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1-T h e oz@dDo&o of Buying Rural Land

Whenshgpingfor rural land, we suggest this checklistto make sure you dor@ overlook anything
important. We developedthis checklist by trial and error over 35 years and by handling over 500
land deds.

Whenshoming for land, ité important to cansider whetherto persordlly hardle all the details yoursel f
or enlistassistance.Our belief isthat thereisnotaright or wrongwayto shop.Thededsiondepends on
your avail able time, the degoth of your contacts, andyour experierce with the rural landmarket.

If you danto hardle thedetails, hereis afto-d olistthatwill help you find your dreamproperty ata
dreamprice.

1. Beclear onwhy you want to own land

Hunting, investmert, rura residenceandfamily recreation are al goodreasonsfor owningland,and
each ondeadso a dfferent kind ofland. For example, if you gan to live ontheland, legal physical
acacess and poximity to public services wil be important. Be clear on yourintentionsso you canfocus
your search. Cansider howyouwill usetheland, andin what way your wife, husandor childrenwish
to beinvolved. Anotler example: land bowght asatimberinvestmentrequiresa different kind of timber
than landpurchased for deer or turkey hurting. Thekeyto fewerregretsisthinkingin detail abait how
thelandwill be used andinvolving your family in the shopping effort.

2.Look atmany properties

Like shopping for anything, the more you shopthe better dedl you 16find. It lléprobably be abetter
price andmore suitedto your intertions. Qur experienceisthatpeopde darge their mindsabout many
details sncetheydo sane shopping. Looking at alot of deds can bechallerging becase it takesalot
of time, butité importart. Keepin mind thateasyto-find properties(ontheinternet) are only a small
part of all thelandavail able for newownership in Alabama. Thats because manymore ropertiesare
promoted bythousandsof hard-to-find landovners orsmall-town agets. In fact, our research shows
that many pgopertiesavailale for purchaseare ot onthemarketatall. Sokeeplooking until you find
your dream poperty.

3. Inspect the property

Only afew popertieswill have dl of thephysica characteristicsyou desire. To determine suitability
youd | lwant to physically inspect anypossible purchase. Depentling oninterded wse, things to corsider
are neighbarhood desirability, easeof access,timberspedes & age & quantity, sdl productivity, how
thelandlays (topagraply), presenceof creeks, quality of pastures, existerce of boundary line & corner
markings, pdential boundry or aacess problems with neghbaring landowners, eic. Wheneveryou buy
land,rememberthatoneday you may wantto sl it. So think aboutthat daynow andmake abetter
buying dedsion. Whatever appersto bea problemfor you right now will likely be aproblemfor future
buyerstoo. Toingpecta propeaty youdlIneed aerial photosandtopagraphic mapswith the boundary
linesindicated. Gat out andwalk thelines.
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A good saurce for bourdary lineinformationisthe courty tax assessor office. In fad, manycourties
have taxmapsonline. And, there are private soucesfor pgoer and odinetaxmap daa. A corsulting
forester canhelp with an inspection.

4. Talk tothe property owner

Believeit or not, people will say theywant to sell their landandgive you dl kinds of reasons, some of
which have ndhingto dowith asincereinterest in selling. It might befor afreeappraisal, orevenfor
the atertion. So you shauld interview the propeaty ownerto assess the strength of their motivationto
sell. A property listed by an aentshoud dreadyhave this step canpleted. But not all agerts dothis,
andsame dor@ doit correctly. So,ak good quetions ofthe owneror listing agert. Things like how
longités keen onthe market, howmanyprice changesthere have ben, howmanyoffers have keen
made, howmany dfferentagerts have listedit and why the owneris selling.

5. Confirm The Acres

In Alabama, mostrura land hasnever been surveyed. Thefact is, without a survey, no oneredly
knows exatly how manyaaesarein atract. For exanple thedeedmay say 160 acesbecause the
property is 1/4 of a Section (a perfect Sedionis &40 acres), but thetax assessor may say 155 aces.
Eachhave their reasons,but without a survey neither shoud beviewed asexact. Because surveys are
expansive ($0.40to $0.80 mr foot), mostland buyers make afirough che&o on ares andlive with the
ambiguity. Examples offirough che&so includeplottingthe baindary lines (asindicated bythe tax
map)on atopographic mapor aerial photograph with known scale. Arother exampleis pacingthe
bourdary lines(assuming theyare visible onthegrourd) which isalso agoodwayto check for
encroachmerts byyour neighbor (alossnot covered bytitleinsurance). Yourforester can relp you do
this and may have aGPS whichis alsoa goodfirough checkd . meliraesalender, seller or buyerwill
require asuvey. But unlessthereisreasonto suspect a problem, afirough che&o will find srious
errors and save alot of money if you canlive with alittle uncertainty.

6. Confirm The Timber Value

In Alabamna, timbercan beworth asmuch as $H00pe acre. And,a property that looks clearcutalong
theroadmay have excdent timberonthe beck sideacrossthecreek. So,if aproperty istimbered,ités a
goodideato have acorsulting forester walk the propetty for a firough chedkod ontimbervalue. Testing
the aking price of a propeaty will require you to have some ideaof thetimbervalue Many timesa
wak-overis enough of acheckif the timberhasunexceptiona value.The st of a walk-over will be
samewhere eound$350. However, mostforesters will give patial credt of thiscost towards aformal
appraisal if thewalk-over indicates atimbercruiseisin order (atimbercruiseis the process of counting
and measring thetrees). A timbercruiseand aporaisal will typicaly run abatt $5 peracae. But, ités a
small price to payfor peace of mind (andgood info for establishing your timbertax besis).

7. Test theasking price

It stnotunusual for landsellersto have an uredistic price. Soindependently testing the aging price
isvery important, and having same fads makesyour dedsion more sure. Study actual sale data. Get
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an appaisal, retain area edtate professional or go to the courthouseyourself. Othemwise, your estimate of
fair valuewill beshaped bycoffeeshoptak or whatanownerasks for their land - all are paor guidesfor
fair pricing. Sde dataisavailade a the cainty probate dficeif you know howto search. Be sure the sale
datayou corsider is of property similar in to the propeaty you ae looking at (similar size, location, timber
value,access, land qudity & use). If the poperty islisted with anagen, they shoud be aleto provide
youwith canp sale data. But sane agerts and mostlandowrers dond look atthis data before sttingan
asking price.

8. Examinethetitle

A title exanindionisa wiitten report onthelegal history of the property. It idertifies the claims of
othersin theland(for example, along lostcouwsin with al/64th interest), and informs you of the limitsto
your rights asthe new avner (for example, therights of the power companywho hase atransmissionline
aaossthe property or, a reighborwith aroad e essemert). It canidentify mineral interest (but may
nat) or the legal condition of theroadto the property (just becawse there is aroaddoesnot meanyou
have unrestricteduseof it). Mary peope take this stepaftera caitract issigned. Bit, our experiernceis a
title examis acheapwaytofinda il &illerd early andsave time andmoney. A title exam(or abstract)
can be prchasedfromalocal attorneyor title canpary; it will take eouta weekto complete and
typically run out $300.

9. Determineif you will usedebt

Landandtimberinvestmensrarely ean the loan pgmen. And, your cash may be neead for other
matters. Findingtheright bdance of cash and deot isimportant sotalk to your finangal advisors early
in the process

10. Contract negdiations

Onceapriceis agreed upa, there will still bethings to work out betweenyou and the seller. For
exanple, who pasfortitleinsurance, closing attorney, suvey if neededmineral indusion, cost to
getthedeedremrdedatthe court hous, loan @st, etc. 1tés goodto addressthese issuesearly in the
negotiating process.

11. Séting up tax basis accounts

Onceyou buythe property, ités agoodideato set uptwo accouts for tax purposes(known asyour basis).
1) Determinethevalueof yourtimberat the time of purchase(yourtimberbasis)then, 2)the kelance of
the purchase priceis dlocatedto land(yourlandbasis). The purposefor thisisto alow youto

calculate captal gainstaxshauld you sell same orall of yourtimberor landlater on. Capita gainstax
isonly chaged ontheamountof gain from a sale above theamountof your besis.

1 2 Currént Used  p ertyp tpx status

On thefirstdayin October, Alabana property taxesare dueand mustbe paid by Decanber31.
Alabama hasaspecid property tax statusthat allows rural landto betaxedatalower rate than dher
typesof real property suchasresidential or commercial. This statusis known asfi Crrent Use0. Current
Use @n redwee your tax bill by 50 % or more.
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If the property you buy doesnot have this status,then you must appy for it. It is rot anauomatic evert.

The tax assessarGs dficein your county canverify thetax status and Blp you aply for CurrentUse if
you do rot already have it.

Learn More:

On-linesourcesfor agia photos: Google Earth, USDA
On-linesourcesfor topographic maps: Terra Server
On-line sourcesfor bourdary lineinfo: eMapsRus, Flagship GIS

Papersourcesfor boundary line info: County Plat Book Service
Assodation of Consulting Foresters

ardNE
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http://www.google.com/earth/index.html
http://www.fsa.usda.gov/FSA/apfoapp?area=home&amp;subject=prod&amp;topic=landing
http://terraserver-usa.com/
http://www.emapsplus.com/subscription/states/alabama/state.asp
http://www.alabamagis.com/
http://www.platmaps.com/id2.html
http://www.acf-foresters.org/AM/Template.cfm?Section=Home

2 - The Ins& Outs of Finding Land

Peopetel usthat shoppingfor investmentand reaeation land in Alabamais frustratingand
time corsuming.

As aresut manypeope give up,settle for less than their dreampropety, or paytoo much.

Thereasonfor this difficulty isthere aren@ alot of large propertiesavailable,andthdr availaklity is
scatteredamonghundedsof small fistoresd. The typical land byer shqps at the easy-to-fin d storeso
and cosequently, sees anly asmall part of whatisavailalde for purchase.

Theland marketis not a ig market. Consder thefollowing *:

There aren@ manylandownersvith large properties. Of all southern landowners, only 14%own
100 aresor more.

Theseowners dond sl very often? Of all sauthern landowners, anly 6% planto sell in the
next5 years. The factis 47/% have ownedheir property for 25 ormore yeas (78% for 10
years ormore).

And,whentheydo I, ités oftento afamily member. Of al sauthern landowners, 50%
inherited orbought their landfrom a family member. These propertiesnever saw the open
market.

If aland owrer decidesto sell outside the family, itGs hard to find out aboutit. The reasonis many
landowners hardle their own landsale. In fad, the fifor-sale-by-ownerd (FSBO) marketis huge. Our
expeienceisthat 40% to 50% of all land owers will sell their land without using an aent?
Landownerswho &l oncein alifetime freqently don have thetools or know-howto gettheword out.
So,thenews dten gets nofurther thanthe local coffeeshop. On top of this, quite afewlandowners
whointendto sell have yetto tell anyonebecauseof uncertainty abaut priceor howto go atout selling.
In addtion, mostland owners work closely with local foresters, surveyas, appraisers, attorneys &
loggers. Reahingthese ¢ose ascaciatesis oftenthekeyto asuccessful corversationwith alandowner.
Importartly, while many FSBO propertiesare overpriced,same ae undepriced. Anyoneseriousabait
buyingrura landmustfind a wayto reach aarge numberof private lardowners.

Even when an oner decidesto usean aert, it remains hard to find out about it. Thelasttime we
looked (2008) there were 21,355real estate agertsin Alabana, and early all were residential or
commercial agerts. Factis, when arura landowner decidesto use an aert, theyoftenend upwith the
loca Iresidentiald gesntdown the street. Typically these propertties are parly promotedtoo. Many only
have afew pcturesontheloca Multiple Listing Sevice(MLS). But, manysmall townsdon even
have an MLS, andlf theydo, theyonly covera caunty or two and ae acesible mly to members ofthe
local red estate board. Theseagents will lsoput sane [dctures onthecompanywebsite (whichis rot
seach- engine @timized), andpossibly run anadin the local newspger (which ony local people read).
Youdl belucky if theyhave topomaps, agial photos ortimber data. Asaresult, alot of good popeaty
is funder theradard for mostlandbuyers. Anyoneserious about buying rural land mustfind a wayto
reacha large numberof local real estate agerts.
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Theresut of these issues for manypeopeisfrustrationand arenamousinvestmentof timeto sat it
out. Thetypical rural landshgperonly seesonly asmall part of what isreally availade. Most of what
they ®e are propertieslisted byafew professiondl, land-focused comparies(perhapsa cougde daen).
Theyseldomsee properties promoted bythousandsof local Aresidentiald gestts or landowners (by far
the largest part of the market).

There are four to 9x landonly commercial web sites thatdo a goodjob promoting rural landin
Alabana. Theseare used by afewred estate canparies, but the mgjority of Alabanarea edate agents
and landowners dond usethem. Plus, web sterulestendto belax sothedaais dtenflawed,
incomplete, or outdated. Fact isthereisno single site with acomplete calection of whatés availablein
the state.

Our experierce is the key to finding your dream property isto lookat ALL of the propertiesavailaldein
agiven aea(including those for sale byowner, andthose for sale bysmall-town agerts). Fewshoppers
(or agerts for that matter) have the know-how andtods to comprehersively and auickly cover these
bases.

Theshmperwho findsawayto doit will greatly increase their charcesof buyinga deampropaty at
a deamprice.

Saurces:

1. Family Forest Owners - South Cetral Region, % of peode owning 10 or more acres. GfK Roper
Pubic Affairs, May, 2006;condwctedfor The Sustaining Family Forest Initiative andthe Yde
School of Forestry & Environmertal Studies. Seepages46,49, 50 & 58.

2. A studyconducted by Cyprus Patners of every fiarms-length &ale 120aaesor largerin two
central Alabama counties, for the period 2003through 2007shows an average of 16 salesper
courty per yea, froma poolof 475landowners per county (owning 120 aces or more). This
roughly impliesaturn-overrate of 30 yeas.

3. Based ondaa wllected byCyprus Patners from 10 yeas of semi-annualdirect mail surveysto
18,000Al abama lardowners.

Learn More:

4. ThePrivate Forest-Land Ownea's OfThe Lhited Sates USDA Forest Service Bull etin WO-1, 1982.
5. National Woodand Qvner Survey, USDA Forest Service,2005.
6. The Sustaining Family Forest Initi ative.
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http://sustainingfamilyforests.org/pdfs/report_fullreport.pdf
http://www.treesearch.fs.fed.us/pubs/19548
http://fiatools.fs.fed.us/NWOS/tablemaker.jsp
http://sustainingfamilyforests.org/

3 - The Art of the Offer

Many pemletell ustheystruggle with the best way to make an dfer after finding a rural property
theywantto puchase.

Typicaly theydve spentmanyweekendsover the previousyearshopping for land. Theydve looked at
a dazen poperties. Andfindly theyéve found agreat propeaty and ae readyto make an dfer.

Our experierce isthere are common mistakes peple make at this point. Forexample, puchasers
often accet unneessary riskthey later regret, or make excess/e demandsthatspoil agreat
purchase oppaunity. So, lere are some pointsto consderbefore you act:

1. Price. Balanceyouropinion of fifair price avith theundestandngthatwhenit comesto land, fifairo
hasawiderange. Ontheonehand,besureto lookatrealworld daa (comp sdes) soyou dori paytoo
much orcornversaly, have an urredlistically low priceexpedation. But, onthe other hand, wse this
informationloosaly, asagenaa guide. Thereasonisthatwith rural land,nearly idertica properties
will sdl inasurprisingly broadrange of value. Thehigh and low end of this range may be 15%to 20%
apart with both endscorsideredfifaird Only you can sayhatyou shaild pay for a property. But, our
expaienceisthat it can befl p eyswiseand pouneoolish @o leta5% or 10% differencein podtions
causeyou to losea propeaty you love andthat otherwisemees your criteria. No one wartsto paytoo
much. So, dgyourhomework andlook at comps. Negotiate hard. But, a the end of theday, thereis
fifair pric e @ndthereis wiiatit takesto ownitd .Andthedifference can lookinsignifi cant when
viewedfromthe satisfaction of owning a greatproperty.

2. Contingencies There are no perfectpropertiesor perfectdeals. So, if youire readyto make an
offer butthe deal hasafew hitchesthat concern you, don@ hesdtate and losethe opportunity. Go
ahead and make an dferbut useficortingencies @o deal with theisales. Acontingencyin effectsays,
fild1lbuythe poperty only IF catain events happenrprior to closing 0 Forexample, if you must
borrow moneyto close the purchase,make getting aloan canmitmenta condtionfor purchase. If a
neighborés driveway is overtheline, require the sdller to reslve the issueto your specifications prior
to closing. Sdutions might includemoving thedriveway, oktaining anaffidavit fromtheneghbor
regarding terms of use,surrender¥s ace andlower theprice, etc. Thepoint is, manyproblems have
good anwers. So, dord letresolvalde isaieskeepyou from moving forward with anoffer onagood
property. With well-writtencontingercies,youbl Ibe first in lineto buy the property. Then, ether the
issueswill beresolvedto your saisfaction or youdl Iget your down paymentbadk.

3. Down payment. The moreyou aewillingto payas a down paymentwith your offer, the more
likely asdller will negotiate with you on aher isstes. Remember, thedown paymentis a credit
towards the puchaseprice. So, assuming you intendto close(and you have well written
cortingendes) you ae notrealy taking muchrisk.

4. Written orverbal offer. The strongest way to makeanoffer isto putit in writingin the form of a
contract, dongwith adown paymentto be held by anesaow intermedary (attorney, real estate
agen, title compary, €c.).
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Howewer, sane peope prefer to make a verbal offer, thenoncethere is genega agreementon grice and
other mgjor issues,put it in writing for signaure by the parties. How you doit depemls onthe
circumstancesandpersordlitiesinvolved. For example, ardluctantsdler may be pesuadedby a 4rong
written dferthatincludes alarge dovn payment Or, if asellerand byerlivein dfferentstates,it may
be more practical to make a verbal off er first, then getit in writing after key agreamerts are readed.

5. Closing costs. Both abuyer and sllerwill spendmoneyto getto the clogngtable. Theseexpenses
are known as@losingcod@ Thesemay (or may not) includeatitle exam, titleinsurance, asurvey, loan
cods, realestate fees propeaty taxes,closing attorney feesand recading fees. ®me of these

expenses aelarge (a survey of 160acrescancost $8,000) andsome are small (in Alabama property
taxesare typicaly $1to $2 per acre). Which expersesthebuyer pays andwhich mesthe sdler pays

is part of the ngotiation. In geneal, the stronger the contract price,themore willing a sellerwill be

to payclosing coss. Theoppaiteisasotrue. Thepoint is, dond let who pa/sthe$150for taxes

spoil thedeal. Anddond forgetthatthelargeitems can addansderably to your purchase price.

6. Whensomeoned se getsthere first. Sametimesyou find thatthe property you wantto buyis
suddely undercontract with saneoneelse. But, all isnot necessaily los. There are two ways to
sucaessfully handethis. Onewayisto buy the contractd With this method,you paythe current
purchaser anamountof moneyto asign their interest in the cortract to you. Remember, you assme all
their obli gations under the cortract, sobe sure you getalookatit first. If thecontractis not assignate,
it may take aninducementto theseller aswell. Anatherway isto place a back-up contract on the
property. With abad-up cortract, the sell er saysin effect, fif my purcha®r failsto close on their
cortract with me, then lagreeto sdl to you uponterms and caditions statedin the badk-up corracto .
Asin otherthingsin life, sanetimesthekeyto winningisnotgiving up.

7. When anoffer becomesbinding. Remember, Alabama real estate |aw stipulatesthata contract is
binding onthepatiesonly after, 1) it issigned byall parties(including initialing anychargesmade
during counter off ers), and2) both partieshave received copesthat are fully signed andnitialed.
Also, rememberthat Alabanats Statute Of Fraudrequires all contradsto 1) be inwriting, and 2)have
&orsideration §paymentof money).
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4 - Growing Trees For Money

Many investors see timberland asa safe placeto put money.

Timberlandis viewed asbeing safe for several reasors. Onereasonis, comparedto the stock
market, i $péicetendsto be stade overlongperiodsof time. Also, moneyin timberlandhassame
protedion fromlossdueto inflation because timberland pricestend to move fredly with inflation.
Another reasonis thattreesgrow congantly, addng arother dimersion to return.

Thesuitability of a property for timberinvestmentdepends onthekind oftreespresent, the soils
and thetopaographyof theland.

So,if growingtreesfor moneyis whyyou wantto buyrural land,here are afewtips:

1. Start with land that hasproductive soils

Thedifferencein tonsof woodgrown beweengood soils and poorsdls canbe 200%  over thelife
cycle oftheinvestment®. Our experienceisthatités hard to paytoo muchfor productive land (or too
little for poorland). Manytypesof soils are suitalde but trees, like anycrop, do letter on produdive
soils. Gontact a corulting forester or extenson agentfor more info on sals.

2. Avoid steepland

Besides having poor soil s, steepslopeslimit your optionsfor site preparation, treeplanting and
harvesting. Mostly, thisisan issuein the rorth hdf of Alabana. Hils are not a problem. Wegre
talking aboutand thatis hard to walk up, orhasvisible surface rock.

3. Loblally pineis king

Hardwoodis pretty andgood for wildlife. Longleaf pineis a sentimental favorite with some. But wherit
comesto making money, loblolly pineon goodgroundis theclear winne. There are some excepionsto
thisrule. For example, dher speciesdo better on mourtainous, vet or deep sandyland. Butunlessyou
areadyown land like this, these excgotionscanbe avoided.Thereasonloblolly isbest is beauseit
grows thefastest of al pines, and pine haslarger markets (paper & construction) thanhardwoods.

4. Plantingtreesis better than letting nature doit

Thedifferencein tonsof woodgrown bya ndural forestand aplanted pineforest can be425% 2 over
thelife g/cle oftheinvestmert. Planting pineslets you cantrol three variables thathave ahuge impact
on profitaklity. These variables are desired species, spacing betweentrees, and gendics.

Natural forest (thosenot danted byman)tend to beamix of pine andessdesiralde hardwood.When
pineis planted,existing hadwoodisfirst killedbecause it competes with the desired pine for
resourcesAnd, in natural forest thetreescan betoo closetogether (which limits diameter growth) or
toofar apart (whichlowersvolume & harms lumberquality with big knats). Plus,in thelast 25 yeas,
genretic scientists have given usaloblolly pine that resists disease andgrows significartly faster and
straighter thanthosefoundin naure. The st of plantingiswell justified.
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5. Timéy thinning of treesin aplantedforestiscritical

Theinvestmentlife cycle of aloblolly pineforestis about 30 years. Two or three timesaongthe way
itGs important to control the spacing of thetrees(the income is nice too). Knowing whento do this and
which treesto take is whypele go to forestry school. But, the reasonis simple. Over the investment
life g/cle, pinetreespass through three dstinct fiprice stepsd . fidley 0 , mearghe market value ($/
ton) of thewood. Eaclstep islargely diameter dependent, anddiameter growth is spacing dependnt. In
relative terms, there is the $5/ton step, the $20/ton stepand the $40/ton step (these prices are rot current
market values, but are an indication of therelative charge in value betweensteps). Thefaster your trees
fimarc htbrough these steps, the more moneyyoudl Imake. Too many trees,andtheydl linger in the $5
step or the $20 dep, sometimesfor 10 extra years. Preperly thinned, eachtree camrmaximize dameter
growth and hashe ptential to be wath 6 to 8timesmore (perton) thanthe first fiste pwhere theyall

start.

6. Before yousdl timber . ..

Always sell with awritten contract. Whenthinning your trees, get at least three per-ton idsbefore
making a dedsion. Y oudl be pad bytheton as the trees are cut. Whenitéstime for the fina harvest,
aways getanindependent appraisa aheaddf time. Then,let timberbuyers compete. Byinviting 100
timberbuyersto bid onyourtimberyoudl put signifi cantly more moneyin your podket (100% moreis
not uncommon) thanif youonly geta gricefromtwo orthreetimberbuyers. And,besure dl treesare
pad forin advance lefore harvest begins (avoid selling final harvest on a$ per-ton basis, getting paid
asthetreesare cut). Also,youdl wantto consider whether to handle the sale yoursdlf, oruse a
conallting forester. There isnotaright or wrongway, andit depends onyour available time,
knowledge offorestry practice,depth of your contads andexperiencewith the market.

7. Realestateis abig part of your timber investment

Whenshoppng for agood timberinvestmert, keepyour fired estatehatd  @etanappraisa or use
compaale saesto make sure that the bardand price (total priceless liquid market value of timber)
isfair. Checkonthings thatwill affectthe interest of future buyers of yourland.Thingslike title,

access, proximity to uilities, boundary line canditions,problems with adjoining landowners and the
qudity of the néghbarhood. When buying timberland, always think ahead to the day you will sell.
Problems today will likely be problems when you sell.

Saurces:

1. Yield Tabesand SandStructure For Loblolly Pine; Page 8, 1974, Balley andBailey, USDA i
Forest Service Research Pger SO-96.

2. Southern Forest Science: Past, Presentand Ruture; Chapter 8, Page 64 , 2004Allen, ¢.
al., USDA i Forest Savice, Suthern Reseach Station.

Learn More:

The Sustaining Family Forest Initi ative.
Alabama Faest Owners Assaiation.
Alabama EXension Snice
Association of Conaulting Foresters

o0k w
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http://www.srs.fs.usda.gov/pubs/1128
http://www.srs.fs.usda.gov/pubs/8393
http://sustainingfamilyforests.org/
http://www.afoa.org/
http://www.aces.edu/main/
http://www.acf-foresters.org/AM/Template.cfm?Section=Home

5 - Borrowing Money To Buy Land

ThereGs nogetting aroundit. Buyingrural land takesalot of money! At thesametimeitisagood
investmentanda safe placeto put money.

It can beyour money, or saneoneel seGs (borrowed) money. Before you gart looking, ités wiseto give
both optionscareful corsideration.

Debtcan bevery ussful. It enalbesyouto buy moreland. It letsyou keep &ailable cash free for
other needs.And, manyinvestors like the waydebt canresult in abetter return onequity.

Thedown sdeof debtisthat sameonewil | evertually wantther moneybadk.

There are plenty of reasonswhy ités agoodideato investinland. Havever, to befair, sanetimesités
not agoodideato borrow moneyto buyland. Debtshaild be aocided whenthe purchase is basedon a
needto put cashinto land i debt would becounter-produdive; or, if thereisinsuficient cashflow from
other nonlandsoucesto make the pgmensi andd o rcdumt onthere being enough incane from
timber, hurting, farming, field leases, pine straw, pne stumps,firewood,dirt, rock, mushrooms or
Ginsengto make the pgmerts. Unless your loan is very smalhgdewo n 6.t b e

Thentooy o uwvé@art to consder thethings facing you over the next decadeor two swch ascollege
experses, retirement plansor maintaining living standards. Y our accaintant or finandal planner can
hdp you keepthe deisonto borrow moneyredistic.

With that said, letGs assume you have dedded that using debtto buy landis asmart thing to do. Here
are your optionsand howit works:

A. Owner Finance

Sanetimesa sellerwill agreeto finarce part of the purchaseprice. This canbebendficial for both the
buyerandtheseller. Herels why:

For the sdler, the berefits indude favorabe tax caosequenes. It is aso a meansto genaate regular
cash flow and a wayto get a ketter interest rate than aCD at thelocal bark. Thentoo, it canbe an
inducementto make asale that might not hgppenotherwise.

Berefits to thelandbuyer may includea below-market interest rate (comparedto a bankoan). Or, an
appoval process that may belessstringentthan ata commercial bark. However, you shold expect
to have good cedit as you would for a commercia loan. Whenyou request owner finanéng, many
sellers sigpect you have dreadyfail ed to qualify for acommercial loan.

Negotiatedissuesindudethe sale price, dovn payment, interest rate, timing of paymerts and length of
loan. For example, as anowner, the closer you getto my price,themore likely | amto negotiate on
other pants like the down paymentor interest rate. Anotherexample: ify o u fawd &% up front, |
might agreeto alonger term thanif you peid 5% up front.
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B. Commercial Banks

As agenead rule,commercial barks hesitate to make loanson unimprovedrural land.

Thereasonis barks lack expeience with the asset andstrugge with valuation andriskissues. For
exanple, they may notknowwhoto cal for anappgaisal. They may lackundeawriting staff to
interpret ousideappaisals, measue theincane pdertia of atimbertract, or assess risk assaciated
with canmontitleissues. Their lerding experierceis pimarily cars, houss andcommercia
enterprises.

Whencommercial barks make aloansecured by unimprovedrural land, theyoften canpersate for
their lack of understandngwith shater terms, lgherrates, or alowerloan-to-valueratio.

Excegionsto thisrule wauld bebarks with trust departments containing large anourts of natura
resourcesand pe@le to manaye them. Ancther exceptionisland biyers who hae apreferential
relationship with a canmercia bark; or, whod o mé&dmuchmoney, orwho aewillingto
pledge addtional assets.

C. Farm & Aqg Credit Banks

Farm and ayriculture credit barks are speciali zed barks that love to make loansonrural land.

Theyhave farming andforestry specidists onstaff. They employ appraisers whodo nahing but
value rura landandassociated assets like timber, farm opeations & equipmen, etc.

In Alabanathere are two lendas with longhistoriesin therural landmarkets. Oneis Alabana Ag
Credt (formerly known asthe Federal Land Bark), andthe otheris First Sauth Farm Credt (formerly
known asthe Production Credit Associaion). They have similar programs.

For example, theyare borrower-owned(everyonethat closesaloan aso buys stock thatpays an anrual
dividend,then you =il thestock whenthe mortgage is pad off). They have avariety of programs
including variade rate loars and fixedrate loansfrom 2 to 20+ yeas. Theytendto have high loan-to-
valueratios (75%to 80%). With sane cortitions, you can witch fromavarialerate to afixedrate or
afixed rateto avariable rate. Neither have pre-paymentperdties.

Our experierce isthese two barks dferthe mostcompetitive ratesand terms for rural farm and
timberland.

D. Your IRA /401(k) plan

Thelnternal RevenueServiceal ows qualified retirementplansto invest in rea estate, including
rural land. Thisis nothard to do, butspecific criteria mustbe foll owed.

Importantpoints include:
1 Youmustset up aself-directedretirementaccount with a Quéfied Cugodian Rollover IRA, SEP
IRA, Roth IRA & 401(k) retirementaccounts are dlowed Landistitledin the Qustodiansname
FBO the bereficial owner
1 Landmay notbe bowght from disqualified personssuch astheIRA owneror family. ThelRA
bendiciary (you) makesall theinvestmentdecisions,notthe Cusodian Expengsare paid out
of the acount, andincamne mustreturn to the accaunt.
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I Taxesare ddferredas with anyretirementaccount. No findirect benefits from the assets allowed
(ex: living in a hoge owned bythe IRA. However, renting the howse is allowed)

9 Cash mustbe availablein theRA for manajing the popeaty

1 Useof debtis alowedbut mustbe fiwithout recaurse , the debtmustbe servicedby the IRA, &
canresult in Unrelated Business Incane Tax (UBIT)

1 Youare allowed tduy an undvidedinterestin aproperty, or purchasealongwith other people

9 You may nat: Borrow moneyfromit. Sell aready owned poperty to it. Recave unreasorseble
compersation for manajingit. Useit as security for aloan. Buyproperty for personal use
Qudified Cwtodiancoststart at $20Qyear, and run up depenling onthe size ofthe deal &
services provided.

Learnmore

Fam & agcredt barks:

1. Alabana AgCredt-SouthAlabana: http://www.dabamaland oancom/
2. Alabana AgCredt-North Alabama: http://www.aabamafarmcredt.com/
3. Firgt Sauth Farm Credt: http://www.firstscuthfarmcredit.com/

Y our QudifiedRetirementAccourt:

4, http://www.irs.gov/pulicationgdp590/ch01lhtml

5. https://www.iraaaorg/indexaspx

6. http://www.kiplinger.com/magazing/archives’2006/03/IRA.html
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6 - Real Estate Agents: A Buyers Per spective

Nearly all buyers deal with agents

Unlessyou buylanddirectly fromaland avner, youdl dealwith real edate agents whenyou shop
for rurd landin Alabama.

There are two ways to shopfor rural land(other than flouying directd) andboth involve real estate agerts.
Onewayisto i d-ityourselfo (DIY). Typicaly, aDIY shopgr will comb theinternetlooking for dedls,
thencortact the agentthat represents the seller for more formation. Asareault DIY shoppers dealwith
many diff erent agents. LetGs cal these agentdlisting Agertso.

The other way to shopisto retain oneagent to hardle the shqoping. This agentdeals with all the
other agerts soyou anly dealwith oneagert. Let s&allt h e s e Bangré\gettss. i

Our experierce isthat either way works. But each have proGs and canés. So, before you gart
shgping, hae are afew thoughts onworking with real estate agernts along with sane optionsyou
may have overlooked.

Not all agentsare the same

Agensthat speciaizeinrural land (Listing & Buyer) are asmall part of the agerts that sometimesdeal
inland. Fact is, mostagerts are residential or commercia specidist that occasionally work land. The
bestlandspecidist have beenin practicefor many yeas. Theyhave acquredexperienceand
specidizedknowledge in areassuchastimber, rural landappraising, rural land cantrads, land
manayementandwil dlife manajement. They also hae degp cantacts with spesidistslike foregers,
surveyors,road & pond il ders, title & closing specalistandwildlife biologist.

It sbmportantfor buyersto undestand thatthe agenstheycome into cantact with will have awide
range of experience andspeciaizedknowledge. Thisiseventrue amongagensthat specidizein rurd
land. Wly? Because ités not hard to get ared estate license. Some agernts even speiaizein land part
time aoundtheir i d §olgd Agerts who spesidize in resdential or commercial rea estate usually lack
the spesialized knowledge neededto hdp buyers make good decisions. Thisisimportant to understand
whenyour good detsion depands on anagertés experience and pedalizedknowledye.

DIY shopping

About90% of the peoplethatwe sell landto are DIY shopgrs. That is,theydedl directly with Listing
Agentsand land ownersOur experienceisthatvery few buyers have experience in bwying landand
uswly lack speiaizedknowledge. And, theyoftenwork with unspecializedgents wholackit as
well. MostignorethatListing Agerts are contractually obligated to representthe best interest of the
seller. And,bylawdo notowe the buyer anyfiduciary dutiesandtypicaly repgresent buyers as
fATransction Brokerso. (SeesattachedAlabanaés Red Estate Brokerage SavicesDisclosure brochure).
Asaresut, peoge who shop DIY sometimes paytoo much,take unneessary risks andmay have
avoidale regrets. The successul DIY shoppes we know buyand s onaregular basis.
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Theyhave the expeence and pedaizedknowledge neededo make good decsions. And, theyoften
have long relationships with local Listing Agerts that cangive themanindde trackon wnadvertised

properties.

Tipsfor working with Listing Agents

A OftenaDIY shoppemill usethe tadic of blind-caling multiple Listing Agerts (with no
spedfic property in mind) in the hope a suitalde property will surface. We call thisfi &l Maryo
shopping. It siusudly anineffective wayto shopunlessthe agentalreadyknows andtrust the
buyer. Otherwisetheagentdoes tknow if the buyeris motivatedor qualified. And, they know
the bwyer hasnot botheredto do the homework neededo focuson samething speific.

A DIY shoppesshaild knowthat same Listing Agertswill pushtheir listings first eventhough
anaher property with arother agentor a property fifor-sde-by-ownerd (FSBO) may be better
suted. Why? If theysdl their own listing, they get all thefee. If theListing Agent sellsa
buyer someoneel seds listing theyget hdf the fee(or risknofeein the caseof FSBOG).

A Buyerswho shogfor land on theinternet shaild alsoknow that more than Felf therural land
market cannotbe found ontheinternet. T h éniddé np@rtion of the market (like aniceberg)
are FBO deds andproperties only advertisedon alocal imultiplelisting sevice ¢MLS).
Theseare market plages not coveredby manyListing Agerts.

A DIY shoppes shaild beaware that ités common pradicefor some Listing Agertsto adsertise
landtheydo ot actudly cortrol with awritten greamentwith theowner. Theyusudly have
a nonexdusve fihandshake @agreementwith theowner to paythemafeefifotheybringa
sucessful buyer. Here theriskto thebuyeristhata propaty theyfal inlove with can be
sold right out from underthemby the owneror ancther agernt. Whenlooking atpropertyi ¢ 6
good pacticeto verify theListing Agenthasawrittenand exclusive contractwith the owner.

A If aDIY buyer knows where theywantto buy (for example, which aunty), dedingwith alocal
Listing Agentcanbe goodbecaisetheysanetimeshawe theinside trackon wn-advertised
buying oppatunities.But, if abuyerislookingin alarge areatheydl have to ded with se\eral
Listing Agertsto cover the ground. This takestime andforcesbuyersto deal with multiple
agentsthat may lackexpeaience andspeddizedknowledge.

A Manylandlistings ontheinternetlack adeqate mapsand diving instructions. Oftenthe only
way a buyer canvisit aproperty isto call the Listing Agent(who daes thison purpos) and
who dten wond have maps,they just fiknow whereit is 0Without topo mapsor aeria photosa
buyer ladks the basic tools neadedto make good decsions.DIY buyers shoud have tools for
creating location maps,GPS coadinaes (note: landdoesnothavea n  diess dinlessthereis
ahouseonit), topo mapsandaeria photos.

Shoppng with aBuyer Agent

Buyer Agerts are legally boundto represent the bestinterest of the buyer. Thisis usually donethrough
a Buyer Listing Agreament that estaldishes the agents fees and resporsibilities. It sdimportant to
understandthat representing buyers requires a different set of skills andtools thanrepresenting sdlers.
Most real edate agerts are Listing Agerts andlackexperience represerting buyers.

Page b of 28



For example Listing Agents mustbegood atusing theinternetto promote propertiesandfind buyers.
On the other hand, Buyer Agerts mustbe good atfinding sdlers who often donot advertiseonthe
internet. An experiencedBuyer Agentmay alsolist property, buttheywill have a provenrecord
representing buyers. Andtheywill have speializedtools neededto find sell ers. In ourexperience
Buyer Agens help buyers seemore property, lower transction cost andlessa the risktheytake.

Tipsfor working with Buyer Agents

A

A

Expeiernced Buyer Agerts work with clients using a variety of fee structures, such asflat-fee,
per dem or percentage basis. Feestructurescanaso bea combinaion of the three. Complex
projeds may requre up-frontfeesbut theseshauld be a credit againstany feeseaned.

A Buyer Agentcan sae abuyertime by testing the suitability of any property ahead oftime.
For exanple, they can canparethe asking price against comp sdes,pre-inspect a property to
verify its suitahility for the intended e, assemble maps& aeial photosand probesdler
motivation by interviewing the property owneror listing agernt. Good Buyer Agerts ae good at
fihot-washngo the charader of a property, Listing Agerts andowners. And, thatés what you cdl
experierce.

An exdusve agreanentwith aBuyer Agentallows that agentto investtheir time andmoneyin
your project. But there are variationson this that canwork in certain situations, such as
exclusive repreentation for a particular property only.

By vetting Buyer Agens ahead of time buyers can be assire their agent possessesthe
required speiaized knowledge and tods. If you like, conact us for a Buyer Agent
interview form that hasquegions buyers canak canddates.

With the right tools a Buyer Agentcanfind property thatmostbuyers would probally never
see dherwise. That because, about55%of thelandmarketis fihidden &inceités not
advertisedon theinternet (many Buyer Agerts only usethe Internet to find deals). Listing
Agens mogly advertiselandthowgh dazensof Aland-onlyo web stes. Thisisthevisible part
of themarketand &l mostbuyers ever see. It takesspedalizedtoolsto find this fhidde n 0
market. It s@ood pacticeto talk with acanddate to be your Buyer Agentabaut thetodsthey
will usetofindth e idéehnsdlers.

Working with an agent

Dedding howto work with an ggentis an exercisein honesly asessing your level of knowledge,
contacts andexperience with rural land. The best approachto working with an ajentis to work
with themin away that complimerts your level of experienceand knowledge. Thegood nevsis,
you have options!
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REAL ESTATE BROKERAGE SERVICES DISCLOSURE

Alabamalaw requiresyou, theconsumer, to beinformedaboutthetypesof serviceswhichrealestate
licenseesnay perfom. The purposeof this disclosueis to give you a summaryof theseservices.

A SINGLEAGENT s alicenseavho represent®nly onepartyin asale.Thatis, a singleagent
representkis or herclient. The clientmay beeithertheselleror thebuyer. A singleagentmug be
completelyloyal andfaithful to the client.

A SUBAGENT is anotheragent/licenseeho alsorepresentsnly onepartyin asale.A subagent
helpstheagentrepresenthe sameclient. Theclientmaybeeithertheselleror thebuyer. A subagent
must alsobe completelyloyal andfaithful to the client.

A LIMITED CONSENSUAL DUAL AGENT is alicensedor boththebuyerandtheseller.Thismay
only bedonewith thewritten, informedconsenof all parties.Thistypeof agentmustalsobeloyal and
faithful to theclient, exceptwherethe dutiesowedto theclient corflict with oneanother.

A TRANSACTIONBROKER assistsone or more parties,who arecustomersn asale.A transaction
brokeris notanagentanddoesnot performthe same servicesas an agent.

Alabamalaw imposeghefollowing obligationson all realestde licenseeso all parties,no matterthe
relationship:

1. To provideservicehonestlyandin goodfaith;

2. To exercisaeasonableareandskill;

3. To keepconfidentialanyinformationgainedin confidenceunlesgslisclosurds requiredby law
or duty to aclient,theinformationbe@mmes public knowledgeor disclosuras authorized in
writing;

4. Presentll offerspromptly to theseller;

5. Answeryour questiongompletely andaccuratey.

Further,evenif youareworkingwith alicenseevhois notyour agenttherearemanythingsthe
licenseanaydoto assisyou. Same examplesare:

1. Provideinformationabout properties;

2. Showproperties;

3. Assistin makinga written offer;

4. Provdeinformationonfinancing.

You shoud choosewhich type of servicesyou wantfrom a licenseeandsign a brokerageservie
agreementf you do not sign anagreementhy law the licenseeworking with you is a transation
broker.

Thelicense'sbrokeris requiredby law to haveonfile anoffice policy describinghe company's
brokerageservicesYou shouldfeel freeto askanyquestiongou have.

The AlabamaRealEstae Commissionrequiresherealedatelicenseeto sign,date,andprovideyou a
copy of thisform. Your signaturas notrequiredby law, butit would be appreiated.

(This is not a contr act. Your signatureis only proof of receipt for the Licensediles)
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7- A Walk In The Woods - Investing In Timberland

Thesedays many people struggde with the decision of whereto invest their money.

The reason they strugde is that with the stock market at all-time highs, many still remember that 6
yearsago their sock portfolio lost a gut-wrenching 40% in 8 months! And, with money market
rates aound 0.4%, cash isot keeping pacewith inflation.

High volatility and low yield is anungeasant combination for many. And, alternatives arescace.
But for some, timberland may meet the need.

So why invest in timberl and?
| t abGsde place to put money!

About 23 milli on pegple own timberland in American® and nearly half report that fi nancial sakty
for their families is a key reason they own it! *

There are mountains of research doout why timberland isa safeplaceto put money, and hereare some
of the reasons:

Thereturn is high
For the 10-year period beginning in 2002, timberland had a53% better return than he S& P 500 °.

Thereturn is geady (low risk)

Timberland returns happen at a comfortably steady pace. For the 23-year period beginning 1987, the
standard deviation of returns for timberland wasabout 11% vs about 19% for stocks.® Some of this
steadinessis because over 50% of the return from timberland comes from biological growth 1 treesget
bigger ata steady rate independent of market factors.

| tvaleeis durable

Whereasstocks and bonds |osevalue to inflation, timberland does nat. If fact, from 1960 to 2011,
timberland returns exceed inflation for every 10-year period by a minimum of 250 basispoints, often by
muchmore. Only U. S. T-bills had amare positive correlation to inflation than imberland.

It stebili zes astock & bond portfolio

Diversifying aportfolio with timberland reduces value swings. Pricesfor stocks and bonds cango up
and down dramaticaly over short periods of time. But timberland valuestend not to. For the 23-year
period beginning 1987, the Sharpe Raio for stocks was 0.36 vs .92 for timberland °.

Personal enjoyment

On top of the financial benefits, land hasa very pracical purpose or millions of peqole. It @place
to teke the grandkids hurting or fishing, or aplace for the family to gather. For many landowners, the
ability to see and touch your investment is the top reason for owning land.
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What kind of land should you buy?

In the south there are two kinds of timberland. Land thatwill grow pine trees (dryer ground and land
that will only grow hardwood trees (wetter ground). And, there is farm land.

So, the kind of land you buy depends on the mix of motivations you have for buying it.

Thosemoativated purely by financial benefit will seek investment-grade pine properties. Inthe south,
this is land that hasbeen planted with genetically improved loblolly pine.

Thosemore interestedn hurting or family reaeaton (with lessreturn) will seek propertiesthat have
more hardwood land. Perhaps with alake or river frontage too.

Invedors motivatedby consewation may seeklongleaf pine or hardwood land dong major rivers.

Investors motivated by afarming life-style or by crop & livestock markets will seek land auitable for
cultivation or pastre (returns from farmland tend to be more volatile thanreturns from timberland due to
govemment involvement in the markets).

Mogt individuals have a mix of motivations, and accordingly seek amix of land types.

How do you invest in land?

In general, there are two ways to investin timberland. One way is direct privateinvegment wherethe
investor ownsthe assé. The otheris indirect investment where you purchase stock in a puldic company
that owns the asset. The way you invest depends on your motivations.

Indirect Investment

Publically traded forest products companies seek to maximize financial return. Buyerswith this
motivation find agood fit here. Advantagesto indirect investment are that it simplifies the taskof
finding, buying, managing and <lli ng timberland assts (you dond have to engage expertsto help).
The price is pulished every day so there is low price uncertainty and you cansell any time you want (it
hashigh liquidity). And, the companies have professionals to manage the asts (selling timber,
planting treesfixi ng roads, paying property taxes, etc.). Examplesare Weerhaeuser(WY) or
Rayonier (RYN), both puldically traded REITS. A disadvantage to investing in apulic company is
that quarterly demand for dividends (which affectsshareprice) forcesthese ompaniesto sell imber
even inpoor markets.

Direct Investment

Direct investment givesinvesors more control over the decison of whento selltimber. This canhave
avery beneficial impact on returns. And, you canpurchaseland to meet avariety of motivations.
Disadvantages include the taskof finding asgtsto buy, discerning fair value, finding asgt managers,
and finding buyers when you areready to sell (low liquidity).

A key issue with directinvestment (mostly affecting smaller non-institutional investors) is that markets
for privately owned rural land arenctoriously diffic ult. For example, finding assts to buy is difficult
becausethere is no central clearing house of properties available for purchase(like anML S for houses)
and the for-salke-by-owner market is huge (our experienceis 40-50% of privateland sllers do not usean
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agent to find abuyer). Plus, discerning fair pricing requires expertisein gopraising land and standing
timber. Consequently, mostinvestors engage professionalsto assistwith finding, buying, managing and
selling land. But, the good news is thereis awell -established network of rural land investment
professbnalsthat canbe utili zed by any size invedor.

Institutional investors (pension funds, endowments, sovereign wealth, etc.) and high-net-worth
individuals often addresstheseissues by investing through Timberland Investment Management
Organizations (TIMOG6 s Theseare privatecompaniesthat specialize in finding, buying, selling and
managing timberland assets. Although most have financial return astheir misson, some specializein
conservation imberland. Some specialize in farm land. Amounts aslow as$3 million may qualify.
The bestTIMO 6 dffer geographic diversity (US & global) and have decalesof experienceidentifying
deal flow, managing the purchaseprocess,managing the asset on aday-to-day bass, and finding
buyers whe n  timetd sll.

People who dond tneetthe minimum investment threshold for a TIMO (most investors) canget
professonal assstance from anenormous network of rural land and forestry professionals. Many of
theseare small, local companies or individualswith deep knowledge of the assetand long experience
with local land & standing timber markets (seefi EarnMore 0 thaend of this article).

Isnow a good time toinvest in timberl and?

The short answer is, iYeso!  Pricesfor both rural land and some kinds of standing timber aredown
substantially across most of the South sincethe 2008 fiGreat Reces$sono. And, land availability is up
sinceamogt all forest products companies (who used to own vast aaeages and neve sold land) have
now sold all their landsto TIMO 6 vghere land sdesis a standard stetegy for generatng returns. Same
forecast claim thatworld population will grow as much as57% in the next 35 years, and that standards
of living (consumption) will broadly increase. The United Statesis well positioned to fill a growing
need for wood fiber since North Americaaccounts for only 15% of the worldd Borest but 28% of the
worldé sdustrial wood supply ©.

Istimberland right for you?

This is aquestion only you can aswer. The purposeof this paper is to give you astating gpot
for furtherinvestgation. But, herearesome thoughts to consider:

1. Get professonal assistancefor direct investment. A keyissueis that the hardestmistake to

overcome is paying too much (the saying is, fiyou make your money the day you buy itd).

2. A diverse portfolio is your best protection against lossof value. So, only add land if you

are boking for diversity (or a placeto takeyour grandkids).

3. Direct investment in land requires patient money. Getting in and out of the as®t takestime So
only use funds you canafford toinvest for 10 yearsor more. For individuals,using your self-
directed IRAto buy land isallowed and is e perfect kind of money to use.

Land does nat service debt well. Be careful that your Areachdoesnot exceedyour grag0.

Finally, for individuals, be sure you areclearon why you want to own timberland. Getting
clarity is harder than itseems. Tdk to your family realistically about their future involvement
in aproperty and look atlots of properties before you commit. 'Y ou want to be able to look
backin 10 years and have no regrets.

SIS
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Learn More: (Sources of info found in this paper):

A. Dataon ownership & financial performance of land:
1. The National Courcil of Real Estde Investment Fiduciaries(NCREIF):
Timberland returns
Famland reurns
2. The ForestResearch Goup
3. USFSNational Woodland Owner Suvey, 2013 update
4. Family Forest Owners. An In-depth Profile. By The Sustaining Family Forest Initi ative

B. Directinvedment & management professonals

All individuds 1 farmand timber land
5. Asgciation of Consulting Foresters
6. ReatorsLand Institute

High Net Worth Individuds and Institutions:

Timberland investment & management professionals
7. Resurce Management Seavice

8. Campkbell Global

9. Forestlnvestment Associates

10. The Hancock Timber Resource Group

Famland investment & management professonals

11. Hancock Agricultural Invegment Group

12. AmericanSociety of FarmManagersand Rural Appraisers
13. UBS- Agrivest

14. TIAA-CREFAQ Invegments
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https://www.ncreif.org/timberland-returns.aspx
https://www.ncreif.org/farmland-returns.aspx
http://www.forestresearchgroup.com/newsletter.html
http://www.fs.fed.us/cooperativeforestry/frcc/butler.pdf
http://sustainingfamilyforests.org/pdfs/report_fullreport.pdf
http://www.acf-foresters.org/
http://www.rliland.com/chapters
http://www.resourcemgt.com/For-Investors/Risk-Management
https://www.campbellglobal.com/education-research/timber-primer
http://www.forestinvest.com/why-timber/
http://www.htrg.com/
http://haig.jhancock.com/
http://www.asfmra.org/
https://www.ubs.com/global/en/asset_management/gre/us/agrivest.html
https://www.tiaa-cref.org/public/advice-planning/market-commentary/market-commentary/investment_insight_articles/comm_063.html

8 - Should A Landowner Offer nSdler-Financingo ?

There are several benefits to alandowner from financing the sale of their own land. But
there are also di &advantagesa. Here are some thoughtsto consider:

Pros

1

2)

3)

4)

5)

Selle-financingis a way to defer the taxespaid on capital gains A seller paystax as
payments are made. So, by spreading payments out over time, the taxes are spreadout over

time-.

Selle-financing canlower the overall tax rate. Since cgpital gains ratesare now progressve
(depending on total income), payments can be taxedata lower capital gains rate (assuming

steady income from other sources) over many yeas, asopposedto asellertaking the sale

proceealsall in cash and showing a huge income all in one yearz.

Selle-financing may enable the sellerto obtain anabove-marketinterest ratefor the portion

of the sale procealsthat are financed(4-6% in todayé market). Current interest rates
available to aseller with apile of cash who put the money in amoney market, CD or T-bill are
0.1%t0 2.0%.

Selle-financing createsa mechanism for steady, recurring cash flow overtime. For folks on
fixedincomes tis can be attractive.

Inafisoft tealestatemarket, seller-financing offers away to atractbuyersthat might not be
discoveredotherwise. And sometimesit enablessellersto obtain a higher sale price becaise
of the financing acommodation. The markettoday for rural land is fisoft © meaning, there
are more sellersthan there are buyers.

But, there are also disadvantagesto seller-finance:

Cons

1)

2)

A buyer candefault on the debt. This canhappenfor many reasonsincluding bankruptcy,
deathof the borrower or financial hardship. If a buyer stops making payments, the seller may
have to go through legal channelsto repassessthe property (which canbe a long and expensive
procesy. Plus they didnd get all their money and they have to start over with finding a new
buyer. One way to avoid having to go throughthe repossession processis to sell using a
ficontractfor deedd or fibond fort i t Thesedeviceslet the sellerkeeptitle to the property
until certain payment thresholds are met.

A buyer candamage or deaease the value of the property while itésin their possession (cut
timber, sell land out of the middle that damagesthe balance,etc.)and thendefault on the debt.
Now don@ you wish youdl jug paid the taxes and movedon! Itésimportant that loan
documents (mortgage, note, etc) stipulate ollateral safeguards until the debt is repaid (written
pre-approvals, partial release payments, etc.).

Page23 of 28



3) Selle-financing of land with a high cost-basis may offerlittle or no taxsavings. i Hyh basiso
means that the saleprice is very closeto the price paid for the property (or its value atthe date
of inheritance). Consequently, very little capital gainisrealizel.

Best Bet

The lending criteria usedby most commercial banks today are much stricterthan 6 yeas ago. It is our
experience hat sometimeswhen a buyer requests fiseller-financingo it is code for fil may not qualify for
a ommercial loano If true, this should be ared-flag to a landowner. Itésimportant to verify thata
buyeris credit worthy before entering into a seller-financing arrangement. In fact,at Cyprus Partners
we request that buyers making an offer contingent on seller-financing provide us with a arrent fipre-
gualification letterd from a coommercial bank to acompany their offer. Jug the same aswhena buyer
makesan offer contingent on bank financing. A pre-qualification letterstates hat the bank hasreviewed
the credit worthiness and financial condition of a praspective borrover and is will ing to make a loan,
depending on the property and terms of purchase.

Items to negotiate whencond dering seller-financing include the amount of cash at closing, length of
loan, interest rateand payment schedule (monthly, annual, payment date & penaltiesfor late payment,
etc).

While seller-financing can be advantageousto a lanxdowner seeking to sell their land, there are painful
disadvantages o, sometimes more painful thanjust paying all the tax in the yearof the sale. And,
there are more issues and safeguardsto consderthancan be coveredin this article. So, awise
landownerwill seek advice from their land broker, their acaountant and an experiencedreal estate
attorney before entering into a seller-financing arrangement with a buyer.

For long-term cgpital gainsratesto goply, the property must have beenownedfor a minimum of 1 yea.
Otherwise, ordinary rateswill apply. The capital gainstax rateis applied only to the principal portion of
the payments that represent the gain portion above the fibasisd portion. Basis is the amount of money
paid for the property (or its value at the dateof inheritance)after adjusgmentsfor things like timber sales,
cgpital improvements, etc. Also, paymentsto the seller that include interest are generally taxedat
ordinary tax rateswhich canbe higherthan capital gains rates.

2 Federal 2014 capital gainstax rates. From The Motley Fodl

(http://mwww.fool .com/personal- finance/taxes/201410/15/long-term-capital -gai ns-tax-
rates-in-2014aspx)

Tax Bracket Long-Term Capital gains Rate
10%-15% 0%

25%-35% 15%

39.6% 20%

3 Theauthor is not trainedin tax or legal matters. This article is basedon our experienceas land brokers

and is ageneral introduction to the subjectof seller-financing. This article should not be viewedas
specffic advice regarding taxes or loanstructure for individual deak. For example, in addition to
Federal capital gains rates, most states also have capital gainsrates. For some high-income tax payers,
additi onal net-investment-incometaxesare chargedon cagpital gains and interest income. And, there
arerisk facbors and safeguards not coveredin this article. When considering seller-financing, first seek
experiencedtax and legal counsel for your specific situation.
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9 - Understanding Road Access

Many people ask us what the consequence is when a property they have an interest in buying does not
touch on a public road (in Alabama, many properties fall into this category).

In other wordsis it a problemwhen the only access to a property from tiearest public road (that is, a
road maintained by federal, state or county government) is a private road or trail that crosses adjoining
landowners.Or, there is no road at all to the property.

In general, access falls into three legal categoriesisgméblic access, one isaeeded access and one is
deeded access.

Public access is the least complicatedt t ouches a gover nmenitfitdo@sj nt ai n e
you dondt have to cross anyone else to get to you

The other tware more complicatedBut even urdeeded may not actually be a probleaepending on
the intended use.

What doesun-deededmean?

Un-deeded access means that your use of a road or trail across an adjoining landowner to get to your
property is not goveed by a written document (or, there is no road at all). This is commonly called a

il andl ock eldtod prtolpeerrtoyad peopl e fihave al ways used?o
agreement was never negotiated with the neighbor.

When an aededd8, i shéde is a written agreement with
road traverses that governs use oftherdad. 6s t ypically recorded in the ¢

Doesit matter?

Our experience is that for some uses of the landlestled access usually not a problem since the use

of the road is often uncontested and goes back several gener&idrigom time to time these situations

can be problematic since the adjoining landowner is not bound by any written agreement.

The state of Alabamlaas a | aw t hat says youThatésidénythdiml and | oc k¢
physical accessBut this does not mean they have to give you a written easement, and it does not mean

they have to let you string power lines or run water lines across thegny.

Un-deeded access can be a problem when borrowed capital is used to blyelaohetrs often will not
l end money when the intended security interest is

Dependson intended use
If you are looking aflabamalandfor salethat does not touch on a public road, then how you intend to

use the property is key to understanding the issue.
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For example, if you intend to build a houseandwik e d wat er and utilities, th
wi || be critical. Youoll have to negotiate these
On the other hand, if you are buyihgntinglandor want to grow timber and-wheel with the kids, our
experience is the risk is small youol/l have a pro
established and itds use has not been a point of

In general, the more landowners who use adesded access road to get to their property, the less likely
there will be trouble with the adjoining landowner.

How to obtain a deededaccess

If having deeded access is critical to your purchase, thevagsto proceed is to negotiate a contract with

the seller of t he -contamsacbntihgencyoresdcoessfullnegotating aywritteh a t

access agreement with the adjoining landownérb.i s way i f you canét resol ve
satisfaction youdoAnd greedarywhiirl el,e pyosu thaodwe kt. he pr ope
before you have a chance tovaothe issuelt may cost you some money to get the deeded access

(payment to adjoining landowner, survey cost, attorney fees, recording fees) but it is money well spent.
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10- Tips On Rural Land Surveys

L e tsdly you are looking at an 80 acre tract of land to buy that has not been surveyed.
Should you purchase a survey before buyiigg e answer , is Ait dependso.

Sourceof the acres

The advertised acres may come from authoritative sources such as a deezbanti tax office.But,

most deeds assume that a Afortyo (1/16 of a secti
actually 40 acresAnd, the tax office may use expensive software to estimate #&8ret , wedve seen
acres be significantlwrong. Fact is, unless a property has been surveyed, no one knows exactly how

many acres are present.

In Alabama, most rural properties have never been survéljflreason is surveys are expensive
($3,000 to $6,000 for our 80 acre example) and theigion may not be that important to many people.

Tips to keepin mind
1.Be sure the precision matteis.et 6 s say you just spent $3,000 to |
You probably havendt gained much.

2Do a Ar ough croueanttodhis byrploting theebeundary lines on an aerial photo (like
Google EarthorBing)By using fiuse |l inesod6 as a guide (for e
adjoining recent timber harvest) you can plot the lines and use the photo scale t@ estiewOr,
walk the lines looking for old wire fences and rqule corners. If you can find physical evidence of
lines on the ground, then you can pace the lines (oruse éhhaddd GPS) t o get a firou

Al so, there ar e @reprogeamscavadable tfiat yoycandusesoplbtither boundary
lines and calculate acre¥hese are especially useful if you have also ground checked theYioes.
forester or rural |l and broker can help with perf

3.Sometimes asueyisprudent]l f your rough check raises concerns
or your lender requires a survey, or you are uncomfortable with the ambiguity, then a survey may be in
order. A situation where extra precaution is justified is whae or more property boundaries is the
run of a large creek or riverThese can change course over the years, and a 100 year old deed may no
longer contain the correct acres. Or, when a physical inspection reveals that neighbors may be
Aipossessthelingd over t

Al so, keep in mind that in todayés worl d,Thsur veys
has | owered the cost of getting an acreadleyesti ma
just go to the cornersBut, if locating or marking property lines is important to you, make sure your

surveyor has been retained for this task too.

Avoid the costif you can

Our experience is that with a little effort, most people can gain a level of comfort with the advertised
acres and thus avoid the expense of a survey.
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11- About the Author

Tom Brickmanhelps people buy, sell and cae for rura land. Located in Birmingham, Alabama, Tom
has 40+ years of experiencein the timberland investment & management businesses acrossthe United
States and Central America. He isa Registered Forester (and son of a forestednd a Real Estae
Broker. Tom is also a member of the Association of Consulting Foresters and the Realtors Land
Institute. Contact Tom at tbrick@CyprusPartnerscom or 205-936-2160.

All material in this Ebook is copyright protected by the author.
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