
 

As we grapple with the threat of 
climate change and the need to 
live more sustainably, the world's 
working forests are gaining 
increasing recognition and 
appreciation for their "natural 

capital" or ecosystem service values.  These are forest-based 
values, other than timber, that have commercial and intrinsic 
value to society because of their capacity to provide, among 
other things, clean air, clean water, wildlife habitat, open space, 
recreational opportunities and renewable energy generation.

This recognition of forest-based natural capital values is 
gradually expanding the rationale for investing in timberland, 
which we believe could further enhance and expand the value 
proposition of the asset class in the years to come.

Forests as an Anchor of Civilizations

Throughout the ages, forests have been valued for their capacity 
to provide societies with raw materials and finished products 
– from building materials for shelter and transportation to 
pulp, paper and packaging products for communication, 
education, and hygiene.  Because of the many ways in which 
their outputs integrate across the global economy, our working 
forests are the original "hard assets."

While we have always valued the wood products they have 
produced, we also have consistently undervalued the less 
obvious contributions working forests make to the world.  
With the emergence of the global sustainability economy, 
however, the "natural capital" or ecosystem service values of 
timberland assets are coming into clearer focus.

Historically, timberland 
returns have been driven 
by asset appreciation and 
timber income.  Ancillary 
non-timber income has 
been derived from a host of 
additional sources.  Among 
others these have included 
recreational fees, mineral 
and aggregate extraction 
royalties, and lease income 
from the placement of 
oil and gas pipelines and 
telecommunications towers.  
In some cases, these additional 
sources of revenue even have 
been tied to the provision of military training sites and the 
placement of national defense installations.   Today, however, 
other forest-based markets, investment concepts and business 
sectors are increasingly being commercialized, and this is 
providing timberland investors with new opportunities to 
generate value from a broader range of sources.  In fact, 
TIR theorizes that in the years ahead, and depending upon 
the composition of their assets, natural capital values could 
measurably impact the long-term, total performance of many 
timberland investment portfolios. 

A timberland investment's value proposition now might 
increasingly include opportunities to monetize forest-based 
conservation values, mitigation banking credits, renewable 
energy resources (wind and solar), watershed protection and 
other ecosystem-based commercial services.  It also may include 
opportunities to capitalize on the capacity of an asset to store 
atmospheric carbon.  
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Here are some ways in which these increasingly emergent "natural capital" revenue streams are developing and being utilized 
to generate current income for timberland investors and to enhance the long-term appreciation potential of their portfolios.

The Potential of Conservation Asset Monetization  

In 2017, Timberland Investment Resources, LLC 
captured "natural capital" values for a client by selling 
the Skinner Mountain property in East Tennessee to 
The Conservation Fund.  The 10,800-acre property 
has high scenic, recreation and conservation values, 
and the sale will ensure its permanent protection.  
The Conservation Fund will continue to manage the 
property sustainably as a working forest – providing 
access to its timber resources in support of the area's 
rural, timber-based economy.  The property also will 
continue to be managed for public recreation and 
wildlife habitat protection.  Among the species that will 
benefit will be a large colony of endangered Indiana 
bats, which roost in caves on Skinner Mountain.

Conservation Asset Monetization:  
This entails the sale of fee-simple ownership rights 
for some or all of a timberland property to a private 
conservation organization or a public agency to provide 
recreational opportunities, preserve wildlife habitat, 
protect water resources, preserve scenic values and 
even support economic development objectives in rural 
communities.  Conservation asset monetization also 
can take the form of the sale of conservation easements, 
which convey to the buyer the right to perpetually protect, 
enhance or utilize these kinds of public values while 
the timberland investor maintains ownership of the 
underlying land – and usually the capacity to continue 
producing and harvesting timber sustainably.

Mitigation Banking: 
Mitigation banking involves agreeing to manage, restore 
or protect certain attributes of a timberland property in 
exchange for being compensated by a third-party, often 
a commercial or residential developer or public agency, 
that is executing a project elsewhere that will result in 
some form of environmental degradation.  Forest-based 
mitigation banks can be established on institutionally 
owned timberland properties to offset the impacts of 
these projects – providing a new source of revenue.

How Mitigation Banking Works

The Calcasieu Pine Savanna Wetland Mitigation bank is a 1,600-acre 
tract of restored longleaf pine savanna that serves the restoration needs 
of three parishes (counties) in southwestern Louisiana.  The project, 
which was developed by Ecosystem Investment Partners, restored the 
area to its original, coastal plain, longleaf habitat and received mitigation 
compensation for doing so on behalf of its clients.  In addition to 
returning the area to its natural timber-stocking profile and enhancing 
its wetland attributes, the mitigation bank is subject to a special 
management regimen, including prescribed burning, which is used to 
mimic the natural, fire-dependent cycle of a typical longleaf savanna's 
ecosystem.  Among other things, this helps support the habitat needs of 
threatened species like the Louisiana pine snake and the gopher tortoise.

Photo credit: David Johnson, The Conservation Fund
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Carbon is stored in trees and 
plants as they absorb carbon 

dioxide fom the atmosphere 
to grow.  

Decaying oragnic matter, such 
as dead trees, branches, plants and 

leaves transfer some carbon below 
ground to be held in the soil. Roots of 
living trees also tranfer carbon to the soil.

Decaying organic matter,
lumber and products made 

from trees still contain the carbon 
they absorbed.  Carbon is released in 

logging and manufacturing.

Some carbon is lost back to the 
atmosphere through respiration 

of plants, forest fires and the 
decomposition of organic 

matter in the soil.

Carbon Monetization:  
Of the various strategies being pursued to slow and mitigate 
climate change, leveraging the capacity of forests to absorb 
and sequester carbon is viewed by climate scientists as our 
most impactful, near-term option (see graph below).  The 
creation and monetization of forest-based carbon credits is 
being facilitated through both mandated carbon exchanges 
and a voluntary carbon market.  In the mandated segment, 
companies like European public utilities, which are obligated by 
law to reduce or offset their climate impacts, are buying forest-
based carbon credits through organizations like the California 
Air Resources Board Climate Exchange (ARB), the Regional 
Greenhouse Gas Initiative (RGGI) in the U.S. Northeast and 
the European Union Emissions Trading Scheme (EU ETS).  In 
the voluntary market, global corporate entities like Wal-Mart, 
McDonalds, Amazon, Sony, Mitsubishi, and Microsoft are 
also voluntarily offsetting their carbon footprints by buying 
certified, forest-based carbon credits from private timberland 
owners that are practicing sustainable forestry on their lands.  
Both avenues for monetizing forest-based carbon sequestration 
values are expected to expand dramatically in the years ahead. 

 

Clean Energy Generation and the  
Forest Connection

Timberland Investment Resources, LLC is 
currently working to monetize natural capital 
values on working forestlands the firm manages 
for institutional investment clients.  One project 
that is being explored would establish one of the 
largest solar farms in the Mid-Atlantic region.  
Upon completion, the project would produce 
an estimated 900 megawatts of electricity, 
which would be acquired under an exclusive 
power purchase agreement by a prominent 
corporation that has expansive operations in 
the area.  Such projects can be held within 
a timberland portfolio for the duration of its 
existence, producing ongoing income, or can 
be sold into the infrastructure-focused private 
equity market where demand for such projects 
is strong.

Clean Energy Infrastructure:  
As clean and renewable energy sources, like solar and wind 
power, assume more prominent roles in powering the world's 
energy grids, working forests are increasingly viewed as 
attractive resources upon which to place such infrastructure.  
Timberland investors are benefiting from this trend, especially 
on properties they may own in the U.S. South, where solar 
energy, in particular, is gaining an increasing share of the 
energy generation market.

The capacity of a working 
forest to store (sequester) 
carbon can be quantified 
and accounted for and 
management strategies can 
be employed to maintain 
or increase the volume of 
carbon held within a working 
forest's trees and soils. This 
volume then can be used 
as the basis for issuing and 
monetizing carbon credits
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Mass Timber Construction, Climate Change 
and Markets for Sustainably Grown Timber
Another way in which working forests might increasingly play 
a role in meeting society's sustainability needs in the future 
may be by providing raw material for the production of Mass 
Timber products. 

Mass Timber is a category of building material made from solid 
wood that has been compressed into  composite solid planks 
and panels using adhesives and fasteners.  Today, Mass Timber 
construction designs and techniques are being employed to 
build everything from single-family homes and multi-unit 
dwellings to public buildings, high-rise offices, and educational 
facilities.  

Structures that are built using Mass Timber products are 
more "climate friendly" because, unlike steel and concrete, 
wood is renewable.  Furthermore, the processes associated 
with manufacturing traditional lumber and "Mass Timber" 
products also emit far less carbon than do those required 
to produce steel and concrete, which are among the world's 
dirtiest.   Furthermore, much of the carbon that trees absorb 
during their biological growth cycles remains locked in their 
wood fiber.  This means that any building or other, durable, 
solid object that is largely made of wood – like furniture – 
continues to hold and sequester carbon. 

In a world where carbon capture and environmental 
sustainability will be increasingly important, building 
with wood will make more sense in the future – 
and the result could be greater value creation 
for those who own and invest in forests 
because demand for their timber is likely 
to accelerate.  This will be especially 
true if Mass Timber construction 
realizes its full potential. 

Mass Timber and the Future of  
Wood-Based Construction 

Mass Timber Construction:  In 2019, the largest Mass 
Timber structure in the United States, Adohi Hall, 
opened on the campus of the University of Arkansas.  

The 202,027-square-foot dormitory complex is largely 
constructed of cross-laminated-timber (CLT).  In 

Minnesota and the Pacific Northwest, Mass Timber 
is being used to construct high-rise office buildings 

of more than 12 stories.  In Brooklyn, New York 
it is being utilized to renovate factory and 

manufacturing facilities for housing.  Similar 
projects are underway, or have been completed, 

in Australia and Scandinavia.  In the United 
Kingdom, Mass Timber even has been used 

to build a new professional soccer stadium.  
During the last two years, several new 

Mass Timber manufacturing facilities 
have opened in the United States, 

including plants in Alabama and Texas.  
Additional facilities are expected to 

be built in South Carolina, Maine and 
other states in the coming years as 

Mass Timber grows in popularity 
among architects and builders.  
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Today and Tomorrow

Conservation without Conflict

The gopher tortoise is a resident of the forested coastal plain regions of the 
U.S. Southeast.  It is currently listed as "threatened" by the U.S. Fish & Wildlife 
Service (USF&WS).  Private forest owners and managers in the region, 
including Timberland Investment Resources, LLC, are voluntarily working 
with the USF&WS to inventory the species to inform the development of 
management and protection strategies meant to further support its habitat 
needs.  This cooperative conservation effort will hopefully prevent the gopher 
tortoise from being elevated to the "endangered" species list, which would 
result in the imposition of a comprehensive regulatory framework – one that 
would undoubtedly be burdensome and costly for private forest owners.  This 
collaborative approach is indicative of an ongoing paradigm shift in attitudes 
– and the cooperation and growing level of trust it signifies is expected to 
reduce regulatory risk for private timberland owners and investors.  Over 
time, this may help remove obstacles to efforts they may wish to pursue to 
monetize an even broader range of "natural capital" values from their lands.

The Influence of Climate Change on Attitudes and Relationships
One of the primary reasons working forests, and the sustainably grown timber they produce, are attracting growing public 
interest and appreciation is the degree to which climate change, in particular, is highlighting the importance of their "natural 
capital" values.  This, in turn, is breaking down barriers and fostering a shift in attitudes and perspectives that promise to enhance 
the capacity of investors and other private forest owners to capitalize on these values in the future.  A good example of this 
phenomenon can be found in the realm of species protection as privately owned timberlands increasingly are being recognized 
for, and credited with, creating and preserving essential habitat for threatened and endangered wildlife and aquatic species.

In the past, government regulators, private conservation organizations, and even some in the academic community involved in 
wildlife protection, were antagonistic toward private timberland owners that utilized intensive forest management practices to 
optimize timber production.  Today, however, many of these important stakeholders are increasingly promoting and endorsing 
these approaches.  This shift is reflected in a new initiative called "Conservation without Conflict" – an effort involving the 
U.S. Fish & Wildlife Service (USF&WS) and private timberland owners.  The initiative strives to encourage collaborative and 
cooperative approaches to species and habitat protection rather than regulatory and legal solutions.  

Approximately 58 percent of the forested land base in the U.S. is owned by individuals and private entities – and about 60 
percent of the species that currently are listed under the U.S. Endangered Species Act utilize these lands as core habitat.   The 
recognition by a prominent public agency, like the U. S. Fish & Wildlife Service (USF&WS), that intensively managed working 
forests, and those that own them, can enable and support public efforts to protect these species appears to be resulting in more 
collaborative and mutually supportive efforts and outcomes.

For many years, TIR has included in its acquisition due diligence an inventory of every prospective transaction's  
"natural capital" or ecosystem service values.  We also constantly evaluate assets already under the firm's 
management to determine if new opportunities to monetize emerging natural resource values are developing.  As 
was referenced earlier in this article, we can envision the day when an increasing share of the returns we generate 
for clients will be derived from such values and this will likely influence virtually every investment decision we 
make – from when, where, and how we buy timberland to how an individual timberland portfolio or asset should 
be valued and managed. 

Forester holding young gopher tortoise.
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