inflation levels shown in the table
represent the simple average of annual CPI change in each of the quartiles.
Volatility and Risk in Direct Timber Investments
Volatility in stumpage prices is offset by the constancy of biological growth, which smooths
investment returns. In addition, there is little carrying cost associated with holding timber off
the market if prices are weak; the trees will continue to grow until the market improves. This
provides a strategic advantage to direct timber investments as compared to investments in forest
products companies, which are motivated to maintain higher levels of production in order to
cover the fixed costs of processing facilities. A well-managed portfolio can take advantage of
favorable opportunities in hot timber markets and remain patient in down markets. In contrast, a
public timber REIT must continue to harvest wood to generate dividends, regardless of market
fluctuations.
We believe that holding a diversified – both by geography and species – timber portfolio
provides an additional hedge against market fluctuations. Prices in different regions respond to
local demand and transportation costs, and price is only weakly linked between markets.
Further, since hardwoods and softwoods are utilized for widely varying end uses, their price
performance is often completely uncorrelated.
Diversifying the portfolio also helps protect against natural risks such as fire, wind, and disease
and lowers the overall risk level of the investment. For industrially-managed timberlands in the
U.S., physical loss and damage accounts for less than 0.5% of total loss per year. Some other
key forest investment locales, such as Chile and Australia, have materially higher loss exposure
due to site-specific risks. Prior to investing in these regions, intensive due diligence on local site
risks (i.e., proximity to a high-fire risk natural forest, road conditions, and rainfall patterns) is
required.

Well-managed forestry investments also provide environmental sustainability. The production
of solid wood products from sustainable forestry provides for net absorption of carbon. In any
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future economy where carbon is priced or where energy prices increase, wood should benefit
against alternative materials. In addition, forests provide important ecosystem services such as
improving water quality. Shifting the focus of the asset class toward capital investments that
seek optimal total return rather than quarterly yield can only improve the competitiveness of
forests vs. other land uses.

GMO Renewable Resources, LLC
GMO Renewable Resources, LLC (GMORR) is the forest and farmland investment arm of
Grantham, Mayo, Van Otterloo & Co. LLC (GMO). Since 1998, we have invested
approximately $3.2 billion in rural real estate assets in eight countries. We currently employ 37
people globally, with our main office located in Boston, Massachusetts and investment team
offices in Rotorua, New Zealand and Montevideo, Uruguay. These additional team offices
allow for ongoing oversight of our investments and our property managers by GMORR
investment professionals.
Overview
Since its founding, GMORR has provided investors with opportunities to invest in timberland
and related investments through a series of pooled funds and separate accounts. Historically, we
have also managed agricultural investments ancillary to our timberland properties as part of a
strategy to optimize land use and performance. Recently, we have broadened our real asset
investment capabilities to include targeted agricultural investing. Our seasoned team of rural
land investment professionals is dedicated to the acquisition and sustainable management of
globally diversified portfolios of timberland and farmland for the benefit of our clients.
Employing a value-oriented approach, GMORR manages investments for total return over the
long term by seeking to invest in assets at prices reflecting biological yield and the productive
capacity of the land.
Figure 5
GMO RR Global Timber and Agriculture Investments
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Timber Experience and Strategy
With expertise in managing both plantations and natural forests, softwoods and hardwoods,
U.S. and international operations, GMORR professionals are skilled at developing and
managing a diverse portfolio of timber investments. Since its inception, GMORR has invested
in the U.S. in forests in Alabama, Arkansas, Kentucky, Maine, Massachusetts, Michigan, New
Hampshire, New York, Oklahoma, Oregon, Tennessee, Texas, Vermont, Virginia, and
Washington, and internationally in Australia, Brazil, Chile, Costa Rica, New Zealand, Panama
and Uruguay. Our current portfolio is shown in Figure 5.
At GMORR, we balance a strong ability to generate deal flow with strict investment discipline
and a focus on the productivity of the forest resource. We seek to acquire only well-located,
investment-grade forests that meet our return objectives. We augment our own proprietary deal
contacts with a network of alliances and relationships with a variety of entities, including multinational forestry companies, local forest managers, conservation groups, and private
entrepreneurs that we have developed over the course of our 16-year operating history. Equally
as important as our acquisition discipline is our track record of realizing returns through
opportunistic property sales.
Acquiring and Managing Timber Properties
While biological returns from timberland are quite steady and predictable, the ultimate rate of
return is often predominantly determined by the initial purchase price. Unlike liquid
investments, the market for timberland is imperfect.
Because the number of transactions is small, a tightly
focused investment program can move market prices.
Our investment style is, therefore, highly
opportunistic and broadly diversified. We do not
limit ourselves to plantations or to natural forests, nor
do we focus solely on hardwoods or softwoods.
Instead, we use market intelligence developed from
our investment and operating experience worldwide
to find areas where we can acquire high quality
properties with limited competition from other
buyers. In recent years, we have found value in
mixed-use properties that may include both timber
along with agricultural crops or livestock. We look
for opportunities to optimize land use and thus
increase a property’s value through changes in the
deployment of land as well as changes in timber
species. We are experienced in developing
“greenfield” plantation versions of endangered
species such as sandalwood and African mahogany.
We engage local third-party forest managers to oversee the day-to-day operation of our timber
assets. We believe this provides several advantages to our clients. First, it allows us maximum
flexibility as to where we acquire and when we divest our forests and farms. A verticallyintegrated model might introduce a bias towards regions where on-the-ground staff are located
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and might unduly influence our willingness to sell. Secondly, the intensely local and historical
knowledge acquired by foresters and agricultural professionals who are long-term residents of
an area is difficult to replicate in a centralized office. Lastly, a separation of property
management and investment management provides greater transparency in the compensation of
the investment advisor, since we do not earn a profit on the forest management operations. In
fact, we quite deliberately use competitive tension to ensure we are getting the best value from
the property management function.
We maintain extensive oversight of property operations by having a GMORR investment
professional responsible for each investment. GMORR’s forester or agricultural professional is
regularly in contact with our third-party property
manager about all aspects of the investment
establishment, silviculture, harvest planning, and
compliance with local regulations. The GMORR
professional conducts periodic site visits to the
properties and reviews operations on a regular
basis with the property manager. Our Directors of
Northern and Southern Hemisphere Investments
both work closely with the foresters and report to
the Investment Committee on any property issues.
We have changed property managers on
occasions when we have found better property
management services at a lower cost; in
problematic situations, we ourselves have managed the investments directly until a new
manager could be identified and appointed. Manager compensation is structured with incentives
to align a manager’s interests with our investors’ interests, and the contractual arrangements we
negotiate with the managers give us the flexibility to change managers at our discretion.
Investment Process
Our comprehensive investment process seeks to avoid overpaying for assets and focuses on
anticipated rates of return that adequately compensate us for the risks we are bearing. The
investment team develops a long-term discounted cash flow model as a basis for pricing the
investment. Assumptions about pricing, markets, productivity and growth are included within
the model, and to be considered, the investment must meet a threshold rate of return. Both inhouse and outside databases of timber and agricultural pricing, shipping costs and currency
forecasts are used to develop the underwriting assumptions in the model. Investments in
countries that we determine to be higher risk require higher rates of return. Using the price
developed under the model, we then negotiate key terms which include, among others, time and
conditions for closing, termination rights, criteria for price adjustments, indemnification, and
assumption of contracts such as supply agreements and leases.
The GMORR Investment Committee, comprised of key members of GMORR as well as two
GMO representatives, reviews each investment before it is added to the portfolio to confirm its
appropriateness within the allocation guidelines of an account, seeking to reduce risk by an
appropriate geographic spread and by limiting exposure to any single investment. The
committee is also involved in setting hurdle rates for the various investment regions in light of
the country, market, and biological risk.
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Our due diligence process includes: 1) a thorough confirmation of timber inventory, usually
through a check cruise by a forester not affiliated with the seller, 2) a review of legal and title
issues, and 3) a confirmation of value using discounted cash flow analysis, estimated
liquidation valuation analysis, and a review of comparable sales. No property is acquired
without a physical site visit. Larger transactions typically require multiple visits by members of
the investment team.
Environmental Social and Governance (ESG) Standards
Forests play an important part in maintaining biodiversity and are a repository of natural
beauty. GMORR is committed to the responsible and sustainable investment and management
of renewable resources in the context of our overall mission and fiduciary duty to maximize
client returns. We are a signatory of the UN Principles for Responsible Investment (UNPRI),
and ESG principles are integral to our investment process. Environmental issues are the area in
which we feel we can be most effective in implementing and supporting ESG principles. Our
mission is to provide a strong rate of return to our investors by increasing the sustainable
production of renewable resources and, subject to our overall fiduciary duty to client accounts,
strive to contribute positively to the communities in which our investments are located. To this
end we:
■ Support and obtain third party environmental certification where it is available and costeffective
■ Work to develop sustainability metrics where relevant certification is not available
■ Seek out projects that are environmentally beneficial as well as profitable
■ Decline projects that we believe do not meet developed-world standards of
environmental practice
■ Develop and fund afforestation projects where they meet our investor’s requirements
■ Work to develop cost-effective and reliable methods of monitoring and reporting on
sustainability issues to our investors.
■ Respect the sovereignty of the people in each location where we invest.
■ Require our forest managers to follow such labor best practices regardless of whether a
property is formally certified and to report on any operational labor matters as they arise
■ Audit forest manager compliance through regular site visits by GMORR staff and,
where appropriate, through third-party audits.
We are, of course, committed to an overall policy of following applicable laws in the countries
where we operate, including laws with extra-territorial effect, such as those dealing with anticorruption issues.
Risk Management
The main sources of risk in a timberland portfolio include: physical damage through pests,
diseases, storms or fires; market risk in the price of standing timber; risk of misevaluation at the
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time of purchase (inventory volume and value errors, title issues, unknown liabilities); exit
price risk; and environmental risk through regulation.
In seeking to mitigate risk, GMORR uses its extensive industry experience to quantify and
assess the various risks during the acquisition due diligence process. Investments are modeled
using conservative assumptions including return to trend on prices and currency.
The risk of misevaluation and thus overpaying for a timber asset can be minimized through a
thorough due diligence process informed by our long operating history. The market price for
standing timber is set by wider market factors. In order to mitigate this risk, we attempt to
achieve a blend of geographic markets and timber
types at the overall portfolio level. This
diversification could include different end uses for a
single species (for instance, a mix of pulpwood and
solid wood markets for eucalyptus), different
consuming markets (mixing domestic and exportoriented Radiata pine forests), or various species
with different end markets (mixing high value
hardwoods such as teak in a portfolio with
commodity softwoods).
At the individual property level, we investigate
whether there are multiple markets for the
property’s products or if it is highly dependent on a
single market. In the case of the latter, we
investigate the strength and viability of the
economically logical customers and may adjust our
acquisition cap rate accordingly. After purchase, we
seek to further mitigate market price risk at the
property level through the use of various harvesting
and sale strategies. For example, while we sell
some wood through a mix of short, medium and
long-term contracts, we also attempt to reserve
volume for sale on the spot market, adjusting
harvest volume in response to market signals –
increasing the harvest when prices are high and reducing the harvest when prices are low. In
addition, we employ a range of sales techniques from pure stumpage sales to fully-developed
delivered log sales.
Environmental risks are addressed through consistent and high-quality environmental
management systems and by maintaining our reputation as good corporate citizens. The
engagement of third-party certification can also help to demonstrate our sustainability and
ensure a workable regulatory environment. Our choice of investment geography also plays a
role in avoiding high fire risk regions and/or regions that are particularly susceptible to
damaging agents such as pests, cyclones and other similar risks.
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Our investments are typically acquired without leverage, but when we do employ debt, it is
generally restricted to those investments with strong annual cash flow where the debt can
enhance returns or provide tax advantages in foreign jurisdictions. We generally limit leverage
to 30% of any investment, and fund-level
leverage is typically much lower, reducing
the potential need to accelerate harvest to
service debt. Foreign exchange hedges may
be entered into in limited situations, such as
where the purchase price for a property is
set in a currency that differs from the
currency in which the client funds its
contributions. Most transactions, however,
are not hedged. We typically manage longterm foreign currency risk by balancing
income and expense in foreign currency and
by diversifying the investment portfolio.
Reporting, Appraisal and Audit
Our investment professionals visit with and critique our individual property managers on a
regular basis. They set the investment strategies, oversee and approve budgets and constantly
compare actual performance with predicted.
We provide quarterly reports, annual audits of all funds, and annual independent appraisals of
all properties.
In general, in accordance with Uniform Standards of Professional Appraisal Practice,
independent appraisers consider multiple valuation techniques when measuring the fair value of
an investment. However, in certain circumstances, a single valuation technique may be
appropriate.
Dispositions
We believe that dispositions are the critical step in locking in strong long-term returns. Our
funds are structured to allow flexibility on exit timing. However, we do not wait until the end of
the fund term to begin divesting investments if market conditions are right. We constantly
remain aware that if acquiring forests in any region becomes too expensive, by corollary it
should be a good time to sell forests in that region. Our private ownership structure, where the
key investment professionals have a direct stake in incentive fees at the time of liquidation,
helps to keep our interests aligned with our investors.
GMORR’s Competitive Advantages
Investing in timberland can provide consistent returns from cash flow and capital appreciation
based on biological growth, while adding portfolio diversification and a hedge against
unanticipated inflation. GMORR provides investors with the benefit of its experience and long
track record of producing gains through disciplined buying and selling and commitment to
environmentally sustainable management practices. Our experience with innovative deals,
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including investments in hardwoods, softwoods, mixed forest plantations and exotic species, as
well as land optimization strategies differentiates us from other managers.
The information presented herein is provided for discussion and information purposes only. No offering of interests in any timber funds
managed by GMO Renewable Resources, LLC (the “Manager”) is made or implied as a result of the circulation hereof. These materials include
projections of anticipated future performance of investments of the type made by investment funds currently managed, or to be managed in the
future, by the Manager and other forward-looking statements. Projections and forward-looking statements are based on current expectations,
beliefs, assumptions, estimates and projections about market conditions. The projections and forward-looking statements included herein, or
otherwise made orally or in writing from time to time, are not guarantees of future performance and involve certain risks, uncertainties and
assumptions that are difficult to predict as well as factors that are beyond the Manager’s control. Therefore, actual outcomes and results may
differ materially from what is expressed or forecasted in such projections and forward-looking statements.
The MSCI information may only be used for your internal use, may not be reproduced or re-disseminated in any form and may not be used as a
basis for or a component of any financial instruments or products or indices. None of the MSCI information is intended to constitute investment
advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. Historical data
and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information
is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this information. MSCI, each of its
affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI
Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness,
non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing,
in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without
limitation, lost profits) or any other damages. (www.mscibarra.com).
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