
 
 

 
 

Implications of IFRS for the U.S. Timber Industry:  
Plum Creek Timber and Brookfield Timberlands 

 

“We believe the implementation of IFRS for Plum Creek will be costly, significantly lower the 
quality of our financial reporting and we believe that the reported fair value of standing timber 
at the end of each quarter in accordance with IAS 41 may bear no close relationship to the 
ultimate selling price for our trees.”  Plum Creek Timber1 
 
“While we accept that the adoption of IFRS will lead to the addition of some modest cash costs 
and may lead to some confusion at the outset, we believe that the greater transparency 
provided by the presentation of reasonable fair value estimates outweighs these 
disadvantages.”  Brookfield Timberlands2 

 
In 2009, U.S. timber companies were wrestling with the implications of the forthcoming shift 
from U.S. Generally Accepted Accounting Principles (US GAAP) to International Financial 
Reporting Standards (IFRS).  Of particular concern was the requirement to apply fair values to 
forestland with standing timber that could be harvested in the future.  The relevant accounting 
guidance under IFRS was International Accounting Standard No. 41 (IAS 41, Exhibit 1), 
which specified that agricultural crops be valued at their fair market value less estimated 
harvesting costs at the end of each quarter.  Given the standard was arguably developed for 
annual crops such as citrus or vegetables, some firms in the U.S. timber industry argued that 
valuing standing timberland was much more complex given the variety of ages, species and 
costs to harvest the timber.  A Brookfield Timberlands report stated “The subjectivity involved 
in establishing timber value will cause significant heartburn for timber company managers and 
auditors.”3 
 
In 2009, Plum Creek Timber and Brookfield Timberlands made public statements on IAS 41 
but reached opposing conclusions as indicated by the opening quotes in the case.  
 
Plum Creek Timber Company 
 

In 2010, Plum Creek Timber was the largest private timberland owner in the United States 
with approximately 7 million acres of forestland located in every significant timber region of 

                                                 
 Robert Bowen and Jane Kennedy prepared this case using publicly available sources with the assistance of Frank 
Hodge and D. Shores.  Public sources were used.  Any reference to management actions or motives is purely 
hypothetical.  Funding was provided by a PricewaterhouseCoopers IFRS Ready Grant.  Revised, May 27, 2010. 
1 From May 24, 2009 letter to the Securities and Exchange Commission from Plum Creek Senior VP and CFO, 
David Lambert, p. 8. 
2 From First quarter 2009 Research Report on International Financial Reporting Standards: A North American 
Perspective” by Brookfield Asset Management, p. 4. 
3 Ibid, p. 2. 
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the country.  Plum Creek was listed on the New York Stock Exchange (NYSE stock ticker 
PCL) and was part of several indices including the S&P 500, Russell 1000, Wilshire 5000 and 
Dow Jones Sustainability World index.  
 
On March 24, 2009, David Lambert, Senior VP and Chief Financial Officer of Plum Creek, 
emailed a letter to the Securities and Exchange Commission (Exhibit 2) arguing that adoption 
of fair value reporting under International Accounting Standard No. 41 (IAS 41) would be 
both costly and lower the quality of the company’s financial reporting.  Arguments in the letter 
included: 

 Fair value estimates of standing timber would be unreliable for accounting purposes 
 Reporting of fair value estimates will harm comparability between companies 
 U.S. capital markets have not accepted fair value reporting for non-financial assets 
 Cost to estimate fair values on a quarterly basis will far exceed any benefits 

 
Mr. Lambert’s letter was unequivocal in its opposition to the standard being applied to Plum 
Creek and other U.S. timber companies.  
 
Brookfield Timberlands Management LP 
 

Brookfield Timberlands Management, a wholly owned subsidiary of Brookfield Asset 
Management, had approximately 2.5 million acres of forestland in North and South America. 
Brookfield Asset Management was listed on the New York Stock Exchange (NYSE stock 
ticker BAM). 
 
Brookfield Timberlands issued a report in the first quarter of 2009 that presented arguments 
both for and against reporting standing timberlands at fair value (Exhibit 3).  In the end, the 
report supported IAS 41 for U.S. timber companies concluding that “adoption of IFRS [is] an 
overall net positive for timberlands investors.”   
 
Decision to Adopt IFRS? 
 

In 2010, as timber company managers continued to review IAS 41 (Exhibit 1), the following 
practical questions likely arose in the discussions: 
 

 Does U.S. GAAP adequately capture the importance and value of standing timber for U.S. 
companies?   

 Should standing timber be recorded at fair value?   

 Will investors overreact to the natural swings in the value of timber and thus the fair value 
of standing timber? 

 
Would you recommend that timber companies value their standing timber at fair value?  Is it 
cost-effective for companies, auditors and/or investors?  What position would you take on 
lobbying for the implementation of IFRS in the U.S.? 
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Exhibit 1 
 

Excerpts from International Accounting Standard #41 (IAS 41), Agricultural 

 

Objective of IAS 41 

The objective of IAS 41 is to establish standards of accounting for agricultural activity – the 
management of the biological transformation of biological assets (living plants and animals) 
into agricultural produce (harvested product of the entity's biological assets). 

Key Definitions 

Biological assets: living animals and plants. [IAS 41.5] 

Agricultural produce: the harvested product from biological assets. [IAS 41.5] 

Costs to sell: incremental costs directly attributable to the disposal of an asset, excluding 
finance costs and income taxes. [IAS 41.5] 

Initial Recognition 

An entity should recognise a biological asset or agriculture produce only when the entity 
controls the asset as a result of past events, it is probable that future economic benefits will 
flow to the entity, and the fair value or cost of the asset can be measured reliably. [IAS 
41.10] 

Measurement 

Biological assets should be measured on initial recognition and at subsequent reporting dates 
at fair value less estimated costs to sell, unless fair value cannot be reliably measured. [IAS 
41.12] 

Agricultural produce should be measured at fair value less estimated costs to sell at the point 
of harvest. [IAS 41.13] Because harvested produce is a marketable commodity, there is no 
'measurement reliability' exception for produce. 

The gain on initial recognition of biological assets at fair value less costs to sell, and changes 
in fair value less costs to sell of biological assets during a period, are reported in net profit or 
loss. [IAS 41.26] 

A gain on initial recognition of agricultural produce at fair value less costs to sell should be 
included in net profit or loss for the period in which it arises. [IAS 41.28] 

All costs related to biological assets that are measured at fair value are recognised as 
expenses when incurred, other than costs to purchase biological assets. 

IAS 41 presumes that fair value can be reliably measured for most biological assets. 
However, that presumption can be rebutted for a biological asset that, at the time it is 
initially recognised in financial statements, does not have a quoted market price in an active 
market and for which other methods of reasonably estimating fair value are determined to be 
clearly inappropriate or unworkable. In such a case, the asset is measured at cost less 
accumulated depreciation and impairment losses. But the entity must still measure all of its 
other biological assets at fair value less costs to sell. If circumstances change and fair value 
becomes reliably measurable, a switch to fair value less costs to sell is required. [IAS 41.30] 
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Exhibit 1 (continued) 
 

Excerpts from International Accounting Standard #41 (IAS 41), Agricultural 

 

The following guidance is provided on the measurement of fair value: 

• a quoted market price in an active market for a biological asset or agricultural produce is 
the most reliable basis for determining the fair value of that asset. If an active market does 
not exist, IAS 41 provides guidance for choosing another measurement basis. First choice 
would be a market-determined price such as the most recent market price for that type of 
asset, or market prices for similar or related assets [IAS 41.17-19] 

• if reliable market-based prices are not available, the present value of expected net cash 
flows from the asset should be use, discounted at a current market-determined rate [IAS 
41.20] 

• in limited circumstances, cost is an indicator of fair value, where little biological 
transformation has taken place or the impact of biological transformation on price is not 
expected to be material [IAS 41.24] 

• the fair value of a biological asset is based on current quoted market prices and is not 
adjusted to reflect the actual price in a binding sale contract that provides for delivery at a 
future date [IAS 41.16] 

Other Issues 

The change in fair value of biological assets is part physical change (growth, etc.) and part 
unit price change. Separate disclosure of the two components is encouraged, not required. 
[IAS 41.51] 

Fair value measurement stops at harvest. IAS 2, Inventories, applies after harvest. [IAS 
41.13] 

Agricultural land is accounted for under IAS 16, Property, Plant and Equipment. However, 
biological assets that are physically attached to land are measured as biological assets 
separate from the land. [IAS 41.25] 

Intangible assets relating to agricultural activity (for example, milk quotas) are accounted for 
under IAS 38, Intangible Assets. 

 

Source: http://www.iasplus.com/standard/ias41.htm 
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