2011-210
Comment Letter No. 22



Ms. Leslie Seidman Page 2 ; H;f&%mttép 12

QOur purpose in commenting on the FASB’s Proposed Accounting Standards Update is to
request that the Board provide greater clarity regarding how this Proposed Accounting
Standards Update would apply to a publicly-traded timber REIT and similarly situated entities.
Specifically, we are requesting additional guidance regarding the application of the “Nature of
the Business Activities” criterion and the “Express Business Purpose” criterion to commercial
timberlands. We are also requesting additional guidance on how to apply the “Nature of the
Business Activities” criterion and the “Express Business Purpose” criterion to properties held
for the production of timber that are expected to be sold in the future for values higher than the
value of pure commercial timberland. Furthermore, we do not support the expansion of fair
value accounting to non-financial assets for which fair value measurements are highly
subjective.

Clarification is Requested for Commercial Timberlands

We agree with the Board’s conclusions in paragraphs BC18 and BC22 that fair value
accounting should not apply to real estate that is being used as an operating asset and/or for
which real estate is being used for the production of goods. For Plum Creek, we manage
substantially all of our real estate as commercial timberland until we decide to dispose of a
particular property and it is being negotiated for sale. We employ hundreds of foresters who
actively manage our commercial timberlands through the process of planting, growing and
harvesting of timber. We are actively involved in improving growth rates through the planting
of genetically advanced seedlings and intensive forest management practices such as thinning
and fertilization. Our foresters also work with our loggers, haulers and customers to make sure
we effectively merchandise our timber into the highest value timber products. Furthermore,
our foresters spend a significant amount of their time devoted to environmental stewardship to
ensure that forest management is integrated with the conservation of soil, air and water
resources, wildlife and fish habitat and aesthetics.

We view our commercial timberlands as an operating asset. We believe our timberland
properties represent real estate that we use to produce products primarily consisting of
pulpwood (to make paper products) and sawlogs (to make lumber and plywood). We have
owned most of our commercial timberlands for over ten years and expect to own most of them
indefinitely. Furthermore, we do not have an exit strategy to dispose of these properties.
Therefore, we believe under the “Express Business Purpose” criterion Plum Creek would not
be an investment property entity.

However, we believe the Proposed Accounting Standards Update needs to be clearer because it
could be interpreted to mean that our commercial timberlands do meet the “Express Business
Purpose™ criterion. For example, under most state laws, standing timber is considered real
property. It is not clear under the Proposed Accounting Standards Update whether the
harvesting and selling of timber would be considered the selling of real estate, as opposed to
the sale of a product from an entity’s own use of the real estate. We request that the Board
clarify that the growing and harvesting of timber is included within the concept of real estate
being used by an entity in the production of goods. We believe this could be accomplished by
providing an example in the implementation guidance or by adding an example in the basis for
conclusions similar to the example provided in BC15 where real estate is being used to operate
a hotel.
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Clarification is Requested for the “Nature of the Business Activities” Criterion

We expect to sell over the next fifteen years approximately 20% of the acres we own either to
capture values higher than their value as commercially operated timberlands or because they
are less strategic timberlands. We believe the acres that we have identified for sale as higher
value timberlands could potentially be considered as meeting the “Express Business Purpose™
criterion since we could be viewed as having an exit strategy for these acres and would be
selling them to realize capital appreciation, even though they are operated as commercial
timberland until they are sold. However, we believe it is unclear how these identified acres
will impact our overall analysis of this Proposed Accounting Standards Update.

We believe one could argue that we meet the “Nature of the Business Activities” criterion
because substantially all of our assets are real estate. However, there is no “substantially all”
requirement under the “Express Business Purpose” criterion. Given that a portion of our
timberlands could potentially meet the “Express Business Criterion,” it is unclear how this
Proposed Accounting Standards Update will apply to Plum Creek.

We noted under the “Nature of Business Activities” criterion that neither “investing”, nor “real
estate property or properties”, is defined. Therefore, we believe it is unclear how this criterion
is applied, and specifically how Plum Creek would apply this Proposed Accounting Standards
Update to our approximately 6.7 million acres. We suggest the guidance could be clarified by
replacing “real estate property or properties” with “Investment Property” (a defined term in the
Amendments to the Master Glossary) under the “Nature of the Business Activities” criterion in
paragraph 973-10-15-2(a). By making this change, it would be clear that only certain real
estate, and not all real estate, is evaluated in connection with the “Nature of the Business
Activities” criterion. Assuming the Board agrees harvesting standing timber is considered
using real estate for the entity’s own use in the production of goods (as discussed above), we
believe this change would clarify that investing in commercial timberlands will not meet the
“Nature of the Business Activities” criterion.

Benefits from Measuring at Fair Value Must Exceed Costs

We agree with the Board’s conclusions in paragraphs BC75 and BC76 that the benefits
derived from expanding fair value accounting must be greater than the related costs, and that
the entities subject to this Proposed Accounting Standards Update should not incur significant
costs to comply. We also agree with the Board’s conclusion in paragraph BC7 that the costs
of measuring Investment Properties at fair value would outweigh the benefits if all entities
were required to measure Investment Properties at fair value.

We have previously expressed our views regarding the expansion of fair value accounting in a
response letter to the Securities and Exchange Commission dated March 24, 2009 regarding
the SEC’s proposed Roadmap for the Potential Use of Financial Statements Prepared in
Accordance with International Financial Reporting Standards by U.S. Issuers. We summarize
our key concerns below.
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We believe reporting our commercial timberlands at fair value would:
¢ significantly lower the quality and reliability of our financial reporting;
* not be well received by our investors; and
s Dbe costly.

Quality and Reliability. 'We believe estimating the fair value of standing timber requires
numerous and extensive assumptions. For all but mature timber stands (which are currently
available to harvest), the fair value of standing timber is determined using the discounted cash
flow model. There are no market prices available for partially grown stands of timber, We
believe the fair value of partially grown stands is, therefore, theoretical and cannot be
objectively determined. Furthermore, because our growing cycles range from 25 years in the
South to over 50 years in the North, partially grown stands comprise over 90% of our total
timber inventory.

Additionally, there are no national markets for mature timber, Prices for mature timber are
based on local markets and vary significantly from stand to stand based on many attributes
including species mix, stocking levels, topography, and distance to market. Due to each
stand’s unique characteristics, a company-wide fair value estimate of our mature timber will be
extremely difficult and time consuming.

We estimate that over 83% of our enterprise value is derived from the value of our commercial
timberlands. As a result, we believe small changes in the underlying assumptions can have a
material impact on our reported earnings. For example, we estimate that a one-half percentage
point change in our discount rate assumption would change the fair value of our commercial
timberlands by more than $300 million. Additionally, we estimate that a one-half percentage
point change in our assumption regarding future log price appreciation would also change the
fair value of our commercial timberlands by more than $300 million. These estimated fair
value changes of more than $300 million are material especially when compared to our
average quarterly reported earnings during the past eight quarters of approximately $50
million.

We also believe that any change in assumptions will be highly subjective, very difficult to
document and very challenging to audit. We believe that due to the large number of
assumptions that will be used to determine fair value and the significant judgment associated
with each assumption, any fair value estimate of our commercial timberlands will not be
reliable for accounting purposes. In our view, the reduction in reliability far outweighs any
potential benefit from reporting our commercial timberlands at fair value.

Furthermore, we believe estimating the fair value of our commercial timberlands that may
have higher alternative values requires numerous and extensive assumptions. Substantially all
of our higher value timberlands are rural timberlands for which there are no national markets.
We have identified thousands of parcels that we believe could be sold as higher value
timberlands, each with unique characteristics. Some of the unique characteristics which
distinguish higher value timberlands from pure commercial timberlands include: (1) properties
located on or near lakes, rivers and streams, (2) properties with recreational opportunities such
as fishing and hunting, (3) properties with territorial views, (4) properties near expanding
populations centers, and (5) properties which are suitable for conservation or development.
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Generally, comparable sales would be the most reliable method to determine the fair value for
higher value timberlands. However, in most of our operating regions, fair values for higher
value timberlands will be hard to derive due to the limited number of comparable sales and the
unique characteristics of each parcel. As a result, a discounted cash flow method will need to
be used in combination with the limited comparable sales data. The discounted cash flow
method will require many assumptions and estimates in determining a value. Some of the
assumptions needed to make adjustments to the limited comparable sales data and for the
discounted cash flow model include: (1) ages of timber on the land, (2) current and future
timber prices, (3) current prices for properties with similar characteristics such as water
features, (4) land appreciation rates, (5) estimated timing of sales (6) property listings by other
parties, (7) market absorption rates, (8) demographic changes, (9) expansion of population
centers, and (10) discount rates. As a result of the extensive number of highly subjective
assumptions, we believe a fair value estimate of our higher value timberlands will not be
reliable for accounting purposes. Furthermore, due to our extensive ownership of timberlands,
we believe that small changes in estimates could have significant changes in our reported fair
value of our higher value timberlands.

Investors. Under fair value accounting, the performance of our timber business will be
measured almost exclusively based on the quarterly change in the fair value of our timber and
timberlands. In theory, the operating income from the harvest of timber will be close to zero
since the timber will be recorded on our books at fair value and should approximate its net
selling price. The harvesting and selling of timber will no longer be a significant financial
event based on the financial reporting under fair value accounting. As a result, our
performance will no longer be measured based on verifiable selling prices and cost of sales but
rather will be based on changes to management’s estimate of fair value. We believe our
mvestors will not understand our reported earnings under fair value accounting. They will
have less confidence that our earnings are reported accurately; and therefore, they will require
a higher risk premium associated with an investment in Plum Creek due to this increased
uncertainty.

We are also concerned because, in our view, the marketplace has not accepted fair value
accounting for non-financial assets, especially long-lived assets such as timberlands. We
believe amounts reported at fair value must be highly reliable (such as financial assets traded
in active markets) before fair value accounting is preferred over historical cost. Our investors
understand amounts reported under historical cost because they are based on verifiable and
auditable market transactions for specific assets; and therefore, we believe our investors have
confidence in our reporting of operating margins for our timber business.

Cost. If we are required to report the fair value of our timber and timberlands, we will need an
annual appraisdl of our timber and timberlands. Currently in the United States under auditing
standards prescribed by the Public Company Accounting Oversight Board, annual appraisals
are generally required for material, highly subjective and unverifiable accounts (e.g.,
goodwill). We believe under fair value accounting our auditors will require an annual
appraisal of our timber and timberlands since this is our largest asset and a fair value estimate
of our timber and timberlands will be highly subjective.

We estimate an annual appraisal of our timber and timberlands would cost at least twice as
much as we are currently paying for the annual audit of our financial statements. Today it is
not uncommon for us to pay as much as $100,000 to appraise 300,000 acres. Considering that
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we own almost 7 million acres of timberland, annual appraisal costs could easily reach $2.5
million. We own timberlands in every major timber market in the United States, and because
there are no national markets for commercial timberlands, the complexity and challenges of
appraising our commercial timberlands would be significant. An appraiser must consider the
unique characteristics of each region and each timber stand, such as: (1) timber species, (2)
stocking levels, (3) soil conditions, (4) weather patterns, (5) growth rates, (6) harvest
restrictions, (7) logging and hauling costs, and (8) the demand and supply of timber in local
markets.

We believe the cost of an annual appraisal is only one of many incremental costs that will be
required to compute the fair value of our timber and timberlands. We would also expect our
audit fees to increase due to the requirement to audit the fair value estimate of our timber and
timberlands. We believe the audit testing would be extensive due to the subjective nature of
management’s fair value estimate. We believe this will add a significant burden to
management due to extensive time that will be required to defend our highly subjective
assumptions. We would also expect additional costs associated with documenting and
maintaining our standing timber inventory, internal controls over all of management’s fair
value estimates and assumptions, management’s involvement with the annual appraisal
process, and management’s quarterly review and assessment of fair value. Besides the cost of
the appraisal, management must understand the nature of the inputs and calculation
methodology used by appraisers. There will be significant time and cost associated with
designing and reviewing the internal controls around documenting and validating the valuation
estimates. We believe significant due diligence and monitoring activities will be needed to
validate the inputs and models used by appraisers to determine the fair value of timber and
timberlands. Additionally, we believe the total combined internal and external costs required
to comply with the fair value accounting are excessive. Furthermore, we do not believe our
stockholders will benefit from reporting timber and timberlands at fair value; therefore, these
significant additional costs outweigh any benefits from Plum Creek reporting under fair value
accounting.
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In summary, we are asking the Board to provide additional clarifying guidance. We are
concerned how this Proposed Accounting Standards Update would apply to commercial
timberlands including timberlands that are expected to be sold in the future for higher values
than the value of pure commercial timberlands. Finally, we agree with limiting the expansion
of fair value accounting for Investment Properties to situations for which the benefits clearly
outweigh the costs.

Thank you for the opportunity to express our views on the Proposed Accounting Standards
Update, Real Estate — Investment Property Entities. We would be pleased to discuss our views
at any time. If you have any questions, please contact me at (206) 467-3600.

Sincerely,

TToedU o LS

David W. Lambert
Senior Vice President and Chief Financial Officer





