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Financial Highlights

Dollars in millions, except per share

Sales & Earnings

Sales

Operating income

Pro forma operating income®
Net income

Pro forma net income?

Financial Condition
Total assets
Total debt

Cash Flow

Cash provided by operating activities

Capital expenditures (excluding strategic capital)
Pro forma EBITDA®

Cash available for distribution?

Dividends

Weighted Average Common Shares
Outstanding in millions

Per Share

Net income

Pro forma net income
Dividend
Shareholders' equity

Performance Ratios
Operating income to sales
Return on equity

Return on assets

Debt Ratios
Debt to capital
Debt to market capital®

$1,571
411
411
279
279

3,123
1,270

446
158
560
304
207

128.7

2.17
2.17
1.68
11.66

26%
20%
10%

47%
17%

(a) These non-GAAP measures are defined and reconciled on Page 5.

(b) Based on a $51.83 and $44.63 per share closing price at December 31, 2012 and 2011, respectively.

$1,489
356
363
276
264

2,569
847

432
145
499
287
185

125.4

2.20
2.1
1.52
10.84

24%
21%
11%

39%
13%
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“These accomplishments reflect the diverse
strengths of our three core businesses,

our continued focus on operational excellence
and commitment to our long-term strategy.”

-Paul G. Boynton, Chairman, President and CEO

From the Chairman
Fellow Shareholders:

Rayonier had another outstanding year in 2012. Operating income was
up 15% to $411 million. Operating cash flow of $446 million allowed us
to increase our dividend by 10%, our third consecutive annual increase
and our eighth in ten years.

At the same time, we made significant progress in the execution of our
long-term strategy: growing and upgrading our land base, increasing the
attractiveness and value of our higher-and-better-use (HBU) properties,
and strengthening our position as the global leader in cellulose specialties.
And the market rewarded our shareholders with a total annual return

of over 20%.

We successfully completed a number "
of capital projects to bolster the reliability OUI’ 20 72 I’@SU/Z'S
and efficiency of our operations in both demonstrated

manufacturing and land management,
and leveraged upgrades from the credit

the benefits of the

rating agencies to further strengtherf I'ncreasing SI'Ze and
our balance sheet and lower borrowing . . .
costs. And | am delighted to report that geographlc d/V@l’Slly

we made substantial strides toward our

vision of being the safest company in the OfOUI' 2.7 I?’H//IOI’I
forest products industry. acre /and base,"

Forest Resources

Our 2012 results demonstrated the benefits of the increasing size and
geographic diversity of our 2.7 million acre land base, as we capitalized

on regional and local market opportunities and increased our southeast
harvest volume by 12%, while deferring harvests in areas where prices
remained below expectations.We also successfully integrated over 300,000
acres of high-quality southeast timberlands acquired in 2011, and purchased
an additional 88,000 acres.
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A fully-integrated land management system was implemented to support
harvesting, silviculture investment and land sales, as well as an industry-
leading system to electronically track harvesting activities across our entire
ownership, making us a preferred partner of harvesting contractors. We also
took steps to grow and diversify alternative revenue streams from our lands,
generating record non-timber income.

Real Estate

Interest in our rural recreational properties improved in select southeast
markets, allowing us to exceed price projections while maintaining price
discipline across our ownership. Demand for non-strategic timberland and
conservation properties was stronger than expected in both the Southeast
and Northwest. And we partnered with governmental and conservation
groups in executing six unique transactions protecting more than 15,000
acres. With these sales, our company has now helped place over 155,000 acres
into perpetual conservation.

We continued to take actions to enhance the development potential and
marketability of our HBU properties. On our industrial development sites, our
strategy is to remove technical and regulatory hurdles to pre-qualify the sites
for end users. For example, our 1,100-acre Belfast Commerce Centre property
near Savannah, Ga,, situated along I-95 with rail access to the Port of Savannah,
achieved “mega-site” certification last year, and we are working with state and
local officials on a funding plan to accelerate construction of an interchange
onto |-95.

Performance Fibers

The Performance Fibers business achieved record sales and earnings

last year, driven by continued strong demand for our high-value specialty
cellulose products. Our mills maintained production levels and quality,
reduced controllable costs,and improved safety performance, while

moving forward with an unprecedented level of high-return capital projects.

Most significantly, we remain on schedule to complete the conversion of

our absorbent materials line in Jesup, Ga., to cellulose specialties in mid-2013.
Despite costs exceeding initial estimates, the project remains well within

our original return parameters.
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*Included $189 million from the alternative fuel mixture credit ("AFMC")

Other projects reduced costs and improved reliability and energy efficiency.
The new turbine generator at our Fernandina Beach, Fla., facility not only
makes the mill energy self-sufficient, but allows us to sell excess power to the
local public utility.

Looking ahead, | believe our company is uniquely positioned to continue
to create value in 2013 and beyond:

= We see tremendous value in our diverse and growing timberland
portfolio, with improved yields and volumes positioning us to meet
increasing demand as the emerging U.S. housing recovery gains
momentum, and global demand strengthens log export markets
in the Northwest and New Zealand.

The increasing size and geographic diversity of our land base,
together with our existing high-value coastal HBU properties
in the Southeast, will drive improved results in our Real Estate

business as the markets for development and rural recreational " o

properties rebound. We eXpeCt Improved
= With the sale of our Wood Products business and our exit from earn[ngs and CCISh

the commodity fluff pulp market in 2013, we will have positioned

our manufacturing operations to focus exclusively on high-value ﬂOW.S l'O SuppOIt

cellulose specialties. t he p[’[O[’[ t)/ we p /ace

Our tactical focus will remain on operational excellence, reliability,

and maintaining a robust and sustainable safety culture. Despite 2013 on a secure and
being a transition year for our Performance Fibers business as we bring " /1 w
the new cellulose specialties line into production, we expect improved grOWIng dIVIdend.
earnings and cash flows to support the priority we place on a secure

and growing dividend.

It is my privilege to serve as Rayonier’s Chairman, President and CEO.

Since 1926, our company has served customers well and created value for our
shareholders. We carry that tradition into an exciting future with a capable and
engaged workforce, superior products and quality assets. Along with the rest
of our dedicated team, | am fully committed to realizing our vision of being the
best forest products company, recognized and admired as the leader in
creating value for our owners.



Reconciliation of Non-GAAP Measures

Dollars in millions, except per share 2012 2011 2010 2009 2008
Pro Forma EBITDA®

Net income $279 $276 $218  $313 $149
Income tax expense 88 30 15 46 29
Interest, net 44 50 49 51 49
Depreciation, depletion

and amortization 149 136 143 158 168
Increase in disposition reserve - 7 - - -
Gain on sale of a portion of New Zealand

JV interest = = (12) = =
Income related to the AFMC - - - (205) -
Pro Forma EBITDA $560 $499  $413 $363  $395
Cash Available for Distribution®

Cash provided by operating activities $446  $432  $495 $307 $340
Capital expenditures (158) (145) (138) (92) (105)
Change in committed cash 6 (6) 12 17 (10)
Excess tax benefits on stock-based

compensation 8 6 5 3 3
Other - 10 (2) (12)
Cash available for distribution $304  $287 $384 $233 $216
Outstanding shares in millions 1233  122.0 121.0 119.3 118.2
Cash Available for Distribution

per share $2.46 $235 $3.17 $1.95 $1.83

(a) Pro forma EBITDA is defined as earnings before interest, taxes, depreciation, depletion, amortization and adjustments for special items. Pro forma
EBITDA is a non-GAAP measure used by our Chief Operating Decision Maker, existing shareholders and potential shareholders to measure how the

Company is performing relative to the assets under management.

(b) Cash Available for Distribution (CAD) is defined as cash provided by operating activities adjusted for capital spending, the change in committed
cash, and other items which include cash provided by discontinued operations, proceeds from matured energy forward contracts, excess tax benefits
on stock-based compensation and the change in capital expenditures purchased on account. CAD is a non-GAAP measure of cash generated during
a period that is available for dividend distribution, repurchase of the Company’s common shares, debt reduction and strategic acquisitions. CAD is

not necessarily indicative of the CAD that may be generated in future periods.

Reconciliation of Reported to Pro Forma Earnings

Dollars in millions 2012 2011 2010 2009 2008
Operating Income $411  $356  $282 $410 $226
Increase in disposition reserve - 7 - - -
Gain on sale of portion of New Zealand

JV interest - - (12) - -
AFMC - - - (205) -
Pro Forma Operating Income $411  $363  $270  $205 $226
Net Income $279 $276  $218 $313  $149
Reversal of reserve related to the taxability

of the AFMC - (16) - - -
Increase in disposition reserve - 4 - - -
Cellulosic biofuel producer credit - - (24) - -
Gain on sale of a portion of New Zealand

JV interest - - (12) - -
AFMC - - - (193) -
Pro Forma Net Income $279 $264  $182 $120 $149
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When we refer to “we,” “us,” “our,” “the Company,” or “Rayonier,” we mean Rayonier Inc. and its consolidated subsidiaries.
References herein to “Notes to Financial Statements” refer to the Notes to the Consolidated Financial Statements of Rayonier Inc.
included in Item 8 of this Report.

Note About Forward-Looking Statements

Certain statements in this document regarding anticipated financial outcomes including earnings guidance, if any, business
and market conditions, outlook and other similar statements relating to Rayonier’s future financial and operational performance,
are "forward-looking statements" made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of
1995 and other federal securities laws. These forward-looking statements are identified by the use of words such as "may," "will,"
"should," "expect," "estimate," "believe," "anticipate" and other similar language. Forward-looking statements are not guarantees
of future performance and undue reliance should not be placed on these statements. The risk factors contained in Item 1A — Risk
Factors, among others, could cause actual results to differ materially from those expressed in forward-looking statements that are
made in this document.

Forward-looking statements are only as of the date they are made, and the Company undertakes no duty to update its forward-
looking statements except as required by law. You are advised, however, to review any further disclosures we make on related
subjects in our subsequent Forms 10-Q, 10-K, 8-K and other reports to the SEC.

Item 1. BUSINESS
General

We arealeading international forest products company primarily engaged in activities associated with timberland management,
the sale and entitlement of real estate, and the production and sale of high value specialty cellulose fibers and fluff pulp. We believe
that Rayonier is the seventh largest private timberland owner in the U.S. We own, lease or manage approximately 2.7 million acres
of timberland and real estate located in the United States and New Zealand. Included in this property is approximately 200,000
acres of high value real estate located primarily along the coastal corridor from Savannah, Georgia to Daytona Beach, Florida.
We own and operate two specialty cellulose mills in the United States. In addition, we manufacture lumber in three sawmills in
Georgia (Wood Products business) and engage in the trading of logs. In January 2013, we signed an agreement to sell our Wood
Products business. We expect this sale to close in the first quarter of 2013.

For information on sales, operating income and identifiable assets by reportable segment and geographic region, see Item 7
— Managements Discussion and Analysis of Financial Condition and Results of Operations and Note 3 — Segment and
Geographical Information.

Our corporate strategy is to:

* Increase the size and quality of our timberland holdings through timberland acquisitions while selling timberlands that
no longer meet our strategic or financial return requirements. In 2012, we acquired 88,000 acres of U.S. timberlands.

*  Extract maximum value from our higher and better use ("HBU") properties. This includes monetizing entitled properties,
achieving mega-site certification of our prime industrial and commercial properties and maintaining our rural HBU sales
program for conservation, recreation and industrial uses.

» Differentiate our Performance Fibers business by developing and improving products for customer specific applications.
We emphasize operational excellence to ensure quality, reliability and efficiency. A key part of our strategy is to focus
our manufacturing operations on higher margin, specialty applications. In 2011, we began a $375 million to $390 million
project to convert the fluff pulp line at our Jesup, Georgia mill to produce cellulose specialties products. We expect to
complete this project by mid-2013.

We originated as the Rainier Pulp & Paper Company founded in Shelton, Washington in 1926. In 1937, we became "Rayonier
Incorporated," a public company traded on the New York Stock Exchange ("NYSE"), until 1968 when we became a wholly-owned
subsidiary of ITT Corporation ("ITT"). On February 28, 1994, Rayonier again became an independent public company after ITT
distributed all of Rayonier’s Common Shares to ITT stockholders. Our shares are publicly traded on the NYSE under the symbol
RYN. We are a North Carolina corporation with executive offices located at 1301 Riverplace Boulevard, Jacksonville, Florida
32207. Our telephone number is (904) 357-9100.

The Company is a real estate investment trust ("REIT"). Under this structure, we are generally not required to pay federal
income taxes on our earnings from timber harvest operations and other REIT-qualifying activities contingent upon meeting
applicable distribution, income, asset, shareholder and other tests. The Company and its Board of Directors closely monitor



compliance with these REIT tests. As of December 31, 2012 and as of the date of the filing of this Annual Report on Form 10-K,
the Company is in compliance with all REIT tests.

Our U.S. timber operations are primarily conducted by our wholly-owned REIT subsidiaries. Our non-REIT qualifying
operations, which are subject to corporate-level tax, are held by our wholly-owned taxable REIT subsidiary, Rayonier TRS Holdings
Inc. ("TRS"). These operations include our Performance Fibers, Wood Products and trading businesses, as well as the sale and
entitlement of development HBU properties.

Forest Resources

Our Forest Resources segment owns, leases or manages approximately 2.6 million acres of timberlands, and sells standing
timber (primarily at auction to third parties) and delivered logs. We also generate non-timber income from other land related
activities. See chart in Item 2 — Properties for additional information.

In 2012, we acquired approximately 88,000 acres of U.S. timberlands primarily located in Texas. See Note 6 — Timberland
Acquisitions for additional information about our timberland acquisitions.

Our Atlantic U.S. timberland holdings consist of approximately 1.1 million acres. Approximately two-thirds of this land
supports intensively managed plantations of predominantly slash pine and loblolly pine. The other third of this land is too wet to
support pine plantations, but supports productive natural stands of slash pine, cypress, black gum, water oaks, red maple, sweetgum
and other commercial hardwood species.

Our Gulf States U.S. timberland holdings consist of approximately 0.7 million acres. Approximately four-fifths of this land
supports pine plantations of predominantly loblolly pine. The other one-fifth of this land is too wet or too steep to support pine
plantations, but supports productive natural stands of loblolly pine, water oaks, black gum, sweetgum and other commercial
hardwood species.

Our Northern U.S. timberland holdings consist of approximately 0.5 million acres. Washington timberlands constitute 0.4
million acres and are primarily second and third growth western-hemlock, Douglas-fir, Sitka spruce, and western red cedar.
Approximately 93 percent of the merchantable volume of the Washington timberlands is western-hemlock and Douglas-fir. A
small percentage of the Washington timberlands supports natural hardwood stands of predominantly red alder. New York
timberlands are almost entirely managed as multi-aged stands of Appalachian hardwood and softwood species. The predominant
species are red maple, sugar maple, spruce-fir, beech, black cherry and yellow birch.

In the Atlantic and Gulf regions, rotation ages range from 21 to 28 years for pine plantations and from 35 to 60 years for
natural hardwood stands. End use markets for these timberlands include pulp, paper, wood products and biomass facilities. In the
Northern region, rotation ages range from 35 to 50 years in Washington and 40 to 80 years in New York, with the primary product
in both states being sawtimber.

In addition, we have a 26 percent interest in a New Zealand joint venture ("JV"), which we manage. The JV owns or leases
approximately 0.3 million acres of primarily radiata pine timberland.

Merchantable timber inventory is an estimate of timber volume based on the earliest economically harvestable age. Estimates
are based on an inventory system that involves periodic statistical sampling. Adjustments are made on the basis of growth estimates,
harvest information, environmental restrictions and market conditions. Timber located in restricted or environmentally sensitive
areas and economically inaccessible swamplands is not included in the merchantable inventory shown here.

The following table sets forth the estimated volumes of merchantable timber in the U.S. by location and type, as of December 31,
2012 (in thousands of short green tons):

Location Softwood Hardwood Total %
ARTANTIC ...t 23,538 10,725 34,263 46
GUIE ettt n 19,130 7,084 26,214 35
NOTNEIN....eeciiieiii e e 9,928 4,460 14,388 19
74,865 100

We manage our U.S. timberlands in accordance with the requirements of the Sustainable Forestry Initiative™ ("SFI") program,
a comprehensive system of environmental principles, objectives and performance measures that combines the perpetual growing
and harvesting of trees with the protection of wildlife, plants, soil and water quality. Through application of our site-specific
silvicultural expertise and financial discipline, we manage timber in a way that optimizes site preparation, tree species selection,
competition control, fertilization, timing of thinning and final harvest. We also have a genetic tree improvement program to enhance



the productivity and quality of our timber and overall forest health. In addition, non-timber income opportunities associated with
our timberlands such as recreational licenses and specialty forest products, as well as considerations for the future higher and
better uses of the land, are integral parts of our site-specific management philosophy. All these activities are designed to maximize
value while complying with SFI requirements.

Real Estate

Our Real Estate subsidiary owns approximately 0.1 million acres of land. We segregate our real estate holdings into three
groups: development HBU, rural HBU (including conservation properties) and non-strategic timberlands. Development properties
are predominantly located in the 11 coastal counties between Savannah, Georgia and Daytona Beach, Florida. Our strategy is to
pursue and obtain entitlements for selected development properties, to sell rural properties at a premium to timberland values and
to divest non-strategic timberland holdings.

Performance Fibers

We are a leading manufacturer of high value specialty cellulose fibers and absorbent materials with production facilities in
Jesup, Georgia and Fernandina Beach, Florida, which have a combined annual capacity of approximately 745,000 metric tons.
Production capacity represents the proven annual production capabilities of the facility under normal operating conditions with a
normal product mix. These facilities manufacture more than 25 different grades of fibers. The Jesup facility can produce
approximately 590,000 metric tons, or 79 percent of our total capacity, and the Fernandina Beach facility can produce approximately
155,000 metric tons, or 21 percent of our total capacity. This segment has two major product lines:

Cellulose specialties — We are a leading producer of specialty cellulose products, most of which are used in dissolving
chemical applications that require a highly purified form to produce cellulose acetate and ethers that create high value,
technologically demanding products. Our products are used in a wide variety of end uses such as: cigarette filters, liquid
crystal display screens, acetate textile fibers, pharmaceuticals, cosmetics, photographic film, impact-resistant plastics, high-
tenacity rayon yarn for tires and industrial hoses, detergents, food casings, food products, thickeners for oil well-drilling
muds, lacquers, paints, printing inks and explosives. In addition, cellulose specialties include high value specialty paper
applications used for decorative laminates, automotive air and oil filters, shoe innersoles, battery separators, circuit boards
and filter media for the food industry.

Absorbent materials — We are a producer of fibers for absorbent hygiene products. These fibers are typically referred
to as fluff fibers and are used as an absorbent medium in products such as disposable baby diapers, feminine hygiene
products, incontinence pads, convalescent bed pads, industrial towels and wipes, and non-woven fabrics.

InMay 2011, our Board of Directors approved a capital project to convert a fiber line at our Jesup, Georgia mill from production
of absorbent materials to cellulose specialties (the "cellulose specialties expansion" or "CSE"). The cost of the project is currently
estimated to range from $375 million to $390 million. The CSE will add approximately 190,000 metric tons of cellulose specialties
capacity, bringing total cellulose specialties capacity to about 675,000 metric tons. Production of cellulose specialties is expected
to gradually increase to capacity by 2015. Customer commitments for this additional volume exceed 85 percent. We spent $43
million and $201 million on the project in 2011 and 2012, respectively, and are on schedule to complete the CSE project by
mid-2013. Upon completion of the CSE project, we will be exiting the more commodity-like absorbent materials business (about
260,000 metric tons of capacity). This expansion will help further differentiate our business as we will be able to increase our
focus on high-end specialty pulp and the development of customer specific applications.

Approximately 63 percent of Performance Fibers sales are exported, primarily to customers in Asia and Europe. Approximately
96 percent of Performance Fibers sales are made directly by Rayonier personnel, with the remainder through independent sales
agents. We have long-term contracts with the world’s largest manufacturers of acetate-based products and other key customers
that extend through 2013 to 2017 and represent a significant majority of our high value cellulose specialties production.

Wood Products

Our Wood Products business segment manufactures and sells dimension lumber. We operate three lumber manufacturing
facilities in the U.S. that produce Southern pine lumber, which is generally used for residential and industrial construction. Located
in Baxley, Swainsboro and Eatonton, Georgia, the mills have a combined annual capacity of approximately 325 million board feet
of lumber and 625,000 short green tons of wood chips. Production capacity represents the proven annual production capabilities
of the facility under normal operating conditions with a normal product mix.

In January 2013, we announced plans to sell our Wood Products business to International Forest Products Limited for $80
million. The sale is expected to close in the first quarter of 2013.

Lumber sales are primarily made by Rayonier personnel to customers in the southeastern U.S. Approximately 64 percent of
our lumber mills’ wood chip production is sold at market prices to our Jesup, Georgia Performance Fibers facility. In 2012, these
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purchases represented approximately 11 percent of that facility’s total wood consumption.

Other

The primary business of our Other segment is trading logs.

Discontinued Operations and Dispositions

Included in the Consolidated Balance Sheets are environmental liabilities relating to prior dispositions and discontinued
operations, which include our Port Angeles, Washington Performance Fibers mill that was closed in 1997; our wholly-owned
subsidiary, Southern Wood Piedmont Company ("SWP"), which ceased operations other than environmental investigation and
remediation activities in 1989; and other miscellaneous assets held for disposition. See Note 15 — Liabilities for Dispositions and
Discontinued Operations for additional information.

Foreign Sales and Operations

Sales from non-U.S. operations comprised approximately seven percent of consolidated 2012 sales. See Note 3 — Segment
and Geographical Information for additional information.

Intellectual Property

We own numerous patents, trademarks and trade secrets, and have developed significant know-how, particularly relating to
our Performance Fibers business. We intend to continue to take such steps as are necessary to protect our intellectual property,
including, when appropriate, filing patent applications for inventions that are deemed important to our business operations. Our
U.S. patents generally have a duration of 20 years from the date of filing.

Competition

Timber markets in our Atlantic, Gulf and Northern regions are relatively fragmented. In the Atlantic and Gulf regions, we
compete with Plum Creek Timber Company, Weyerhaeuser and Timberland Investment Management Organizations such as
Hancock Timber Resource Group, Resource Management Services, Forest Investment Associates and The Campbell Group, as
well as numerous other large and small privately held timber companies. In the Northern region, Weyerhaeuser, Hancock Timber
Resource Group, Green Diamond Resource Company, Longview Timber LLC, The Campbell Group, Port Blakely Tree Farms,
Pope Resources, the State of Washington Department of Natural Resources and the Bureau of Indian Affairs are significant
competitors. Other competition in the Northern region consists of log imports from Canada. In all markets, price is the principal
method of competition.

In Performance Fibers, we market high purity, specialty cellulose fibers worldwide against competition from domestic and
foreign producers. Major competitors include Buckeye Technologies, Borregaard, Neucel, Sappi Saiccor, Sateri Holdings and
Tembec. Product performance, technical service and price are principal methods of competition. Sateri Holdings announced plans
in December 2010 to expand the capacity of its specialty cellulose fiber production line in Bahia, Brazil, by 85,000 metric tons
to be completed in 2013. Buckeye Technologies announced in October 2011 a project to increase high-end specialty wood pulp
capacity by 42,000 metric tons at its Perry, Florida operation. The project is expected to come on-line in April 2013. The new
market capacity is not expected to adversely affect the results of our Performance Fibers segment in 2013. However, it is difficult
to determine how market dynamics may impact our business in 2014 and beyond.

Additionally, in Performance Fibers, we market absorbent materials against competition from domestic and foreign producers.
Major competitors include Weyerhaeuser, GP Cellulose, Domtar and International Paper. Price and customer service are the
principal methods of competition. We will be exiting this market once the CSE project is complete.

Our Wood Products business competes with a number of lumber producers throughout the U.S. and Canada, but particularly
with sawmills throughout Georgia and Florida. Our Wood Products business represents a de minimus amount of North American
capacity. Price is the principal method of competition. We will be exiting this market upon the completion of the sale of our Wood
Products business.

Customers

In2012, a group of customers under the common control of Eastman Chemical Company (and its affiliates), Nantong Cellulose,
Celanese and Daicel Corporation represented approximately 21 percent, 17 percent, 14 percent and 14 percent of our Performance
Fibers segment’s sales, respectively, and 15 percent, 12 percent, 10 percent and 10 percent of consolidated sales, respectively. The
loss of any of these customers could have a material adverse effect on the Company and the Performance Fibers segment’s results
of operations.



Seasonality

Our Wood Products segment may experience higher seasonal demand in the second and third quarters when demand for new
housing typically increases. Our Forest Resources, Performance Fibers and Real Estate segments’ results are normally not impacted
by seasonal changes.

Environmental Matters

See Item 1A — Risk Factors, Item 3 — Legal Proceedings, ltem 7 — Management s Discussion and Analysis of Financial
Condition and Results of Operations — Environmental Regulation, and Note 15 — Liabilities for Dispositions and Discontinued
Operations.

Raw Materials

The manufacturing of our Performance Fibers products and lumber requires significant amounts of wood. Timber harvesting
can be restricted by stringent regulatory requirements, adverse weather conditions and legal challenges from various environmental
groups. The supply of timber is directly affected by price and demand fluctuations in wood products, pulp and paper markets, and
weather.

Our Performance Fibers and lumber mills obtain their logs primarily through open market purchases made by our wood
procurement organization, which negotiates prices and volumes with independent third party suppliers who deliver to our facilities.
A limited amount of Performance Fibers log purchases are made directly from the Forest Resources segment at prevailing market
prices.

Our Performance Fibers mills utilize a significant amount of chemicals, most of which are purchased under negotiated supply
agreements with third parties.

Our Performance Fibers mills use a substantial amount of residual biomass to produce their own energy, but also require fuel
oil and natural gas. These raw materials are subject to significant changes in prices and availability. We continually pursue reductions
in usage and costs of other key raw materials, supplies and contract services at our Performance Fibers and lumber mills and do
not foresee any material constraints in the near term from pricing or availability.

Research and Development

The research and development efforts of our Performance Fibers business are primarily directed at further developing existing
core products and technologies, improving the quality of cellulose fiber grades, improving manufacturing efficiency and
environmental controls, and reducing fossil fuel consumption.

The research and development activities of our timber operations include growth and yield modeling, genetic tree improvement
and applied silvicultural programs to identify management practices that will improve financial returns from our timberlands.

Employee Relations

We currently employ approximately 1,900 people, of whom approximately 1,800 are in the United States. Approximately 900
of our hourly Performance Fibers employees are covered by collective bargaining agreements. The majority of our hourly employees
are represented by one of several labor unions. We believe relations with our employees are satisfactory.

On June 30, 2012, collective bargaining agreements covering approximately 700 hourly employees at our Jesup mill expired.
On October 12, 2012, an initial vote on the proposed new contract was taken and the proposal was rejected by the unions. All
parties have agreed to extend the contracts while negotiations continue. While there can be no assurance, we expect to reach
agreements with our unions; however, a work stoppage could have a material adverse effect on our business, results of operations
and financial condition.

Availability of Reports and Other Information

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, proxy statements and
amendments to those reports filed or furnished pursuant to Sections 13(a) or 14 of the Securities Exchange Act of 1934 are made
available to the public free of charge in the Investor Relations section of our website www.rayonier.com, shortly after we
electronically file such material with, or furnish them to, the Securities and Exchange Commission ("SEC"). Our corporate
governance guidelines and charters of all Committees of our Board of Directors are also available on our website.



Item 1A. RISK FACTORS

Our operations are subject to a number of risks, including those listed below. When considering an investment in our securities,
you should carefully read and consider these risks, together with all other information in this Report. If any of the events described
in the following risk factors actually occur, our business, financial condition or operating results, as well as the market price of
our securities, could be materially adversely affected.

Business and Operating Risks
The markets we operate in are subject to factors beyond our control.

The end markets for our Forest Resources, Real Estate, Performance Fibers and Wood Products are influenced by a variety
of factors beyond our control. For example, the demand for real estate can be affected by availability of capital, changes in interest
rates, availability and terms of financing, local economic conditions, the employment rate, new housing starts, population growth
and demographics. The demand for sawtimber is primarily affected by the level of new residential and commercial construction
activity. Sawtimber pricing, while recently trending upward, continues to be below historic levels. The supply of timber and logs
has historically increased during favorable pricing environments, which then causes downward pressure on prices. Both our Real
Estate and Forest Resources businesses have been negatively impacted by the economic downturn, primarily due to the decline
in housing starts, excess supply of existing housing inventory, above-normal unemployment and the tightening of credit availability
for real estate and construction related projects.

The industries in which we operate are highly competitive.

In our Performance Fibers business, we face competition from domestic and foreign producers. In addition, some manufacturers
of pulp have announced plans to convert facilities for, or claimed to have already commenced production of, high purity dissolving
pulps that may compete with our products. Competition may also arise from the threat of substitute products.

In our Forest Resources business, competitive pressures are primarily driven by quantity of product supply and quality of the
timber offered by competitors in the domestic and export markets, each of which may impact pricing.

With respect to our Real Estate business, we compete with other owners of entitled and unentitled properties. Each property
has unique attributes, but overall quantity of supply and price for residential, commercial, industrial and rural properties in the
geographic areas in which we operate are the most significant competitive drivers.

In Wood Products, significant competition arises from competitive domestic producers and a variety of non-wood and
engineered products and imported lumber (particularly from Canada).

Changes in energy and raw material prices could impact our operating results and financial condition.

Energy and raw material costs, such as oil, natural gas, wood and chemicals, are a significant operating expense, particularly
for the Performance Fibers and Wood Products businesses. The prices of raw materials and energy can be volatile and are susceptible
to rapid and substantial increases due to factors beyond our control, such as changing economic conditions, political unrest,
instability in energy-producing nations, and supply and demand considerations. For example, caustic soda, a key raw material for
Performance Fibers, has historically had significant price volatility. Oil and natural gas costs have also substantially increased in
recent years and we have, at times, experienced limited availability of hardwood, primarily due to wet weather conditions which
impact harvesting and result in increased costs for some Performance Fibers products. Increases in production costs could have
a material adverse effect on our business, financial condition and results of operations. In addition, in our Forest Resources,
Performance Fibers and Wood Products businesses, the rising cost of fuel, and its impact on the cost and availability of transportation
for our products, both domestically and internationally, and the cost and availability of third party logging and trucking services,
could have a material adverse effect on our business, financial condition and results of operations.

Changes in global economic conditions, market trends and world events could impact customer demand.

The global reach of our businesses, particularly the Performance Fibers business, timber sales for export markets from
Washington and our interest in the JV, subjects us to unexpected, uncontrollable and rapidly changing events and circumstances,
such as those that may result from the current volatile state of the global economic and financial market situation, in addition to
those experienced in the U.S. Adverse changes in the following factors, among others, could have a negative impact on our business
and results of operations:

»  exposure to fluctuations in currencies other than the United States dollar;



»  regulatory, social, political, labor or economic conditions in a specific country or region; and,

» trade protection laws, policies and measures and other regulatory requirements affecting trade and investment, including
loss or modification of exemptions for taxes and tariffs, imposition of new tariffs and duties and import and export
licensing requirements.

Our businesses are subject to extensive environmental laws and regulations that may restrict or adversely impact our ability
to conduct our business.

Environmental laws and regulations are constantly changing, and are generally becoming more restrictive. Laws, regulations
and related judicial decisions, and administrative interpretations affecting our business are subject to change and new laws and
regulations that may affect our business are frequently enacted. These changes may adversely affect our ability to harvest and sell
timber, operate our manufacturing facilities, remediate contaminated properties and/or entitle real estate. These laws and regulations
may relate to, among other things, the protection of timberlands and endangered species, timber harvesting practices, recreation
and aesthetics, protection and restoration of natural resources, air and water quality, and remedial standards for contaminated
property and groundwater. Over time, the complexity and stringency of these laws and regulations have increased markedly and
the enforcement of these laws and regulations has intensified. Moreover, environmental policies of the current administration are
in the aggregate more restrictive for industry and landowners than those of the previous administration. For example, the U.S.
Environmental Protection Agency ("EPA") has pursued a number of initiatives which could, if implemented, impose additional
operational and pollution control obligations on industrial facilities like those of Rayonier, especially in the area of air emissions
and wastewater and stormwater control. In another example, the EPA recently issued final regulations which significantly tighten
emissions limits of certain air pollutants from industrial boilers. In addition, as a result of certain recent judicial rulings and EPA
initiatives, including some that would require timberland operators to obtain permits to carry out certain ordinary course forestry
activities, silvicultural practices on our timberlands could be impacted in the future. Nonetheless, irrespective of any particular
presidential administration, environmental laws and regulations will likely continue to become more restrictive and over time
could adversely affect our operating results.

If regulatory and environmental permits are delayed, restricted or rejected, a variety of our operations could be adversely
affected. In connection with a variety of operations on our properties, we are required to seek permission from government agencies
in the states and countries in which we operate to perform certain activities. Any of these agencies could delay review of, or reject,
any of our filings. In our Forest Resources business, any delay associated with a filing could result in a delay or restriction in
replanting, thinning, insect control, fire control or harvesting, any of which could have an adverse effect on our operating results.
For example, in Washington State, we are required to file a Forest Practice Application for each unit of timberland to be harvested.
These applications may be denied, conditioned or restricted by the regulatory agency or appealed by other parties, including citizen
groups. Appeals or actions of the regulatory agencies could delay or restrict timber harvest activities pursuant to these permits.
Delays or harvest restrictions on a significant number of applications could have an adverse effect on our operating results. In our
Performance Fibers and Wood Products businesses, many modifications and capital projects at our manufacturing facilities require
one or more environmental permits, or amendments to existing permits. Delays in obtaining these permits could have an adverse
effect on our results of operations.

Environmental groups and interested individuals may seek to delay or prevent a variety of operations. We expect that
environmental groups and interested individuals will intervene with increasing frequency in the regulatory processes in the states
and countries where we own, lease or manage timberlands, and operate mills. For example, in Washington State, environmental
groups and interested individuals may appeal individual forest practice applications or file petitions with the Forest Practices Board
to challenge the regulations under which forest practices are approved. These and other challenges could materially delay or
prevent operations on our properties. Also, interveners at times may bring legal action in Florida in opposition to entitlement and
change of use of timberlands to commercial, industrial or residential use. Delays or restrictions due to the intervention of
environmental groups or interested individuals could adversely affect our operating results. In addition to intervention in regulatory
proceedings, interested groups and individuals may file or threaten to file lawsuits that seek to prevent us from obtaining terms
and conditions of proposed permits issued to us by regulatory agencies, implementing capital improvements or pursuing operating
plans. Any lawsuit or even a threatened lawsuit could delay harvesting on our timberlands, impact how we operate or limit our
ability to modify or invest in our mills. Among the remedies that could be enforced in a lawsuit is a judgment preventing or
restricting harvesting on a portion of our timberlands, or adversely affecting the timing, projected operating benefits or cost of
capital projects at our mills.

The impact of existing regulatory restrictions on future harvesting activities may be significant. Federal, state and local laws
and regulations, as well as those of other countries, which are intended to protect threatened and endangered species, as well as
waterways and wetlands, limit and may prevent timber harvesting, road building and other activities on our timberlands. The
threatened and endangered species restrictions apply to activities that would adversely impact a protected species or significantly
degrade its habitat. The size of the area subject to restriction will vary depending on the protected species at issue, the time of year
and other factors, but can range from less than one to several thousand acres. A number of species that naturally live on or near
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our timberlands, including the northern spotted owl, marbled murrelet, bald eagle, several species of salmon and trout in the
Northwest, and the red cockaded woodpecker, bald eagle, wood stork, Red Hills salamander and flatwoods salamander in the
Southeast, are protected under the Federal Endangered Species Act or similar federal and state laws. Other species, such as the
gopher tortoise are currently under review for possible protection. As we gain additional information regarding the presence of
threatened or endangered species on our timberlands, or if other regulations, such as those that require buffers to protect water
bodies, become more restrictive, the amount of our timberlands subject to harvest restrictions could increase.

Our Performance Fibers and Wood Products mills are subject to stringent environmental laws and regulations concerning
air emissions, wastewater discharge, water usage and waste handling and disposal. Many of our operations are subject to stringent
environmental laws, regulations and permits which contain conditions that govern how we operate our facilities and, in many
cases, how much product we can produce. These laws, regulations and permits, now and in the future, may restrict our current
production and limit our ability to increase production, and impose significant costs on our operations with respect to environmental
compliance. Itis expected that, overall, costs will likely increase over time as environmental laws, regulations and permit conditions
become more stringent, and as the expectations of the communities in which we operate become more demanding.

We currently own or may acquire properties which may require environmental remediation or otherwise be subject to
environmental and other liabilities. We currently own, or formerly operated, manufacturing facilities and discontinued operations,
or may acquire timberlands and other properties, which are subject to environmental liabilities, such as remediation of soil, sediment
and groundwater contamination and other existing or potential liabilities. For more detail, see Note 15— Liabilities for Dispositions
and Discontinued Operations. The cost of investigation and remediation of contaminated properties could increase operating costs
and adversely affect financial results. Although we believe we currently have adequate reserves for the investigation and remediation
of our properties, legal requirements relating to assessment and remediation of these properties continue to become more stringent
and there can be no assurance that actual expenditures will not exceed our expectations, or that other unknown liabilities will not
be discovered in the future.

Entitlement and development of real estate entail a lengthy, uncertain and costly approval process.

Entitlement and development of real estate entail extensive approval processes involving multiple regulatory jurisdictions. It
is common for a project to require multiple approvals, permits and consents from federal, state and local governing and regulatory
bodies. For example, in Florida, real estate projects must generally comply with the provisions of the Local Government
Comprehensive Planning and Land Development Regulation Act (the "Growth Management Act") and local land use and
development regulations. In addition, in Florida, development projects that exceed certain specified regulatory thresholds require
approval of a comprehensive Development of Regional Impact ("DRI") application. Compliance with the Growth Management
Act, local land development regulations and the DRI process is usually lengthy and costly and significant conditions can be imposed
on a developer with respect to a particular project. In addition, development of properties containing delineated wetlands may
require one or more permits from the federal government. Any of these issues can materially affect the cost and timing of our real
estate projects.

The real estate entitlement process is frequently a political one, which involves uncertainty and often extensive negotiation
and concessions in order to secure the necessary approvals and permits. A significant amount of our development property is
located in counties in which local governments face challenging issues relating to growth and development, including zoning and
future land use, public services, water availability, transportation and other infrastructure and funding for same, and the requirements
of state law, especially in the case of Florida under the Growth Management Act and DRI process. In addition, anti-development
groups are active, especially in Florida, in filing litigation to oppose particular entitlement activities and development projects,
and in seeking legislation and other anti-growth limitations on real estate development activities. We expect that this type of anti-
growth activity may continue in the future.

Issues affecting real estate development also include the availability of potable water for new development projects. For
example, in Georgia, the Legislature enacted the Comprehensive Statewide Watershed Management Planning Act, which, among
other things, created a governmental entity called the Georgia Water Council which was charged with preparing a comprehensive
water management plan for the state and presenting it to the Georgia Legislature. It is unclear at this time how the plan will affect
the cost and timing of real estate development along the I-95 coastal corridor in southern Georgia, where the Company has
significant real estate holdings. Concerns about the availability of potable water also exists in certain Florida counties, which
could impact growth.

Changes in the interpretation or enforcement of these laws, the enactment of new laws regarding the use and development of
real estate, changes in the political composition of state and local governmental bodies, and the identification of new facts regarding
our properties could lead to new or greater costs and delays and liabilities that could materially adversely affect our business,
profitability or financial condition.



Changes in demand for our real estate and delays in the timing of real estate transactions may affect our revenues and
operating resullts.

Anumber of factors, including changes in demographics, tightening of credit, high unemployment and a slowing of commercial
or residential real estate development, particularly along the I-95 coastal corridor in Florida and Georgia, could reduce the demand
for our properties and negatively affect our results of operations. The decline in the housing market together with the tightening
of real estate lending standards and availability had a negative effect in 2012. Although indicators of the beginning of a recovery
exist, these factors are expected to continue to impact 2013 results.

In addition, there are inherent uncertainties in the timing of real estate transactions that could adversely affect our operating
results. Delays in the completion of transactions or the termination of potential transactions can be caused by factors beyond our
control. These events have in the past and may in the future adversely affect our operating results.

The impacts of climate-related initiatives, at the international, federal and state levels, remain uncertain at this time.

There continues to be numerous international, federal and state-level initiatives and proposals to address domestic and global
climate issues. Within the U.S., most of these proposals would regulate and/or tax, in one fashion or another, the production of
carbon dioxide and other "greenhouse gases" to facilitate the reduction of carbon compound emissions to the atmosphere, and
provide tax and other incentives to produce and use more "clean energy." In 2013, we believe the potential for climate change
legislation at the federal level to be unlikely.

In late 2009, the EPA issued an "endangerment finding" under the Clear Air Act ("CAA") with respect to certain greenhouse
gases, which could lead to the regulation of carbon dioxide as a criteria pollutant under the CAA and have significant ramifications
for Rayonier and the industry in general. In this regard, the EPA has published various proposed regulations, which are currently
subject to numerous legal challenges, affecting the operation of existing and new industrial facilities that emit carbon dioxide. In
addition, as a result of the EPA's decision to regulate greenhouse gases under the CAA, the states will now have to consider them
in permitting new or modified facilities.

Overall, it is likely that future legislative and regulatory activity in this area will in some way impact Rayonier, but it is unclear
at this time whether such impact will be, in the aggregate, positive or negative, or material. For example, while Rayonier’s
Performance Fibers mills produce greenhouses gases and utilize fossil fuels, they also generate a substantial amount of their energy
from wood fiber (often referred to as "biomass"), which may be viewed more favorably than fossil fuels in future legislative and
regulatory proposals, but that is uncertain at this time. However, environmental groups have generally opposed the use of biomass
for energy production due to their concerns about deforestation. Our extensive timber holdings and the biomass they produce may
provide opportunities for us to benefit from new legislation and regulation, especially due to the potential benefits available from
carbon capture and sequestration opportunities, sale of "carbon credits" and "renewable portfolio standards" that mandate the use
of non-fossil fuels by electricity generators, which could lead to increased demand for biomass products from our forests. We
continue to monitor political and regulatory developments in this area, but their overall impact on Rayonier, from a cost, benefit
and financial performance standpoint, remains uncertain at this time.

Investment returns on pension assets may be lower than expected or interest rates may decline, requiring us to make significant
additional cash contributions to our plans.

We sponsor several defined benefit pension plans, which cover many of our salaried and hourly employees. The Federal
Pension Protection Act of 2006 requires that certain capitalization levels be maintained in each of these plans. Because it is unknown
what the investment return on pension assets will be in future years or what interest rates may be at any point in time, no assurances
can be given that applicable law will not require us to make future material plan contributions. Any such contributions could
adversely affect our financial condition. See Item 7 — Management s Discussion and Analysis of Financial Condition and Results
of Operations — Critical Accounting Policies and Use of Estimates for additional information about these plans, including funded
status.

Our joint venture partners may have interests that differ from ours and may take actions that adversely affect us.

We participate in a joint venture in New Zealand, and may enter into other joint venture projects; for example, as part of our
real estate strategy. A joint venture involves potential risks such as:

* not having voting control over the joint venture;
» the venture partners at any time may have economic or business interests or goals that are inconsistent with ours;

» the venture partners may take actions contrary to our instructions or requests, or contrary to our policies or objectives
with respect to the investment; and,

» the venture partners could experience financial difficulties.



Actions by our venture partners may subject property owned by the joint venture to liabilities greater than those contemplated
by the joint venture agreement or to other adverse consequences.

We may be delayed or unsuccessful in completing our cellulose specialties expansion project.

In 2011, we announced a major expansion of our Jesup, Georgia facility, whereby we plan to increase our cellulose specialties
production capacity by about 190,000 tons per year. We expect to complete construction of this project and also exit the absorbent
materials (i.e., fluff pulp) business in 2013. In the event that completion of the project is significantly delayed or unsuccessful,
we could suffer a material adverse effect on our business, results of operations and financial condition.

We may be unsuccessful in carrying out our land acquisition strategy.

We have pursued, and intend to continue to pursue, acquisitions of timberland and real estate properties that meet our investment
criteria. Our timberland and real estate acquisitions may not perform in accordance with our expectations. We anticipate financing
any such acquisitions through cash from operations, borrowings under our credit facilities, the use of equity, proceeds from equity
or debt offerings or proceeds from asset dispositions, or any combination thereof. The failure to identify and complete suitable
timberland and real estate property acquisitions, and the failure of any acquisitions to perform to our expectations, could adversely
affect our operating results.

Our failure to maintain satisfactory labor relations could have a material adverse effect on our business.

Approximately 48 percent of our work force is unionized. These workers are exclusively in our Performance Fibers business.
As a result, we are required to negotiate the wages, benefits and other terms with these employees collectively. Our financial
results could be adversely affected if labor negotiations were to restrict the efficiency of our operations. In addition, our inability
to negotiate acceptable contracts with any of these unions as existing agreements expire could result in strikes or work stoppages
by the affected workers. For example, as discussed in Item 1 - Business, our collective bargaining agreement at our Jesup, Georgia
facility expired on June 30, 2012. While negotiations continue, if the unionized employees were to engage in a strike or other
work stoppage, or other employees were to become unionized, we could experience a significant disruption of our operations,
which could have a material adverse effect on our business, results of operations and financial condition.

Weather and other natural conditions may limit our timber harvest and sales.

Weather conditions, timber growth cycles and restrictions on access may limit harvesting of our timberlands, as may other
factors, including damage by fire, insect infestation, disease, prolonged drought and natural disasters such as wind storms and
hurricanes.

We do not insure against losses of timber from any causes, including fire.

The volume and value of timber that can be harvested from our timberlands may be reduced by fire, insect infestation, severe
weather, disease, natural disasters and other causes beyond our control. A reduction in our timber inventory could adversely affect
our financial results and cash flows. As is typical in the forestry industry, we do not maintain insurance for any loss to our timber,
including losses due to these causes.

A significant portion of the timberland that we own, lease or manage is concentrated in limited geographic areas.

We own, lease or manage approximately 2.7 million acres of timberland and real estate located primarily in the United States
and New Zealand. Approximately 75 percent of our timberlands are located in four states: Alabama, Florida, Georgia, and
Washington. Accordingly, if the level of production from these forests substantially declines, or if the demand for timber in those
regions declines, it could have a material adverse effect on our overall production levels and our revenues.

We are dependent upon attracting and retaining key personnel, the loss of whom could adversely affect our business.

We believe that our success depends, to a significant extent, upon our ability to attract and retain key senior management and
operations management personnel. Our failure to recruit and retain these key personnel could adversely affect our financial condition
or results of operations.

Increases in market interest rates may adversely affect the price of our common shares.

One of the factors that may influence the price of our common shares is our annual dividend yield as compared to yields on
other financial instruments. Thus, an increase in market interest rates will result in higher yields on other financial instruments,
which could adversely affect the price of our common shares.
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We have a significant amount of debt and the capacity to incur significant additional debt.

As of December 31, 2012, we had $1.3 billion of debt outstanding. See Item 7 — Management s Discussion and Analysis of
Financial Condition and Results of Operations — Contractual Financial Obligations for the payment schedule of our long-term
debt obligations. We expect that existing cash, cash equivalents, cash provided from operations and our bank credit facilities will
be sufficient to meet ongoing cash requirements. Moreover, we have the borrowing capacity to incur significant additional debt
and may do so if we enter into one or more strategic, merger, acquisition or other corporate or investment opportunities, or otherwise
invest capital in one or more of our businesses. However, failure to generate sufficient cash as our debt becomes due, or to renew
credit lines prior to their expiration, may adversely affect our business, financial condition, operating results and cash flow.

REIT and Tax-Related Risks

If we fail to remain qualified as a REIT, we will have reduced funds available for distribution to our shareholders because
our REIT income will be subject to taxation.

We intend to operate in accordance with REIT requirements pursuant to the Internal Revenue Code of 1986, as amended (the
"Code"), and related U.S. Treasury regulations and administrative guidance. Qualification as a REIT involves the application of
highly technical and complex provisions of the Code, which are subject to change, perhaps retroactively, and which are not within
our control. We cannot assure that we will remain qualified as a REIT or that new legislation, U.S. Treasury regulations,
administrative interpretations or court decisions will not significantly affect our ability to remain qualified as a REIT or the federal
income tax consequences of such qualification.

We continually monitor and test our compliance with all REIT requirements. In particular, we regularly test our compliance
with the REIT “asset tests,” which require generally that, at the close of each calendar quarter, (1) at least 75% of the market value
of our total assets must consist of REIT-qualifying interests in real property (such as timberlands), including leaseholds and options
to acquire real property and leaseholds, as well as cash and cash items and certain other specified assets and (2) no more than 25%
of the market value of our total assets may consist of the securities of one or more “taxable REIT subsidiaries” or other assets that
are not qualifying assets for purposes of the 75% test in clause (1) above. It should be noted, however, that under the applicable
REIT requirements, mere fluctuation of the relative values of a REIT's assets from one period to the next, without the occurrence
of one or more specific events described in the Code and applicable REIT regulations, does not require a revaluation of those
assets for purposes of the REIT asset tests.

If in any taxable year we fail to qualify as a REIT, we will not be allowed a deduction for dividends paid to sharcholders in
computing our taxable income and we will be subject to federal income tax on our taxable income. In addition, we will be
disqualified from treatment as a REIT for the four taxable years following the year during which the qualification was lost, unless
we are entitled to relief under certain provisions of the Code. As a result, our net income and the cash available for distribution to
our shareholders could be reduced for up to five years or longer.

As of December 31, 2012 and as of the date of filing of this Annual Report on Form 10-K, Rayonier is in compliance with
the asset tests described above. We are aware, however, that the continued growth of our Performance Fibers business, which
consists of non-qualifying assets that we hold through our taxable REIT subsidiary, could raise issues with respect to future
compliance with the asset tests described above. A failure to comply with the asset tests ultimately could cause us to fail to qualify
as a REIT and to lose the associated benefits of REIT status, which could have a material adverse effect on our financial condition.

If we fail to remain qualified as a REIT, we may need to borrow funds or liquidate some investments or assets to pay the
additional tax liability. Accordingly, cash available for distribution to our sharcholders would be reduced.

The extent of our use of taxable REIT subsidiaries may affect the price of our common shares relative to the share price of
other REITS.

We conduct a significant portion of our business activities through one or more taxable REIT subsidiaries. Our use of taxable
REIT subsidiaries enables us to engage in non-REIT qualifying business activities such as the production and sale of performance
fibers and wood products, non-passive real estate activities including dealer sale of HBU property and other real estate and the
sale of logs. Taxable REIT subsidiaries are subject to corporate-level income tax. Therefore, we pay income taxes on the income
generated by our taxable REIT subsidiaries. Our use of taxable REIT subsidiaries may cause the market to value our common
shares differently than the shares of other REITs, which may not use taxable REIT subsidiaries as extensively as we use them.

Our status as a REIT may affect our ability to expand our taxable REIT subsidiaries’ operations.

Taxable REIT subsidiaries are limited in size based upon a REIT's real estate assets. Under the Code, no more than 25 percent
of the value of the gross assets of a REIT may be comprised of securities of one or more taxable REIT subsidiaries. This limitation
may affect our ability to increase the size of our taxable REIT subsidiaries' operations and, in particular, our Performance Fibers
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business.

Lack of shareholder ownership and transfer restrictions in our articles of incorporation may affect our ability to qualify as
a REIT.

In order to qualify as a REIT, an entity cannot have five or fewer individuals who own, directly or indirectly after applying
attribution of ownership rules, 50 percent or more of the value of its outstanding shares during the last six months in each calendar
year. Although it is not required by law or the REIT provisions of the Code, almost all REITs have adopted ownership and transfer
restrictions in their articles of incorporation or organizational documents which seek to assure compliance with that rule. While
we are not in violation of the ownership rules, we do not have, nor do we have any current plans to adopt, share ownership and
transfer restrictions. As such, the possibility exists that five or fewer individuals could acquire 50 percent or more of the value of
our outstanding shares, which could result in our disqualification as a REIT.

We may be limited in our ability to fund shareholder distributions using cash generated from our taxable REIT subsidiaries’
operations.

The ability of the REIT to receive dividends from our taxable REIT subsidiaries is limited by provisions of the Code.
Specifically, at least 75 percent of a REIT's annual gross income must be derived from passive real estate rents, royalties and gains
including sales of our standing timber and other types of qualifying real estate income and no more than 25 percent of our gross
income may consist of dividends from our taxable REIT subsidiaries and other passive non-real estate income.

This limitation on our ability to receive dividends from our taxable REIT subsidiaries may impact our ability to fund cash
distributions to our shareholders using cash flows from our taxable REIT subsidiaries. We can, however, under current law, issue
stock dividends for up to 80 percent of our regular dividend distribution.

Certain of our business activities are potentially subject to prohibited transactions tax.

As a REIT, we will be subject to a 100 percent tax on any net income from "prohibited transactions." In general, prohibited
transactions are sales or other dispositions of property to customers in the ordinary course of business. Sales of performance fibers
and wood products which we produce and sales of logs constitute prohibited transactions. In addition, dealer sales of timberlands
or other real estate constitute prohibited transactions.

We intend to avoid the 100 percent prohibited transactions tax by conducting activities that would otherwise be prohibited
transactions through one or more taxable REIT subsidiaries. We may not, however, always be able to identify timberland properties
that become part of our "dealer" real estate sales business. Therefore, if we sell timberlands which we incorrectly identify as
property not held for sale to customers in the ordinary course of business or which subsequently become properties held for sale
to customers in the ordinary course of business, we face the potential of being subject to the 100 percent prohibited transactions
tax.

Our cash dividends are not guaranteed and may fluctuate.

Generally, REITs are required to distribute 90 percent of their ordinary taxable income, but not their net capital gains income.
Accordingly, we do not believe that we are required to distribute material amounts of cash since substantially all of our taxable
income is treated as capital gains income. However, a REIT must pay corporate level tax on its undistributed capital gains.

Our Board of Directors, in its sole discretion, determines the amount of quarterly dividends to be provided to our shareholders
based on consideration of a number of factors. These factors include, but are not limited to, our results of operations, cash flow
and capital requirements, economic conditions, tax considerations, borrowing capacity and other factors, including debt covenant
restrictions that may impose limitations on cash payments, future acquisitions and divestitures, harvest levels, changes in the price
and demand for our products and general market demand for timberlands, including those timberland properties that have higher
and better uses. Consequently, our dividend levels may fluctuate.

Item 1B.  UNRESOLVED STAFF COMMENTS

None.
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Item 2. PROPERTIES

The following table details the significant properties we own, lease, or manage by reportable segment (acres in millions) at
December 31, 2012:

Long-Term
Segment/Operations Location Total Acres Fee-Owned Acres Leased Acres Managed Acres
Forest Resources.........cccceeueneeee. Atlantic 1.1 0.8 0.3 —
Gulf States 0.7 0.7 — —
Northern 0.5 0.5 — —
New Zealand (a) 0.3 — — 0.3
Total Forest Resources Acres 2.6 2.0 0.3 0.3
Real Estate .......ccoceverenvenienneneee U.S. 0.1 0.1 — —
Total Forest Resources and Real Estate Acres 2.7 2.1 0.3 0.3
Capacity/Function Owned/Leased
Performance Fibers.........cccoccveneienne Jesup, Georgia 590,000 metric tons of pulp Owned
Fernandina Beach, Florida 155,000 metric tons of pulp Owned
Jesup, Georgia Research Facility Owned
Wood Products (b) (€)...c.ceeevereveereveennnnne Baxley, Georgia 120 million board feet of lumber Owned
Swainsboro, Georgia 125 million board feet of lumber Owned
Eatonton, Georgia 80 million board feet of lumber Owned
Wood Chipping Facilities.................... Offerman, Georgia 800,000 short green tons of wood chips Owned
Eastman, Georgia 350,000 short green tons of wood chips Owned
Barnesville, Georgia 350,000 short green tons of wood chips Owned
Jarratt, Virginia 250,000 short green tons of wood chips Owned
Corporate and Other ..........ccccoeeveenennene Jacksonville, Florida Corporate Headquarters Leased

(a) Represents acres under Rayonier management, owned by the JV, in which Rayonier has a 26 percent interest.

(b) These locations also have a combined annual production capacity of approximately 625,000 short green tons of wood chips.

(¢) In January 2013, we announced plans to sell our Wood Products business to International Forest Products Limited for $80
million. The sale is expected to close in the first quarter of 2013.

Our manufacturing facilities are maintained through ongoing capital investments, regular maintenance and equipment
upgrades. During 2012, our Performance Fibers manufacturing facilities produced at or near capacity levels for most of the year.

Item 3. LEGAL PROCEEDINGS

The Company has been named as a defendant in various lawsuits and claims arising in the normal course of business. While
we have procured reasonable and customary insurance covering risks normally occurring in connection with our businesses, we
have in certain cases retained some risk through the operation of self-insurance, primarily in the areas of workers’ compensation,
property insurance and general liability. In our opinion, these other lawsuits and claims, both individually and in the aggregate,
are not expected to have a material adverse effect on our financial position, results of operations, or cash flow. In addition, see the
Subsequent Event referenced in Note 16 — Contingencies, which is incorporated herein by reference.

For further information on environmental issues, see Item 7 — Management s Discussion and Analysis of Financial Condition
and Results of Operations — Environmental Regulation, Note 15 — Liabilities for Dispositions and Discontinued Operations and
Note 16 — Contingencies.

Item 4. MINE SAFETY DISCLOSURES

Not applicable.
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PART II

Item 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

Market Prices of our Common Shares; Dividends

The table below reflects, for the quarters indicated, the dividends declared per share and the range of market prices of our
Common Shares as reported in the consolidated transaction reporting system of the NYSE, the only exchange on which our shares
are listed, under the trading symbol RYN.

High Low Dividends

2012
FOUIth QUATTET .....viviee ettt ettt ettt ettt s et enseneeneeneene e $ 5186 $ 4745 $§ 044
ThIird QUATLET .......o.veveeeeeceeee ettt ettt ettt ettt ettt eae et e e e e s s teseseeseneesereenas $ 5187 $§ 4482 $§ 044
SECONA QUATTET .......vevevieeeeeieteete ettt ettt ettt ereete et e et e eseeae et esese s ensenseneeneeneenes $ 4604 $ 4133 $ 040
FAISE QUATTET.......cvieevieectieeete ettt ettt ettt e et eteeaeas et eas et esseteasetesnetesneseeseseenesnanas $ 4756 $§ 4338 $§ 040

2011
FOUIth QUATTET .......ovieeecececce ettt ettt ettt es et es et ens s e e eneeneene e $ 4528 $§ 3468 $ 040
THIEd QUATTET .....voveeeeeeeeee ettt ettt et es et es et ea et e ee et esesnees e $ 4537 $ 3534 $§ 040
SECONA QUATTET ......oveveeieteieteee ettt ettt ettt ee et ee et e et e e te e ae et ae et ese et eaeesenseaenserens $ 4488 $§ 3964 $§ 036
FIESt QUATTET .......veiveeeiceeeeeeeeetece ettt ettt ettt e et e eteev e et e et et ese s et enseneeneenseneeneene $ 4181 $§ 3528 $ 036

On February 26, 2013, the Company announced a first quarter dividend of 44 cents per share payable March 28, 2013, to
shareholders of record on March 14, 2013. There were approximately 7,914 shareholders of record of our Common Shares on
February 20, 2013.

Issuer Repurchases

In 1996, we began a Common Share repurchase program (the "anti-dilutive program") to minimize the dilutive effect on
earnings per share of our employee incentive stock plans. This program limits the number of shares that may be purchased each
year to the greater of 1.5 percent of outstanding shares at the beginning of the year or the number of incentive shares issued to
employees during the year. In October 2000, July 2003 and October 2011, our Board of Directors authorized the purchase of
additional shares totaling 2.1 million. These shares were authorized separately from the anti-dilutive program, and do not have
expiration dates. In 2012, there were no shares repurchased under these plans. As of December 31, 2012, there were 3,765,587
shares available for repurchase.
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Stock Performance Graph

The following graph compares the performance of Rayonier’s Common Shares (assuming reinvestment of dividends) with a
broad-based marketindex (Standard & Poor’s ("S&P") 500), and two industry-specific indices (the Financial Times Stock Exchange
("FTSE") National Association of Real Estate Investment Trusts ("NAREIT") All Equity REITs Index and the S&P 1500 Paper
and Forest Products Index).

The table and related information shall not be deemed to be "filed" with the SEC, nor shall such information be incorporated
by reference into any future filing under the Securities Act of 1933 or Securities Exchange Act of 1934, each as amended, except
to the extent that the Company specifically incorporates it by reference into such filing.
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Copyright2013 S&P a division of The McGraw-Hill Companies Inc.

The data in the following table was used to create the above graph as of December 31:

2007 2008 2009 2010 2011 2012

RAYONICT INC. .eoneiiieiieiieie e e e $ 100 $ 70 $ 99 $ 129 $ 171 $ 206
SEP 500%........oooieerieeeeiie it $100 $ 63 $ 8 $ 92 $ 94 $ 109
FTSE NAREIT All Equity REITS......cccooiiiiiiieiecieeiecteeeceeeeeee e $ 100 $ 62 § 80 $ 102 § 110 $ 132
S&P® 1500 Paper & Forest Products Index ...............cooovveveveeeerereeennen $100 $ 41 $ 81 $ 88 $ 96 $ 126
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Item 6. SELECTED FINANCIAL DATA

The following financial data should be read in conjunction with our Consolidated Financial Statements.

At or For the Years Ended December 31,
2012 2011 2010 2009 2008
(dollar amounts in millions, except per share data)

Profitability:
SALES ..ttt ettt $ 1,571 $ 1,489 $ 1,315 §$ 1,169 $ 1,271
OPEerating iNCOME () «.vevveererrieiirtieieeiieieettesteete e te st etesteeeesbeeseesbeeaesaeens 411 356 282 410 226
NEt INCOME (D) veveviiiieieieieteietet ettt sttt seeseeseeneseenes 279 276 218 313 149
Diluted earnings per cOmmon Share ...........ccoocveevereevieneereseeieseeee e 2.17 2.20 1.79 2.60 1.25
Financial Condition:
TOLAL ASSELS ... eee ettt et ee et e see et e et eeee st eeeesaeeeseseeeneeeeenenneas $ 3,123 $ 2569 $ 2364 $ 2,253 $ 2,082
TOtAl AEDE () -veveeuieiirieriieienereert ettt e 1,270 847 768 700 747
Shareholders” CQUILY......c.ccveeveeieiietietieieste ettt e e b e eesesaeens 1,438 1,323 1,252 1,146 939
Shareholders’ equity — per Share..........ccooeeeereiierieeceeee e 11.66 10.84 10.34 9.61 7.94
Cash Flows:
Cash provided by operating activities (d) ........ccocvevivveirreinreeereieeeeeeeees $§ 446 $ 432 § 495 $§ 307 $ 340
Cash used for investing activities
Capital eXPENnditures ......ccveveveueeeireeeeieieieieeeee e § 158 § 145 $ 138§ 92 § 105
Purchase of timberlands and other (C) ..........ccoovvevierierieeieieieeeeee 107 321 5 — 234
Jesup mill cellulose specialties eXpansion..........c.eecveeveerveereerveeneennnenn 201 43 — — —
ONET 1.ttt ne s teeneenen 7 (20) — 1 )
Total cash used for investing activities ..........ccvevevvereveeriveerereennnnen, $ 473 $ 489 $§ 143 $ 93 § 330
Cash (provided by) used for financing activities ...........cecceverveneeriencenenncnns (229) 215 78 202 128
Depreciation, depletion and amortization ............ccceeeeeveeereereereeneerieseeeeeenne 149 136 143 158 168
Cash dividends Paid ..........cceeieriieieriieieiieiese e esaens 207 185 164 158 157
Dividends paid — Per Share...........ccocueoveuieveuieeeieieeeeeeeeeee e $§ 168 § 152 $ 136 $ 133 §$§ 133
Non-GAAP Financial Measures:
EBITDA (e)
FOTESt RESOUICES ......cevevevieiiieieeiiteieiescetete ettt esesesns $§ 121 § 110 $ 92 $ 77 $ 116
REAL ESTALE ..ottt 40 59 75 80 101
Performance FIDers........ccccvuiiiiiiiiieeiecieeeeete et 420 354 272 242 205
WO0Od PrOQUCES......c.ceevieiiiiieiecieeie sttt 13 1 5 (6) 2)
Other OPETationS......cccveeiuieeiieeriieeiieneeeteeseesreesteesteeseesreesseessseesseesssens 1 1 3) 3
Corporate and Other .........ceecuivieiieieieee e 34) (33) (20) 178 (28)
Total EBITDA (@)..ceerieteieieieiinienieeiesie ettt § 560 $§ 492 § 425 $§ 568 $ 395
Debt t0 EBITDA ......cooieerrieieeeieeeieeeeseseessessesssseesssesissssssssnenennn. 23101 1.7t0 1 1.8to1 1.2tol 1.9to 1
Performance Ratios (%):
Operating inCOME t0 SALES ........ecvieieiieieiieiesie ettt se e seeens 26 24 21 35 18
Return on eqUIty (£)..eecveiieieieiieieieeeeete et 20 21 18 30 15
Return on capital (£) ...ooveoeeeieieeeee e 11 13 11 18 9
Dbt t0 CAPILAL....eeieiieieciieieciiee et 47 39 38 38 44
Other:
Timberland and real estate acres — owned, leased, or managed, in
MIIONS OF ACTES ..evvinieiieiieieiieie e 2.7 2.7 2.4 2.5 2.6
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For the Years Ended December 31,

2012 2011 2010 2009 2008
Selected Operating Data:
Forest Resources
Sales volume (thousands of short green tons)
ALANTIC ...ttt 3,310 3,406 3,571 4,532 4,452
GUIT SEALES .ottt 2,011 1,335 1,359 1,726 2,167
NOTEREIT ...ttt ettt 1,947 1,665 1,369 1,402 1,971
TOtAL ..o 7,268 6,406 6,299 7,660 8,590
Real Estate — acres sold -
DevVelOPMENt .......ccueeiiieieieiiieieet et 261 606 472 789 501
RUTAL ..ot e 16,237 14,821 15,868 15,628 15,845
Non-Strategic Timberlands ...........cccoecveviirierieciinieieeeeeeeee e 14,425 12,191 44,556 53,703 49,801
Total ACTeS SOIA .....c.eiiieieiiiieeieeeeeeee e 30,923 27,618 60,896 70,120 66,147
Performance Fibers -
Sales volume (thousands of metric tons)
Cellulose SPECIALtIeS ......eeuvereieiieiieieetieie ettt 503 504 480 464 471
Absorbent Materials..........coeeererirererenieieiceeetee e 214 227 238 270 253
TOtALL e 717 731 718 734 724
Wood Products -
Lumber sales volume — in millions of board feet..........cc.cccecevencnenenne. 287 264 243 224 321
(a) The 2011 results included a $7 million increase in a disposition reserve. The 2010 results included a gain of $12 million from

(b)

(c)
(d)
(e)

®

the sale of'a portion of the Company's interest in its JV. The 2009 results included income of $205 million related to the Alternative
Fuel Mixture Credit ("AFMC").

The 2011 results included a benefit of $16 million for the reversal of a reserve related to the taxability of the AFMC. The 2010
results included a tax benefit of $24 million for the Cellulosic Biofuel Producer Credit ("CBPC") and a gain of $12 million from
the sale of a portion of the Company's interest in its JV. The 2009 results included income of $193 million related to the AFMC.

Total timberland acquisitions for 2011 of $426 million included $105 million of notes assumed.
The 2010 results included a cash refund from the Internal Revenue Service ("IRS") of $189 million related to the AFMC.

EBITDA is defined as earnings before interest, taxes, depreciation, depletion and amortization. EBITDA is anon-GA AP valuation
measure used by our Chief Operating Decision Maker, existing shareholders and potential shareholders to measure how the
Company is performing relative to the assets under management. We reconcile EBITDA to Net Income for the Consolidated
Company and Operating Income for the Segments, as those are the nearest GAAP measure for each. See the following page
for a reconciliation of Operating Income to EBITDA in total and by segment. See Item 7 — Management's Discussion and
Analysis of Financial Condition and Results of Operations - Performance and Liquidity Indicators for a reconciliation of Net
Income to EBITDA.

Return on equity is calculated by dividing net income by the average of the opening (1/1/XX) and ending (12/31/
XX) shareholders’ equity for each period presented. Return on capital is calculated by dividing net income by the sum of average
shareholders’ equity and average outstanding debt.
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Reconciliation of Operating Income (Loss) by Segment to EBITDA by Segment
(dollars in millions)

Corporate
Forest Real Performance Wood and
Resources Estate Fibers Products Other other Total

2012

Operating iNCOME ...........coeveveveeieerererieeeeereeeeeeeere e $ 46 $ 32 $ 350 $ 10 $ — § (36) $ 411
Add:  Depreciation, depletion and amortization... 75 8 61 3 — 2 149
EBITDA ..ottt $ 121 § 40 $ 420 $ 13§ — § (34) § 560
2011 - - - - - =
Operating income (10SS) (2)........ccovverrreiereeereierenan. $ 47 § 47 § 298 § 2% 1 8 (35) $ 356
Add:  Depreciation, depletion and amortization... 63 12 56 3 — 2 136
EBITDA ..ottt $ 110 § 59 § 354 9§ 1 § 1 9% (33) § 492
2010 - - - - =
Operating income (b) .....cccoeerueireincniiciiceeenns $ 33 § 53 % 214 $ 2 $ 1 9 21) $ 282
Add:  Depreciation, depletion and amortization... 59 22 58 3 — 1 143
EBITDA ..ottt $ 92 $ 75 § 272§ 58 1% (20) $ 425
2009 - - - - =
Operating income (1088) (C)....cveuvrvrueuemiriricicininienenans $ 7 % 56 § 184 § (D) $ (3) $ 177 $§ 410
Add:  Depreciation, depletion and amortization... 70 24 58 5 — 1 158
EBITDA oo eeeean $ 77 % 80 $ 242 $ 6 $ (3) $ 178 $ 568
2008 - - - - - —
Operating income (1088) ...c.c.eueveueueueuemererereueuererenenenns $ 31 § 80 § 149 % 7 s 3% (30) $ 226
Add:  Depreciation, depletion and amortization... 85 21 56 5 — 2 169
EBITDA ..ottt $ 116 $101 § 205 $ 2 $ 3 s (28) $ 395

(a) Corporate and other included a $7 million increase in a disposition reserve. See Note 15 — Liabilities for Dispositions and
Discontinued Operations for additional information.

(b) Corporate and other included a gain of $12 million from the sale of a portion of the Company's interest in the JV. See Note 5
— Joint Venture Investment for additional information.

(c) Corporate and other included $205 million related to the AFMC. See Note 8 — Income Taxes — Alternative Fuel Mixture Credit
("AFMC") and Cellulosic Biofuel Producer Credit ("CBPC") for additional information.
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Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS

Executive Summary

Our revenues, operating income and cash flows are primarily derived from three core business segments: Forest Resources,
Real Estate and Performance Fibers. We own or lease (under long-term agreements) approximately 2.4 million acres of timberland
and real estate in Alabama, Arkansas, Florida, Georgia, Louisiana, Mississippi, New York, Oklahoma, Texas and Washington. We
also manage and have a 26 percent interest in a joint venture with 0.3 million acres of timberland in New Zealand. We believe
we are the seventh largest private landowner in the United States. Our Real Estate business seeks to maximize the value of our
properties which are more valuable for development, recreational or conservation uses than for growing timber, and sell our non-
strategic timberland. Our Performance Fibers business has been a supplier of premier cellulose specialty grades of pulp for over
eighty-five years and we are on schedule to complete the cellulose specialties expansion ("CSE") at our Jesup, Georgia mill in
mid-2013.

We have consistently generated strong cash flows and operating results by focusing on the following critical financial measures:
segment operating income and EBITDA, cash available for distribution in total and on a per-share basis, debt to EBITDA ratio,
debt to capital ratio, return on equity, return on fair market value (Forest Resources and Real Estate) and return on capital employed
(Performance Fibers). Key non-financial measures include safety and environmental performance, quality, production as a percent
of capacity and various yield statistics.

Our focus is on cash generation, effective allocation of capital and maximizing returns for shareholders. Our strategy consists
of the following key elements:

* Increase the size and quality of our timberland holdings through timberland acquisitions while selling timberland that no
longer meets our strategic or financial return requirements. This strategy, which requires a disciplined approach and
rigorous adherence to strategic and financial metrics, can result in significant year-to-year variation in timberland
acquisitions and divestitures. For example, we acquired 88,000 acres of timberland in 2012, 308,000 acres in 2011, 3,000
acres in 2010, none in 2009, and 110,000 acres in 2008. We sold approximately 14,000, 12,000 and 45,000 acres of non-
strategic timberland in 2012, 2011 and 2010, respectively.

»  Extract maximum value from our HBU properties. In prior years our focus on development properties was to obtain
entitlements. Our entitlement efforts are largely complete as we have approximately 39,000 acres entitled in Florida and
Georgia. We now will continue to work on monetizing these properties. For our prime industrial and commercial properties,
we have focused on mega-site certification. In 2012 we achieved certification of 1,400 acres in Bryan County, GA as
development-ready for large industrial or commercial uses. We have also made significant progress on certification of
an 1,800 acre industrial site in Nassau County, FL. We will continue our rural HBU program of sales for conservation,
recreation and industrial uses. Our primary markets are in our Southern U.S. holdings.

*  Maintain our global leadership in high purity cellulose specialties through investments to increase capacity, and improve
product quality and technical expertise. In May 2011, our Board of Directors approved the CSE to convert a fiber line at
our Jesup, Georgia mill from production of absorbent materials to cellulose specialties. The CSE will add approximately
190,000 metric tons of cellulose specialties capacity, bringing total cellulose specialties capacity to about 675,000 metric
tons. Production of cellulose specialties is expected to gradually increase to capacity by 2015. Customer commitments
for the additional volume exceed 85 percent. Upon completion of this $375 million to $390 million project, we will be
exiting the more commodity-like absorbent materials business (estimated 260,000 metric tons of capacity). This expansion
will help further differentiate our business as we will be able to increase our focus on high-end specialty pulp and the
development of customer specific applications. The project remains on schedule for a mid-2013 start-up.

As part of our strategy to focus only on specialty manufacturing, we agreed to sell our Wood Products business for $80 million.
This sale is expected to close in the first quarter of 2013.

Management and our Board of Directors have developed a long-range planning process for the growth of our three core
businesses. Our long-range planning process incorporates strategic factors such as allocation of capital, market forces and risks,
access to capital, the competitive landscape and continued compliance with REIT requirements (particularly in view of the continued
growth of our Performance Fibers business). We are committed to having an unencumbered approach to grow each of our three
core businesses. Any actions we may take in the future with respect to changing strategic factors will be focused on ensuring each
of our businesses can take advantage of growth opportunities while maximizing value for our shareholders.

We continuously evaluate our capital structure. Our year-end debt-to-capital ratio was 47 percent and our debt-to-EBITDA
ratio was 2.3 times, while our net debt-to-EBITDA ratio was 1.8 times. We believe that a debt-to-EBITDA ratio of up to three
times is appropriate to keep our weighted-average cost of capital low while maintaining an investment grade debt rating as well
as retaining the flexibility to actively pursue growth opportunities.
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We have historically maintained conservative leverage and believe in keeping ample liquidity and financial flexibility.
Maintaining an investment grade debt rating has been a key element of this overall financial strategy as it historically allowed
access to corporate debt markets even in difficult economic conditions. Our activity in capital markets the past year included the
following:

» In March 2012, we issued $325 million of 3.75% Senior Notes due 2022. Approximately $150 million of the proceeds
from these notes were used to repay borrowings under our revolving credit facility.

»  The 3.75% Senior Exchangeable Notes matured in October 2012 and the outstanding principal balance of $300 million
was paid in cash, financed through borrowings on the Company's revolving credit facility.

* In October 2012, we amended the revolving credit facility to take advantage of better pricing, improve covenants and
change the debt ceiling calculation to provide additional borrowing capacity. The April 2016 expiration date was not
changed.

* InDecember 2012, the Company entered into a $640 million term credit agreement, which allows borrowings up to $640
million through December 2017 under a maximum of five advances. At closing, TRS borrowed $300 million and used
the proceeds to pay down borrowings on the revolving credit facility, leaving $340 million of available capacity under
the term credit agreement.

We had $171 million of available borrowing capacity on the amended revolving credit facility as of December 31, 2012. See
Note 11 — Debt for additional information on these transactions.

We maintain four qualified defined benefit plans and one unfunded plan to provide benefits in excess of amounts allowable
in qualified plans under current tax law. At December 31, 2012, our qualified plans were underfunded $98 million versus $86
million at December 31, 2011 primarily due to a decrease in the discount rate from 4.20 percent to 3.70 percent. Our unfunded
plan's liabilities increased from $31 million at December 31, 2011 to $35 million at December 31, 2012, also due to the decline
in the discount rate. Although we have no pension contribution requirements in 2013, we may make discretionary pension
contributions.

Our strategic capital is expected to be allocated primarily to our Performance Fibers segment for completion of the Jesup mill
CSE and to the Forest Resources segment for timberland acquisitions. We do not have any debt repayment requirements in 2013
but may incur additional debt in conjunction with strategic opportunities that would cause us to exceed the debt-to-capital ratio
mentioned above.

In 2012, our annual dividend was $1.68 per share, reflecting a third quarter increase in the quarterly dividend from $0.40 per
share to $0.44 per share. Our 2013 dividend payments are expected to total $223 million assuming no change in the current rate.

Overall, we believe we have adequate liquidity and sources of capital to run our businesses efficiently and effectively and to
maximize the value of assets under management. We expect cash flow from operations, proceeds from the Wood Products sale
and debt available under our term credit agreement to adequately cover planned capital expenditures (including strategic outlays),
interest expense and dividends in 2013.

Operational Strategies

Timber is sold primarily through an auction process, although it is also marketed through log supply agreements (primarily
in the Northern region). We operate Forest Resources as a stand-alone business, requiring our Performance Fibers and lumber
mills to compete with third-party bidders for timber, primarily at auction. This promotes realizing market value and generating a
true measure of fair value returns in Forest Resources while minimizing the possibility of our manufacturing facilities being
subsidized with below-market cost wood. We focus on optimizing Forest Resources returns by continually improving productivity
and yields beginning with genetically superior seedlings from our own nurseries and through advanced silvicultural practices
which take into account soil, climate and biological considerations. We also actively pursue other non-timber sources of income,
primarily hunting and other recreational licenses. Finally, we evaluate timberland acquisitions and pursue those that meet various
financial and strategic criteria.

Asignificant portion of our acreage is more valuable for development, recreational or conservation purposes than for growing
timber. To maximize the value of our development properties, our strategy has been to engage in value-added entitlement activities
versus selling real estate in bulk without entitlements. Our entitlement efforts are largely complete as we now have approximately
7,900 acres of entitled land in Georgia and 31,200 acres of entitled land in Florida. We will now begin to actively market these
properties in order to monetize them. Additionally, in 2012 we continued our strategy of selling non-strategic timberland holdings,
which enables us to redeploy capital to higher returning assets.

In Performance Fibers, our focus is to differentiate our business by developing and improving products for customer specific
applications and to improve our position as a premier supplier of cellulose specialties. In 2012, cellulose specialties accounted for
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70 percent of our sales volume, with the balance in absorbent materials consisting primarily of fluff pulp. We are a market leader
in cellulose specialties, utilizing our considerable technical applications expertise to customize products to exacting customer
specifications, which allows differentiation from most competitors. Fluff pulp is a semi-commodity with limited opportunity for
differentiation other than by price and customer service. There are a number of much larger companies in the fluff pulp market
and we are not a market leader. These factors were major considerations in our decision to proceed with the CSE project and exit
the fluff market. Cost control is a critical element to remaining competitive in the Performance Fibers markets. The keys to success
are operating continuously, safely, and efficiently while closely managing raw material and conversion costs. Capital expenditures
typically are directed toward cost reduction, product enhancements, environmental requirements and efficiency projects.

In January 2013, we reached an agreement to sell our Wood Products business consisting of three sawmills. The sale is expected
to close in the first quarter of 2013.

Our capital expenditures totaled $158 million in 2012, excluding the CSE and strategic acquisitions. For 2013, non-strategic
capital expenditures are expected to range from $140 million to $145 million and will be invested primarily in Performance Fibers
on cost reduction and efficiency projects and in silvicultural investments in our timberlands. In 2013, spending is expected to
decrease from the prior year primarily due to the completion of a number of projects at our Fernandina mill at the end of 2012
and the first half of 2013. We expect 2013 spending on completion of the CSE to range between $130 million and $145 million.

Industry and Market Conditions

In 2012, demand for pulpwood was strong in the Gulf States and Atlantic regions as pulp mills continued to operate at full
capacity and demand for bioenergy continued. The market was impacted by a decreased supply of pulpwood in the Gulf States
with poor logging conditions due to wet weather. Domestic demand for sawtimber gained strength due to slight improvements in
the housing market. Export sawtimber markets in the Pacific Northwest region showed continued weakness during the first half
ofthe year primarily due to reduced Chinese demand for logs with some price recovery exhibited in the fourth quarter. We anticipate
Chinese demand for logs will continue to strengthen during 2013. Overall, we expect 2013 timber demand and pricing to exceed
2012 levels as general economic conditions improve in the U.S. and Chinese demand returns.

In Real Estate, we expect the demand for development property to slowly return with the modestly improving housing market
and overall economic climate. However, there are indications of increasing development interest in some local markets.

In Performance Fibers, demand remains strong for our cellulose specialties fibers. Sales are typically made under multi-year
contracts, which establish target volumes at the beginning of each year and buffer some of the changes in supply and demand
typically seen in worldwide commodity pulp and paper markets. We have long-term contracts with the world's largest manufacturers
of acetate-based products and other key customers that extend through 2013 to 2017 and represent a significant majority of our
high value cellulose specialties production. Our recognized technical and market leadership has allowed us to maintain strong
pricing across our cellulose specialties product lines.

Absorbent materials prices declined during 2012 as market conditions weakened. We expect average 2013 prices to be below
2012. Sales of absorbent materials are typically made with an annual volume agreement that allows price to move with the market
during the year. During 2013, we will exit this market when we complete the CSE project.

Critical Accounting Policies and Use of Estimates

The preparation of financial statements requires us to make estimates, assumptions and judgments that affect our assets,
liabilities, revenues and expenses, and to disclose contingent assets and liabilities in our Annual Report on Form 10-K. We base
these estimates and assumptions on historical data and trends, current fact patterns, expectations and other sources of information
we believe are reasonable. Actual results may differ from these estimates.

Merchantable inventory and depletion costs as determined by forestry timber harvest models

Significant assumptions and estimates are used in the recording of timberland inventory cost and depletion. Merchantable
standing timber inventory is estimated by our land information services group annually, using industry-standard computer software.
The inventory calculation takes into account growth, in-growth (annual transfer of oldest pre-merchantable age class into
merchantable inventory), timberland sales and the annual harvest specific to each business unit. The age at which timber is
considered merchantable is reviewed periodically and updated for changing harvest practices, future harvest age profiles and
biological growth factors.

An annual depletion rate is established for each particular region by dividing merchantable inventory book cost by standing
merchantable inventory. Pre-merchantable records are maintained for each planted year age class, recording acres planted, stems
per acre and costs of planting and tending. Changes in the assumptions and/or estimations used in these calculations may affect
our timber inventory and depletion costs. Factors that can impact timber volume include weather changes, losses due to natural
causes, differences in actual versus estimated growth rates and changes in the age when timber is considered merchantable. A
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three percent company-wide change in estimated standing merchantable inventory would cause 2012 depletion expense to change
by approximately $2 million.

Acquisitions of timberland can also affect the depletion rate. Upon the acquisition of timberland, we make a determination
on whether to combine the newly acquired merchantable timber with an existing depletion pool or to create a new separate pool.
The determination is based on the geographic location of the new timber, the customers/markets that will be served and species
mix. In the fourth quarter of 2012, we acquired an additional 62,600 acres in the Gulf States region. Although 2012 depletion
expense was not significantly impacted, we anticipate 2013 depletion to change by approximately $0.5 million. In 2011, we
acquired approximately 308,000 acres of timberland mainly located in the Gulf States region resulting in a higher depletion rate.
The acquisition did not significantly impact 2011 depletion expense but increased 2012 depletion expense by $2.2 million.

Depreciation and impairment of long-lived assets

Depreciation expense is computed using the units-of-production method for the Performance Fibers plant and equipment and
the straight-line method on all other property, plant and equipment over the useful economic lives of the assets involved. We
believe that these depreciation methods are the most appropriate under the circumstances as they most closely match revenues
with expenses versus other generally accepted accounting methods. Long-lived assets are periodically reviewed for impairment
whenever events or circumstances indicate that the carrying amount of an asset may not be recoverable. Cash flows used in such
impairment analyses are based on long-range plan projections, which take into account recent sales and cost data as well as
macroeconomic drivers such as customer demand and industry capacity. The physical life of equipment, however, may be shortened
by economic obsolescence caused by environmental regulation, competition or other causes.

Environmental costs associated with dispositions and discontinued operations

At December 31, 2012, we had $82 million of accrued liabilities for environmental costs relating to past dispositions and
discontinued operations. Numerous cost assumptions are used in estimating these obligations. Factors affecting these estimates
include changes in the nature or extent of contamination, changes in the content or volume of the material discharged or treated
in connection with one or more impacted sites, requirements to perform additional or different assessment or remediation, changes
in technology that may lead to additional or different environmental remediation strategies, approaches and workplans, discovery
of additional or unanticipated contaminated soil, groundwater or sediment on or off-site, changes in remedy selection, changes in
law or interpretation of existing law and the outcome of negotiations with governmental agencies or non-governmental parties.
We periodically review our environmental liabilities and also engage third-party consultants to assess our ongoing remediation of
contaminated sites. A significant change in any of the estimates could have a material effect on the results of our operations.
Typically, these cost estimates do not vary significantly on a quarter to quarter basis, although there can be no assurance that such
a variance will not occur in the future. In 2012 and 2011, we increased the liability by $1 million and $7 million, respectively.
See Note 15 — Liabilities for Dispositions and Discontinued Operations for additional information.

Determining the adequacy of pension and other postretirement benefit assets and liabilities

We have four qualified benefit plans which cover most of our U.S. workforce and an unfunded plan to provide benefits in
excess of amounts allowable under current tax law to certain participants in the qualified plans. All plans are currently closed to
new participants. Pension expense for all plans was $19 million in 2012. Numerous estimates and assumptions are required to
determine the proper amount of pension and postretirement liabilities and annual expense to record in our financial statements.
The key assumptions include discount rate, return on assets, salary increases, health care cost trends, mortality rates, longevity
and service lives of employees. Although there is authoritative guidance on how to select most of these assumptions, we exercise
some degree of judgment when selecting these assumptions based on input from our actuary. Different assumptions, as well as
actual versus expected results, would change the periodic benefit cost and funded status of the benefit plans recognized in the
financial statements.

In determining pension expense in 2012, a $25 million return was assumed based on an expected long-term rate of return of
8.5 percent. The actual return for 2012 was a gain of $42 million, or 14 percent. Our long-term return assumption was established
based on historical long-term rates of return on broad equity and bond indices, discussions with our actuary and investment advisors
and consideration of the actual annualized rate of return from 1994 (the date of our spin-off from ITT Corporation) through 2012.
Attheend of2012, we reviewed this assumption for reasonableness and determined that the 2012 long-term rate of return assumption
should remain at 8.5 percent. At December 31, 2012, our asset mix consisted of 66 percent equities, 31 percent bonds and three
percent real estate equity funds. We do not expect this mix to change materially in the near future.

In determining future pension obligations, we select a discount rate based on information supplied by our actuary. The actuarial
rates are developed by models which incorporate high quality (AA rated), long-term corporate bond rates into their calculations.
The discount rate decreased from 4.20 percent at December 31, 2011 to 3.70 percent at December 31, 2012.
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The Company’s pension plans were underfunded by $134 million at December 31, 2012, a $16 million decrease in funding
status from December 31, 2011 due primarily to the decreased discount rate. We had no mandatory pension contributions and did
not make discretionary contributions to our qualified pension plans in 2012 or 2011. We made discretionary contributions of $50
million in 2010. Future requirements will vary depending on actual investment performance, changes in valuation assumptions,
interest rates and requirements under the Pension Protection Act. See Note 20— Employee Benefit Plans for additional information.

In 2013, we expect pension expense to be slightly above 2012 due to an increase in the amortization of actuarial losses resulting
from a decrease in the discount rate. Future pension expense will be impacted by many factors including actual investment
performance, changes in discount rates, timing of contributions and other employee related matters.

The sensitivity of pension expense and projected benefit obligation to changes in economic assumptions is highlighted below:

Impact on:
Projected Benefit
Change in Assumption Pension Expense Obligation
25 bp decrease in discount rate + 1.5 million + 15.8 million
25 bp increase in discount rate - 1.5 million - 14.9 million
25 bp decrease in long-term return 0N @SSELS........c.eeeuereerieeierieeiereeeieseeeeeseeeeeseeeeeenens + 0.7 million
25 bp increase in 1ong-term return 0N @SSELS .........eeeverreerieeierreeierreeeeseeseeseessesseessennens - 0.7 million

Realizability of both recorded and unrecorded tax assets and tax liabilities

As a REIT, our Forest Resources operations are generally not subject to income taxation. As such, our income taxes can vary
significantly based on the mix of income between our REIT and TRS businesses, thereby impacting our effective tax rate and the
amount of taxes paid during fiscal periods. Therefore, our projection of estimated income tax for the year and our provision for
quarterly income taxes, in accordance with generally accepted accounting principles, may have significant variability. Similarly,
the assessment of the ability to realize certain deferred tax assets, or estimate deferred tax liabilities, may be subjective.

We have recorded certain deferred tax assets that we believe will be realized in future periods. These assets are reviewed
periodically in order to assess their realizability. This review requires us to make assumptions and estimates about future profitability
affecting the realization of these tax benefits. If the review indicates that the realizability may be less than likely, a valuation
allowance is recorded at that time.

Our income tax returns are subject to examination by U.S. federal, state, and foreign taxing authorities. In evaluating the tax
benefits associated with various tax filing positions, we record a tax benefit for an uncertain tax position if it is more-likely-than-
not to be realized upon ultimate settlement of the issue. We record a liability for an uncertain tax position that does not meet this
criterion. The liabilities for unrecognized tax benefits are adjusted in the period in which it is determined the issue is settled with
the taxing authorities, the statute of limitations expires for the relevant taxing authority to examine the tax position or when new
facts or information becomes available. See Note 8 — Income Taxes for additional information about our unrecognized tax benefits.
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Summary of our results of operations for the three years ended December 31:

Financial Information (in millions) 2012 2011 2010
Sales
Forest Resources
AGLANTIC ..ttt ettt ettt et ettt ettt anes et teneaes $ 64 $ 71 $ 72
GUIE STALES ...ttt ettt ettt et e ste et e s te e b e s teesbesteesbeetsesbeessenbeessenseessesreens 45 31 29
D01 1o O UTRR 110 102 67
NEW ZEALANG........ccuiiiieeieii ettt ettt ettt et e e te e s e sreesbesatesbesseebeessebeessesseessenseans 11 11 9
Total FOrest RESOUICES .....veeiuvieiieiiiieieeeiie ettt ste et teeseeeeveesaaeebeessaesnseesaeensaenseeas 230 215 177
Real Estate
DIEVEIOPIMENL......c.viieiiiieiieiieieetet ettt ettt et e et esteeaesteesbesteessessaessaeseesseessensesseenseeseessennes 2 4 3
RUTAL ..ottt ettt ettt e s te et e s te e st e s beesbeeteesbeessenbeessenreessenreens 39 33 28
Non-Strategic Timberlands...........cccvecierieiiiriie e 16 34 65
Total REAl ESAte.......ccuiiiiiiiiieiicieeee ettt ettt sttt sb et b e eseesbeeseeneens 57 71 96
Performance Fibers
CellUlOSE SPECIALLICS ....eeuveeieeieeiieniieiieie ettt ettt ettt ettt e e st e et et e sseenseeseenseeseenseeneenseens 935 824 686
ADSOIDENt MALETIALS ... .cviiviiiieiieiieiee ettt te b e ereebeereeneens 158 196 195
Total Performance FIDETS..........uviiiiiiiiiie e eaaaeee s 1,093 1,020 881
WOOM PrOQUELES ... .ottt ettt e st e e e s st esbe s st ensessaensessaenseensenseans 88 68 68
OthEr OPEIALIONS .....veveeerieeietieeieteetesteete st etesteesesteeseeseeseessasseessesseessesseessesssessesssessesssessesssessenns 105 122 102
Intersegment EIIMINAtIONS ........cooiiiiiiiiiiieie ettt sttt s e e eneenaeens 2) @) 9)
TOAL SALLS ...ttt ettt et ete e e st e et e st et e eaeeseeraebeenteseenaenteans $ 1,571 $ 1,489 §$ 1,315
Operating Income (Loss) -
FOTESE RESOUTICES ....veevieieteeete ettt ettt ettt et et e e ete e te st et ete s ete et ete et easeseasesesseteasetessetensetensesnnsens $ 46 3 47 3 33
REAI ESTALE. .....tiiiiiiiiieiieeie ettt ettt ettt e s b e et e e tee et e e staeesbeessbeesseessseessaesseensaessseesseesssannseenes 32 47 53
Performance FIDEIS .......c.ecveiieieiieierit ettt et se b e s taesesss e bessaeseessenseens 359 298 214
WOOA PIOAUCES ....oovvieiieeiit ettt sttt ettt e et e st eebeesebeebeesseeenseenssesnsaensnesnseensnannseenns 10 2) 2
Other OPETALIONS ......cuveuieuiiiiriietiitertcetietertert ettt ettt ettt ettt sttt et et bt et e st st eseebesbesbesaesrenbeneens — 1 1
Corporate and OthET (2) ......eecvieieriieieriieie et ete e ee et e e etaesteessesseesaesseessesseessesssessesssensenssensenns (36) (35) 2D
Operating INCOIMIE ............ccooiiiiiieciecie et ettt e et esbeebeestaeebeessaessbaesseesnseessaeenseenes 411 356 282
INEEIESt EXPEISE ...ceventieiieeiieieeeet ettt ettt ettt et ettt e sttt e s st entesneeeesseeseeneenneennenneens (45) (€2)) (50)
INterest/Other INCOME .....oc.eevieeieiiciesieete ettt ettt e st e saesseesbesteesesssebesssensesssenseans 1 1 1
INcome Tax EXPENSE (D)....cccvieiiiiiieeiieiieiiieieeste ettt et seeeteesteeteesteeebeessaesnbaesseesssaessnesnseenes (88) 30) (15)
INEEIMCOIME .........ouovieieiieeeeeeeeeeeeeeee ettt ettt eae et ete et eae et ene et ens et enseseneere s ere s enensens $§ 279 § 276 $ 218

(a) The 2011 results included a $7 million increase in a disposition reserve. See Note 15 — Liabilities for Dispositions and
Discontinued Operations for additional information. The 2010 results included a gain of $12 million from the sale of a
portion of the Company's interest in the JV. See Note 5 — Joint Venture Investment for additional information.

(b) The 2011 results included a benefit of $16 million from the reversal of a reserve related to the taxability of the AFMC. The
2010 results included a tax benefit of $24 million for the CBPC. See Note 8 — Income Taxes for additional information.
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Results of Operations, 2012 versus 2011

Forest Resources
Changes Attributable to:
Volume/
Sales (in millions) 2011 Price Mix/Other 2012
ATANIEIC ettt e e e e et e e e e e e e e e e e et eeeeeeereeeeeaaaas $ 71 $ 4 3 a1 3 64
GUIT SEALES .ottt st s 31 — 14 45
NOTTRETI ..o 102 (13) 21 110
NEW Zealand ........oouevieiiiniiieieieieeee et 11 — — 11
Total Sales...........ccooooiiiiiiiiee e $ 215§ O $ 24§ 230
Changes Attributable to:
Volume/ Cost/
Operating Income (in millions) 2011 Price Mix Other 2012
ATLANTIC. ... $ 11 3 4 3 () $ 3 8 17
GUIE STALES...euieeeeieieeieeee ettt ennens 2 — 3 1 6
NOTTREIT ...cviiiiccrctrc e 29 (13) 8 3) 21
New Zealand/Other........cccccvvvvirininininenencccceeeceeeeeee 5 — — 3) 2
Total Operating Income...............c.cooooeniniinnniin, $ 47 $ O 3 10 § 2) 3 46

The Atlantic region's sales decreased from the prior year, primarily due to lower volumes as 2011 results included fire salvage
timber. The decline in volume was partially offset by a 12 percent increase in 2012 pine stumpage prices as 2011 prices were
negatively impacted by the fire salvage timber. Operating income improved from 2011 due to higher sales prices and non-timber
income. The 2011 results also included approximately $2 million of write-downs from forest fires.

The Gulf States' sales and operating income increased from 2011 as volumes rose 51 percent, primarily due to the integration
of the 2011 timberland acquisitions and higher non-timber income.

In the Northern region, sales increased from the prior year primarily due to higher volumes of delivered wood in the Northwest.
However, operating income decreased primarily due to an eight percent decrease in price as a result of weaker Asian demand and
higher logging and transportation costs.

The New Zealand sales represent timberland management fees for services provided to the JV, Matariki Forestry Group
("Matariki"). The operating income primarily represents the JV's equity earnings which decreased from 2011 mainly due to weaker
Asian demand and lower carbon credit sales.

Real Estate

Our real estate holdings are primarily in the southeastern U.S. We segregate these real estate holdings into three groups:
development HBU, rural HBU and non-strategic timberlands. Our strategy is to extract maximum value from our HBU properties
while selling non-strategic holdings to allow reinvestment in more strategic properties.

Changes Attributable to:

Volume/
Sales (in millions) 2011 Price Mix 2012
DEVEIOPIMENL. ...c..ititiieiiieiet ettt $ 4 3 — 3 2) $ 2
RUTAL ... e 33 2 4 39
Non-Strategic Timberlands..........c.ccccecevveriniinieninininnicneccene 34 (23) 5 16
Total Sales............ccooovieiiniiiice e $ 71 $ 21 $ 7 3 57
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Changes Attributable to:

Volume/ Cost/
Operating Income (in millions) 2011 Price Mix Other 2012

Total Operating INCOME..................cocoovevieverieeieeeeeeeeeeeeeean $ 47 3 2n $ 5 8 1 3 32

As expected, 2012 sales and operating income decreased from prior year as 2011 results included a 6,300 acre non-strategic
sale at $3,995 per acre and a $6 million property tax settlement covering several prior years. The lower 2012 results were partially
offset by higher rural HBU volume and prices of ten percent and six percent, respectively.

Performance Fibers

Changes Attributable to:

Volume/
Sales (in millions) 2011 Price Mix 2012
CelluloSe SPECIAILICS ....ecvvivieeririeeiietiete ettt ettt sae ettt s e b b e ere s e $ 824 § 112 $ (1 3 935
AbSorbent Materials .........ceeeeveeiiiiiieiecie e 196 (26) (12) 158
TOLAl SALES.........ocooiiiieiiiieieeeeeeee ettt $ 1,020 $ 86 $ (13) $ 1,093

Cellulose specialties sales improved as prices increased 14 percent from the prior year due to continued strong demand.
Absorbent materials prices declined 15 percent due to market weakness, while volumes were six percent lower due to a production
shift to cellulose specialties.

Changes Attributable to:
Volume/
Operating Income (in millions) 2011 Price Mix Cost/Other 2012

Total Operating Income..................coocoriiiininiinieeee $ 298 $ 86 $ 3) 3 (22) $ 359

In 2012, operating income improved from the prior year as higher cellulose specialties prices more than offset increased wood,
chemical and labor costs. The 2011 results were also negatively impacted by a $6 million write-off related to process equipment
changes needed for the CSE project.

We are on schedule to complete the CSE project in mid-2013. The cost of the project is expected to exceed our initial engineering
estimate of $300 million by approximately 25 percent to 30 percent. This change is primarily due to underestimates of the cost
required for certain elements of the project, labor costs incurred to hold schedule and scope changes necessitated after the detailed
engineering was completed. Despite the increased cost on this large, complex and fast-track project, we expect the internal rate
of return on the project to be within the initial 17 percent to 20 percent range as the current and projected future price differential
between cellulose specialties and absorbent materials has widened.

Upon completion of the CSE, we will undergo a phase-in period to complete customer qualifications. As such, 2013 will be
a transition year for Performance Fibers with an expected five to ten percent decrease in operating income compared to our record
2012 results. After the phase-in period, we will be exiting the more commodity-like absorbent materials business and transitioning
to producing only cellulose specialties. When this occurs, we anticipate total sales and operating income to increase as we expect
the higher prices received on the additional cellulose specialties volumes to more than offset expected cost increases of
approximately 11 percent and the net 70,000 metric ton reduction in overall production capacity. For the year ended December
31,2012, our cellulose specialties average sales price of $1,859 per metric ton was $1,139 above our absorbent materials average
sales price per metric ton. We expect our costs to increase during the CSE phase-in due to higher conversion costs and depreciation.

Wood Products
Changes Attributable to:
Sales (in millions) 2011 Price Volume 2012
TOtAL SALES ...ttt ettt $ 68 $ 14 3 6 $ 88
Changes Attributable to:
Volume/
Operating (Loss) Income (in millions) 2011 Price Cost 2012
Total Operating (Loss) INCOME...................cocoevvveriieeeeeiieieeeeeeeeeeeeeenea $ 2 $ 14 3 ) $ 10
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Sales and operating income increased over the prior year by $20 million and $12 million, respectively, primarily due to higher
prices. In January 2013, we announced the sale of the Wood Products business for $80 million, which is expected to close in the
first quarter of 2013 and result in an after-tax gain of approximately $40 million.

Other Operations

Sales declined from 2011 as weakened export demand resulted in lower log trading volumes and prices. The decrease in
operating income was also due to unfavorable foreign exchange rates.

Corporate and Other Expense/Eliminations

The 2011 results include a $7 million increase in a disposition reserve, discussed at Note 15 — Liabilities for Dispositions
and Discontinued Operations. Excluding this special item, 2012 corporate and other expenses increased primarily due to higher
benefit and business development costs.

Interest Expense and Interest/Other Income

Interest expense was $6 million below the prior year due to higher capitalized interest on the CSE project and lower borrowing
rates. Interest/other income was comparable to the prior year.

Income Tax Expense

The full year effective tax rate was 24.1 percent compared to 9.9 percent in 2011 primarily due to several non-routine tax
items. Excluding these items, the 2012 effective tax rate was 27.9 percent, up from 24.6 percent in the prior year. The higher 2012
rate was due to proportionately higher earnings from the TRS. See Note 8 — Income Taxes for additional information regarding
the provision for income taxes and the non-routine tax items.

Outlook for 2013

In Forest Resources, we expect an improving housing market and strengthening Asian exports to drive higher sawlog demand
and prices. In Real Estate, we anticipate a significantly improved year driven by higher demand for our non-strategic properties
and continued solid interest for our rural recreational and conservation properties. In Performance Fibers, 2013 will be a transition
year as we bring the CSE project online, begin qualifying our new cellulose specialties product with customers and exit the
absorbent materials business. However, we again expect strong results from this business, although below last year's record results,
primarily due to additional costs and lower volumes from the CSE transition, and weaker absorbent materials prices. Overall,
excluding the impact of the sale of our Wood Products business, we expect operating income and earnings per share ("EPS") will
be slightly above 2012, and that CAD will increase by five to ten percent.

Our 2013 outlook is subject to a number of variables and uncertainties, including those discussed at Item 1A — Risk Factors.
Results of Operations, 2011 versus 2010

Forest Resources

Effective first quarter 2011, we reorganized our United States timber operations from the Eastern and Western regions into the
Atlantic (Florida and Georgia), Gulf States (Alabama, Arkansas, Louisiana, Mississippi, Oklahoma and Texas) and Northern (New
York and Washington) regions. Additionally, we renamed the Timber segment, Forest Resources. All prior periods presented have
been restated to conform to this new structure.

Changes Attributable to:

Volume/
Sales (in millions) 2010 Price Mix/Other 2011
ALIANTIC ..ttt $ 72 3 — $ (1 $ 71
GUIE STALES ..ottt ettt st saesreenaeeseensesseensene 29 1 1 31
NOTTREIT .ttt bbb e e aeesaeenae e 67 25 10 102
NEW ZEaland ......oocvieiiiieieeiieieeeee ettt 9 — 2 11
TOtAl SALES.......oooeeeeeeeiiieeeeeeeee e $ 177  $ 26 $ 12 $ 215
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Changes Attributable to:

Volume/
Operating Income (in millions) 2010 Price Mix Cost/Other 2011
ATLANTIC. ...t $ 17 $ — S (1) 3 5) S 11
GUIE STALES...eouveveeieiieieeeee ettt neeas 9 1 @) @) 2
NOTERETT .. 7 25 6 ) 29
New Zealand/Other.........coovvieiieiiieiieeieeieece e — — — 5 5
Total Operating Income................c.coooeveriririreinnnnnn. $ 33§ 26 § 4 8 (16) $ 47

The Atlantic region's sales and operating income decreased from the prior year as volumes declined five percent reflecting
lower sawlog demand and the region recognized $2 million of fire losses.

The Gulf States' sales increased while operating income declined from 2010 primarily due to a geographic mix shift from
Alabama (which has lower cost timber) to Texas and Arkansas. Additionally, the markets softened as supply increased due to dry
weather and forest fires. The Gulf States' results also reflect $1 million of fire losses.

In the Northern region, sales and operating income increased from the prior year primarily due to strong export demand from
Asian markets. Price and volume increases of 25 percent and 22 percent, respectively, were partially offset by higher logging and
transportation costs.

The New Zealand sales represent timberland management fees for services provided to the Matariki JV. The operating income
primarily represents equity earnings related to the JV's activities which have increased from 2010 mainly due to higher export
prices and the sale of carbon credits.

Real Estate
Changes Attributable to:
Volume/

Sales (in millions) 2010 Price Mix 2011
DEeVEIOPIMENL .....oueiiieiieiieiieeeteee ettt ettt ee st ssee e e $ 39 1 $ — 4
RUTAL. ..ttt ettt 28 7 ) 33
Non-Strategic Timberlands............cccoeviveiiniiiniiniicceeeceeeenne 65 16 47) 34

TOtal SALES.........c.oiiiiriieieicicieieieeee et $ 9% § 24§ (49) $ 71

Changes Attributable to:
Volume/

Operating Income (in millions) 2010 Price Mix Cost/Other 2011
Total Operating InCome..................c.cooooverriririereiirieierenenns $ 53§ 24§ 29 $ O 47

Full year sales and operating income were $25 million and $6 million below 2010, respectively, primarily reflecting 32,365,
or 73 percent, fewer non-strategic timberland acres sold. This decline was partially offset by improved results in rural HBU sales.
While rural HBU volumes declined by 1,047 acres, or seven percent, prices increased by 29 percent mainly due to site specific
characteristics. Operating income in 2011 also benefited from a $6 million property tax settlement covering years 2005 through
2010; however, this benefit was offset by higher costs due to property mix.

Performance Fibers
Changes Attributable to:
Volume/
Sales (in millions) 2010 Price Mix 2011
CelluloSe SPECIAILIES ......cveviveeerieietieeteeetereteee ettt $ 686 $ 105 $ 33§ 824
ADSOTDENt MALETIALS ....vveevieiieeiieiie et e ae e 195 10 9 196
TOtAL SALES........ooovieieeieeeeeeeeeeeeeeeee et $ 881 $ 115§ 24 $ 1,020

Cellulose specialties sales improved as prices and volumes increased 15 percent and five percent from the prior year,
respectively, reflecting strong demand and a production shift from absorbent materials to cellulose specialties.
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Absorbent materials sales were relatively consistent with 2010 as a six percent increase in prices, primarily from higher prices
in the first half of the year, offset a five percent decline in sales volumes from the production shift previously discussed.

Changes Attributable to:

Volume/
Operating Income (in millions) 2010 Price Mix Cost/Other 2011

Total Operating INCoOme..................c.ccoovevevveiireiiriienieereene. $ 214§ 115 3 9 % (40) $ 298

In 2011, operating income improved from 2010 as increased cellulose specialties sales and absorbent materials prices more
than offset higher input and transportation costs. The 2011 results were also negatively impacted by a $6 million write-off related
to process equipment changes needed for the CSE project.

Wood Products
Changes Attributable to:
Sales (in millions) 2010 Price Volume 2011
TOtAl SALES ..ottt $ 68 $ 6) $ 6 3 63
Changes Attributable to:
Operating Income (L.oss) (in millions) 2010 Price Costs 2011
Total Operating Income (LOSS)...............coeeveierieerieeeeeeeeeeeeeeeee e $ 2 3 ©6) $ 2 3 )

Sales in 2011 were consistent with the prior year while operating income decreased reflecting an eight percent decline in price
due to weak market conditions, partially offset by an eight percent increase in sales volumes mainly due to higher production. Our
sawmills continue to produce at a reduced capacity due to a weak housing market.

Other Operations
Sales improved from 2010 primarily due to higher export demand; however, operating income was consistent with the prior
year reflecting low margins.
Corporate and Other Expense/Eliminations

The 2011 results include a $7 million increase in a disposition reserve. See Note 15 — Liabilities for Dispositions and
Discontinued Operations for additional information. The 2010 results include a first quarter gain of $12 million from the sale of
a portion of the Company's interest in the JV. See Note 5 — Joint Venture Investment for additional information. Excluding these
special items, corporate and other expenses were $4 million below the prior year as 2010 included a $3 million accrual for closed
facilities.

Interest Expense and Interest/Other Income

Interest expense and interest/other income were comparable to the prior year.

Income Tax Expense

The full year effective tax rate was 9.9 percent compared to 6.5 percent in 2010. Excluding non-routine items, the effective
tax rate was 24.6 percent, up from 18.2 percent in 2010. The higher rate in 2011 was due to proportionately higher earnings from
the TRS. See Note 8 — Income Taxes for additional information regarding the provision for income taxes and the non-routine tax
items.

Liquidity and Capital Resources

Our operations have generally produced consistent cash flows and required limited capital resources. Short-term borrowings
have helped fund cyclicality and seasonality in working capital needs and long-term debt has been used to fund major acquisitions
and strategic projects.
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Summary of Liquidity and Financing Commitments (in millions of dollars)

As of December 31,
2012 2011 2010
Cash and cash eQUIVAIENTS...........cccvciiieuiiieeiiieiet ettt ettt ebe s b e s ebe s bt ssesessns $ 281 $ 79 § 349
0 71 I [ o) TSRO 1,270 847 768
Shareholders” EQUILY . ....cueeueeieitietee ettt ettt ettt e bt et e s b e e be et e eneenee e s eneeene 1,438 1,323 1,252
Total capitalization (total debt plUS EQUILY)........ceverieririeiieiere ettt eees 2,708 2,170 2,020
DDt t0 CAPILAL TALIO ....vieuvieeieiiieeieie ettt ettt e te st e b e et e b e eteesbeeseesseessesseessesseessesssessesssesseesseseans 47% 39% 38%

Our 2012 total debt and debt-to-capital ratio increased from 2011 primarily due to the CSE expansion, timberland acquisitions
and the timing of borrowings. See Note 11 — Debt for additional information.

Cash Flows

The following table summarizes our cash flows from operating, investing and financing activities for each of the past three
years ended December 31 (in millions of dollars):

2012 2011 2010
Total cash provided by (used for):
OPETAtING ACHVITIES .....cvivvevieietiieeiteeietettet ettt ettt ettt se et se et ss et ssese s esa b esesbeseebeseesessesessens $§ 446 $§ 432 § 495
INVESTING ACLIVITIES ..eevvevreereeiietieeiestieiesteete st etesteesaesseessesseessesssessesssenseesseseessesseessesssessesseensesses (473) (489) (143)
FINANCING ACHIVITIES ....veviiiievieteeeeeteet ettt et ettt et e s te et e s teebeeteebeeasebeessesseensesssensesreensenseas 229 (215) (78)
Effect of exchange rate changes on Cash .........ccoocvevieiieiiiieiecee e s — 1 —
Increase (decrease) in cash and cash eqUIVAIENLS..........cccveriieieriieienieieee e $§ 202 § (271 274

Cash Provided by Operating Activities

Cash provided by operating activities in 2012 increased from the prior year primarily due to favorable operating results in
our Performance Fibers segment partially offset by higher cash taxes as 2011 benefited from several non-routine tax items.

Cash provided by operating activities in 2011 decreased from the prior year as 2010 included a $189 million refund related
to the AFMC. Excluding the impact of this receipt, cash provided by operating activities increased $126 million primarily due to
higher earnings in our Performance Fibers segment and a $50 million decrease in pension contributions.

Cash Used for Investing Activities

Cash used for investing activities decreased in 2012 as 2011 included $321 million in strategic timberland acquisitions
compared to $107 million in 2012. This decrease was partially offset by a $158 million increase in spending on the CSE project,
a $19 million increase in restricted cash due to the timing of like-kind exchanges and a $13 million increase in non-strategic capital
expenditures.

Cash used for investing activities in 2011 rose from 2010 primarily due to an increase in strategic capital which included $321
million for timberland acquisitions and $43 million for the Jesup mill CSE. This was partially offset by changes in restricted cash
due to the timing of like-kind exchange transactions.

Cash Provided by (Used for) Financing Activities

Cash provided by financing activities in 2012 increased from the prior year as 2012 included net debt borrowings of $416
million, compared to net repayments of $39 million in 2011. Additionally, proceeds on stock options exercised increased $12
million. These cash inflows were partially offset by a $21 million increase in dividends paid as annual dividends per share rose
11 percent during 2012.

Cash used for financing activities in 2011 increased from 2010 as 2011 included net debt repayments of $39 million, while
2010 included net borrowings of $60 million. Additionally, dividends paid increased $22 million as dividends per share rose 12
percent over the 2010 amount and proceeds on stock options exercised decreased $13 million.
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Expected 2013 Expenditures

Capital expenditures in 2013 are forecasted to be between $140 million and $145 million, excluding strategic timberland
acquisitions and the CSE. We expect 2013 spending on completion of the CSE to range between $130 million and $145 million.
Our 2013 dividend payments are expected to increase from $207 million to $223 million assuming no change in the quarterly
dividend rate of $0.44 per share.

We made no discretionary pension contributions in 2012 or 2011. We have no mandatory pension contributions in 2013 but
may make discretionary contributions. Cash payments for income taxes in 2013 are anticipated to be between $65 million and
$70 million, excluding taxes related to the gain on the Wood Products sale. Expenditures for environmental costs related to our
dispositions and discontinued operations are expected to be $8 million. See Note 15— Liabilities for Dispositions and Discontinued
Operations for further information.

Performance and Liquidity Indicators

The discussion below is presented to enhance the reader’s understanding of our operating performance, liquidity, ability to
generate cash and satisfy rating agency and creditor requirements. This information includes two measures of financial results:
Earnings before Interest, Taxes, Depreciation, Depletion and Amortization ("EBITDA"), and Adjusted Cash Available for
Distribution ("Adjusted CAD"). These measures are not defined by Generally Accepted Accounting Principles ("GAAP") and the
discussion of EBITDA and Adjusted CAD is not intended to conflict with or change any of the GA AP disclosures described above.
Management considers these measures to be important to estimate the enterprise and shareholder values of the Company as a
whole and of its core segments, and for allocating capital resources. In addition, analysts, investors and creditors use these measures
when analyzing our operating performance, financial condition and cash generating ability. Management uses EBITDA as a
performance measure and Adjusted CAD as a liquidity measure. EBITDA is defined by the Securities and Exchange Commission.
Adjusted CAD as defined, however, may not be comparable to similarly titled measures reported by other companies.

Below is a reconciliation of Net Income to EBITDA and a table of EBITDA by segment for the five years ended December 31
(in millions of dollars):

2012 2011 2010 2009 2008
Net Income to EBITDA Reconciliation
NEL INCOME ...ttt ettt ettt ae et ae e et ae e s te e ae s asesens § 279 § 276 § 218 $ 313 § 149
INCOME tAX EXPEINSE ....eeereeniieriieeiieeieeiie ettt 88 30 15 46 29
INtErESt, NMCL...eviiiiieiiiiiee e e 44 50 49 51 49
Depreciation, depletion and amortization ...........cccceeeeerveerevennennne. 149 136 143 158 168
EBITDA (8).ieeutettetieieeiieiesiesiesieieteeeseseeeeeteetessessessessessensessessesseseeseessssensas $§ 560 § 492 § 425 $ 568 $ 395
2012 2011 2010 2009 2008
EBITDA by Segment
FOTESt RESOUTCES ....vvvvivirieietieietee ettt ettt v e v v v $§ 121 § 110 $ 92 $ 77 $ 116
REAl ESTALE ....viiiiiiieeiie ettt e 40 59 75 80 101
Performance FIDers .......c..ccceevvieiiieiienieeiieeee e 420 354 272 242 205
WOOd ProdUCES ....c.veeieiieiieiicieieeeeee et 13 1 5 6) 2)
Other OPErations ......cceecvierieeiiierieerieenieeiee e esteesreesseesreeseeesnseennes — 1 1 3) 3
Corporate and Other (@) .......ceecveeeeierieeriee e (34) (33) (20) 178 (28)
EBITDA ..ottt sttt $§ 560 § 492 § 425 § 568 $ 395

(a) Theresults for 2011 included a $7 million increase in a disposition reserve. The results for 2010 included a gain of $12 million
from the sale of a portion of the Company's interest in the JV. The results for 2009 included $205 million related to the AFMC.

Excluding special items noted in the footnote above, 2012 EBITDA was $61 million above prior year primarily due to higher
operating results in our Performance Fibers segment. Excluding special items noted in the footnote above, 2011 EBITDA was $86
million above 2010 primarily due to higher operating results in our Performance Fibers Segment. See Item 6 — Selected Financial
Data for a reconciliation of EBITDA to Operating Income by segment.

Adjusted CAD is a non-GAAP measure of cash generated during a period which is available for dividend distribution,
repurchase of the Company's common shares, debt reduction and strategic acquisitions. We define CAD as Cash Provided by
Operating Activities adjusted for capital spending, the change in committed cash, and other items which include cash provided
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by discontinued operations, proceeds from matured energy forward contracts, excess tax benefits on stock-based compensation
and the change in capital expenditures purchased on account. Committed cash represents outstanding checks that have been drawn
on our zero balance bank accounts but have not been paid. In compliance with SEC requirements for non-GA AP measures, we
reduce CAD by mandatory debt repayments which results in the measure entitled "Adjusted CAD."

Below is a reconciliation of Cash Provided by Operating Activities to Adjusted CAD for the five years ended December 31
(in millions):

2012 2011 2010 2009 2008
Cash provided by operating activities...........ccveerverrerrerierierierieieeenereeeenns $ 446 § 432 § 495 $ 307 $ 340
Capital eXpenditures (&) ......ceecveeveeceereerienierieseeeeseesieseesieseesseeenens (158) (145) (138) (92) (105)
LKE tax benefits on third-party real estate sales (b)........ccccecceveunee — — — — (12)
Change in committed cash .........ccccevieiirieriiiieie e 6 (6) 12 17 (10)
Excess tax benefits on stock-based compensation .............ccccecueuneee 8 6 5 3 3
(15T TP SRUPUSRU 2 — 10 2) —
CAD ettt sttt ettt 304 287 384 233 216
Mandatory debt repayments ............coccoeeveveieciininiiciiiicc (323) (93) (1) (123) 24)
AQJUSEEA CAD ...ttt $ (199 $ 194 $ 38 $ 110 $ 192
Cash used for investing activities .............cocvevveveeeieieeeeeeeeeeeeee e $§ 473) $ (489) $ (143) $ (93) $ (330)
Cash provided by (used for) financing activities.............ccoeeevveecrereeeenennns § 229 § (215 $ (78 $ (202) $ (128)

(a) Capital expenditures exclude strategic capital. For the year ended December 31, 2012, strategic capital totaled $201 million
for the Jesup mill CSE and $107 million for timberland acquisitions. For the year ended December 31, 2011, strategic capital
totaled $43 million for the Jesup mill CSE and $426 million for timberland acquisitions (including $105 million of assumed
notes).

(b) Represents income taxes which would have been paid had the Company not completed third-party like-kind exchange ("LKE")
transactions.

Adjusted CAD decreased in 2012 due to the refinancing of $300 million of Senior Exchangeable Notes and $23 million of
solid waste bonds that matured, partially offset by higher operating results and the change in committed cash. Adjusted CAD was
lower in 2011 compared to 2010 due to the receipt of $189 million in 2010 related to the AFMC. Excluding this amount, 2011
adjusted CAD was consistent with 2010 results as higher 2011 earnings were offset by the $93 million repayment of an installment
note due in 2011. Adjusted CAD generated in any period is not necessarily indicative of the amounts that may be generated in
future periods.

Liquidity Facilities
In April 2011, the Company entered into a five-year $300 million unsecured revolving credit facility, which was increased to
$450 million in August 2011. During October 2012, we amended this revolving credit facility to take advantage of better pricing,
improve covenants and change the debt ceiling calculation to provide additional borrowing capacity. As a result of the amendment,
the borrowing rate decreased from LIBOR plus 105 basis points to LIBOR plus 97.5 basis points. The facility fee decreased 5
points from 20 basis points to 15 basis points. The Company had $171 million of available borrowing capacity under the revolving
credit facility as of December 31, 2012.

In March 2012, we issued $325 million of 3.75% Senior Notes due 2022. Approximately $150 million of the proceeds from
these notes were used to pay down the revolving credit facility.

The 3.75% Senior Exchangeable Notes matured in October 2012 and the principal balance of $300 million was paid in cash,
financed through borrowings on the Company's revolving credit facility. The exchangeable note hedges also matured and the
associated shares were used to pay the excess exchange value of 2,221,056 shares of Rayonier stock. As a result, there was no
impact on the number of shares outstanding. Warrants sold in conjunction with the issuance of these notes and hedges remain
outstanding and have maturity dates in first quarter 2013. We expect to settle the warrants in shares.

In December 2012, the Company entered into a $640 million senior unsecured term credit agreement with banks in the farm
credit system, which is a network of cooperatives. The agreement matures in December 2019 and has a delayed draw feature that
allows borrowings up to $640 million through December 2017 using a maximum of five advances. The periodic interest rate on
the term credit agreement is LIBOR plus 150 basis points with an unused commitment fee of 15 basis points. The Company expects
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to receive annual patronage refunds, which are profit distributions made by a cooperative to its member-users based on the quantity
or value of business done with the member-user. The Company expects the effective interest rate to approximate LIBOR plus 100
basis points after consideration of the cash patronage refunds. At closing, TRS borrowed $300 million under the term credit
agreement and used the proceeds to pay down its outstanding borrowings under the Company's existing revolving credit facility.

As of December 31,2012, our $172.5 million 4.50% Senior Exchangeable Notes due 2015 became exchangeable at the option
of the holders for the calendar quarter ending March 31, 2013. Per the indenture governing these notes, in order for the notes to
become exchangeable, the Company's stock price must exceed 130 percent of the exchange price for 20 trading days in a period
of 30 consecutive trading days as of the last day of the quarter. If the note holders exercise their option prior to March 31, 2013,
the Company intends to repay the principal of the notes with cash on hand or by accessing its revolving credit facility. Any excess
exchange value will be settled at the option of the Company in either cash or stock of Rayonier.

See Note 11 — Debt for additional information on these agreements and other outstanding debt, as well as for information
on covenants which must be met in connection with our installment note, mortgage notes, senior notes, term credit agreement and
the revolving credit facility.

Both our ability to obtain financing and the related costs of borrowing are affected by our credit ratings, which are periodically
reviewed by the rating agencies. In February 2012, Moody's Investors Service raised our senior unsecured rating to "Baal" from
"Baa2" and revised our outlook to "Stable" from "Positive." In February 2011, Standard & Poor's Ratings Services raised its ratings
on Rayonier, including our corporate credit rating, to "BBB+" from "BBB" while maintaining a "Stable" outlook.

Off-Balance Sheet Arrangements

We utilize off-balance sheet arrangements to provide credit support for certain suppliers and vendors in case of their default
on critical obligations, and collateral for certain self-insurance programs that we maintain. These arrangements consist of standby
letters of credit and surety bonds. As part of our ongoing operations, we also periodically issue guarantees to third parties. Off-
balance sheet arrangements are not considered a source of liquidity or capital resources and do not expose us to material risks or
material unfavorable financial impacts. See Note 17 — Guarantees for further discussion.

Contractual Financial Obligations

In addition to using cash flow from operations, we finance our operations through the issuance of debt and by entering into
leases. These financial obligations are recorded in accordance with accounting rules applicable to the underlying transaction, with
the result that some are recorded as liabilities on the Balance Sheet, while others are required to be disclosed in the Notes to
Consolidated Financial Statements and Management’s Discussion and Analysis.
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The following table aggregates our contractual financial obligations as of December 31, 2012 and anticipated cash spending
by period:

Payments Due by Period
Contractual Financial Obligations (in millions) Total 2013 2014-2015  2016-2017 Thereafter
Long-term debt (2) .......ceevirievereeiieieieieeiecieteeeeeeeeeee e $ 1,124 § $ 285 % 199 3 640
Current maturities of long-term debt ..........ccoocvevvrvieniecenieinnne 150 150 — — —
Interest payments on long-term debt (b).........ccooeeevevieciinirennnne 226 42 75 43 66
Operating leases — timberland (C) .......ccocceverienerienieiiiieee 84 8 14 14 48
Environmental obligations (d) ........ccccevvrvererienieeieiieiesieiene 31 16 15 — —
Postretirement obligations (€) .......c..cceevvereerrereerieecienieeeeneennens 35 3 6 7 19
Operating leases — PP&E, offices .........ccoveriiiiiiieniiiiiee 14 4 5 3 2
Uncertain tax positions () .....c.ccceeeeverrereniinienenineneneneneneenee — — — — —

Purchase obligations ............cccueeieviereenierieniesieseeeesieeveeeeenens 2 2 — —
Total contractual cash obligations..............cccoeveveveueennnnen. $ 1,666 $ 225 § 400 $ 266 $ 775

(a) The book value of our long-term debt is currently recorded at $1.120 billion on the Company’s consolidated balance sheet,
but upon maturity the liability will be $1.124 billion.

(b) Projected interest payments for variable-rate debt were calculated based on outstanding principal amounts and interest rates
as of December 31, 2012.

(¢) The majority of timberland leases are subject to changes in either the Consumer Price Index or the Producer Price Index.

(d) These obligations relate to the Jesup mill 2008 consent order which was amended in 2011 for the CSE. See Environmental
Regulation below for additional information on the Jesup mill consent order.

(¢) The amounts represent an estimate of our projected payments related to our unfunded excess pension plan and our
postretirement medical and life insurance plans for the next ten years. See Note 20 — Employee Benefit Plans for additional
information.

(f) The settlement date is unknown for approximately $7 million of uncertain tax positions. This amount has been excluded from
the table above. See Note 8 — Income Taxes for additional information on uncertain tax positions.

In February 2012, we filed a universal shelf registration giving us the ability to issue and sell an indeterminate amount of
various types of debt and equity securities. In March 2012, we issued $325 million of 3.75% Senior Notes due 2022 under the
universal shelf registration statement. In May 2004, we completed a Form S-4 acquisition shelf registration to offer and issue
7.0 million common shares for the acquisition of other businesses, assets or properties. As of December 31, 2012, no common
shares have been offered or issued under the Form S-4 shelf registration.

New Accounting Standards

See Note 2 — Summary of Significant Accounting Policies for a discussion of recently issued accounting pronouncements
that may affect our financial results and disclosures in future periods.

Environmental Regulation

Rayonier is subject to stringent environmental laws and regulations concerning air emissions, wastewater discharges, waste
handling and disposal, and assessment and remediation of environmental contamination. Such environmental laws and regulations
include the Clean Air Act, the Clean Water Act, the Resource Conservation and Recovery Act, the Comprehensive Environmental
Response, Compensation and Liability Act of 1980 and similar state laws and regulations. Management closely monitors its
environmental responsibilities and believes we are in substantial compliance with current environmental requirements. In addition
to ongoing compliance with laws and regulations, our facilities operate in accordance with various permits, which are issued by
state and federal environmental agencies. Many of these permits impose operating conditions on the Company which require
significant expenditures to ensure compliance. Upon renewal and renegotiation of these permits, the issuing agencies often seek
to impose new or additional conditions in response to new environmental laws and regulations, or more stringent interpretations
of existing laws and regulations. In addition, under many federal environmental laws, private citizens and organizations, such as
environmental advocacy groups, have the right to legally challenge permitting and other decisions made by regulatory agencies.
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During 2012, 2011 and 2010, we spent the following for capital projects related to environmental compliance for ongoing
operations:

(in millions) 2012 2011 2010
Jesup mill CONSENE OTAET (Q) ....c.eoviivierieriiiiiieiet ettt ettt ettt ettt b et seereeseeteeaeereereeaeesens $ 25 3 3 9 18
CSE (D) etteuteteieetet ettt ettt sttt st sae st st ese e b e st e b e st ebe st e b et ese s ese s ese s eseeseseeseseeseneebeneebeneeseneesensne 16 5 —
Other (c).... 12 10 5
TOUAL .ttt ettt ettt b et s ettt s bt s et b bt s bt e st bt sea s s b sene s b s s s $ 53§ 18 § 23

(a) Includes spending related to a 2008 Jesup mill consent order in which we agreed to implement certain capital improvements
relating to the mill’s wastewater treatment. This consent order was amended in 2011 in connection with the CSE. Capital
spending related to the consent order is expected to approximate $31 million over the next three years.

(b) Environmental compliance expenditures are included in estimated costs to complete the CSE. During 2013, CSE-related
environmental compliance spending is expected to approximate $17 million.

(c) Includes spending for improvements to our manufacturing process and pollution control systems that will comply with the
requirements of new or renewed air emission and water discharge permits, and other required improvements for our
Performance Fibers mills. Other capital spending related to environmental compliance is expected to approximate $8 million
in 2013.

Our discontinued operations with historical environmental contamination are subject to a number of federal, state and local
laws. For example, former operations at the SWP wood treating sites used preservative formulations consisting primarily of
creosote, pentachlorophenol and chromated-copper arsenate. Investigations performed at the SWP sites over the years have
identified releases to soils, groundwater and sediments containing free product and constituents or derivatives of these formulations
including, but not limited to, all or some combination of petroleum products, metals (e.g., arsenic, chromium) and/or organics
(e.g., volatile organic compounds, phenols, polycyclic aromatic hydrocarbons, dioxins and furans). As it has for many years, SWP
continues to actively work with federal and state environmental agencies to undertake appropriate steps to investigate and remediate
these sites in accordance with applicable laws. As these requirements change over time, they may mandate more stringent levels
of soil and groundwater investigation, remediation and monitoring. While we believe that our current estimates are adequate, new
information revealed by additional investigation and assessment, decisions of governmental agencies and future changes to these
legal requirements, among other things, could adversely affect the cost and timing of our activities on these sites.

Many of our operations are subject to constantly changing environmental requirements which are often the result of legislation,
regulation, litigation and negotiation. For additional information see Item 1A — Risk Factors for a discussion of the potential
impact of environmental laws and regulations, including climate-related initiatives, on our businesses.

Itis the opinion of management that substantial expenditures will be required over the nextten years in the area of environmental
compliance. In particular, we expect significant expenditures will be required as a result of an EPA regulation issued in 2012 which
tightens emissions limits of certain air pollutants from industrial boilers. We are currently reviewing alternatives related to
compliance at our Performance Fibers mills. We estimate the cost of compliance may range from $24 million to $60 million. See
Note 15 — Liabilities for Dispositions and Discontinued Operations, for additional information regarding the Company’s
environmental liabilities.

Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Market and Other Economic Risks

We are exposed to various market risks, including changes in interest rates, commodity prices and foreign exchange rates.
Our objective is to minimize the economic impact of these market risks. We use derivatives in accordance with policies and
procedures approved by the Audit Committee of the Board of Directors. Derivatives are managed by a senior executive committee
whose responsibilities include initiating, managing and monitoring resulting exposures. We do not enter into financial instruments
for trading or speculative purposes.

Cyclical pricing of commodity market paper pulp is one of the factors which influences Performance Fibers’ prices in the
absorbent materials product line. However, as a non-integrated producer of absorbent materials, primarily fluff pulp, for non-
papermaking end uses, our absorbent material pricing tends to lag (on both the upturn and downturn) commodity paper pulp prices
with pricing adjustments that are less severe. Our cellulose specialty products’ prices are based on market supply and demand and
are not correlated to commodity paper pulp prices. In addition, a significant majority of our cellulose specialty products are under
long-term volume contracts that extend through 2013 to 2017.
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The fair market value of our long-term fixed interest rate debt is subject to interest rate risk. However, we intend to hold most
of our debt until maturity. The estimated fair value of our fixed-rate debt at December 31, 2012 was $810 million compared to
$680 million in carrying value. We use interest rates of debt with similar terms and maturities to estimate the fair value of our
debt. Our percentage of debt with fixed interest rates was 54 percent as of December 31, 2012. Generally, the fair market value
of fixed-rate debt will increase as interest rates fall and decrease as interest rates rise. A hypothetical one-percentage point increase/
decrease in prevailing interest rates at December 31, 2012 would result in a corresponding decrease/increase in the fair value of
our fixed-rate debt of approximately $41 million.

We periodically enter into commodity forward contracts to fix some of our fuel oil and natural gas costs. The forward contracts
partially mitigate the risk of a change in Performance Fibers margins resulting from an increase or decrease in these energy costs.
At December 31, 2012, we had no fuel oil or natural gas contracts outstanding.

Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

See Index to Financial Statements on page ii.

Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

As previously disclosed in the Company's Current Report on Form 8-K filed on May 23, 2012, our Audit Committee approved
the engagement of Ernst & Young LLP as our independent registered public accounting firm effective May 22, 2012. There were
no disagreements or reportable events related to the change in accountants requiring disclosure under Item 304(b) of Regulation
S-K.

Item 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Rayonier management is responsible for establishing and maintaining adequate disclosure controls and procedures. Disclosure
controls and procedures (as defined in Rule 13a-15(e) under the Securities Exchange Act of 1934 (the "Exchange Act")) are
designed with the objective of ensuring that information required to be disclosed by the Company in reports filed under the
Exchange Act, such as this annual report on Form 10-K, is (1) recorded, processed, summarized and reported within the time
periods specified in the SEC’s rules and forms and (2) accumulated and communicated to our management, including our Chief
Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

Because of the inherent limitations in all control systems, no control evaluation can provide absolute assurance that all control
exceptions and instances of fraud have been prevented or detected on a timely basis. Even systems determined to be effective can
provide only reasonable assurance that their objectives are achieved.

Based on an evaluation of our disclosure controls and procedures as of the end of the period covered by this annual report on
Form 10-K, our management, including the Chief Executive Officer and Chief Financial Officer, concluded that the design and
operation of the disclosure controls and procedures were effective as of December 31, 2012.

Internal Control Over Financial Reporting

With regard to the Company’s internal control over financial reporting as defined in paragraph (f) of Rule 13a-15(f), see
Managements Report on Internal Control over Financial Reporting on page F-1, followed by the Report of Independent Registered
Public Accounting Firm on pages F-2 through F-4, included in Item 8 — Financial Statements and Supplementary Data of this
annual report on Form 10-K.

In the quarter ended December 31, 2012, based upon the evaluation required by paragraph (d) of Rule 13a-15, there were no
changes in our internal control over financial reporting that would materially affect or are reasonably likely to materially affect
our internal control over financial reporting.

Item 9B. OTHER INFORMATION
Not applicable.
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PART III

Certain information required by Part III is incorporated by reference from the Company’s definitive Proxy Statement to be
filed with the SEC in connection with the solicitation of proxies for the Company’s 2013 Annual Meeting of Stockholders (the
“Proxy Statement”). We will make the Proxy Statement available on our website at www.rayonier.com as soon as it is filed with
the SEC.

Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE

The information required by this Item with respect to directors, executive officers and corporate governance is incorporated
by reference from the sections entitled "Election of Directors," "Corporate Governance," "Executive Officers" and "Report of the
Audit Committee" in the Proxy Statement. The information required by this Item with respect to disclosure of any known late
filing or failure by an insider to file a report required by Section 16 of the Exchange Act is incorporated by reference to the section
entitled "Section 16(a) Beneficial Ownership Reporting Compliance” in the Proxy Statement.

Our Standard of Ethics and Code of Corporate Conduct, which is applicable to our principal executive officer and financial
and accounting officer, is available on our website, www.rayonier.com. Any amendments to or waivers of the Standard of Ethics
and Code of Corporate Conduct will also be disclosed on our website.

Item 11. EXECUTIVE COMPENSATION

The information called for by Item 11 is incorporated herein by reference from the section and subsections entitled
"Compensation Discussion and Analysis," "Summary Compensation Table," "Grants of Plan-Based Awards," "Outstanding Equity
Awards at Fiscal Year-End," "Option Exercises and Stock Vested," "Pension Benefits," "Nonqualified Deferred Compensation,"
"Potential Payments Upon Termination or Change in Control," "Director Compensation," "Corporate Governance — Compensation
Committee Interlocks and Insider Participation; Processes and Procedures" and "Compensation Discussion and Analysis — Report
of the Compensation and Management Development Committee" in the Proxy Statement.

Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information called for by Item 12 is incorporated herein by reference from the sections entitled "Share Ownership of
Certain Beneficial Owners," "Share Ownership of Directors and Executive Officers" and "Equity Compensation Plan Information"
in the Proxy Statement.

Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR INDEPENDENCE

The information called for by Item 13 is incorporated herein by reference from the section and subsections entitled "Election
of Directors," "Corporate Governance — Director Independence" and "Corporate Governance — Related Person Transactions"
in the Proxy Statement.

Item 14. PRINCIPAL ACCOUNTING FEES AND SERVICES

The information called for by Item 14 is incorporated herein by reference from the subsection entitled "Report of the Audit
Committee — Information Regarding Independent Registered Public Accounting Firm" in the Proxy Statement.
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PART IV

Item 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES
(a) Documents filed as a part of this report:
(1)  See Index to Financial Statements on page ii for a list of the financial statements filed as part of this report.

(2)  See Schedule I — Valuation and Qualifying Accounts. All other financial statement schedules have been omitted
because they are not applicable, the required matter is not present or the required information has otherwise been
supplied in the financial statements or the notes thereto.

(3)  See Exhibit Index for a list of the exhibits filed or incorporated herein as part of this report. Exhibits that are
incorporated by reference to documents filed previously by the Company under the Securities Exchange Act of
1934, as amended, are filed with the SEC under File No. 1-6780.

(b)  Exhibits:
See Item 15 (a)(3).
(¢)  Financial Statement Schedules:

See Item 15 (a)(2).
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING
To Our Shareholders:

The management of Rayonier Inc. and its subsidiaries is responsible for establishing and maintaining adequate internal control
over financial reporting (as defined in Rule 13a-15(f) under the Securities Exchange Act of 1934, as amended). Our system of
internal controls over financial reporting is designed to provide reasonable assurance to the Company’s management and Board
of Directors regarding the preparation and fair presentation of the financial statements for external purposes in accordance with
accounting principles generally accepted in the United States of America.

Because of the inherent limitations of internal control over financial reporting, misstatements due to error or fraud may not
be prevented or detected on a timely basis. Also, projections of any evaluation of effectiveness to future periods are subject to the
risk that controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

Rayonier Inc.’s management, under the supervision of the Chief Executive Officer and Chief Financial Officer, assessed the
effectiveness of our internal control over financial reporting as of December 31, 2012. In making this assessment, we used the
framework included in Internal Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on our evaluation under the criteria set forth in Internal Control — Integrated Framework,
management concluded that our internal control over financial reporting was effective as of December 31, 2012.

Ernst & Young LLP, the independent registered public accounting firm that audited the Company’s consolidated financial
statements, has issued an attestation report on the Company’s internal control over financial reporting as of December 31, 2012.
The report on the Company’s internal control over financial reporting as of December 31, 2012, is on page F-3.

RAYONIER INC.

By: /s/ PAUL G. BOYNTON

Paul G. Boynton
Chairman of the Board, President and Chief Executive Officer

February 26, 2013

By: /s/ HANS E. VANDEN NOORT

Hans E. Vanden Noort
Senior Vice President and Chief Financial Officer
(Principal Financial Officer and Principal Accounting Officer)

February 26, 2013




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Rayonier Inc.

We have audited the accompanying consolidated balance sheet of Rayonier Inc and subsidiaries (the “Company”) as of December
31, 2012, and the related consolidated statements of income and comprehensive income, and cash flows for the year then ended.
Our audit also included the financial statement schedule listed in the Index at Item 15(a)(2). These financial statements and schedule
are the responsibility of the Company's management. Our responsibility is to express an opinion on these financial statements and
schedule based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit also includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position
of the Company at December 31, 2012, and the consolidated results of its operations and its cash flows for the year then ended,
in conformity with U.S. generally accepted accounting principles. Also, in our opinion, the related financial statement schedule,
when considered in relation to the basic financial statements taken as a whole, presents fairly in all material respects the information
set forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
Company's internal control over financial reporting as of December 31, 2012, based on criteria established in Internal Control-
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated
February 26, 2013 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP
Certified Public Accountants

Jacksonville, Florida
February 26, 2013
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Stockholders of Rayonier Inc.

We have audited Rayonier Inc. and subsidiaries' (the “Company”) internal control over financial reporting as of December 31,
2012, based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations
of the Treadway Commission (the COSO criteria). The Company's management is responsible for maintaining effective internal
control over financial reporting, and for its assessment of the effectiveness of internal control over financial reporting included in
the accompanying Management's Report on Internal Control Over Financial Reporting. Our responsibility is to express an opinion
on the company's internal control over financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control
over financial reporting was maintained in all material respects. Our audit included obtaining an understanding of internal control
over financial reporting, assessing the risk that a material weakness exists, testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk, and performing such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company's internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles. A company's internal control over financial reporting includes those policies and procedures that (1) pertain
to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets
of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authorizations of management and directors of the company; and (3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the company's assets that
could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because
of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the Company maintained, in all material respects, effective internal control over financial reporting as of December
31, 2012, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the
consolidated balance sheet of the Company as of December 31, 2012 and the related consolidated statements of income and
comprehensive income, and cash flows for the year then ended of the Company and our report dated February 26, 2013 expressed
an unqualified opinion thereon.

/s/ Ernst & Young LLP
Certified Public Accountants

Jacksonville, Florida
February 26, 2013
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Rayonier Inc.
Jacksonville, Florida

We have audited the accompanying consolidated balance sheets of Rayonier Inc. and subsidiaries (the "Company") as of December
31, 2011, and the related consolidated statements of income and comprehensive income and cash flows for each of the two years
in the period ended December 31, 2011. Our audits also included the financial statement schedule listed in the Index at Item 15
for the years ended December 31,2011 and 2010. These financial statements and financial statement schedule are the responsibility
of the Company's management. Our responsibility is to express an opinion on the financial statements and financial statement
schedule based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States).
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Rayonier
Inc. and subsidiaries as of December 31, 2011, and the results of its operations and its cash flows for each of the two years in the
period ended December 31, 2011, in conformity with accounting principles generally accepted in the United States of America.
Also, in our opinion, such financial statement schedule, when considered in relation to the basic consolidated financial statements
taken as a whole, present fairly, in all material respects, the information set forth therein.

/s/ Deloitte & Touche LLP
Certified Public Accountants

Jacksonville, FL
February 27, 2012 (February 26, 2013 as it relates to Notes 4, 20 and 22)
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RAYONIER INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
For the Years Ended December 31,
(Thousands of dollars, except per share data)

2012 2011 2010
SALES ...t e $ 1,571,000 $ 1,488,642 § 1,315,233
Costs and Expenses
COSt OF SALES...ccuieiieieciieie ettt 1,104,805 1,073,732 990,099
Selling and general EXPENSES........cevuerveriieierieriirieie ettt 68,397 66,541 67,102
Other operating income, net (NOte 14).......ccoceveririnenenenenieeeeeecceceeee (13,103) (3,829) (10,519)
1,160,099 1,136,444 1,046,682
Equity in income of New Zealand joint VENtUIe ...........ccceceevenieeneinieinecrecneeene 550 4,088 1,033
OPERATING INCOME BEFORE GAIN ON SALE OF A PORTION OF
INTEREST IN NEW ZEALAND JOINT VENTURE.........cccoceviniiiinnen. 411,451 356,286 269,584
Gain on sale of a portion of interest in New Zealand joint venture (Note 5).............. — — 12,367
OPERATING INCOME.........ccoiiimiiimiiiniinieineteetees ettt 411,451 356,286 281,951
INTETEST EXPEIISE ...cueveneteniteieteiete ettt sttt ettt ettt b ettt st sttt (44,981) (50,775) (50,463)
Interest and miscellaneous INCOME, NEL.........c.cccverreriereecierrieieneesieeeeseeseee e seesseeenens 606 851 1,315
INCOME BEFORE INCOME TAXES..........ccoiiiiiiitesee e 367,076 306,362 232,803
INCOME tAX EXPEINSE ..c.oviiiiiiiiiiciceee e (88,391) (30,357) (15,217)
NET INCOME........ccoooiiiiiiiiiieeet ettt 278,685 276,005 217,586
OTHER COMPREHENSIVE INCOME (LOSS)
Foreign currency translation adjustment ............cocceveevenennenienenieneneeeene 4,352 3,546 4,162
New Zealand joint venture cash flow hedges...........coceveveveniniiiiniininncnnens 213 (2,373) 837
(e gin o it o peiomntploe, o neome i w0 oy o
Total other comprehensive iINCOME (10SS) ......evververvirienierienieieieicieieeeceee $ 4,069 $ (45,090) § 11,384
COMPREHENSIVE INCOMIE ........ccoccooniiimiiniiiniiineneenteeneee e $ 282,754 $ 230,915 $ 228,970
EARNINGS PER COMMON SHARE
Basic earnings per Share ............ccceoeoeeieiiiiininc e $ 227 % 227 $ 1.81
Diluted earnings per Share ..........ccccceceeieiiinineniiineneneeeeeeeeeee e $ 217 $ 220 § 1.79
Dividends per Share...................ccooieiiiiiiicee s $ 1.68 §$ 152§ 1.36

See Notes to Consolidated Financial Statements.
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RAYONIER INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
As of December 31,
(Thousands of dollars)

ASSETS
CURRENT ASSETS
Cash and cash eqUIVALENLS. ........c.ccueiiiriiiierieiierie ettt steseesbessaesseessesseensensaens
Accounts receivable, less allowance for doubtful accounts of $417 and $399 ........cccceeveneen.
INVENtOry (INOLE 10) . .eieuieiieiieii ettt ettt et e st e et esbe et esseeneesneennenneens
Prepaid and other CUITENt ASSELS........ccviivieriirieriieierieeier ettt ete e et e et esaeeeesbeesaesseessesseensensaens
TOLA]l CUITENTE ASSELS ...eeruveeerieeiiierieeeteesteeeteestee st e steeebeesteebeessaessseesseesnseessseesseessseenseenssenn

TIMBER AND TIMBERLANDS, NET OF DEPLETION AND AMORTIZATION................
PROPERTY, PLANT AND EQUIPMENT

BUILAINGS ..ottt ettt et sttt et es et e st e te et ettt e neeneeneeneenean
Machinery and EQUIPIMENL..........ccueeierueriierieeierteeiesteeteseetesseeseeseesseeseessesssessesssessesssessesssessenns
CONSIIUCTION 11 PLOZLESS ..vevvenrieueetieneerteenteattenteettenteesten bt eatesteentesseentesseensesstensesneesbesnsenseensenseens

Total property, plant and eqUIPMENT, SIOSS.......c.verueeierieiireieieeieree e reeeee s eeeseeeeeseens

Less—accumulated depreCiation ...........c.ocueeveiuieieiiieieieeieee ettt esre e sreeae e sesaeesesreens

Total property, plant and eqUIPMENt, NEL.........ccceeiuirierieiirieie e
INVESTMENT IN JOINT VENTURE (NOte 5)......c.ccceoiiininiiniinienieicieeteteteeeieeiesie e
OTHER ASSETS ...ttt b ettt b e b sttt e et et e st e st e bt e bt ebeebeebesbesnens

LIABILITIES AND SHAREHOLDERS’ EQUITY

CURRENT LIABILITIES
ACCOUNLS PAYADIC .....eovviieieiieiectieiee ettt ettt e st e b s te e e sta et e esa e beessesseesseeseensesneensesnees
Current maturities of long-term debt (NOte 11) .....coiiiiiiiiiiiiiieieeeeeee e
ACCTUCA TAXES ..veeuvieeiieeiieiiteeiteeiiteeteestteeteesteeeebeestaeesse e taeesseesseesssaaseessseanssessseessessseasseesssensenes
Accrued payroll and DENETILS .......c.cccveeiieierieiecieereee ettt
ACCTUC TNEETEST ..ottt ettt et sttt b et sb et e bt et e st e bt e st e sbeentesaeeaesaeen
Accrued CUSTOMET INCENTIVES .....vievieruiierieeieetiesteeiteesteeereesseesseesseesseesssessseessesesseessessseessenses
Other CUITent HADIIITIES .....eevieiieiiieieie ettt e e e e stesseessessaesseessessaensensaens
Current liabilities for dispositions and discontinued operations (Note 15) .......cccceevvverreenneens
Total current Habilities........cccvieiieeiieiiecie ettt ve e eveesereebeesebeenvaesene s
LONG-TERM DEBT (INOt€ 11).......ccotiiiiiiiieiieiecieeiesteete ettt ettt st e seeneesseenaesaeensessaessenseens

NON-CURRENT LIABILITIES FOR DISPOSITIONS AND DISCONTINUED
OPERATIONS (INOLE 15).......eeiiiieeiieeee e e e e et eeeaneeeenneeeenreeeenes

PENSION AND OTHER POSTRETIREMENT BENEFITS (Note 20) ..........ccccccecevinininennen.
OTHER NON-CURRENT LIABILITIES ..........ccooioiiiiiiiiiniineinctnetnieesieeeteeeseeeveeevesnenes
COMMITMENTS AND CONTINGENCIES (Notes 16, 17 and 18)

SHAREHOLDERS’ EQUITY

Common Shares, 480,000,000 and 240,000,000 shares authorized, 123,332,444 and
122,035,177 shares issued and outsStanding ............ceceveerereenieiienenieeseeeee e
REtAINEA CATMINES. ....eeeeneeieieie ettt ettt ettt et sttt sae e te s bt et e e st e be e st et e eneenseeneeneeenes
Accumulated other cOmMPrehensive 10SS .......cvevvieiirieriiriee e
TOTAL SHAREHOLDERS' EQUITY.....ccooooiiiiiiiieieeeeeeeee ettt
TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

See Notes to Consolidated Financial Statements.
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2012 2011

$ 280,596 $ 78,603
100,359 95,008
127,966 121,998
57,353 48,893
566,274 344,502
1,573,309 1,503,711
27,383 26,917
147,445 140,269
1,444,012 1,355,897
268,459 96,097
1,887,299 1,619,180
(1,180,261)  (1,157,628)
707,038 461,552
72,419 69,219
203,911 190,364

$ 3,122,951

$ 2,569,348

$ 70381 $ 72,873
150,000 28,110
13,824 5,223
28,068 26,846
7,956 7,044
10,849 10,369
18,640 17,855
8,105 9,931
307,823 178,251
1,120,052 819,229
73,590 80,893
159,582 140,623
23,900 27,279
670,749 630,286
876,634 806,235
(109,379)  (113,448)
1,438,004 ~ 1,323,073

$ 3,122,951

$ 2,569,348




RAYONIER INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31,
(Thousands of dollars)

2012 2011 2010
OPERATING ACTIVITIES
INEEANICOIMIE ...ttt ettt ettt a et ettt et et e aeete et e eseeseeseensessessesesseesseasenseasensensensesaesaeies $ 278,685 276,005 217,586
Adjustments to reconcile net income to cash provided by operating activities:
Depreciation, depletion and amoOTrtiZation.............ceeeeeeeieierierienieneesiese ettt see e 148,718 135,742 143,406
Non-cash cost of real estate SOIA ...........oooviieiiiiiiieiieceee et 4,746 4,329 6,692
Stock-based incentive COMPENSALION EXPEINSE ......euvererververuerueerierieeeriertessesseeseeeeeensensensenes 15,116 16,181 15,223
Gain on sale of a portion of interest in the New Zealand joint venture...........cccecveverennene — — (11,545)
Amortization of debt diSCOUNt/PIEMITUML......cc.evuerierieririeiieieierieteneee ettt 6,323 8,654 8,160
Deferred INCOME tAXES ....couvieieieieerieetie ettt ettt ettt et e e et e e et e e eereeeeaeeeeareeereeeneeeens 3,505 2,498 14,936
Amortization of losses from pension and postretirement plans.. 19,493 12,369 6,135
Non-cash adjustments to unrecognized tax benefit liability..........ccccoovevirviriiniiinenenenenne — (16,000) 4,723
OBNET .tttk bbbt bbbttt (2,880) 5,184 (237)
Changes in operating assets and liabilities:
RECEIVADIES ...ttt ettt ettt b e bt ettt e b e benbe e (4,248) (12,011) 20,774
TIIVEIIEOTIES ...ttt ettt sttt ettt et et e b st e b s bt bt e bt e st et et e s ensensenee (10,649) (3,868) (27,693)
ACCOUNTS PAYADIC. ...ttt bbbttt sttt et et ae e (7,967) 6,347 (4,6006)
Income tax and alternative fuel mixture credit receivable/payable...........ccevvevvevievienenens 2,248 19,788 170,845
All Other OPErating ACtIVITIES .....eeveeuieuieureieierierierte e st eteesteite e ste et esbesbe e bt saeeseeneensenaenseneens 2,750 (13,739) (60,377)
Expenditures for dispositions and discontinued operations ..... (9,926) (9,209) (8,632)
CASH PROVIDED BY OPERATING ACTIVITIES. 445,914 432,270 495,390
INVESTING ACTIVITIES
CaPItaA]l EXPEIAILTUIES ...ttt ettt ettt ettt ettt eat et et et et e bestesbesbeeseeseenteneensensensas (157,562) (144,522) (138,449)
Purchase of timbDETIands ..........c.ocueriririiriiirie ettt (106,536) (320,899) (5,360)
Jesup mill cellulose specialties EXPANSION. .....cc.eeueeeeruerieriirtietietieitetetet ettt et eae et ee e e aes (201,359) (42,894) —
Change in reStricted CASN........ccuiiiriiiiiee ettt e (10,559) 8,323 (8,231)
OBNET ...ttt 3,115 11,378 9,384
CASH USED FOR INVESTING ACTIVITIES ........ccooieiiiineininieineeneeceneeeeeeeeienes (472,901) (488,614) (142,656)
FINANCING ACTIVITIES
IsSuance Of debt (INOLE 11)...c.eiiiiiieierierierieeteeee ettt ettt st sttt be s 1,230,000 460,000 157,000
RePaYMENt OF AEDL.....cc.iouieiiiiieieeee ettt sttt ettt (813,610) (499,057) (96,650)
DiIvVIAEndSs Paid......c.eueririeieiiirieieircteerr ettt bbbt (206,583) (185,272) (163,673)
Proceeds from the issuance of COMMON SHAES ...........cc.coevuiieiiiiiiiieceeeee e 25,495 13,451 26,314
Excess tax benefits on stock-based COMPENSALION .........ecueruirririeieieieieiese e 7,635 5,681 5,411
DEDLE ISSUAINCE COSLS....euviuiuiiuieiieieieie sttt st et ettt et e e be st e be e bt e bt eae e st et enbentenbesaesbesbeeseeneeneeneensensensas (6,135) (2,027) (561)
Repurchase of common Shares...........coceoeveriniriiieieieeeeee e (7,783) (7,909) (6,028)
CASH PROVIDED BY (USED FOR) FINANCING ACTIVITIES ........cccccoeinineinenne 229,019 (215,133) (78,187)
EFFECT OF EXCHANGE RATE CHANGES ON CASH.........ccccoooiiiiiiieieieeeeeeee 39) 617 (48)
CASH AND CASH EQUIVALENTS
Change in cash and cash eqUIVAIENLS ..........coceririeiiiriirieieeee et 201,993 (270,860) 274,499
Balance, beginning Of YEAT........cc.eiuiriiriririiriteteteeee ettt ettt sttt ettt aes 78,603 349,463 74,964
Balance, €Nd OF YEAT .....cc.ieuiiiiieieieeee ettt ettt ettt sttt ettt aes $ 280,596 78,603 349,463
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION
Cash paid during the year:
TIEETESE ...ttt ettt ettt bbbttt § 34,956 38,223 39,991
TCOIMIE TAXES ..ottt ettt ettt e e et e e eae e e eae e et e e e eateeeseeeaeeeeaseeeneeereeens g 74,745 17,509 11,776
Non-cash investing and financing activity:
Acquisition of timberlands (INOTE 6) ..........ecueruererereririeieeeeee ettt p — 105,000 —
Assumption 0f 10an (INOE 11) c..eeuieuiriiiiieieiesie ettt p — 105,000 —
Capital assets purchased 0N ACCOUNL.........oiueruirtirtiririieietetetete ettt g 25,926 20,866 12,388

See Notes to Consolidated Financial Statements.
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RAYONIER INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands unless otherwise stated)

1. NATURE OF BUSINESS OPERATIONS

Rayonier Inc., including its consolidated subsidiaries, ("Rayonier" or "the Company") is a leading international forest products
company primarily engaged in timberland management, the sale of real estate, and the production and sale of high value specialty
cellulose fibers and fluff pulp. The Company owns, leases or manages approximately 2.7 million acres of timberland and real
estate located in the United States and New Zealand. Included in this property is over 0.2 million acres of high value real estate
located primarily along the coastal region from Savannah, Georgia to Daytona Beach, Florida, which is referred to as the "coastal
corridor." The Company owns and operates two specialty cellulose fibers mills in the United States. In addition, the Company
manufactures lumber in three sawmills (Wood Products business) in Georgia and engages in the trading of logs.

Rayonier operates in four reportable business segments: Forest Resources, Real Estate, Performance Fibers, and Wood
Products. See Note 3 — Segment and Geographical Information for further discussion.

The Company is a real estate investment trust ("REIT"). The Company is generally not required to pay federal income taxes
on its U.S. timber harvest earnings and other REIT operations contingent upon meeting applicable distribution, income, asset,
shareholder and other tests. The U.S. timber operations are primarily conducted by the Company’s wholly-owned REIT subsidiaries.
Non-REIT qualifying and certain foreign operations, which are subject to corporate-level tax on earnings, are operated by our
wholly-owned taxable subsidiary, Rayonier TRS Holdings Inc. ("TRS"). These operations include the Performance Fibers, Wood
Products and trading businesses, as well as the Real Estate segment’s entitlement and sale of higher and better use ("HBU")
properties.

Forest Resources

The Company’s Forest Resources segment owns, leases or manages approximately 2.6 million acres of timberlands located
in the U.S. and New Zealand. The Forest Resources segment conducts activities that relate to the harvesting of timber in addition
to managing timberlands and selling timber and logs to third parties. Forest Resources acquired approximately 88,000 acres of
U.S. timberlands in 2012 and 308,000 acres in 2011.

Real Estate

Rayonier invests in timberlands seeking to maximize its total return from a full cycle of ownership, including selling portions
of its asset base to capture the appreciated value. An increasing portion of Rayonier’s acreage has become more valuable for
development, recreational or conservation purposes than for growing timber. The Company’s real estate subsidiary, TerraPointe
LLC, owns approximately 0.1 million acres.

Performance Fibers

Rayonier is amanufacturer of high-performance cellulose fibers with two production facilities in Jesup, Georgia and Fernandina
Beach, Florida, which have a combined annual capacity of approximately 745,000 metric tons. These fiber products are sold
throughout the world to companies that produce a wide variety of products, including cigarette filters, foods, pharmaceuticals,
textiles, electronics and various industrial applications. Approximately 63 percent of performance fiber sales are to export
customers, primarily in Asia and Europe.

Cellulose specialties—Rayonier is a producer of specialty cellulose products, most of which are used in dissolving chemical
applications that require a highly purified form of cellulose fiber. The Company concentrates on producing the most high-value,
technologically-demanding forms of cellulose specialty products, such as cellulose acetate and high purity cellulose ethers, and
is a leading supplier of these products.

Absorbent materials—Rayonier is a producer of fibers for absorbent hygiene products. These fibers are typically referred to
as fluff fibers and are used as an absorbent medium in products such as disposable baby diapers, feminine hygiene products,
incontinence pads, convalescent bed pads, industrial towels and wipes and non-woven fabrics.

In 2011, Rayonier began a capital project, the Cellulose Specialties Expansion ("CSE"), to convert a fiber line at the Jesup,
Georgia mill from absorbent materials to cellulose specialties. The CSE will add approximately 190,000 metric tons of cellulose
specialties capacity, bringing total cellulose specialties capacity to about 675,000 metric tons. Production of cellulose specialties
is expected to gradually increase to capacity by 2015. Upon completion in mid-2013, the Company will be exiting the absorbent
materials business (about 260,000 metric ton capacity).
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Wood Products

The Company operates and sells dimension lumber products through three lumber manufacturing facilities in the southeastern
U.S.

Other

Rayonier operates log trading businesses in the northwest U.S. and New Zealand.

Subsequent Event

In January 2013, the Company announced that it reached an agreement to sell all of the assets of its Wood Products business
to International Forest Products Limited for $80 million. The sale is expected to close in the first quarter of 2013.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation

The consolidated financial statements include the accounts of Rayonier and its subsidiaries, in which it has a majority ownership
or controlling interest. All intercompany balances and transactions are eliminated. For income tax purposes, the Company files
two U.S. federal income tax returns, one for REIT operations and a consolidated filing for TRS operations, as well as numerous
state, local and foreign income tax returns.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and to
disclose contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. There are risks inherent in estimating and therefore actual results could differ from those estimates.

Cash and Cash Equivalents

Cash and cash equivalents include time deposits with original maturities of three months or less.

Inventory

Inventories are valued at the lower of cost or market. The costs of manufactured performance fibers are determined on the
first-in, first-out basis. Other products are valued on an average cost basis. Inventory costs include material, labor and manufacturing
overhead. Physical counts of inventories are taken at least annually. The need for a provision for estimated losses from obsolete,
excess or slow-moving inventories is reviewed periodically.

HBU real estate properties that are expected to be sold within one year are included in inventory, while properties that are
expected to be sold after one year are included in "Other assets."

Equity Method Investments

The Company accounts for its 26 percent interest in its joint venture ("JV") in accordance with generally accepted accounting
principles under the equity method of accounting. Rayonier does not have a controlling financial interest but exerts significant
influence over the JV’s operating policies as manager of the JV.

Timber

Timber is stated at the lower of cost or market value. Costs relating to acquiring, planting and growing timber including real
estate taxes, lease rental payments, site preparation and direct support costs relating to facilities, vehicles and supplies are capitalized.
Payroll costs are capitalized only for time spent on these activities, while interest or any other soft costs aside from those mentioned
above are not capitalized. Such accumulated costs attributed to merchantable timber are charged to cost of goods sold (depletion)
at the time the timber is harvested or when the underlying timberland is sold based on the relationship of timber sold to the estimated
volume of currently merchantable timber. Upon the acquisition of timberland, the Company makes a determination on whether
to combine the newly acquired merchantable timber with an existing depletion pool or to create a new, separate pool. This
determination is based on the geographic location of the new timber, the customers/markets that will be served and the species
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mix. If the acquisition is similar, the cost of the acquired timber is combined into an existing depletion pool and a new depletion
rate is calculated for the pool. This determination and depletion rate adjustment normally occurs in the quarter following the
acquisition, concurrent with the harvesting of the acquired timber.

Property, Plant, Equipment and Depreciation

Property, plant and equipment additions are recorded at cost, including applicable freight, taxes, interest, construction and
installation costs. Pulp mill assets are depreciated using the units-of-production method. The Company depreciates its non-
production Performance Fiber assets, including office, lab and transportation equipment, using the straight-line depreciation method
over 3 to 25 years. In addition, all of the assets at the Company’s sawmills are depreciated using the straight-line method over 3
to 15 years. Buildings and land improvements are depreciated using the straight-line method over 15 to 35 years and 5 to 30 years,
respectively.

Gains and losses on the retirement of assets are included in operating income. Long-lived assets are reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability
of assets that are held and used is measured by net undiscounted cash flows expected to be generated by the asset. If such assets
are considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying value exceeds
the fair value of the assets, which is based on a discounted cash flow model. Assets to be disposed of are reported at the lower of
the carrying amount or fair value less cost to sell.

Fair Value Measurements

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for the asset or liability in an orderly transaction between market participants at the
measurement date. A three-level hierarchy that prioritizes the inputs used to measure fair value was established as follows:

Level 1 — Quoted prices in active markets for identical assets or liabilities.

Level 2 — Observable inputs other than quoted prices included in Level 1, such as quoted prices for similar assets and
liabilities in active markets, quoted prices for identical or similar assets and liabilities in markets that are not active; or
other inputs that are observable or can be corroborated by observable market data.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value
of'the assets or liabilities. This includes certain pricing models, discounted cash flow methodologies and similar techniques
that use significant unobservable inputs.

Foreign Currency Translation

The functional currency of the Company’s New Zealand-based operations and its JV investment is the New Zealand dollar.
All assets and liabilities are translated into U.S. dollars at the exchange rate in effect at the respective balance sheet dates with the
resulting translation gain or loss recorded as a separate component of Accumulated Other Comprehensive Income/(Loss), ("AOCT"),
within Shareholders’ Equity.

Financial Instruments

The Company is exposed to various market risks, including changes in interest rates and commodity prices. The Company’s
objective is to partially mitigate the economic impact of these market risks. Derivatives are used, as noted below, in accordance
with policies and procedures approved by the Audit Committee of the Board of Directors and are managed by a senior executive
committee, whose responsibilities include initiating, managing and monitoring resulting exposures. The Company does not enter
into such financial instruments for trading or speculative purposes.

Derivative financial instruments such as commodity swap agreements are recognized in the financial statements and measured
at fair value regardless of the purpose or intent for holding them. Transactions that provide for the forward purchase or sale of raw
materials are not included in the financial statements until physical delivery of the product, as these transactions are done in the
normal course of business and qualify for the normal purchases and sales scope exception provided under generally accepted
accounting principles.

The Company periodically enters into commodity forward contracts to fix some of its fuel oil and natural gas costs at its
Performance Fibers mills. The forward contracts partially mitigate the risk of a change in Performance Fibers margins resulting
from an increase or decrease in fuel oil and natural gas prices. The Company’s commodity agreements do not qualify for hedge
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accounting and are marked to market. Gains or losses resulting from the valuation are recorded in "Other operating income, net."

Revenue Recognition

The Company generally recognizes revenues when the following criteria are met: (i) persuasive evidence of an agreement
exists, (ii) delivery has occurred, (iii) the Company’s price to the buyer is fixed and determinable, and (iv) collectibility is reasonably
assured.

Revenue from the sale of timber is recorded when title passes to the buyer. Timber sales are either sales of delivered logs or
stumpage sales. Stumpage sales in the Atlantic, Gulf States and Northern regions are primarily made on a pay-as-cut basis. These
contracts generally require a minimum 15 percent initial payment and title and risk of loss are transferred when the timber is cut.
Sales of delivered logs generally do not require an initial payment and are made to third-party customers on open credit terms.

Real estate sales are recorded when title passes, full payment or a minimum down payment of 25 percent is received and full
collectibility is assured. If a down payment of less than 25 percent is received at closing or if full collectibility is not reasonably
assured, the Company typically records revenue based on the installment method or cost recovery method.

Revenue from domestic sales of Performance Fibers products is recorded when title passes which, depending on the contract,
is either at time of shipment or when the customer receives goods. Foreign sales of Performance Fibers products are recorded
when the customer or agent receives the goods and title passes.

Lumber sales are recorded when the goods are shipped and title passes.

The Company’s Other segment includes log trading sales. Revenue is recorded when the goods are received by the customer
and title passes.

Environmental Costs

Rayonier expenses environmental costs related to ongoing businesses resulting from current operations. Expenditures that
meaningfully extend the life or increase the efficiency of operating assets are capitalized.

The Company has established liabilities to assess, remediate and monitor sites related to dispositions or discontinued operations
from which no current or future benefit is discernible. These obligations are established based on payments over the next 20 years
and require significant estimates to determine the proper amount at any point in time. Generally, monitoring expense obligations
are fixed once remediation projects are at or near completion. The projected period, from 2013 through 2032, reflects the time in
which potential future costs are both estimable and probable. As new information becomes available, these cost estimates are
updated and the Company adjusts its recorded liabilities appropriately. Environmental liabilities are accounted for on an
undiscounted basis and are reflected in current and non-current "Liabilities for dispositions and discontinued operations" in the
Consolidated Balance Sheets.

Employee Benefit Plans

The determination of expense and funding requirements for Rayonier's four defined benefit pension plans, its unfunded excess
pension plan and its postretirement health care and life insurance plans are largely based on a number of actuarial assumptions.
The key assumptions include discount rate, return on assets, salary increases, health care cost trends, mortality rates, longevity
and service lives of employees. See Note 20 — Employee Benefit Plans for assumptions used to determine benefit obligations,
the net periodic benefit cost and health care cost trend rates for the year ending December 31, 2012.

Periodic pension and other postretirement expense is included in "Cost of sales" and "Selling and general expenses" in the
Consolidated Statements of Income and Comprehensive Income. At December 31, 2012 and 2011 all pension plans were in a
liability position due to an underfunded status. The estimated amount to be paid in the next 12 months is recorded in "Accrued
payroll and benefits" on the Consolidated Balance Sheets, with the remainder recorded as a long-term liability in "Pension and
other postretirement benefits". Changes in the funded status of the Company's plans are recorded through comprehensive income
(loss) in the year in which the changes occur. See Note 20 — Employee Benefit Plans for additional information.
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Income Taxes

The Company uses the asset and liability method of accounting for income taxes. Under this method, deferred tax assets and
liabilities are recognized for the estimated future tax consequences attributable to differences between the financial statement
carrying amounts of assets and liabilities and their respective tax bases, operating loss carryforwards and tax credit carryforwards.
Deferred tax assets and liabilities are measured pursuant to tax laws using rates expected to apply to taxable income in the years
in which the temporary differences are expected to be recovered or settled. The Company recognizes the effect of a change in
income tax rates on deferred tax assets and liabilities in the Consolidated Statements of Income and Comprehensive Income in
the period that includes the enactment date of the rate change. The Company records a valuation allowance to reduce the carrying
amounts of deferred tax assets if it is more likely than not that such deferred tax assets will not be realized.

In determining the provision for income taxes, the Company computes an annual effective income tax rate based on annual
income by legal entity, permanent differences between book and tax, and statutory income tax rates by jurisdiction. Inherent in
the effective tax rate is an assessment of the ultimate outcome of uncertain tax positions. The Company adjusts its annual effective
tax rate as additional information on outcomes or events becomes available. Discrete items such as taxing authority examination
findings or legislative changes are recognized in the period in which they occur.

The Company’s income tax returns are subject to audit by U.S. federal, state and foreign taxing authorities. In evaluating the
tax benefits associated with various tax filing positions, the Company records a tax benefit for an uncertain tax position if it is
more-likely-than-not to be realized upon ultimate settlement of the issue. The Company records a liability for an uncertain tax
position that does not meet this criterion. The Company adjusts its liabilities for unrecognized tax benefits in the period in which
it is determined the issue is settled with the taxing authorities, the statute of limitations expires for the relevant taxing authority
to examine the tax position or when new facts or information becomes available. Liabilities for unrecognized tax benefits are
included in "Other current liabilities" and "Other non-current liabilities" in the Company’s Consolidated Balance Sheets. See Note
8 — Income Taxes for additional information.

Reclassifications

Certain 2011 and 2010 amounts have been reclassified to conform with the current year presentation.

New or Recently Adopted Accounting Pronouncements

In May 2011, the Financial Accounting Standards Board ("FASB") issued Accounting Standards Update No. 2011-04, Fair
Value Measurement (Topic 820): Amendments to Achieve Common Fair Value Measurement and Disclosure Requirements in U.S.
GAAP and International Financial Reporting Standards. This guidance changes certain fair value measurement principles,
enhances the disclosure requirements for level 3 fair value measurements and requires the classification of all assets and liabilities
measured at fair value in the fair value hierarchy, including those assets and liabilities which are not recorded at fair value but for
which fair value is disclosed. The standard was effective for Rayonier's first quarter 2012 Form 10-Q filing and was applied
prospectively. See Note 4 — Fair Value Measurements for our disclosures required under this guidance.

In June 2011, the FASB issued Accounting Standards Update No. 2011-05, Presentation of Comprehensive Income. This
standard eliminates the current option to report other comprehensive income and its components in the statement of changes in
equity. An entity can elect to present items of net income and other comprehensive income in one continuous statement or in two
separate, but consecutive, statements. Each component of net income and each component of other comprehensive income, together
with totals for comprehensive income and its two parts - net income and other comprehensive income, would need to be displayed
under either alternative. The statements would need to be presented with equal prominence as the other primary financial statements.
The standard was effective for Rayonier's first quarter 2012 Form 10-Q filing. Since Rayonier reports a consolidated statement
of income and comprehensive income for each reporting period, the Company's application of this guidance had no effect on the
accompanying consolidated financial statements.

In February 2013, the FASB issued Accounting Standards Update No. 2013-02, Reporting of Amounts Reclassified Out of
Accumulated Other Comprehensive Income. This standard requires reporting, in one place, information about reclassifications
out of AOCI by component. An entity is required to present, either on the face of the financial statements or in the notes, significant
amounts reclassified out of AOCI by the respective line items of net income, but only if the amount is reclassified in its entirety
in the same reporting period. For amounts that are not required to be reclassified to net income in their entirety, an entity is required
to cross-reference to other currently required disclosures that provide additional detail about those amounts. The information
required by this standard must be presented in one place, either parenthetically on the face of the financial statements by income
statement line item or in a note. This standard will be effective for Rayonier's first quarter 2013 Form 10-Q filing. The Company
is currently evaluating the impact of this pronouncement on its consolidated financial statements.
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3. SEGMENT AND GEOGRAPHICAL INFORMATION

Rayonier operates in four reportable business segments: Forest Resources, Real Estate, Performance Fibers, and Wood
Products. Forest Resources sales include all activities that relate to the harvesting of timber. Real Estate sales include all property
sales, including those designated as HBU. The assets of the Real Estate segment include HBU property held by the Company’s
real estate subsidiary, TerraPointe LLC. The Performance Fibers segment includes two major product lines, cellulose specialties
and absorbent materials. The Wood Products segment is comprised of lumber operations. See Note 1 — Nature of Business
Operations — Subsequent Event for additional information regarding the Wood Products segment. The Company’s remaining
operations include harvesting and selling timber acquired from third parties (log trading). These operations are reported in "Other
Operations." Sales between operating segments are made based on fair market value, and intercompany sales, purchases and profits
(losses) are eliminated in consolidation. The Company evaluates financial performance based on the operating income of the
segments.

Operating income (loss) as presented in the Consolidated Statements of Income and Comprehensive Income is equal to segment
income (loss). Certain income (loss) items in the Consolidated Statements of Income and Comprehensive Income are not allocated
to segments. These items, which include gains (losses) from certain asset dispositions, interest income (expense), miscellaneous
income (expense) and income tax (expense) benefit, are not considered by management to be part of segment operations.

Four customers in the Performance Fibers segment represented 15 percent, 12 percent, 10 percent and 10 percent of the
Company’s consolidated sales in 2012, respectively. Three customers in the Performance Fibers segment represented 15 percent,
11 percent and 11 percent of the Company’s consolidated sales in 2011, respectively, and two customers in the Performance Fibers
segment represented 14 percent and 10 percent of the Company’s consolidated sales in 2010.

Segment information for each of the three years ended December 31, 2012 follows (in millions of dollars):

Sales
2012 2011 2010

FOTESE RESOUTICES .....vvivieeieeeetietiete ettt ettt ettt ettt ettt eteete et e beete s e b ess e st essessessessesseaeeseesessessens $ 230 $ 215 $ 177
REAI ESTALE. ....uvieiieiiieiiecit ettt ettt et st e e et e et e e taeesbeessaeesbeessbeesbeessseenseesseensaesseeesseesssannseenes 57 71 96
PerfOrmance FIDEIS .........ooooveiiieie et eae e e e e eeareeeennees 1,093 1,020 881
WOOA PrOQUECES .....covviiiiiiiciieieettee ettt ettt e et esbeessesseessassaessesssessesssesseessensenns 88 68 68
(03315 0 0T ;110 1 TSSOSO 105 122 102
Intersegment EIIMINAtIONS () ....coveeverierierieiieriiesiesiesieeieeieeeesteeeesseesaesseessesseessesssesesssensesssensenns 2) @) )

TOtAL ettt ettt e b e et e s te b et e e st e hees b e eteesbeeteenbeeteenbeereenreenes $ 1,571 $ 1,489 $ 1,315

(a) Intersegment eliminations reflect sales from our Forest Resources segment to our Performance Fibers segment.

Operating Income/(Loss)

2012 2011 2010
FOTESE RESOUTICES ....vivivieietiietiiete ettt ettt et ettt ettt ete et ete et etesseseesessesessesessesessebesseressesessens $ 46 S 47 3 33
REAI ESTALE. ... vieiieiiieieecit ettt ettt ettt et e st e et esaeeesbeessaeesbeessseesbeessseenseenseeansaenseessseensneenseene 32 47 53
Performance FIDETS .......cc.uiiiuiiiiiiiiecieeiee ettt ettt ettt ta e et e e s teeesbe e taeesbaessaeesbeessnaenseenes 359 298 214
WOOM PIOAUECES ..ottt ettt ettt ettt e esaeesaessaessessaensesssessesssensesssensenns 10 2) 2
OthET OPETATIONS ....vvieiieeiiieitieeieeitteeteeteesteesteestteesteesseeesbeessseeseessseeseessseanseessseanseesssessseesssesnseees — 1 1
Corporate and OtHET (@) ...ec.eecvieieriieiere ettt ettt et e st et e st etesreesesseeseeneenseenneseens (36) 35) (21)

TOTAL .ttt ettt $ 411 § 356 § 282

(a) 2011 included a $7 million increase in a disposition reserve. 2010 included a $12 million gain from the sale of a portion of
the Company's interest in the JV. See Note 15 — Liabilities for Dispositions and Discontinued Operations and Note 5 —
Joint Venture Investment.
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Gross Capital Expenditures

2012 2011 2010
FOTESt RESOUTCES (@) 1..vvivveviieriietiitetecteee et et ettt ettt ettt ete et ete et ete st eae et esseseseesessebessebeneesessesensns $§ 156 $ 468 $ 41
Performance FIDETS (D).......couieiiiiiieeieeiiie ittt et ete et e seeeteesaeebeesteeebeessaesnsaessnesssaessneenseenns 309 140 98
WOOA PTOAUCES ...ttt ettt ettt et et et et e st e e st e teeneesneensesneennennean 2 3 1
COrporate AN OtNET.......c.ecieiiiieiieiesie ettt ettt e e teeseesaeesaesseessesseesesssessesssesseassensenns 1 2 4
Total aSSEtS ACQUITED. ... .c.evveveeieiieretiieeet ettt b s tse s besens § 468 $§ 613 § 144
Less: Assumption of loan for timberlands acquiSition ...........cocccvecveieccrenienienenenencneennenne — (105) —
Total capital EXPENAItUIES. ........cveiiveiirieiereeieteeetee ettt ve e $§ 468 $§ 508 $§ 144

(a) Includes strategic timberland acquisitions of $107 million, $426 million (including assumption of a $105 million loan) and

$5 million in 2012, 2011 and 2010, respectively.

(b) Includes $201 million and $43 million of strategic capital expenditures related to the Jesup mill CSE in 2012 and 2011,

respectively.
Depreciation,

Depletion and Amortization

2012 2011 2010
FOTESt RESOUICES ... .vieuviiiiiiiieeiie ettt et e et e st e et et e et e estaeeabeestbeesbeestseesseessseesseessseesseessseanseenes $ 75 8 63 $ 59
REAL ESTALC. ... ccuieiieiieciicieetecie ettt ettt ettt ettt et e e te et e eta e beessesseesaesseessesaeessesssessenssensenssenseans 8 12 22
Performance FIDETS .......cc.uiiiuieeiiiiiecieciee ettt ettt te e te e s eebeesteeesbeessaesnsaessnesnbeessnaensaenes 61 56 58
WOOA PrOAUCES .....eieeieeiie ettt ettt ettt e e e e ta e et e etaeesbeesssessbeesssessseesseenseeseeas 3 3 3
COrporate AN OtNET.......c.eciiiiiieiieierie ettt ettt ettt e steeseesseesaesseessesseessesssessesssesseessensenns 2 2 1
TOMALL ..ttt ettt r e ettt te b te e s b e teea b e eaeesbeete e b e eteenbeereenreees $§ 149 § 136 $ 143
Identifiable Assets

2012 2011
FOTESt RESOUICES ... eicuiiiiiiiieeeiie et et e et sttt et eette e beeetaeeabeessbeeabeestseassaessseessaassseenseessseesseessseenssessseenssessseeseens $ 1,690 $ 1,604
REAL ESTALE ....euvieuiiiieieciceieetet ettt ettt ettt ettt et e s et e beesa et e esb e seesseeseessesseessesseensesssessesssensanssenseessanseensenseenns 113 103
PerfOrmMANCE FIDETS ... .iiiiiiiieciie ettt ettt et et e et e st e e be e st eeteesaaeesbeeesbassseesssaenseessseenseessseensaesnseeseenns 902 646
WOOA PTOAUCES.....coviiiiiieitiecie ettt ettt ettt et et e e e e et eebeestaeeabeessaeasseessseesbaasseessaessseassaesssessseesssessseenseeans 18 21
OthET OPEIALIONS. ... eeuvieeieetieeiestieeterteetesteetesteetesseessessaeseassesseessenseessasssassesssessesseessesssessesssessesssessesssensenssenseenes 23 25
COrporate AN OHET ...c..iiiiiiieiieeie ettt ettt et s bt et e s bt e bt s et e be e et e b e ent et e et e ebeenes 377 170
TOMAL .ottt ettt ettt ettt e ettt e ettt e e te et e eat e be et e eae et e eaeeteereebeerbeeteeteeeteerreteeareereenns $ 3,123 $ 2,569
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Sales by Product Line

2012 2011 2010

FOTESE RESOUICES .....vivivieietiietieeete ettt ettt ettt ettt ettt et ete st ete et ete st ese s essesessesensebessebesseresseseasns $ 230 $ 215 $§$ 177
Real Estate

LD Te] 1a) 011113 L PSS 2 4 3

RUTAL ..ottt ettt ettt et st e et e st e e b e s teess e s e esbeeseesseeseenseaseenseeseensennns 39 33 28

Non-Strategic Timberlands...........cccovoiiiiiiiiiiii e e 16 34 65
TOtal REAI ESTALE ... .veevieiiieiieeie ettt ettt ettt e et s b e et e e s tbeeabeestaeeabeessaeesbeessneenseenes 57 71 96
Performance Fibers

CelluloSE SPECIALLIES ....eouvitieuiitieiietiete ettt sttt b et b e e e e 935 824 686

ADSOIDENt MAtETIALS .....c.viiiiiieiiiiie et a e be e sbe e e be et ebeesaeeeanas 158 196 195
Total Performance FIDEIS.........coviiiiiiiiiiie et enn e 1,093 1,020 881
WOOA PTOAUCES ....veeeiieiie ettt ettt ettt ettt e et e e eeesaeestaeesbeesseesnsaesseeesseesseesseesseenseenseens 88 68 68
(0111 T SO OO RSP UEUUUE PSR PO RURURRRURRIRt 103 115 93

TOAL SALES ...ttt ettt ettt a e et e et et et e et e et enae et eae s $ 1,571 $ 1,489 §$ 1,315

Geographical Operating Information
Sales Operating Income Identifiable Assets
2012 2011 2010 2012 2011 2010 2012 2011

United States .......ccceeveeeveerveecreeneieereenne $ 1,467 § 1,378 $ 1,228 $ 409 $ 350 $§ 268 § 3,022 § 2,473
New Zealand .........cccevvevervenenveniennnnns 104 111 87 2 6 14 101 95
AL Other ....coovveeiiieiiieeeeee — — — — — 1

Total....coovveeieiieeeee e $ 1,571 § 1,489 §$ 1315 $ 411 $§ 356 § 282 § 3,123 § 2,569

Sales by Destination
2012 % 2011 % 2010 %

UNIEA STALES 1.evivieeeieiieieeieie ettt ettt a et eneesseenaesneennas § 778 50 § 737 49 § 693 53
CRINA L.ttt et b et b et beeta e b e ese e reenaeereennas 281 18 277 19 213 16
BUIOPE .ttt 182 12 173 12 152 12
JAPAN e s 170 11 159 11 129 10
OthET ASIA...eiiiieiiiiicieciieieeteet ettt ettt b et e b e e es e b e ese e beensesreennas 68 55 4 49 4
Latin AMEIICA......ccuieiuiiiiiecieeie et esite ettt e ere et eereestaeeaeeseaessseesaeeensens 53 3 36 2 35 3
NEW ZEAlANM ....o.veeeiiiieieeieie ettt 18 22 1 17 1
CaANAAA ...ttt ettt b et b e st b e na e reeneas 4 — 9 1 10 1
F N 0111 TS TSP 17 1 21 1 17 —

TOtal SALES.....civieieiieiecieeceete e $ 1,571 100 $ 1,489 100 $ 1,315 100

The majority of sales to foreign countries are denominated in U.S. dollars.

4. FAIR VALUE MEASUREMENTS

Fair Value of Financial Instruments

A three-level hierarchy that prioritizes the inputs used to measure fair value was established in the Accounting Standards

Codification as follows:
Level I — Quoted prices in active markets for identical assets or liabilities.

Level 2 — Observable inputs other than quoted prices included in Level 1.

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the fair value

of the assets or liabilities.
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The following table presents the carrying amount and estimated fair values of financial instruments held by the Company at
December 31,2012 and 2011, using market information and what the Company believes to be appropriate valuation methodologies
under generally accepted accounting principles:

2012 2011
Carrying Carrying
Asset (liability) Amount Fair Value Amount Fair Value
Level 1 Level 2 Level 1 Level 2
Cash and cash equivalents...............c.c.co.o....... $ 280,596 $ 280,596 $ — $ 78,603 $ 78603 $ —
Restricted cash (2)......cccoecveeevienieeciieiiieeeen, 10,559 10,559 — — — —
Current maturities of long-term debt............... (150,000) — (150,000) (28,110) — (29,319)
Long-term debt ........ccoovvviiiieiiieiiieiee, (1,120,052) —  (1,250,341)  (819,229) — (994,851)

(a) Restricted cash is recorded in "Other Assets" and represents the proceeds from like-kind exchange ("LKE") sales deposited
with a third-party intermediary.

Rayonier uses the following methods and assumptions in estimating the fair value of its financial instruments:
Cash and cash equivalents and Restricted cash — The carrying amount is equal to fair market value.

Debt — The fair value of fixed rate debt is based upon quoted market prices for debt with similar terms and maturities.

Variable Interest Entity

Rayonier holds a variable interest in a bankruptcy-remote, limited liability subsidiary ("special-purpose entity") which was
created in 2004 when Rayonier monetized a $25.0 million installment note and letter of credit received in connection with a
timberland sale. The Company contributed the note and a letter of credit to the special-purpose entity and using the installment
note and letter of credit as collateral, the special-purpose entity issued $22.6 million of 15-year Senior Secured Notes and remitted
cash of $22.6 million to the Company. There are no restrictions that relate to the transferred financial assets. Rayonier maintains
a $2.6 million interest in the entity and receives immaterial cash payments equal to the excess of interest received on the installment
note over the interest paid on the Senior Secured Notes. The Company's interest is recorded at fair value and is included in "Other
Assets" in the Consolidated Balance Sheets. During the years ended December 31, 2012, 2011 and 2010, de minimus fair value
adjustments were recorded.

In addition, the Company calculated and recorded a de minimus guarantee liability to reflect its obligation of up to $2.3 million
under a make-whole agreement pursuant to which it guaranteed certain obligations of the entity. This guarantee obligation is also
collateralized by the letter of credit. The Company's interest in the entity, together with the make-whole agreement, represents the
maximum exposure to loss as a result of the Company's involvement with the special-purpose entity. Upon maturity of the Senior
Secured Notes in 2019 and termination of the special-purpose entity, Rayonier will receive the remaining $2.6 million of cash.
The Company determined, based upon an analysis under the variable interest entity guidance, that it does not have the power to
direct activities that most significantly impact the entity's economic success. Therefore, Rayonier is not the primary beneficiary
and is not required to consolidate the entity.

Assets measured at fair value on a recurring basis are summarized below:

Carrying Value at Carrying Value at
Asset December 31, 2012 Level 2 December 31, 2011 Level 2
Investment in special-purpose entity .............cccceceevereverennen. $ 2,671 $ 2,671 $ 2,690 $ 2,690

The fair value of the investment in the special-purpose entity is determined by summing the discounted value of future principal
and interest payments that Rayonier will receive from the special-purpose entity. The interest rate of a similar instrument is used
to determine the discounted value of the payments.
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5. JOINT VENTURE INVESTMENT

The Company holds a 26 percent interest in Matariki Forestry Group ("Matariki"), a JV that owns or leases approximately
0.3 million acres of New Zealand timberlands. In addition to the investment, Rayonier New Zealand Limited ("RNZ"), a wholly-
owned subsidiary of Rayonier Inc., serves as the manager of the JV forests and operates a log trading business.

In February 2010, the JV sold a 35 percent interest in the JV to a new investor for NZ$167 million. Matariki issued new shares
to the investor and used all the proceeds to pay down a portion of its outstanding NZ$367 million debt. Upon closing, Rayonier's
ownership interest in Matariki declined from 40 percent to 26 percent. As a result of this transaction, results for 2010 include a
gain of $11.5 million, net of $0.9 million in tax, or $0.09 per diluted share.

Rayonier’s investment in the JV is accounted for using the equity method of accounting. Income from the JV is reported in
the Forest Resources segment as operating income since the Company manages the forests and its JV interest is an extension of
the Company’s operations. A portion of Rayonier’s equity method investment is recorded at historical cost which generates a
difference between the book value of the Company’s investment and its proportionate share of the JV’s net assets. The difference
represents the Company’s unrecognized gain from RNZ’s sale of timberlands to the JV in 2005. The deferred gain is recognized
on a straight-line basis over the estimated number of years the JV expects to harvest the timberlands.

6. TIMBERLAND ACQUISITIONS

In December 2012, the Company acquired approximately 63,000 acres of timberland in Texas for $88 million. The acquisition
was funded with $30 million in borrowings on the Company's existing revolving credit facility and cash on hand. The acquisition
was accounted for as an asset purchase.

In three separate transactions throughout 2012, Rayonier purchased 25,000 acres of timberland located in Alabama, Florida
and Texas for $19 million. These acquisitions were funded with cash on hand and were accounted for as asset purchases.

During the fourth quarter of 2011, Rayonier acquired approximately 250,000 acres of timberland primarily located in
Mississippi, Louisiana, Oklahoma and Alabama for $332 million. The acquisition was funded with $107 million in cash on hand,
$120 million in borrowings from the Company's existing revolving credit facility and the assumption of $105 million of the seller's
existing debt. See Note 11 — Debt for additional information on the notes assumed. The acquisition was accounted for as an asset
purchase.

In five separate transactions throughout 2011, Rayonier purchased 58,000 acres located in Florida, Georgia and Louisiana for
$94 million. These acquisitions were funded with cash on hand or through the revolving credit facility and were accounted for as
asset purchases.

7. OTHER ASSETS

Included in Other Assets are non-current prepaid and deferred income taxes, restricted cash, HBU real estate not expected to
be sold within the next 12 months, manufacturing and maintenance supplies not expected to be utilized within the next 12 months,
and other deferred expenses including debt issuance and capitalized software costs.

In order to qualify for LKE treatment, the proceeds from real estate sales must be deposited with a third-party intermediary.
These proceeds are accounted for as restricted cash until a suitable replacement property is acquired. In the event that the LKE
purchases are not completed, the proceeds are returned to the Company after 180 days and reclassified as available cash. As of
December 31, 2012 and 2011, the Company had $10.6 million and $0, respectively, of proceeds from real estate sales classified
as restricted cash in Other Assets, which were deposited with an LKE intermediary.

Debt issuance costs are capitalized and amortized to interest expense over the term of the debt to which they relate using a
method that approximates the interest method. At December 31, 2012 and 2011, capitalized debt issuance costs were $9.3 million
and $5.9 million, respectively. Software costs are capitalized and amortized over a period not exceeding five years using the
straight-line method. At December 31, 2012 and 2011, capitalized software costs were $8.2 million and $8.6 million, respectively.
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8. INCOME TAXES

In general, only the taxable REIT subsidiaries, whose businesses include the Company's non-REIT qualified activities, are
subject to corporate income taxes. However, the Company is subject to U.S. federal corporate income tax on built-in gains (the
excess of fair market value over tax basis for property held upon REIT election at January 1, 2004) on taxable sales of such property
during calendar years 2004 through 2010. In 2011, the law provided a built-in gains tax holiday. In 2013, the law provided a built-
in gains tax holiday for 2012 (retroactive) and 2013 which will impact the Company's 2013 tax provision. Accordingly, the provision
for corporate income taxes relates principally to current and deferred taxes on TRS income and certain property sales.

Like-Kind Exchanges

Under current tax law, the built-in gain tax from the sale of REIT property can be deferred and eliminated if sale proceeds
from "relinquished" properties are reinvested in similar property consistent with the LKE requirements of the U.S. Internal Revenue
Code, as long as the "replacement" property is owned through the end of the built-in gain period (10-year period which began on
January 1, 2004). The LKE requirements do not restrict the Company’s ability to harvest timber on a pay-as-cut basis from such
replacement property during the built-in gain period.

Alternative Fuel Mixture Credit ("AFMC") and Cellulosic Biofuel Producer Credit ("CBPC")

The U.S. Internal Revenue Code allowed two credits for taxpayers that produced and used an alternative fuel in the operation
of'their business through December 31, 2009. The AFMC was a $0.50 per gallon refundable excise tax credit (which is not taxable),
while the CBPC was a $1.01 per gallon credit that is nonrefundable, taxable and has limitations based on an entity's tax liability.
Rayonier produces and uses an alternative fuel ("black liquor") at its Jesup, Georgia and Fernandina Beach, Florida performance
fibers mills, which qualified for both credits. Rayonier claimed the AFMC on its 2009 income tax return, and accordingly, recognized
$205.2 million of income, net of associated expenses, for black liquor produced and used.

In October 2010, the Internal Revenue Service ("IRS") issued clarification that both the AFMC and CBPC can be claimed in
the same taxable year for different volumes of black liquor. As a result, the 2010 Consolidated Statement of Income and
Comprehensive Income includes a tax credit of $24.3 million recorded in "income tax expense" for black liquor produced and
used in 2009, which was not eligible for the AFMC. In 2012 and 2011, management approved exchanges of black liquor gallons
previously claimed under the AFMC for the CBPC. The net tax benefit from these exchanges was $12.2 million and $5.8 million,
respectively.

Provision for Income Taxes

The (provision for)/benefit from income taxes consisted of the following:

2012 2011 2010
Current
ULS. TEAETAL......ceoeeeeceeeeeeeee ettt ettt aenees $(80,029) $(26,893) § 973
AL -ttt ettt ettt ettt a e a e bt heeh ekt be et et e be e et et et et enteneeneeneeneenis (4,569) (624) (12)
FOTIZN .ttt ettt ettt ettt et e e bees e s b e b e se s ensensensensessessaneeseesenseens (288) (342) (1,242)
(84,886) (27,859) (281)
Deferred
ULS. 0AETAL....c.eieieieeeeeee ettt ettt sttt na et neene s e (2,598) (2,079) (14,554)
SHALE -ttt b bbb bbbttt et en ettt ebe bt ebes (595) (1,066) (1,283)
FOT@IGN ...t ettt ettt ettt et b et ae e b (55) (32) 69
(3,248) (3,177)  (15,768)
Changes in valuation allOWanCe............cceevuerieriiiiieniiieee ettt ene e (257) 679 832
TOLAL ettt ettt a e a e h ettt be et e tete et et et et et enteneeneeaea $ (88,391) $(30,357) $(15,217)
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A reconciliation of the U.S. federal statutory income tax rate to the actual income tax rate was as follows:

2012 2011 2010

U.S. federal statutory inCOME taX TALE .........ecerueruerierierieieieieeeieceit ettt see e 35.0% 35.0% 35.0%
REIT income not subject to federal taX..........cooceererierieiienieiesieee e (7.1) (10.4) (16.8)
Income tax rate at federal StatUtOrY TAteS......ccevcverierierieeieriieieeeee e 27.9% 24.6% 18.2%
Installment NOLE PIrEPAYIMENL .......c.eevirvieriirieriiterteeetesteeetesteestesseesesseeseeseesseeseesseessesseesnesseas — 3.7) —
Built-in gains tax ROIIdaY .......cecveiieiiriei et — (1.9 —
CBPC ..ttt ettt et ettt b e bbb sttt naens — — (10.5)
CBPC for AFMC €XChangE........ccveiiiiieiiiiieie ettt ettt ettt r e et ae e sbeeaesaeesaesaeas 3.3) (1.9) —
Taxing authority settlements and unrecognized tax benefit adjustments............c..cceeereennen. — 5.3) (1.1
OERCT ettt ettt et b bbbt b e bbb sttt neens 0.5) (1.9) (0.1)
INCOME tax rate as TEPOTLEA. .....ccueuieieuietietieteetiet ettt ettt ese ettt s e bt besbeseenaeneens 24.1% 9.9% 6.5%

The effective tax rate, at federal statutory rates, increased in 2012 and 2011 compared to the respective prior year periods due
to proportionally higher TRS income. The Company's effective tax rate is below the 35 percent U.S. statutory rate primarily due
to tax benefits associated with being a REIT, and the CBPC and AFMC.

Deferred Taxes

Deferred income taxes result from recording revenues and expenses in different periods for financial reporting versus tax
reporting. The nature of the temporary differences and the resulting net deferred tax asset (liability) for the two years ended
December 31, were as follows:

2012 2011
Gross deferred tax assets:
Liabilities for dispositions and discontinued OPErations............ccecueeueereriererieneeieseeee e $ 29,944 § 33,295
Pension, postretirement and other employee benefits..........oecvevieeiirieriiieniiieeeeeeee e 66,354 62,382
Foreign and state NOL CarryfOrWards...........cccovvevuiiieriieieirieeiereeeeere ettt esteeee e eseesreesesreessesseennens 18,023 17,796
Tax credit CAITYTOTWAIAS .....ccuieuieii ettt ettt ettt sae st e se et esbeeneesseeneesseeneeene 4,429 4,443
OtRCT . ettt ettt et et h et et b bt bbb b sh et b et et nnene 8,736 13,615
Total gross deferred taX ASSELS.......cviiririiiiieteite ettt ettt ettt e bttt ebesbeseesbesteseenaenseneens 127,486 131,531
Less: Valuation allOWANCE...........ccviiiiiiieiiieiieeie ettt eveesteesveesteessbeeseseebeessseesseessasenseesssensseens (19,294)  (18,811)
Total deferred tax assets after valuation allOWANCE. ............cccueeeeevieiieieeeeieeeeeeeeee e 108,192 112,720
Gross deferred tax liabilities:
Accelerated dePreCiation .........ccuiiiiiuirieitieie ettt ettt ettt ettt et sttt et eebe et e aeenteeneeneeene (61,414)  (62,594)
Repatriation of fOreign Carnings ............cceevveriereerieriesiieiereetesteeeesseesseseessesssesseessessesssesseesenseesenns (5,428) (5,030)
ORI . ettt ettt ettt ettt et n e a e e a e a e et e e bt bttt ebeebeeh e tete b etentennens (4,461) (4,021)
Total gross deferred tax Habilities.........cceiieiiiieiecieee e (71,303)  (71,645)
NEE AETETTEA TAX BSSEL.....veiuviieieeieeie ettt ettt ettt et e et et e et et e et e eaeeateeeeaseeseasesasestesasesesasessesasensesrsenseas $ 36,889 $ 41,075
Current portion of deferred taX @SSEL..........c.cciiieriiiieriieiirii ettt ettt e e s sreessesseense e $ 15845 § 17,133
Noncurrent portion of deferred tax aSSEL.........oeviiiiiiiieiirieeee e e 26,792 30,211
Noncurrent portion of deferred tax Hability ...........cevvrierieierieieeeee e (5,748) (6,269)
Nt AETEITEA TAX ASSCL..veveeieeeeeeeeeeeeeteeeeeteeeeeteet et ee et et eseeaeeeeesessessesseesessensesensensenseneeneeaeeseesessessessessessennenns $ 36,889 $ 41,075
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Included above are the following foreign and state net operating loss ("NOL") and tax credit carryforwards as of December 31,
2012:

Gross Valuation
Item Amount Allowance  Expiration
New Zealand NOL Carryforwards () ........cecvvveerieeirieiiieieieeiereeereeeree e $§ 17,394 § (4,781) None
State NOL Carryforwards (@) ........cceceerverrieriieiieniieienieeeesieeieseessesseessesseessesssessesssesseenes 233,023 (13,242) 2013 -2018
State and Foreign Tax Credits......oouiiieiiiieieieeeese e 3,099 (1,271) 2013-2018
Cellulosic Biofuel Producer Credit ............oooveveeerieiieeeeeeeeeeeeee e 1,330 — 2016
Total Valuation AIOWANCE...........c.cveieieiiieiieiiitierecieeteee et eve s $ (19,294)

(a) Fully reserved at December 31, 2012.

In 2012 and 2011, the Company recorded excess tax benefits of $7.6 million and $5.7 million, respectively, related to stock-
based compensation. These amounts were credited directly to shareholders’ equity and were not included in the consolidated tax
provision.

Unrecognized Tax Benefits

In accordance with generally accepted accounting principles, we recognize the impact of a tax position if a position is "more
likely than not" to prevail.

A reconciliation of the beginning and ending unrecognized tax benefits for the three years ended December 31 is as follows:

2012 2011 2010
Balance at JANUATY 1, ......cocoovoviviiiiieiieiieieicieieeeteteeee ettt sttt sesee s enenes $ 6,580 $22,580 $17,973
Decreases related to prior year tax POSItIONS ........ceevverieerierierienieieeeieieeeeseeeee e eeeseeenees — (16,000) (a) (1,057)
Increases related to current year tax POSIHIONS ........cecverveervereerieerieiieeieieeeesseeeesseeseesseennes — — 5,780
PaYMENES ...t a ettt ae e e eaeas — — (116)
Balance at DECEMDET 31, .....ocuiiiiieiiiieeiicee ettt ettt et eas et eae e eae s $ 6,580 $ 6,580 $22,580

(a) During 2011, the Company received a final examination report from the IRS regarding its TRS 2009 tax return. As a result,
Rayonier reversed the uncertain tax liability recorded in 2009 relating to the taxability of the AFMC and recognized a $16
million tax benefit in the third quarter of 2011.

The total amount of unrecognized tax benefits that, if recognized, would have affected the effective tax rate at December 31,
2012, 2011 and 2010 are $2.6 million, $2.6 million and $18.6 million, respectively. At December 31, 2012, the amount of
unrecognized tax benefits that, if recognized, would decrease prepaid tax assets are $4.0 million. Prepaid tax assets are reported
in "Other assets" on the Company's Consolidated Balance Sheets.

The Company records interest (and penalties, if applicable) related to unrecognized tax benefits in non-operating expenses.
For the year ended December 31, 2012, the Company recorded interest expense of $0.2 million. For the years ended December
31,2011 and 2010, the Company recorded an interest benefit of $0.3 million. The Company has liabilities of approximately $0.4
million and $0.2 million for the payment of interest at December 31, 2012 and 2011, respectively.
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Tax Statutes

The following table provides detail of the tax years that remain open to examination by the IRS and other significant taxing
jurisdictions:

Taxing Jurisdiction
U.S. Internal REVENUE SEIVICE .....cccuvviiiiiiiieeiee ettt e e e et e e s e aar e e e e e e saaaeeesessntaeeeeesennes

N T 1Tl o) AN F:1 0T 11 - WO
N E: 1 (Sl o)l 2 (61 5 e - NPT
NN (SO B € LT ) 4 T ISP

New Zealand Inland REVENUE..............ooooviiioiiiiciie et e eeaeeeennes

9.

EARNINGS PER COMMON SHARE

Open Tax Years
2009 — 2012
2009 —-2012
2005 - 2006, 2009 — 2012
2009 — 2012
2008 —2012

Basic earnings per share ("EPS") is calculated by dividing net income by the weighted average number of common shares
outstanding during the year. Diluted EPS is calculated by dividing net income by the weighted average number of common shares
outstanding adjusted to include the potentially dilutive effect of outstanding stock options, performance shares, restricted shares
and convertible debt.

The following table provides details of the calculation of basic and diluted EPS for the three years ended December 31:

2012 2011 2010
NEE INCOMIE ..vevveveereiieitett ettt ete et eteeteeteebessesbesbesbessessessessessessassesaeseeseeseasessessensenns $§ 278,685 $§ 276,005 $ 217,586
Shares used for determining basic earnings per common share ..........c..cc.cceeuenee. 122,711,802 121,662,985 120,240,275
Dilutive effect of:
STOCK OPLIONS ..ottt ettt st s 634,218 702,693 593,768
Performance and restricted Shares............cccceverieriiecieniieeeieeeeee e 757,308 982,951 1,034,319
Assumed conversion of Senior Exchangeable Notes (a)......ccccceceevevcennenne. 2,888,650 1,895,762 —
Assumed conversion of Warrants () ..........ecceeveeeereereereeneseenesreseeneneens 1,710,445 149,900 —
Shares used for determining diluted earnings per common share........................ 128,702,423 125,394,291 121,868,362
Basic earnings per common Share............coovererenierienienienieieeeeeenese e $ 227 % 227 $ 1.81
Diluted earnings per common Share............coceveriereiieninieneeeeeecee e $ 217 $ 220 $ 1.79
2012 2011 2010
Antil;dilutive shares excluded from the computations of diluted earnings per
share:
Stock options, performance and restricted shares............ccccceevevviveerieeeenenns 224918 161,786 308,421
Assumed conversion of exchangeable note hedges (a)......ccccoeeerevreereeeennen. 2,888,650 1,895,762 —
TOtAL .ttt 3,113,568 2,057,548 308,421
(a) The Senior Exchangeable Notes due 2012 (the “2012 Notes”) matured in October 2012; however, no additional shares were

issued due to the offsetting exchangeable note hedges (the “hedges”). Similarly, Rayonier wi
upon maturity of the Senior Exchangeable Notes due 2015 (the “2015 Notes”) due to the o
Standards Codification 260, Earnings Per Share requires the assumed conversion of the Notes to

11 not issue additional shares
ffsetting hedges. Accounting
be included in dilutive shares

if the average stock price for the period exceeds the strike prices, while the assumed conversion of the hedges is excluded
since they are anti-dilutive. As such, the dilutive effect of the assumed conversion of the Senior Exchangeable Notes was
included through the retirement date for the 2012 Notes and the full year for the 2015 Notes. Rayonier will distribute additional
shares upon maturity of the warrants if the stock price exceeds the strike prices of $41.41 for the Notes due 2012 and $39.50
for the Notes due 2015. For additional information on the potential dilutive impact of the Senior Exchangeable Notes, warrants

and exchangeable note hedges, see Note 11 — Debt.
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10. INVENTORY
As of December 31, 2012 and 2011, Rayonier’s inventory included the following:

2012 2011
FINISNEA ZO0AS (@)...eeueeuieuieuieiietietiite ettt ettt ettt ettt et e besae st e b e e e e esse s e st eneeseeneeseeseesesaeesesenes $ 103,568 $§ 96,261
WOTK I1 PIOZIESS. ...veeuveiieiieiieii ettt ettt sttt et e e st e b e s st e teesaenseessesseensesseensesseensesnsensesnsensesssesenssenseans 4,446 5,544
RAW IALETIALS ...oeiiiiiiieiii ettt e et e e et e e e eateeesteeesenaeesenaeeesseeesaneeeeanasessneeesnneeesnnes 17,602 18,295
Manufacturing and maintenance SUPPLICS ......ccuerueerueruieiirieriieiene et eee ettt sttt s e e st e e eeeeseeeneenaeens 2,350 1,898
TOtAL INVEILOTY ....veeevetieiieeiieie ettt ettt et e et e e e st etesseenseeseenseensesseessesseensesseensesssensesssensennsensenns $ 127,966 $ 121,998

(a) Includes $4.9 million and $8.3 million of HBU real estate held for sale at December 31, 2012 and 2011, respectively.

11. DEBT
Rayonier’s debt consisted of the following at December 31, 2012 and 2011:

2012 2011
Senior Notes due 2022 at a fixed INtETeSt Tate OF 3.75%0 . .ucciiveueeiiiiieeeiiee e $ 325,000 $ —
Senior Exchangeable Notes due 2012 at a fixed interest rate of 3.75% (retired in October 2012) ...... — 294,622
Senior Exchangeable Notes due 2015 at a fixed interest rate 0f 4.50% () .....ccceeveverecveniecienieieneenen. 165,821 163,525
Installment note due 2014 at a fixed interest rate 0f 8.64%0......cccvviiiouiiiiiiiieeie e 112,500 112,500
Mortgage notes due 2017 at fixed interest rates 0f 4.35% (D) .oovvecvereieeierieneeeeceeeeee e 76,731 88,582
Pollution control bond (retired in May 2012) and solid waste bond due 2020 at a variable interest

rate of 1.57% at December 31, 2012 ...c..ooiiiiiiiieieiee ettt 15,000 38,110
Revolving Credit Facility borrowings due 2016 at variable interest rates of 1.19% to 3.25% at

December 31, 2012 (€) c.veververirieiirieienieiirieirietet ettt sttt 275,000 150,000
Term Credit Agreement borrowings due 2019 at a variable interest rate of 1.71% at December 31,

2012 ettt ettt et e e bt et e e e be e bt e et e e b eesa b e e taeenbe e taeenbe e beeenbeeteesabeeneenntean 300,000 _
TOLAL AEDL...c. ettt ettt sttt ettt ettt ae b 1,270,052 847,339
Less: Current maturities of long-term debt............ccooiiiiiii (150,000) (28,110)
LONGEITI AEDL......cueiieiiiieiieieeicet ettt sttt ettt ettt ebe b bbb $1,120,052 $ 819,229

Principal payments due during the next five years and thereafter are as follows:

$ 150,000
112,500
172,500
125,000

73,500
640,000

$1,273,500

(a) Our Senior Exchangeable Notes maturing in 2015 were discounted by $6.7 million and $9.0 million as of December 31,2012

and 2011, respectively, but upon maturity the liability will be $172.5 million.

(b) The mortgage notes due in 2017 were recorded at a premium of $3.2 million and $4.6 million as of December 31, 2012 and

2011, respectively. Upon maturity the liability will be $73.5 million.

(c) Borrowings under the Revolving Credit Facility include $150 million classified in current liabilities due to the Company's

intent to repay this amount in January 2013.
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Term Credit Agreement

In December 2012, the Company entered into a $640 million senior unsecured term credit agreement with banks in the farm
credit system, which is a network of cooperatives. The agreement matures in December 2019 and has a delayed draw feature that
allows borrowings up to $640 million through December 2017 using a maximum of five advances. The periodic interest rate on
the term credit agreement is LIBOR plus 150 basis points, with an unused commitment fee of 15 basis points. The Company
expects to receive annual patronage refunds, which are profit distributions made by a cooperative to its member-users based on
the quantity or value of business done with the member-user. The Company expects the effective interest rate to approximate
LIBOR plus 100 basis points after consideration of the cash patronage refunds. At closing, TRS borrowed $300 million under the
term credit agreement and used the proceeds to pay down its outstanding borrowings under the Company's existing revolving
credit facility.

Revolving Credit Facility

In April 2011, the Company entered into a five year $300 million unsecured revolving credit facility, replacing the previous
$250 million facility which was scheduled to expire in August 2011. The facility had a borrowing rate of LIBOR plus 105 basis
points plus a facility fee of 20 basis points. In August 2011, the Company increased the revolving credit facility to $450 million
from $300 million. In October 2012, the Company negotiated amendments to the facility providing for improved pricing with a
borrowing rate of LIBOR plus 97.5 basis points and a facility fee of 15 basis points. The amended and restated credit agreement
also eliminated all requirements for subsidiary guarantors, other than cross-guarantees of the borrowers. The covenants related to
the facility were also amended to provide additional borrowing capacity and other changes. The April 2016 expiration date remained
unchanged. At December 31, 2012, the Company had $171 million of available borrowings under this facility, net of $4 million
to secure its outstanding letters of credit.

3.75% Senior Notes issued March 2012

In March 2012, Rayonier Inc. issued $325 million of 3.75% Senior Notes due 2022, guaranteed by certain subsidiaries. The
guarantors were revised in conjunction with the October 2012 revolving credit facility amendment, leaving TRS and Rayonier
Operating Company LLC as the remaining guarantors. Approximately $150 million of the proceeds were used to repay borrowings
under the Company's revolving credit facility.

$105 Million Secured Mortgage Notes Assumed

In November 2011, in connection with the acquisition of approximately 250,000 acres of timberlands, the Company assumed
notes totaling $105 million, secured by mortgages on certain parcels of the timberlands acquired. The notes bear fixed interest
rates of 4.35 percent with original terms of seven years maturing in August 2017. The Company prepaid $21.0 million of principal
on the mortgage notes concurrent with the acquisition and an additional $10.5 million during 2012, the maximum amounts allowed
without penalty at the respective dates. The notes were recorded at fair value on the date of acquisition. At December 31, 2012,
the carrying value of the debt outstanding was $76.7 million; however, the liability will be $73.5 million at maturity. See Note 6
— Timberland Acquisitions for additional information regarding the transaction.

4.50% Senior Exchangeable Notes issued August 2009

In August 2009, TRS issued $172.5 million of 4.50% Senior Exchangeable Notes due 2015. The notes are guaranteed by
Rayonier, and are non-callable. The $172.5 million in principal will be settled in cash and any excess exchange value will be
settled at the option of the Company in either cash or stock of Rayonier. Note holders may convert their notes to common stock
of Rayonier, subject to certain provisions including the market price of the stock and the trading price of the convertible notes.
The current exchange rate is 30.24 shares per $1,000 principal based on an exchange price of $33.07.

In separate transactions, TRS and Rayonier purchased exchangeable note hedges and sold warrants, respectively, based on
5,169,653 underlying shares of Rayonier. These transactions had the effect of increasing the conversion premium from 22.5 percent
to 46 percent or to $39.50 per share. The exchangeable note hedge and warrant transactions are intended to limit exposure of
potential dilution to Rayonier shareholders from note holders who could exchange the notes for Rayonier common shares. On
exercise of the hedges, TRS will receive shares of Rayonier common stock equal to the difference between the then market price
and the strike price of $33.07. The holders of the warrants will receive net shares from Rayonier if the share price is above $39.50
at maturity of the warrants.
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The purchased hedges and sold warrants are not part of the terms of the notes and will not affect the note holders’ rights.
Likewise, the note holders will not have any rights with respect to the hedge or the warrants. The purchased hedges and the sold
warrants do not meet the definition of a derivative instrument because they are indexed to the Company’s own stock. They were
recorded in shareholders’ equity in the Consolidated Balance Sheet and are not subject to mark-to-market adjustments.

As of December 31,2012, the Exchangeable Notes due 2015 became exchangeable at the option of the holders for the calendar
quarter ending March 31, 2013. Per the indenture, in order for the notes to become exchangeable, the Company's stock price must
exceed 130 percent of the exchange price for 20 trading days in a period of 30 consecutive trading days as of the last day of the
quarter. The entire balance of the notes remained classified as long-term debt at December 31, 2012 due to the ability and intent
of the Company to refinance them on a long-term basis.

3.75% Senior Exchangeable Notes issued October 2007

In October 2007, TRS issued $300.0 million of 3.75% Senior Exchangeable Notes due 2012. In separate transactions, TRS
and Rayonier, purchased an exchangeable note hedge and sold warrants, respectively, based on 8,239,920 underlying shares of
Rayonier. These transactions had the effect of increasing the conversion premium from 22 percent to 40 percent or to $41.41 per
share. The notes matured in October 2012 and the outstanding principal balance of $300.0 million was paid in cash, financed
through borrowings on the Company's revolving credit facility. The exchangeable note hedges also matured and the associated
shares were used to pay the excess exchange value of 2,221,056 shares of Rayonier stock. As a result, there was no impact on the
number of shares outstanding. Warrants sold in conjunction with the issuance of the notes and hedges remain outstanding and
have maturity dates in first quarter 2013. The holders of the warrants will receive net shares from Rayonier if the share price is
above $41.41 at maturity of the warrants. For information regarding the dilutive effect of the assumed conversion of the warrants,
refer to Note 9 — Earnings per Common Share.

The warrants are not part of the terms of the notes and the note holders will not have any rights with respect to the warrants.
The warrants do not meet the definition of a derivative instrument because they are indexed to the Company’s own stock. They
were recorded in shareholders’ equity in the Consolidated Balance Sheet and are not subject to mark-to-market adjustments.

The amounts related to convertible debt in the Consolidated Balance Sheets as of December 31,2012 and 2011 are as follows:

2012 2011

Liabilities:
Principal amount of debt

4.50% Senior EXchangeable NOLES ..........cecueiieiiieieiieieiceteie ettt e e te s e sseensesseense e $172,500 $172,500

3.75% Senior EXchangeable NOES .........cc.iiiiiiiiiiiiiiee ettt — 300,000
Unamortized discount

4.50% Senior EXchangeable NOLES ..........cecveiieriieieiieieiceteie ettt ebe e b steesesseense e (6,679) (8,975)

3.75% Senior EXchangeable NOES .........coiiiiiiiiiiiieee et — (5,378)
Net carrying amount Of AEDt........c.eoverieieiiieieiei ettt ettt et testessesbesbessesensennens $165,821 $458,147
Equity:
COMMIMON STOCK .ottt ettt oot et et et et et eueeaeea e et eeseseeseesenseneens et et eneeneeaesasenessesseesenseneennan $ 8,850 $ 28,092

The discount for the 3.75% Senior Exchangeable Notes was amortized through maturity in October 2012 while the unamortized
discount for the 4.50% notes will be amortized through August 2015.
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The amount of interest related to the convertible debt recognized in the Consolidated Statements of Income and Comprehensive
Income for the three years ended December 31 is as follows:

2012 2011 2010

Contractual interest coupon

4.50% Senior Exchangeable NOtes.........ccovieiirierieiee e $ 7,763 $ 7,763 $ 7,763

3.75% Senior EXchangeable NOES........ceiveierieiieeiieiieeete e sae e 8,682 11,250 11,250
Amortization of debt discount

4.50% Senior Exchangeable NOtes.........ccovieiirierieiee e 2,296 2,167 2,045

3.75% Senior EXchangeable NOES........ccevieierieiieeiieieeieeteeceie e sae e 5,378 6,487 6,115
Total interest eXPenSe TECOEMIZEM ..........cvevevieevererieeeeeereeeeeeeeteteee et eesee s e es e seaees s seennns $ 24,119 $ 27,667 $ 27,173

The effective interest rate on the liability component of both issues for the years ended December 31, 2012, 2011 and 2010
was 6.21%.

Debt Covenants

In connection with the Company’s $450 million revolving credit facility, covenants must be met, including an interest coverage
ratio based on the facility’s definition of EBITDA ("Covenant EBITDA"). Covenant EBITDA consists of earnings from continuing
operations before the cumulative effect of accounting changes and any provision for dispositions, income taxes, interest expense,
depreciation, depletion, amortization and the non-cash cost basis of real estate sold. Modifications were made to other covenants
through the October 2012 facility amendment. The leverage ratio was revised to provide additional borrowing capacity to permit
funded debt of Rayonier Inc. and its subsidiaries up to 65 percent of consolidated net worth, plus the amount of consolidated
funded debt. Previously, debt was limited to four times Covenant EBITDA. In addition, the Company can now transfer assets to
any subsidiary, and any subsidiary can now transfer assets to other subsidiaries or to the Company. An additional covenant was
added to limit debt at subsidiaries (excluding Rayonier Operating Company LLC and TRS, which are borrowers under the
agreement) to 15 percent of Consolidated Net Tangible Assets. Consolidated Net Tangible Assets is defined as total assets less the
sum of total current liabilities and intangible assets. The amended and restated credit agreement removed RFR as a borrower, but
also eliminated specific negative covenants relating to RFR under this facility.

The term credit agreement, executed in December 2012, contains various covenants customary to credit agreements with
borrowers having investment-grade debt ratings. These covenants are substantially identical to those of the credit facility, as revised
in October 2012 and discussed above.

The Company's $112 million installment note includes covenants related to Rayonier Forest Resources ("RFR"). RFR may
not incur additional debt unless, at the time of incurrence, and after giving pro forma effect to the receipt and application of the
proceeds of such debt, RFR meets or exceeds a minimum ratio of cash flow to fixed charges. RFR’s ability to make certain quarterly
distributions to Rayonier Inc. is limited to an amount equal to RFR’s "available cash," which consists of its opening cash balance
plus proceeds from permitted borrowings.

At December 31, 2012, the Company was in compliance with all covenants. The covenants listed below, which are the most
significant financial covenants in effect as of December 31, 2012, are calculated on a trailing 12-month basis:

Covenant
Requirement  Actual ratio Favorable

Covenant EBITDA to consolidated interest expense should not be less than.......... 2.50t0 1 12.57 to 1 10.07
Consolidated funded debt should not exceed 65 percent of consolidated net worth

plus the amount of consolidated funded debt...........ccooeriiiiiiiniiiiiec 65% 45% 20%
Subsidiary debt should not exceed 15 percent of Consolidated Net Tangible

AASSCLS ..ttt bbbttt et 15% 0% 15%
RFR cash flow available for fixed charges to RFR fixed charges should not be

1€SS ThaN .....eiiiiiiii et 2.50to 1 15.53to 1 13.03

In addition to the financial covenants listed above, the installment note, mortgage notes, senior notes, term credit agreement
and revolving credit facility include customary covenants that limit the incurrence of debt, the disposition of assets, and the making
of certain payments between RFR and Rayonier, among others. An asset sales covenant in the RFR installment note related
agreements requires the Company, subject to certain exceptions, to either reinvest cumulative timberland sale proceeds for
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individual sales greater than $10 million (the "excess proceeds") in timberland-related investments or, once the amount of excess
proceeds not reinvested exceeds $50 million, to offer the note holders prepayment of the notes ratably in the amount of the excess
proceeds. During April 2012, the excess proceeds exceeded the $50 million limit and as a result, repayment of $59.9 million was
offered to the note holders. The note holders declined the offer and the excess proceeds were reset to zero. The amount of excess
proceeds was $0 and $37.5 million at December 31, 2012 and 2011, respectively.

Subsequent Event

The warrants sold in conjunction with the issuance of the Senior Exchangeable Notes due 2012 began maturing on January 15,
2013 and will continue to mature through March 27, 2013. As of February 20, 2013, 4,156,775 of the 8,313,511 warrants have
matured, resulting in the issuance of 998,689 Rayonier common shares.
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12. SHAREHOLDERS’ EQUITY

An analysis of shareholders’ equity for each of the three years ended December 31, 2012 is shown below.

Accumulated
Common Shares Other
Retained  Comprehensive Shareholders’
Shares Amount Earnings Income/(Loss) Equity

Balance, December 31,2009..................ccooueene..... 119,312,961 $ 561,962 $ 663,986 $ (79,742) § 1,146,206
NEt INCOME ... — — 217,586 — 217,586
Dividends ($1.36 per share) ...........ccccoevveerveviernennnne — — (164,514) — (164,514)
Issuance of shares under incentive stock plans....... 1,914,341 26,314 — — 26,314
Stock-based compensation............cceeceeveereereeeeennen. — 15,223 — — 15,223
Excess tax benefit on stock-based compensation.... — 5,411 — — 5,411
Repurchase of common shares...........c..cccoveeveennnne. (204,162) (6,028) — — (6,028)
Net gain from pension and postretirement plans .... — — — 6,385 6,385
Foreign currency translation adjustment................. — — — 4,162 4,162
Joint venture cash flow hedges ..........c.ccccevinenenene — — — 837 837
Balance, December 31,2010..................ccoenneee. 121,023,140 $ 602,882 $ 717,058 $ (68,358) $ 1,251,582
NEt INCOMIE v — — 276,005 — 276,005
Dividends ($1.52 per share) ........cc.ccocvecererereniennne — — (186,828) — (186,828)
Issuance of shares under incentive stock plans....... 1,220,731 13,451 — — 13,451
Stock-based compensation.............ceceevveeverueennenens — 16,181 — — 16,181
Excess tax benefit on stock-based compensation.... — 5,681 — — 5,681
Repurchase of common shares...........c.cccceeveeeeennnee. (208,694) (7,909) — — (7,909)
Net loss from pension and postretirement plans ..... — — — (46,263) (46,263)
Foreign currency translation adjustment................. — — — 3,546 3,546
Joint venture cash flow hedges ..............ccccceeeninnns — — — (2,373) (2,373)
Balance, December 31, 2011 ..............coccooeiennnee 122,035,177 $ 630,286 $ 806,235 $ (113,448) $§ 1,323,073
NELINCOME ..o — — 278,685 — 278,685
Dividends ($1.68 per share) .............ccoecveeeeeeenennn. — — (208,286) — (208,286)
Issuance of shares under incentive stock plans....... 1,467,024 25,495 — — 25,495
Stock-based compensation.............ceeeevveevverueennennens — 15,116 — — 15,116
Excess tax benefit on stock-based compensation.... — 7,635 — — 7,635
Repurchase of common shares...........c.cccceeveeeeennnee. (169,757) (7,783) — — (7,783)
Net loss from pension and postretirement plans..... _ _ _ (496) (496)
Foreign currency translation adjustment................. — — — 4,352 4,352
Joint venture cash flow hedges ..........cccoeenecnnennn — — — 213 213
Balance, December 31, 2012..............ccceoverennnne 123,332,444 $§ 670,749 §$ 876,634 $ (109,379) § 1,438,004

The table below summarizes the tax characteristics of the cash dividend paid to sharcholders for the three years ended
December 31, 2012:

Capital gain

Non-taxable return of CaPItal ..........ccveiiriiiiii e e

Total cash dividend per cOMMmON ShArE .........c.ccveeverierierieie et
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13. ACCUMULATED OTHER COMPREHENSIVE INCOME/(LOSS)
AOCI was comprised of the following as of December 31, 2012 and 2011:

2012 2011
Foreign currency translation adjustments (2) .........ccceceeeieieirerinene ettt es § 38,829 § 34,477
New Zealand joint venture cash flow hedges (D) ....c.ovoveriieieiieieieeeeeee e (3,628) (3,841)
Unrecognized components of employee benefit plans, net 0f taX ........ccecveeveviieieniiecieniccieceeie e (144,580)  (144,084)
TOAL .ottt ettt ettt ettt ettt b et b ettt e st et e st et ese et e st et et et et et e b ese s ese s eseeseseebeneebeneebeneebeneeseneens $(109,379) § (113,448)

(a) During the year ended December 31, 2012 the increase in net foreign currency translation adjustments was due to the
strengthening of the New Zealand dollar against the U.S. dollar.

(b) Rayonier records its proportionate share of the JV’s cash flow hedges, as increases or decreases to "Investment in Joint Venture"
with corresponding adjustments to "Accumulated other comprehensive loss" in the Company’s Consolidated Balance Sheets.

14. OTHER OPERATING INCOME, NET

The following table provides the composition of Other operating income, net for the three years ended December 31:

2012 2011 2010

Lease income, primarily for hUNtNG............ccoccvivieriiiiiiiiiieieceee et $ 15937 $ 13,071 $ 12,144
Other NON-TIMDET INCOIMIE ......eeoueiiiiie ettt e et e e et e e st e e s eaeeeseaeeessaeeseeaeeeseneeeas 3,346 2,145 2,822
INSUIANCE PIOCEEAS ......evieeiieeieeiieiieiieieeste et ettt ettt e e et et e b e te e b e esae b e esaesseesseseeseesseesaesseeneas 2,298 1,890 2,700
Loss on sale or disposal of property plant & equipment (a) ........c..cceeeveeeeereeieeeereeereeeeereennn. (3,443) (7,412) (871)
Environmental and disposition reserve adjustments (D) ..........cccocveeieviieieniiecieneeieneeeeeeennn (797) (5,989) (3,201)
Corporate deVElOPMENT COSS .....cuviiuiiiiiiieiiitietecteete et eteeteeete et ereete et e eteeereereeere e s e ereeraeereennas (1,073) — —
Miscellaneous iNCOme (EXPENSE), NMET .......cverriererreerreerierreereesteeeesseesressessessesssesseessesseessessensns (3,165) 124 (3,075)

TOLAL ...ttt ettt b et e b et e st entene e st eneereeneeneas $ 13,103 $ 3,829 $ 10,519

(a) 2011 included a $5.5 million write-off related to process equipment changes needed for the CSE project.

(b) 2011 included a $6.5 million increase in a disposition reserve for a closed mill site. For additional information, see Note 15
— Liabilities for Dispositions and Discontinued Operations.

15. LIABILITIES FOR DISPOSITIONS AND DISCONTINUED OPERATIONS

The Company’s dispositions and discontinued operations include its Port Angeles, Washington former dissolving pulp mill
site, which was closed in 1997; Southern Wood Piedmont Company ("SWP"), which ceased operations in 1989 except for
investigation and remediation activities; and other miscellaneous assets held for disposition. SWP owns or has liability for ten
inactive former wood treating sites that are subject to the Resource Conservation and Recovery Act ("RCRA"), the Comprehensive
Environmental Response, Compensation and Liability Act of 1980 and/or other similar federal or state statutes relating to the
investigation and remediation of environmentally-impacted sites.
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An analysis of activity in the liabilities for dispositions and discontinued operations for the three years ended December 31,
2012 follows:

2012 2011 2010
Balance, JANUATY 1 ........ocoovoviuiiieieeeeeececeeeeeeeeceeeee ettt ee ettt ees et seae e s aennnns $ 90,824 $ 93,160 $ 98,591
Expenditures charged to labilities .........ccooceeririeiiiieieeeeeeeeee e (9,926) (9,209) (8,632)
INCTEASE 10 HHADIIITIES ...ttt et e et e s eae e saaee s 797 6,873 3,201
Balance, DECemMDET 31 ...ooooueeiiiiiieeeiee ettt e et e e e s seaaae e e s sennes 81,695 90,824 93,160
Less: CUITENt POITION .....viuiuiiiiiiiiiiieiccci e (8,105) (9,931) (11,500)
NON-CUITENE POTTIOM. c.....vvieieiveteeietetereeeeeetetetese et ettt esesssesesessss st ebesssessesesesesseseseansessesesenens $ 73,590 $ 80,893 $ 81,660

The Company discloses specific site liabilities where current estimates exceed 10 percent of the total liabilities for dispositions
and discontinued operations at December 31, 2012. An analysis of the activity for the two years ended December 31, 2012 is as
follows:

Activity (in millions) as of December 31,

2010 (Reduction) 2011 Teresse o 212

Sites Liability Expenditures ¢¢ Liabilities Liability Expenditures [ jabilities Liability

Augusta, Georgia...................... $ 149 $ (1.1) $ 0.1 § 139 $ 0.8) $ (1.0) $ 121
Spartanburg, South Carolina..... 14.3 (1.0) 1.4 14.7 (0.9) 0.2 14.0
East Point, Georgia................... 12.3 (1.3) — 11.0 (1.0) 0.9 10.9
Baldwin, Florida........c..c.ccoc... 10.0 (0.8) 0.5 9.7 (0.9) 0.3 9.1
Other SWP sites........cccceeceruenene 31.8 (2.2) (3.3) 26.3 (3.6) (1.8) 20.9
Total SWP.....ccoovninen 83.3 (6.4) (1.3) 75.6 (7.2) (1.4) 67.0

Port Angeles, Washington........ 4.4 (2.2) 7.1 93 (1.7) 1.9 95
All other Sites .......c.ccocererennennen 55 (0.6) 1.0 59 (1.0) 0.3 52
TOTAL......ooeeeeene $ 932 % 9.2) $ 68 § 908 $ 9.9) $ 08 $§ 817

A brief description of each of these sites is as follows:

Augusta, Georgia — SWP operated a wood treatment plant at this site from 1928 to 1988. The majority of visually
contaminated surface soils have been removed, and remediation activities currently consist primarily of a groundwater treatment
and recovery system. The site operates under a 10-year hazardous waste permit issued pursuant to RCRA, which expires in 2014.
Current cost estimates could change if recovery or discharge volumes increase or decrease significantly, or if changes to current
remediation activities are required in the future. Total spending as of December 31, 2012 was $67.3 million. The Company’s
recorded liabilities cover its obligations for estimated remaining remedial and monitoring activities through 2032.

Spartanburg, South Carolina— SWP operated a wood treatment plant at this site from 1925 to 1989. Remediation activities
include: (1) a recovery system and biological wastewater treatment plant, (2) an ozone-sparging system treating soil and
groundwater and (3) an ion-exchange resin system treating groundwater. The cost estimate includes potential remediation of
identified off-site areas which appear to have been impacted from a portion of the former operating plant. In 2012, SWP entered
into a consent decree with the South Carolina Department of Health and Environmental Control which governs future investigatory
and assessment activities at the site. Depending on the results of this investigation and assessment, additional remedial actions
may be required in the future. Therefore, current cost estimates could change. Total spending as of December 31, 2012 was $38.8
million. The Company’s recorded liabilities cover its obligations for estimated remaining assessment, remedial and monitoring
activities through 2032.

East Point, Georgia — SWP operated a wood treatment plant at this site from 1908 to 1984. This site operates under a
10-year RCRA hazardous waste permit, which is currently in the renewal process. In 2009, SWP entered into a consent order with
the Environmental Protection Division of the Georgia Department of Natural Resources which requires that SWP perform certain
additional investigatory, analytical and potentially, remedial activity. Therefore, while active remedial measures are currently
ongoing, additional remedial measures may be necessary in the future. Total spending as of December 31,2012 was $21.0 million.
The Company’s recorded liabilities cover its obligations for estimated remaining assessment, remedial and monitoring activities
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through 2032.

Baldwin, Florida — SWP operated a wood treatment plant at this site from 1954 to 1987. This site operates under a 10-
year hazardous waste permit issued pursuant to RCRA, which expires in 2016. Visually contaminated surface soils have been
removed, and current remediation activities primarily consist of a groundwater recovery and treatment system. Investigation and
assessment of other potential areas of concern are ongoing in accordance with the facility's RCRA permit and additional remedial
activities may be necessary in the future. Therefore, current cost estimates could change. Total spending as of December 31,2012
was $20.6 million. The Company's recorded liabilities cover its obligations for estimated remaining assessment, remedial and
monitoring activities through 2026.

Port Angeles, Washington — The Company operated a dissolving pulp mill at this site from 1930 until 1997. The site and
the adjacent marine areas (a portion of Port Angeles harbor) have been in various stages of the assessment process under the
Washington Model Toxics Control Act ("MTCA") since about 2000, and several voluntary interim soil clean-up actions have also
been performed during this time. In 2010, the Company entered into an agreed order with the Washington Department of Ecology
("Ecology"), under which the MTCA investigatory, assessment and feasibility and alternatives study process will be completed on
a set timetable, subject to approval of all reports and studies by Ecology. Upon completion of all work required under the agreed
order and negotiation of an approved remedy, additional remedial measures for the site and adjacent marine areas may be necessary
in the future. In 2011, an increase in the reserve of $7.1 million was recorded, with $6.5 million of the increase recorded as an
expense in "other operating income, net" in the Consolidated Statements of Income and Comprehensive Income. Total spending
as of December 31, 2012 was $41.2 million. The Company's recorded liabilities cover its obligations for estimated assessment,
remediation and monitoring obligations that are deemed probable and estimable at this time.

The Company estimates that expenditures for environmental investigation, remediation, monitoring and other costs for all
dispositions and discontinued operations will be approximately $8 million in both 2013 and 2014. Such costs will be charged
against its liabilities for dispositions and discontinued operations, which include environmental assessment, remediation and
monitoring costs. The Company believes established liabilities are sufficient for costs expected to be incurred over the next 20
years with respect to its dispositions and discontinued operations. Remedial actions for these sites vary, but include on-site (and
in certain cases off-site) removal or treatment of contaminated soils and sediments, recovery and treatment/remediation of
groundwater, and source remediation and/or control.

In addition, the Company is exposed to the risk of reasonably possible additional losses in excess of the established liabilities.
As of December 31, 2012, this amount could range up to $29 million, allocable over several of the applicable sites, and arises
from uncertainty over the availability, feasibility or effectiveness of certain remediation technologies, additional or different
contamination that may be discovered, development of new or more effective environmental remediation technologies and the
exercise of discretion in interpretation of applicable law and regulations by governmental agencies.

16. CONTINGENCIES

Rayonier is engaged in various legal actions, including certain environmental matters that are discussed more fully in Note
15 — Liabilities for Dispositions and Discontinued Operations.

The Company has been named as a defendant in various other lawsuits and claims arising in the normal course of business.
While the Company has procured reasonable and customary insurance covering risks normally occurring in connection with its
businesses, it has in certain cases retained some risk through the operation of self-insurance, primarily in the areas of workers’
compensation, property insurance and general liability. These other lawsuits and claims, either individually or in the aggregate,
are not expected to have a material adverse effect on the Company’s financial position, results of operations, or cash flow.

Subsequent Event

On February 6, 2013, China's Ministry of Commerce (MOFCOM) notified the Company and a number of other parties that
it had commenced an anti-dumping investigation into imports of dissolving, cotton and bamboo pulp into China from the U.S.,
Canada and Brazil. The notice published by MOFCOM indicates that the investigation was initiated based on a petition filed by
a number of primarily commodity viscose pulp manufacturers in China. Nonetheless, as currently scoped by MOFCOM, the
investigation includes all dissolving pulp, including the Company's high alpha (high purity) cellulose specialties pulps.

According to the notice, the investigation period for dumping covers calendar year 2012, and the investigation period for
purposes of determining potential injury to the Chinese cellulose pulp industry is from January 1, 2010 until December 31, 2012.
During calendar year 2012, Rayonier shipped about 124,000 tons of pulp into China, with about 114,500 tons being our high alpha
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acetate and other high purity pulps. The remainder was commodity viscose pulps.

Under Chinese law, the entire anti-dumping investigation process is expected to take 12 to 18 months. Based on detailed
information required to be submitted, MOFCOM is expected to first make a preliminary determination of the dumping margin, if
any, on a company-by-company basis within 6 to 9 months after initiation. Between 12 and 18 months from initiation, MOFCOM
is then expected to issue its final dumping determination for each company. Final dumping duties, if any, are imposed for five
years.

The Company will cooperate with this investigation. While no assurances can be given, it is not expected that this matter will
have a material adverse effect on the business or financial condition of the Company.

17. GUARANTEES

The Company provides financial guarantees as required by creditors, insurance programs, and state and foreign governmental
agencies. As of December 31, 2012, the following financial guarantees were outstanding:

Maximum Potential Carrying Amount

Financial Commitments Payment of Liability

Standby letters Of CTEAIt (B) ....vevrvevirieirieiiieieieietet ettt eb e eb et ss s $ 18,955 % 15,000
GUATANLEES (D) c.vevvenvieeeeiieieeiete ettt ettt et e te bt e e s teesbeeseenseeseenseeneesseensesseensesseensenseans 2,254 43
SULELY DONAS (€).vvenvievreirieieiieieieete et ettt ettt et e et e steeaesreesesteebesraesbeesaesbeesseseessenseenns 7,189 1,327
Total financial COMIMIIMENES ........ccueiieiieieee e $ 28,398 $ 16,370

(a) Approximately $15 million of the standby letters of credit serve as credit support for industrial revenue bonds. The remaining
letters of credit support various insurance related agreements, primarily workers’ compensation and pollution liability policy
requirements. These letters of credit will expire at various dates during 2013 and will be renewed as required.

(b) In conjunction with a timberland sale and note monetization in the first quarter of 2004, the Company issued a make-whole
agreement pursuant to which it guaranteed $2.3 million of obligations of a special-purpose entity that was established to
complete the monetization. At December 31,2012, the Company has recorded a de minimus liability to reflect the fair market
value of its obligation to perform under the make-whole agreement.

(c) Rayonier issues surety bonds primarily to secure timber harvesting obligations in the State of Washington and to provide
collateral for the Company’s workers’ compensation self-insurance program in that state. These surety bonds expire at various
dates between 2013 and 2014 and are expected to be renewed as required.
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18. COMMITMENTS

The Company leases certain buildings, machinery and equipment under various operating leases. Total rental expense for
operating leases amounted to $3.9 million, $3.3 million and $3.7 million in 2012, 2011 and 2010, respectively. The Company also
has long-term leases on certain timberlands in the Southern U.S. These leases typically have initial terms of approximately 30 to
65 years, with renewal provisions in some cases. Such leases are generally non-cancellable and require minimum annual rental
payments. Total expenditures for long-term leases and deeds on timberlands amounted to $8.0 million, $7.3 million and $7.2
million in 2012, 2011 and 2010, respectively.

At December 31, 2012, the future minimum payments under non-cancellable operating and timberland leases were as follows:

Operating Timberland

Leases Leases (a) Total
2003 ettt ettt e te et e e ta et e e tb e te et e e re et e ereeseereesteeraenteernens $ 3833 § 7,822 § 11,655
O PSR URSUURSRURR 2,936 7,336 10,272
20 L5 ettt ettt e a e he b e ae e tt e b e st et e erbeere e b e ereenaeereebeeraenneesaens 1,968 7,104 9,072
2016, ettt ettt ettt e e ra et e etb e te et e te et e ereeaeereesteeraenaeernens 1,643 7,007 8,650
1 PRSPPI 1,181 6,670 7,851
Thereafter through 2036..........ccooviiiiiieiiiiee et se e e saeesnens 2,046 48,259 50,305

$§ 13,607 § 84,198 § 97,805

(a) The majority of timberland leases are subject to increases or decreases based on either the Consumer Price Index or Producer
Price Index.

19. INCENTIVE STOCK PLANS

At December 31,2012, the Company had two stock-based employee compensation plans. The 1994 Rayonier Incentive Stock
Plan ("the 1994 Plan") provided for the grant of incentive stock options, non-qualified stock options, stock appreciation rights,
performance shares and restricted stock, subject to certain limitations. The Company no longer issues shares under the 1994 Plan.
The Rayonier Incentive Stock Plan ("the Stock Plan") provides for up to 15.8 million shares to be granted for incentive stock
options, non-qualified stock options, stock appreciation rights, performance shares, restricted stock and restricted stock units,
subject to certain limitations. At December 31, 2012, a total of 7.0 million shares were available for future grants under the Stock
Plan. Under the Stock Plan, shares available for issuance are reduced by 1 share for each option or right granted and by 2.27 shares
for each performance share, restricted share or restricted stock unit granted. The Company issues new shares of stock upon the
exercise of stock options, the granting of restricted stock, and the vesting of performance shares.

Total stock-based compensation cost recorded in "Selling and general expenses" was $14.3 million, $16.2 million and $14.9
million for the years ended December 31, 2012, 2011 and 2010, respectively. For the years ended December 31, 2012, 2011 and
2010, stock-based compensation expense of $0.8 million, $0 and $0.3 million, respectively, was recorded in "Cost of sales."

Tax benefits recognized related to stock-based compensation expense for the three years ended December 31,2012 were $4.0
million, $4.3 million and $4.2 million, respectively.

Fair Value Calculations by Award
Restricted Stock

Restricted stock granted under the Stock Plan generally vests upon completion of a one to three year period. The fair value
of each share granted is equal to the share price of the Company’s stock on the date of grant. As of December 31, 2012, there was
$0.4 million of unrecognized compensation cost related to the Company’s outstanding restricted stock. This cost is expected to
be recognized over a weighted average period of 0.7 years.
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A summary of the Company’s restricted shares is presented below:

2012 2011 2010
Restricted shares Sranted ............ccooeeiiieiiiie e 18,742 20,535 42,180
Weighted average price of restricted shares granted............ecoveereirieirerinenneeeeeeeees $ 4240 § 4355 $ 2991

(Amounts in millions)
Intrinsic value of restricted stock outstanding (&) .........ccceeevevieeeeriieienrieieneeieee e $§ 21§ 34 %8 49
Fair value of restricted StOCK VESTEd.........covivuiiiiiiiiiiieecie ettt e $ 18 $§ 26 $ 32

Cash used to pay the minimum withholding tax requirements in lieu of receiving common
SRATES ...ttt ettt ettt ettt s et s e s n e e eenan $§ 06 $ 08 $ 08

(a) Intrinsic value of restricted stock outstanding is based on the market price of the Company's stock at December 31, 2012.

2012
Weighted

Number of Average Grant

Shares Date Fair Value

Non-vested Restricted Shares at January 1,........ccccoooivieiiniiiieeeeereeecee e 76,185 $ 33.55
(7 1111« AN 18,742 42.40
VESEEA. ... ettt ettt ettt ettt e et et e e b et e e tb e beeab e e ae e b e e re e b e e re e beera e beess e beenbenreenseereenns (53,405) 33.73
CANCRILEA ...t ettt et et e et e e s b e e beesebeesbaeetaeebeaesbeenbeesebeensaenares (950) 35.55
Non-vested Restricted Shares at December 31, .......cccvvviviiiiiiiiieiiieceeeeeee e 40,572 37.36

Performance Share Units

The Company’s performance share units generally vest upon completion of a three-year period. The number of shares, if any,
that are ultimately awarded is contingent upon Rayonier’s total shareholder return versus selected peer group companies. The
performance share payout is based on a market condition and as such, the awards are valued using a Monte Carlo simulation
model. The model generates the fair value of the award at the grant date, which is then amortized over the vesting period.

The Stock Plan allows for the cash settlement of the minimum required withholding tax on performance share unit awards.
As of December 31,2012, there was $9.1 million of unrecognized compensation cost related to the Company’s performance share
unit awards. This cost is expected to be recognized over a weighted average period of 1.7 years.
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A summary of the Company's performance share units is presented below:

2012 2011 2010

Common shares of Company stock reserved for performance shares...........cccocceeeneenencnee. 337,360 470,820 606,180
Weighted average fair value of performance share units granted.............ccoccevenieieneenencnnn. $§ 5636 § 5157 § 3925
(Amounts in millions)
Intrinsic value of outstanding performance share Units (&).........cccoeveveeerereereeeerieeereeeeereerenas $§ 363 § 460 $§ 403
Fair value of performance Shares VEStEd...........covveuivveuieiciiiieeiieeeiceeeeeeeeeeveee et $ 222 3 99 $§ 197
Cash used to pay the minimum withholding tax requirements in lieu of receiving common

SHATES ...ttt ettt ettt ettt ettt ettt $ 72§ 71§ 5.3

(a) Intrinsic value of outstanding performance share units is based on the market price of the Company's stock at December 31,
2012.

2012
Weighted
Number Average Grant
of Units Date Fair Value
Outstanding Performance Share units at January 1, ........ccccoocevieiinieninienieeeeeeee e, 1,030,075 $ 33.73
GIANTEA ...ttt sttt ettt ekttt ettt ettt 168,680 56.36
Units DIStbULEd. ..o (488,570) 21.76
Cancelled/AdJUSTMENLS .......co.eiiriiriiiee ettt sttt ettt (9,360) 45.08
Outstanding Performance Share units at December 31, .......c.ccoeevivieviieieniieieniecieee e, 700,825 47.23

Expected volatility was estimated using daily returns on the Company’s common stock for the three-year period ending on
the grant date. The risk-free rate was based on the 3-year U.S. treasury rate on the date of the award. The dividend yield was not
used to calculate fair value as all awards granted after January 1, 2010 receive dividend equivalents. The following chart provides
atabular overview of the assumptions used in calculating the fair value of the awards granted for the three years ended December 31,
2012:

2012 2011 2010
EXPECted VOLALIIIEY «...eoveeuieiieiiiiiitiieeteeet ettt s 36.9% 51.3% 51.7%
L R G (=1 v 1= SRR 0.4% 1.0% 1.4%

Non-Qualified Employee Stock Options

The exercise price of each non-qualified stock option granted under both the 1994 and the Stock Plan are equal to the closing
market price of the Company’s stock on the grant date. Under the 1994 Plan, the maximum term is 10 years and two days from
the grant date while under the Stock Plan, the maximum term is 10 years from the grant date. Awards vest ratably over three years.
The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model. The expected
volatility is based on historical volatility for each grant and is calculated using the historical change in the daily market price of
the Company’s common stock over the expected life of the award. The expected life is based on prior exercise behavior. The
Company has elected to value each grant in total and recognize the expense for stock options on a straight-line basis over three
years.
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The following chart provides a tabular overview of the weighted average assumptions and related fair value calculations of
options granted for the three years ended December 31, 2012:

2012 2011 2010
EXPECLEA VOLALIIILY -..ueeieiieiieiietiete ettt ettt sttt ettt ae b e saesbeebeseens 39.3% 38.2% 37.8%
DiIvIAend YIld.......cueieiiiiiiieiieieee ettt e 3.6% 3.9% 4.7%
RISKATTEE TALE ... eneiteneitetie ettt ettt ettt et eb e eb e bt bt e bt e st nbenaens 1.3% 2.6% 3.2%
EXPECted 1ife (1N YEATS) .veveeurieiieiieeieiteeteste ettt ev e et et e e st e sbe e e e steessesreessesaeessesssessesssesseassesenns 6.4 6.5 6.7
Fair value per share of options granted............cocveciecieeieieiniiieieeseseeee et $11.85 $9.99 $7.07
Fair value of options granted (in MIllIONS)..........ccvrieriiriieriieierieeiene e eees 2.8 3.0 2.8

A summary of the status of the Company’s stock options as of and for the year ended December 31,2012 is presented below:

2012
Weighted
Weighted Average Aggregate
Average Exercise Remaining Intrinsic
Number of Price (per Contractual Term Value (in
Shares common share) (in years) millions)
Options outstanding at January 1,........cccceeevveenenieneniennen. 2,346,451 $ 26.77
GIranted.......ooooueiieiiieiiiee et 234,110 44.42
EXEICISEd....cccvieiiiiiieiieciieciie et (960,662) 26.23
Cancelled.......c..oeeeiiveiiiiiiiieee e (11,570) 37.47
Options outstanding at December 31,........ccccevvreenrneenen. 1.608.329 29.64 62 3§ 35.2
Options vested and expected to Vest.......occevvevereeneneennen. 1.607.293  § 29.64 62 3§ 35.2
Options exercisable at December 31, .......cccocevvrienrneennen. 1.235.630 § 26.71 55 3% 304
A summary of additional information pertaining to the Company’s stock options is presented below:
2012 2011 2010
(Amounts in millions)
Intrinsic value of Options €XErCiSEd (2) ......coveieveieriieriietieeteee ettt $ 205 $ 104 $ 156
Fair value of OPtioNS VESTEA .......coviiiiiiiiiiiieie ettt a e a e e ra b saesaeesaeneens $ 33 §$ 25 %8 24

(a) Intrinsic value of options exercised is the amount by which the fair value of the stock on the exercise date exceeded the exercise
price of the option.

As of December 31,2012, there was $1.8 million of unrecognized compensation cost related to the Company’s stock options.
This cost is expected to be recognized over a weighted average period of 1.0 year.

20. EMPLOYEE BENEFIT PLANS

The Company has four qualified non-contributory defined benefit pension plans covering a significant majority of its employees
and an unfunded plan that provides benefits in excess of amounts allowable under current tax law in the qualified plans. The
Company closed enrollment in its pension plans to salaried employees hired after December 31, 2005, to Fernandina hourly
employees hired after April 30,2006, to Jesup hourly employees hired after March 4, 2009 and to Wood Products hourly employees
hired after February 28, 2011. Currently, all plans are closed to new participants. Employee benefit plan liabilities are calculated
using actuarial estimates and management assumptions. These estimates are based on historical information, along with certain
assumptions about future events. Changes in assumptions, as well as changes in actual experience, could cause the estimates to

change.

In September 2008, the Company changed its postretirement medical plan for active and retired salaried employees to shift
retiree medical costs to the plan participants over a three year phase-out period. Accordingly, the Company no longer incurs retiree
medical costs for retired salary plan participants. The change was accounted for as a negative plan amendment and curtailment
which resulted in a reduction to the retiree medical liability. The net impact of the reduction was an unrecognized gain in accumulated
other comprehensive income of $7.7 million which was amortized over 1.9 years, the average remaining service period of the
remaining active participants. As a result of the plan change, a gain of $2.4 million was included in the Company’s net periodic
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benefit cost in 2010.

The following tables set forth the change in the projected benefit obligation and plan assets and reconcile the funded status
and the amounts recognized in the Consolidated Balance Sheets for the pension and postretirement benefit plans for the two years
ended December 31:

Pension Postretirement
2012 2011 2012 2011
Change in Projected Benefit Obligation
Projected benefit obligation at beginning of year .............cccoovevunnee. $ 413,147 $ 346,464 § 24,833 $ 21,158
SEIVICE COSL ettt et s et e e eeaeeeeennees 8,407 6,782 918 673
INTEIEST COST wuvviiiiiiiiiiiee it e e e e e e e en 17,284 18,087 956 972
ACtUArial 10SS.....oooeeeeiieieeeeeee e 32,666 58,208 2,021 3,934
Plan amendments...........coceeieiieieniiiiene et — — — (631)
Employee CoNtributions..........c.ccvevviieeriieienieeeesieeiesreereeeere e s e — — 1,136 1,609
Benefits Paid......ccceveriieriieiiieeiiieicieeeee e (17,034) (16,394) (2,282) (2,882)
Projected benefit obligation at end of year .............cccecveveuenenen. $ 454470 $ 413,147 $§ 27,582 § 24,833
Change in Plan Assets
Fair value of plan assets at beginning of year.............ccccocevvevirieuennene. § 295,655 § 302,464 § — § —
Actual return on plan assets .........ccceeeeriereriereeee e 41,729 8,977 — —
Employer COntributions ..........ceccververeerenieneeieseeiesieeie e eens 1,565 1,552 1,146 1,273
Employee Contributions..........c.ccvevvieueerieeienieeeesieeiesreereeeene e e — — 1,136 1,609
Benefits Paid......cccvicveriieriieiiieeiiieirieeseeee e (17,034) (16,394) (2,282) (2,882)
OthEr EXPEIISC ....vviuvieiieiieiietieeteetteiesttesteste e saesteesbesseesseessensesseensenns (1,216) (944) — —
Fair value of plan assets at end of year.............cccocoveriuienennnnn. $ 320,699 § 295,655 § — § —
Funded Status at End of Year:
Net accrued bEnefit COSt.......ovivviiriiiiieieeeeieeeee et $(133,771) $(117,492) $ (27,582) $ (24,833)
Amounts Recognized in the Consolidated
Balance Sheets Consist of:
Current [Habilities .......coveireeiriieeiieiiieeieeeee e § (1,702) § (1,626) § (1,256) $ (1,262)
Noncurrent Habilities .........ooveirieirieirieirieisieesee et (132,069)  (115,866) (26,326) (23,571)
Net amount reCOZNIZEd. ........cveviviierieeriieriieeereeeeree e $(133,771) $(117,492) $ (27,582) $ (24,833)

Net gains or losses and prior service costs or credits recognized in other comprehensive income for the three years ended
December 31 are as follows:

Pension Postretirement
2012 2011 2010 2012 2011 2010
Net (10SSES) ZAINS ..uvvenveerreeiirieierieieieeeere e $(17,630) $(75,995) § 1,348 § (2,021) $§ (3,934) § (965
Prior SEIVICE COSt...viiriiiiiiiniieiieeierieienieeee e eee e eae e — — (1,704) — 631 —

Net gains or losses and prior service costs or credits reclassified from other comprehensive income and recognized as a
component of pension and postretirement expense for the three years ended December 31 are as follows:

Pension Postretirement
2012 2011 2010 2012 2011 2010
Amortization Of OSSES .......ccevverierieieieeeenirenesenenens $ 17,578 $ 10,372 $§ 6,456 $ 582 § 570 $ 3,357
Amortization of prior service cost (benefit)................... 1,308 1,359 1,657 25 69 (5,334)
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Net losses and prior service costs or credits that have not yet been included in pension and postretirement expense for the
two years ended December 31, which have been recognized as a component of AOCI are as follows:

Pension Postretirement
2012 2011 2012 2011
Prior service (COSt) CTedit ......ocveiriiirieirieeiiieiiereieiee et $ (7,062) $ (8,370) § 193 § 167
INEE LOSSES 1.vviuvieiiiiientieteeteete st ete bt et et e b e steesbeeteesbeesaesseessesseessesseessesseensenaeas (191,813)  (191,761) (11,939) (10,500)
Deferred income tax DENETTt.........ooovuvviiiiiiiiiiiiiieeeeee e 61,968 62,797 4,073 3,583
AOCT Lt ettt sttt $ (136,907) $(137,334) $ (7,673) $ (6,750)

For pension and postretirement plans with accumulated benefit obligations in excess of plan assets, the following table sets
forth the projected and accumulated benefit obligations and the fair value of plan assets for the two years ended December 31:

2012 2011
Projected benefit ODIIZALION ........cc.iiuiiiiiiieee ettt ettt se s s s sbesaeenens § 482,052 § 437,980
Accumulated benefit ODIIGALION .........c.ccvieieriieieri ettt e e st e sreenaesreeneeneen 434,810 392,182
Fair value Of Plan @SSELS ........ccvieiiiiieiesiieieeie ettt ettt ete sttt e st e e s ta e e seeesbeeseesseessesseessesseessesseessesseensesses 320,699 295,655

The following tables set forth the components of net pension and postretirement benefit cost that have been recognized during
the three years ended December 31:

Pension Postretirement
2012 2011 2010 2012 2011 2010

Components of Net Periodic Benefit Cost

SETVICE COSE vavrenrerneeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeaes $ 8407 $ 6,782 $ 6,196 $ 918 $ 673 $ 587

INtETESt COSE .uvenviniiiiieieieieeeerree e 17,284 18,087 17,740 956 972 1,029

Expected return on plan assets ...........ccceevvennennen. (25,477)  (25,819) (21,651) — — —

Amortization of prior service cost (benefit)......... 1,308 1,359 1,657 25 69 (5,334)

Amortization 0f I0SSES.......cvevvvvirieeeeiiiieeeiieens 17,578 10,372 6,456 582 570 3,357
Net periodic benefit cost (benefit) ...........cccoeveverrrennnnnne. $ 19,100 $ 10,781 $ 10,398 § 2481 § 2284 § (361)

The estimated pre-tax amounts that will be amortized from AOCI into net periodic benefit cost in 2013 are as follows:

Pension Postretirement
AMOTHZATION OF LOSS ... vttt ettt ettt et ee e et eae et teerteteeneeteeneesaeeaeesaeens $ 19,215 $ 711
AmOTtiZation Of PIiOT SEIVICE COSt.ccuviiiriiriieritieiiieeiteertieeteeseesteesteeereesseeeseesseessseesseessseessaessseenes 1,308 25
Total amortization OF AOCT LOSS ......oeeeuiiiieeeeeeee ettt ettt e et e e e eaeeeseaeeseaeeeas $ 20,523 $ 736

The following table sets forth the principal assumptions inherent in the determination of benefit obligations and net periodic
benefit cost of the pension and postretirement benefit plans as of December 31:

Pension Postretirement
2012 2011 2010 2012 2011 2010

Assumptions used to determine benefit obligations at December 31:

DISCOUNE TALE ...ttt ettt 3.70% 4.20% 525% 3.60% 4.10% 5.10%
Rate of compensation iNCrease..........cccevevvevereeeerenerenenennennes 4.60% 4.50% 4.50% 4.50% 4.50% 4.50%
Assumptions used to determine net periodic benefit cost for years
ended December 31:
DISCOUNT TALE ...ttt 4.20% 525% 5.80% 4.10% 5.10% 5.50%
Expected long-term return on plan assets ..........cceeeveevveveenenenn 8.50% 8.50% 8.50% — — —
Rate of compensation iNCrease..........cccovevvevereeeerenerenreneneennen 4.50% 4.50% 4.50% 4.50% 4.50% 4.50%
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At December 31, 2012, the pension plans’ discount rate was 3.70 percent, which closely approximates interest rates on high
quality, long-term obligations. Effective December 31, 2012, the expected return on plan assets remained at 8.5 percent, which is
based on historical and expected long-term rates of return on broad equity and bond indices and consideration of the actual annualized
rate of return. The Company, with the assistance of external consultants, utilizes this information in developing assumptions for
returns, and risks and correlation of asset classes, which are then used to establish the asset allocation ranges.

The following table sets forth the assumed health care cost trend rates at December 31:

Health care cost trend rate assumed fOr NEXE YEAT........cc.evvviiieriieieiieiete et ene
Rate to which the cost trend rate is assumed to decline (ultimate trend rate)..........c.ccevveevevrieeerreeeennenne.
Year that the rate reaches the ultimate trend rate...........ccveeiieciiiiiieciece e

Postretirement
2012 2011

..... 7.50% 8.00%
..... 5.00% 5.00%
..... 2017 2017

Assumed health care cost trend rates have a significant effect on the amounts reported for the postretirement benefit plans.

The following table shows the effect of a one percentage point change in assumed health care cost trends:

Effect on:

Total of service and iNterest COSt COMPONENLS. ......ccueriiruirriirtieieetieieeeienteeee st eee st e e st stesbeeteeneeseeeseeneeenes
Accumulated postretirement benefit OblIZatiON ...........ccceoieiiiririniriniinerereee et

Investment of Plan Assets

1 Percent

Increase Decrease

$ 226 $ (187)
2,080  (1,785)

The Company’s pension plans’ asset allocation at December 31,2012 and 2011, and target allocation ranges by asset category

are as follows:

Percentage of Plan Assets

Target
Allocation

2011 Range

44% 40-45%
20% 20-30%
28% 25-30%

5% 4-6%
3% 2-4%

Asset Category 2012

DOMESLIC CQUILY SCCUTITIICS ...vvevieererierierieteeresteeseesseestesseesaesseessesseessesseessesseessesseessesseessenses 41%
International equity securities 25%
Domestic fiXed INCOME SECUTTIIES .....cuvirurerieeieeeeierteeeeseeeee st etesseeeesreeeesseeseeseenseeneeseenes 26%
International fixed INCOME SECUITLIES......ccveiierierieriieiietieterteetesreete e eeesreeae e esaesaeessesenes 5%
Real €State fUN........eeouiiiiieiece et ettt e b e et eenbeenea s 3%
] TSR 100%

100%

The Company's Pension and Savings Plan Committee and the Audit Committee of the Board of Directors oversee the pension
plans’ investment program which is designed to maximize returns and provide sufficient liquidity to meet plan obligations while
maintaining acceptable risk levels. The investment approach emphasizes diversification by allocating the plans’ assets among asset
categories and selecting investment managers whose various investment methodologies will be minimally correlative with each
other. Investments within the equity categories may include large capitalization, small capitalization and emerging market securities,
while the international fixed income portfolio may include emerging markets debt. Pension assets did not include a direct investment

in Rayonier common stock at December 31, 2012 or 2011.
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Fair Value Measurements

The following table sets forth by level, within the fair value hierarchy (see Note 2 — Summary of Significant Accounting
Policies for definition), the assets of the plans as of December 31,2012 and 2011. Prior year level designations have been corrected
to designate assets held in collective trust funds as level two. Management does not believe such correction is material to the
previously issued financial statements.

Fair Value at December 31, 2012 Fair Value at December 31, 2011

Asset Category Level 1 Level 2 Total Level 1 Level 2 Total

Domestic equity SECUTTES ......ovvveviviirereririierereerennens $ 50,653 $ 76,251 $126,904 $128,834 $ — $128,834
International equity SECUTItieS .......ceevereeeeerereierieeeneen 51,758 27,173 78,931 57,728 — 57,728
Domestic fixed income SECUTTtIES .......c.veveevvreevveeeennnn. — 81,045 81,045 — 80,243 80,243
International fixed income Se€CUriti€s ..........ccovvuvvereeennnes 15,745 — 15,745 14,381 — 14,381
Real estate fund...........ccooeevvevieieiiicieceeeceee e 10,208 — 10,208 9,846 — 9,846
Short-term INVEStMENtS ...........cocvvveevveeeeeeeeeeeeeeeee e 29 7,837 7,866 236 4,387 4,623
TOtAL .ot $128,393 $192,306 $320,699 $211,025 $ 84,630 $295,655

The valuation methodology used for measuring the fair value of these asset categories was as follows:

Level 1 — Net asset value in an observable market.

Level 2— Assets classified as level two are held in collective trust funds. The net asset value of a collective trust is calculated
by determining the fair value of the fund's underlying assets, deducting its liabilities, and dividing by the units outstanding
as of the valuation date. These funds are not publicly traded; however, the unit price calculation is based on observable
market inputs of the funds' underlying assets.

There have been no changes in the methodology used during the years ended December 31, 2012 and 2011.

Cash Flows

Expected benefit payments for the next ten years are as follows:

Pension Postretirement

Benefits Benefits
203 ettt et et e e bt e et be e tae et e e bee e bt e teeerbe e st eanbeebaeenbeeteeenbaaseeesbeesaeenreanns $ 18,903 $ 1,256
2004 ettt b e bt b e bt e bt e s et e e bt e s a bt e be e et e e bt e s te e btesate e baesabeenne 19,951 1,375
0 TSR SUUSRURRRRPRROt 20,979 1,436
20760 ettt ettt et e et e e ta e e ba e bee e b e e teeerbeetaeanteeabaeenbeeteeenbaaseeesbeesaeanreenes 21,999 1,507
2007 ettt bttt ettt e bt e st e e bt e s a bt e bt e et e e bt e s be e htesate e baeenbeenne 23,011 1,526
2018 = 2022ttt ettt ettt ettt e bt entee e bt et e e eat e e baeenbeeteesrbeesaeenseensaeenbeenn 128,704 7,701

The Company has no mandatory pension contribution requirements in 2013, but may make discretionary contributions.

Defined Contribution Plans

The Company provides defined contribution plans to all of its hourly and salaried employees. Company contributions charged
to expense for these plans were $2.7 million, $2.6 million and $2.4 million for the years ended December 31,2012, 2011 and 2010,
respectively. Rayonier Hourly and Salaried Defined Contribution Plans include Rayonier common stock with a fair market value
of $89.4 million and $85.4 million at December 31, 2012 and 2011, respectively.

As discussed above, all pension plans are currently closed to new employees. Employees not eligible for the pension plans are
immediately eligible to participate in the Company’s 401(k) plan and receive an enhanced contribution. Company contributions
related to this plan enhancement for the years ended December 31, 2012, 2011 and 2010 were $1.0 million, $0.9 million and $0.6
million, respectively.
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21. QUARTERLY RESULTS FOR 2012 and 2011 (UNAUDITED)

(Thousands of dollars, except per share amounts)

Quarter Ended

March 31 June 30 Sept. 30 Dec. 31 Total Year

2012
Sales..ccciiieiieiei e $ 355,780 $ 371,926 $ 408,988 $ 434,306 $ 1,571,000
Operating Income ...........cccc....... 84,009 98,590 113,174 115,678 411,451
Net Income......c.cooveevievrieeieennnn. 53,437 69,079 80,560 75,609 278,685
Basic EPS.......cccoovvieieeeiee 0.44 0.56 0.66 0.61 2.27
Diluted EPS ......oooovveiieieeee, 0.42 0.54 0.62 0.59 2.17

2011
Sales..ccciiieiieiei e $ 357,731 $ 357,397 $ 385,091 $ 388,423 $ 1,488,642
Operating Income ...........ccccc....... 87,578 79,073 108,310 81,325 (a) 356,286
Net Income........cooveevievieeneennnn. 58,412 56,454 104,909 (b) 56,230 (a) 276,005
Basic EPS.......cccooivieieeeiee 0.48 0.46 0.86 0.46 2.27
Diluted EPS ......oooovveiieiieeeee, 0.47 0.45 0.84 0.45 2.20

(a) Fourth quarter 2011 included a pre-tax expense of $6.5 million ($4.1 million after tax) due to an increase in a disposition
reserve.

(b) Third quarter 2011 included a benefit of $16.0 million from the reversal of a reserve related to the taxability of the AFMC.
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22, CONSOLIDATING FINANCIAL STATEMENTS

The condensed consolidating financial information below follows the same accounting policies as described in the consolidated
financial statements, except for the use of the equity method of accounting to reflect ownership interests in wholly-owned subsidiaries,
which are eliminated upon consolidation, and the allocation of certain expenses of Rayonier Inc. incurred for the benefit of its subsidiaries.

In October 2007, TRS issued $300 million of 3.75% Senior Exchangeable Notes due 2012, and in August 2009 TRS issued $172.5
million of 4.50% Senior Exchangeable Notes due August 2015. The 2012 notes matured in October 2012 and the outstanding principal
balance of $300 million was paid in cash. The notes for both transactions are (were) guaranteed by Rayonier Inc. as the Parent Guarantor
and Rayonier Operating Company LLC ("ROC") as the Subsidiary Guarantor. In connection with these exchangeable notes, the Company
provides the following condensed consolidating financial information in accordance with SEC Regulation S-X Rule 3-10, Financial
Statements of Guarantors and Issuers of Guaranteed Securities Registered or Being Registered.

In 2012, the Company has presented all information relating to the notes' non-guarantors in a single, combined column in accordance
with SEC Regulation S-X Rule 3-10, Financial Statements of Guarantors and Issuers of Guaranteed Securities Registered or Being
Registered. For comparability purposes, all prior year information has been updated to reflect the same presentation. The condensed
consolidating financial information for the years ended December 31,2011 and 2010 has been corrected to include comprehensive income.
Management does not believe such correction is material to the previously issued financial statements.

CONDENSED CONSOLIDATING STATEMENTS OF INCOME AND
COMPREHENSIVE INCOME
For the Year Ended December 31, 2012

Rayonier Inc. ROC Rayonier TRS
(Parent (Subsidiary Holdings Inc. Non- Consolidating Total
Guarantor) Guarantor) (Issuer) guarantors Adjustments Consolidated
SALES ... $ — 3 — 8 — $ 1,571,000 $ — $ 1,571,000
Costs and Expenses
Costofsales.....ccooeevvvuveivonnnenns — — — 1,104,805 — 1,104,805
Selling and general expenses ... — 10,575 — 57,822 — 68,397
Other operating expense
(income), net........cceevevennns 110 962 — (14,175) — (13,103)
110 11,537 — 1,148,452 — 1,160,099
Equity in income of New Zealand
JOInt VeNnture .........ccoeeveeeveveereeernennen. — — — 550 — 550
OPERATING (LOSS) INCOME ... (110) (11,537) — 423,098 — 411,451
Interest eXpense ........ccoeeevveerveeneeennne. (10,717) 941) (37,971) 4,648 — (44,981)
Interest and miscellaneous income
(expense), Net.......ceevereerrerverrennnnns 6,638 5,519 (3,334) (8,217) — 606
Equity in income from subsidiaries... 282,874 289,486 232,871 — (805,231) —
INCOME BEFORE INCOME
TAXES ..o 278,685 282,527 191,566 419,529 (805,231) 367,076
Income tax benefit (expense)... — 347 15,076 (103,814) — (88,391)
NETINCOME...........cccvevveiernne 278,685 282,874 206,642 315,715 (805,231) 278,685
OTHER COMPREHENSIVE
INCOME (LOSS)....cooveeeveieennne 4,069 4,069 (453) 4,116 (7,732) 4,069

COMPREHENSIVE INCOME ..... $§ 282754 § 286943 § 206,180 § 319,831 § (812,963) § 282,754
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CONDENSED CONSOLIDATING STATEMENTS OF INCOME AND
COMPREHENSIVE INCOME
For the Year Ended December 31, 2011

Rayonier Inc. ROC Rayonier TRS
(Parent (Subsidiary Holdings Inc. Non- Consolidating Total
Guarantor) Guarantor) (Issuer) guarantors Adjustments Consolidated
SALES ... $ — 3 — $ — $1,488,642 $ — $ 1,488,642
Costs and Expenses
Cost of sales.......cccceeveevreeennnnnne. — — — 1,073,732 — 1,073,732
Selling and general expenses ... — 10,710 — 55,831 — 66,541
Other operating expense
(income), Net........cevveeeveennennns — 117 — (3,946) — (3,829)
— 10,827 — 1,125,617 — 1,136,444
Equity in income of New Zealand
JOINt VENTUIE ..., — — — 4,088 — 4,088
OPERATING (LOSS) INCOME ... — (10,827) — 367,113 — 356,286
Interest eXpense ........cceeveeveereevennne. 621 (1,133) (49,555) (708) — (50,775)
Interest and miscellaneous income
(eXpense), Net.......cceevveerereerreennnenne. — 5,280 (4,508) 79 — 851
Equity in income from subsidiaries... 275,384 281,892 170,048 — (727,324) —
INCOME BEFORE INCOME
TAXES ... 276,005 275,212 115,985 366,484 (727,324) 306,362
Income tax benefit (expense)... — 172 19,733 (50,262) — (30,357)
NET INCOME.........cccovcvverenne 276,005 275,384 135,718 316,222 (727,324) 276,005
OTHER COMPREHENSIVE
LOSS ..., (45,090) (45,090) (35,712) (34,403) 115,205 (45,090)

COMPREHENSIVE INCOME ..... § 230915 § 230,294 §$ 100,006 $ 281,819 §$ (612,119) § 230,915
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CONDENSED CONSOLIDATING STATEMENTS OF INCOME AND

COMPREHENSIVE INCOME
For the Year Ended December 31, 2010
Rayonier Inc. ROC Rayonier TRS
(Parent (Subsidiary Holdings Inc. Non- Consolidating Total
Guarantor) Guarantor) (Issuer) guarantors Adjustments Consolidated
SALES ... $ — 3 — $ — $1,315233 § — $1,315,233
Costs and Expenses
Cost of sales.......cceeevevrrevennne. — — — 990,099 — 990,099
Selling and general expenses ... — 10,122 — 56,980 — 67,102
Other operating expense
(income), Net........cevveeeveennennns — 385 — (10,904) — (10,519)
— 10,507 — 1,036,175 — 1,046,682
Equity in income of New Zealand
JOINt VENTUIE ..., — — — 1,033 — 1,033
OPERATING (LOSS) INCOME
BEFORE GAIN ON SALE OF
A PORTION OF INTEREST IN
NEW ZEALAND JOINT
VENTURE..........c.ooovvin — (10,507) — 280,091 — 269,584
Gain on sale of a portion of
interest in New Zealand
joint venture.........ccceeceruerunne. — — — 12,367 — 12,367
OPERATING (LOSS) INCOME ... — (10,507) — 292,458 — 281,951
Interest eXpense .........cceeveverveveruerennene — 239 (50,313) (389) — (50,463)
Interest and miscellaneous income
(expense), Net.......ccevereereereeeniennenns — 12,952 (4,309) (7,328) — 1,315
Equity in income from subsidiaries... 217,586 221,578 137,471 — (576,635) —
INCOME BEFORE INCOME
TAXES ..o, 217,586 224,262 82,849 284,741 (576,635) 232,803
Income tax (expense) benefit... — (6,676) 19,937 (28,478) — (15,217)
NETINCOME.............cccovvevverenn. 217,586 217,586 102,786 256,263 (576,635) 217,586
OTHER COMPREHENSIVE
INCOME..........ccoovveeeiieieeene, 11,384 11,384 4,056 8,967 (24,407) 11,384

COMPREHENSIVE INCOME ..... § 228970 § 228970 $§ 106,842 $§ 265230 §$ (601,042) § 228,970
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CONDENSED CONSOLIDATING BALANCE SHEETS

As of December 31, 2012
Rayonier Inc. ROC Rayonier TRS
(Parent (Subsidiary  Holdings Inc. Non- Consolidating Total
Guarantor) Guarantor) (Issuer) guarantors Adjustments  Consolidated
ASSETS
CURRENT ASSETS
Cash and cash equivalents........................ $ 252,888 % 3,966 $ 19,358 4,384 $ — $ 280,596
Accounts receivable, less allowance for
doubtful accounts... — 386 — 99,973 — 100,359
INVENOTY ...ovveiiiiiieiiieccce e — — — 127,966 — 127,966
Prepaid and other current assets ............... — 1,566 691 55,096 — 57,353
Total current assets..........c...cu....... 252,888 5,918 20,049 287,419 — 566,274
TIMBER AND TIMBERLANDS, NET OF
DEPLETION AND AMORTIZATION........... — — — 1,573,309 — 1,573,309
NET PROPERTY, PLANT AND
EQUIPMENT .....oooiiiieieiieeeece e — 2,321 — 704,717 — 707,038
INVESTMENT IN JOINT VENTURE............... — — — 72,419 — 72,419
INVESTMENT IN SUBSIDIARIES................... 1,445,205 1,677,782 1,452,027 — (4,575,014) —
INTERCOMPANY NOTES RECEIVABLE...... 213,863 14,000 19,831 — (247,694) —
OTHER ASSETS ..ottt 4,148 27,779 5,182 166,802 — 203,911
TOTAL ASSETS...ccooiieieieeeeeeeeeeeeenen $ 1,916,104 $1,727,800 $ 1,497,089 2,804,666 $ (4,822,708) $ 3,122,951
LIABILITIES AND SHAREHOLDERS’ - - -
EQUITY
CURRENT LIABILITIES
Accounts payable.........c.ccoeerririereiiennnen. $ — 3 2,099 $ 33 68,249 $ — 3 70,381
Current maturities of long-term debt........ 150,000 — — — — 150,000
Accrued taxes .....oovveeeeveeeeiieeeeeeee e — 485 — 13,339 — 13,824
Accrued payroll and benefits.................... — 15,044 — 13,024 — 28,068
Accrued interest.........coeeeeeeeiiieeiieeeciieenen. 3,100 379 3,197 1,280 — 7,956
Accrued customer incentives.................... — — — 10,849 — 10,849
Other current liabilities..............cccceveennee. — 2,925 — 15,715 — 18,640
Current liabilities for dispositions and
discontinued operations...............c....... — — — 8,105 — 8,105
Total current liabilities................... 153,100 20,932 3,230 130,561 — 307,823
LONG-TERM DEBT.....ccoeiiriiieeeeeeeenn 325,000 — 718,321 76,731 — 1,120,052
NON-CURRENT LIABILITIES FOR
DISPOSITIONS AND DISCONTINUED
OPERATIONS ... — — — 73,590 — 73,590
PENSION AND OTHER POSTRETIREMENT
BENEFITS ..o — 129,156 — 30,426 — 159,582
OTHER NON-CURRENT LIABILITIES.......... — 16,432 — 7,468 — 23,900
INTERCOMPANY PAYABLE.........ccccvevnnne. — 116,075 — 137,797 (253,872) —
TOTAL LIABILITIES.......cooiiiiieieeieeneee 478,100 282,595 721,551 456,573 (253,872) 1,684,947
TOTAL SHAREHOLDERS’ EQUITY............... 1,438,004 1,445,205 775,538 2,348,093 (4,568,836) 1,438,004
TOTAL LIABILITIES AND
SHAREHOLDERS’ EQUITY......cccceevevieene $ 1,916,104 $1,727,800 $ 1,497,089 2,804,666 $ (4,822,708) $ 3,122,951
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CONDENSED CONSOLIDATING BALANCE SHEETS

As of December 31, 2011
Rayonier Inc. ROC Rayonier TRS
(Parent (Subsidiary Holdings Inc. Non- Consolidating Total
Guarantor) Guarantor) (Issuer) guarantors Adjustments  Consolidated
ASSETS
CURRENT ASSETS
Cash and cash equivalents........................ $ — 3 8,977 $ 59,976 $ 9,650 $ — $ 78,603
Accounts receivable, less allowance for
doubtful accounts..........ccceevrerrrrrrennnn. — 3 — 95,005 — 95,008
INVENLOTY ..ot — — — 121,998 — 121,998
Prepaid and other current assets ............... — 2,328 808 45,757 — 48,893
Total current assets..........cocoeeurenees — 11,308 60,784 272,410 — 344,502
TIMBER AND TIMBERLANDS, NET OF
DEPLETION AND AMORTIZATION........... — — — 1,503,711 — 1,503,711
NET PROPERTY, PLANT AND
EQUIPMENT ......ooviiiieiiciieieeeeeeee e — 2,551 — 459,001 — 461,552
INVESTMENT IN JOINT VENTURE............... — — — 69,219 — 69,219
INVESTMENT IN SUBSIDIARIES................... 1,238,661 1,490,444 1,156,896 — (3,886,001) —
INTERCOMPANY NOTES RECEIVABLE ...... 204,420 — 19,073 — (223,493) —
OTHER ASSETS ..ot — 26,850 6,491 157,023 — 190,364
TOTAL ASSETS...cciiiiieeeeeeeeeeee $1.443,081 $1,531,153 § 1.243.244 § 2461364 $ (4,109,494) § 2,569,348
LIABILITIES AND SHAREHOLDERS’
EQUITY
CURRENT LIABILITIES
Accounts payable..........cccocoeevrrererernnnn. $ — 3 1,801 $ 10§ 71,062 $ — $ 72873
Current maturities of long-term debt........ — — 28,110 — — 28,110
Accrued TaXes ....cveveverevevererererererereieienenenas — (28) — 5,251 — 5,223
Accrued payroll and benefits.................... — 13,810 — 13,036 — 26,846
Accrued INterest........ceeveverevevererererererennnes 8 246 5,442 1,348 — 7,044
Accrued customer incentives.................... — — — 10,369 — 10,369
Other current liabilities..........cccoeveurerenn. — 1,887 — 15,968 — 17,855
Current liabilities for dispositions and
discontinued operations........................ — — — 9,931 — 9,931
Total current liabilities................... 8 17,716 33,562 126,965 — 178,251
LONG-TERM DEBT.....ccoceeiiireeieieeeeee 120,000 30,000 580,647 88,582 — 819,229
NON-CURRENT LIABILITIES FOR
DISPOSITIONS AND DISCONTINUED
OPERATIONS ... — — — 80,893 — 80,893
PENSION AND OTHER POSTRETIREMENT
BENEFITS ..o — 112,904 — 27,719 — 140,623
OTHER NON-CURRENT LIABILITIES.......... — 20,210 — 7,069 — 27,279
INTERCOMPANY PAYABLE........cccooveiene. — 111,662 — 111,316 (222,978) —
TOTAL LIABILITIES........ooooooceeseeseeeeeeereeeenns 120,008 292,492 614,209 442,544 (222,978) 1,246,275
TOTAL SHAREHOLDERS’ EQUITY.............. 1,323,073 1,238,661 629,035 2,018,820  (3.886,516) 1,323,073
TOTAL LIABILITIES AND
SHAREHOLDERS’ EQUITY........cccccosrrune. $ 1,443,081 $1,531,153 §$ 1,243,244 § 2,461,364 $ (4,109,494) $ 2,569,348
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CASH PROVIDED BY
OPERATING ACTIVITIES.........

INVESTING ACTIVITIES
Capital expenditures .........cc.cecceveruenene
Purchase of timberlands ......................

Jesup mill cellulose specialties
CXPANSION ...oevvivieererieereeeeeereeereerenes

Change in restricted cash........c............
Investment in Subsidiaries...................

CASH USED FOR INVESTING
ACTIVITIES......ccooeieiiiiiiince.

FINANCING ACTIVITIES

Issuance of debt.......ccceceverircncncnnnn
Repayment of debt..........ccoceereiennne
Dividends paid.........ccccvveeveeveniierennne.

Proceeds from the issuance of
common Shares........ccccoevevveeeveeenen.

Excess tax benefits on stock-based
COMPENSAtION ..ovveveveeeenieneieieeieeeeee

Debt issuance Costs......c..cecevverererennns
Repurchase of common shares............
Issuance of intercompany notes...........
Intercompany distributions..................

CASH PROVIDED BY (USED FOR)
FINANCING ACTIVITIES.............

EFFECT OF EXCHANGE RATE
CHANGES ON CASH...................

CASH AND CASH
EQUIVALENTS

Change in cash and cash equivalents...
Balance, beginning of year ..................

Balance, end of year ..........ccceeeennnne.

RAYONIER INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Dollar amounts in thousands unless otherwise stated)

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
For the Year Ended December 31, 2012

Rayonier Inc. ROC Rayonier TRS
(Parent (Subsidiary Holdings Inc. Non- Consolidating Total
Guarantor) Guarantor) (Issuer) guarantors Adjustments Consolidated

$ 90,456 $ 138,149 $ 41,000 $ 423,784 $§ (247,475) § 445914
— (285) — (157,277) — (157,562)
— — — (106,536) — (106,536)
— — — (201,359) — (201,359)
— — — (10,559) — (10,559)

— — (142,508) — 142,508 —

— (69) — 3,184 — 3,115
— (354) (142,508) (472,547) 142,508 (472,901)

475,000 — 740,000 15,000 — 1,230,000
(120,000) (30,000) (638,110) (25,500) — (813,610)
(206,583) — — — — (206,583)
25,495 — — — — 25,495

— — — 7,635 — 7,635
(3,697) (1,219) — (1,219) — (6,135)
(7,783) — — — — (7,783)

— (14,000) — 14,000 — —

— (97,587) (41,000) 33,620 104,967 —

162,432 (142,8006) 60,890 43,536 104,967 229,019
_ _ — (39) — (39)

252,888 (5,011) (40,618) (5,266) — 201,993

— 8,977 59,976 9,650 — 78,603

$§ 252,888 % 3,966 $ 19,358  $ 4,384 $ — $ 280,596
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CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
For the Year Ended December 31, 2011

Rayonier Inc. ROC Rayonier TRS
(Parent (Subsidiary Holdings Inc. Non- Consolidating Total
Guarantor) Guarantor) (Issuer) guarantors Adjustments Consolidated

CASH PROVIDED BY

OPERATING ACTIVITIES......... $§ 283409 § 332,577 § 15,000 $§ 402,994 $ (601,710) $ 432,270
INVESTING ACTIVITIES
Capital expenditures............ccccoevveuenneee. — (270) — (144,252) — (144,522)
Purchase of timberlands ...................... — — — (320,899) — (320,899)
Jesup mill cellulose specialties

EXPANSION ... — — — (42,894) — (42,894)
Change in restricted cash.................... — — — 8,323 — 8,323
Investment in Subsidiaries................... (19,259) (99,988) (35,828) — 155,075 —
(0111 1<) PR — 69 — 11,309 — 11,378
CASH USED FOR INVESTING

ACTIVITIES.....cccoiiieiiiiieencee, (19,259) (100,189) (35,828) (488,413) 155,075 (488,614)
FINANCING ACTIVITIES
Issuance of debt.......ccocvevvvvieriieiennnne 120,000 105,000 — 235,000 — 460,000
Repayment of debt.........ccccoooeririnnnnn. — (75,000) (168,057) (256,000) — (499,057)
Dividends paid.........ccoooveverienireienne. (185,272) — — — — (185,272)
Proceeds from the issuance of

comMmON Shares. .........ceceeverererennenen 13,451 — — — — 13,451
Excess tax benefits on stock-based

COMPENSALION ...cveeeeiiereieiirierieeeene — — — 5,681 — 5,681
Debt issuance costs.........cccocccveevenennnn — (675) (676) (676) — (2,027)
Repurchase of common shares............. (7,909) — — — — (7,909)
Issuance of intercompany notes........... (204,420) — (18,961) 223,381 — —
Intercompany distributions.................. — (282,495) (14,760) (149,380) 446,635 —
CASH (USED FOR) PROVIDED BY

FINANCING ACTIVITIES............. (264,150) (253,170) (202,454) 58,006 446,635 (215,133)
EFFECT OF EXCHANGE RATE

CHANGES ON CASH.................... — — — 617 — 617
CASH AND CASH

EQUIVALENTS
Change in cash and cash equivalents... — (20,782) (223,282) (26,796) — (270,860)
Balance, beginning of year .................. — 29,759 283,258 36,446 — 349,463
Balance, end of year...........ccccueeuvennene. $ — S 8977 $ 59,976 $ 9,650 $ — 3 78,603
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CASH PROVIDED BY
OPERATING ACTIVITIES.........

INVESTING ACTIVITIES

Capital expenditures .........cc.cecceveruenene
Purchase of timberlands ......................
Change in restricted cash........c...........

Investment in Subsidiaries...................

CASH (USED FOR) PROVIDED BY
INVESTING ACTIVITIES .............

FINANCING ACTIVITIES

Issuance of debt ........cccceceverirenencnnns
Repayment of debt.........cccceeeirenne
Dividends paid.........ccoooveverienireienne.

Proceeds from the issuance of
common Shares.........ccceevvveeeeveeene..

Excess tax benefits on stock-based
COMPENSAtION ......ccveevvereeerereeerenenne

Debt issuance CostS.......coccvveerieeeeneenne
Repurchase of common shares.............
Intercompany distributions..................

CASH (USED FOR) PROVIDED BY
FINANCING ACTIVITIES.............

EFFECT OF EXCHANGE RATE
CHANGES ON CASH...................

CASH AND CASH
EQUIVALENTS

Change in cash and cash equivalents...
Balance, beginning of year ..................

Balance, end of year ...........ccceeeenenne.

RAYONIER INC. AND SUBSIDIARIES
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CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
For the Year Ended December 31, 2010

Rayonier Inc. ROC Rayonier TRS
(Parent (Subsidiary Holdings Inc. Non- Consolidating Total
Guarantor) Guarantor) (Issuer) guarantors Adjustments Consolidated
$ 143387 $§ 177,502 $ 30,000 $ 400,764 $§ (256,263) $§ 495,390
— (2,251) — (136,198) — (138,449)
— — — (5,360) — (5,360)
— — — (8,231) — (8,231)
— — 145,975 — (145,975) —
_ — — 9,384 — 9,384
— (2,251) 145,975 (140,405) (145,975) (142,656)
— — 75,000 82,000 — 157,000
— (5,000) (4,650) (87,000) — (96,650)
(163,673) — — — — (163,673)
26,314 — — — — 26,314
— — — 5411 — 5411
— — (561) — — (561)
(6,028) — — — — (6,028)
— (143,387) (30,000) (228,851) 402,238 —
(143,387) (148,387) 39,789 (228,440) 402,238 (78,187)
— — — (48) — (48)
— 26,864 215,764 31,871 — 274,499
— 2,895 67,494 4,575 — 74,964
$ — $ 29,759 $ 283258 § 36,446 $ — § 349,463
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In March 2012, Rayonier Inc. issued $325 million of 3.75% Senior Notes due 2022. At issuance, the notes were fully and
unconditionally guaranteed by the following subsidiaries of Rayonier Inc.: ROC, Rayonier Louisiana Timberlands LLC, Rayonier TRS
Holdings Inc. and substantially all domestic subsidiaries of TRS Holdings Inc. In October 2012, the guarantee on the notes was amended
whereby all guarantors were released except ROC and Rayonier TRS Holdings Inc. As such, for comparability purposes, all prior year
information has been updated to reflect ROC and Rayonier TRS Holdings Inc. as the note guarantors. In connection with these notes, the
Company provides the following condensed consolidating financial information in accordance with SEC Regulation S-X Rule 3-10,
Financial Statements of Guarantors and Issuers of Guaranteed Securities Registered or Being Registered.

The condensed consolidating financial information for the years ended December 31, 2011 and 2010 has been corrected to include
comprehensive income. Management does not believe such correction is material to the previously issued financial statements.

CONDENSED CONSOLIDATING STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME
For the Year Ended December 31, 2012

Rayonier Inc.

(Parent Subsidiary Non- Consolidating Total
Issuer) Guarantors guarantors Adjustments Consolidated
SALES ..o $ — S — $ 1,571,000 $ — $ 1,571,000
Costs and Expenses
CoSt 0 SAIES ....vveeeeeiicceeececce e — — 1,104,805 — 1,104,805
Selling and general eXpenses ..........coecveeveeveereennenne. — 10,575 57,822 — 68,397
Other operating expense (income), net.................... 110 962 (14,175) — (13,103)
110 11,537 1,148,452 — 1,160,099
Equity in income of New Zealand joint venture ............... — — 550 — 550
OPERATING (LOSS) INCOME .........ccccoovvvrenne. (110) (11,537) 423,098 — 411,451
INtEIESt EXPENSE ...veevvivieerieeieieeeeeste et eee e e seeebeeenere e (10,717) (38,912) 4,648 — (44,981)
Interest and miscellaneous income (expense), net ............ 6,638 2,185 (8,217) — 606
Equity in income from subsidiaries.............ccccceeeverrerrennen. 282,874 315,715 — (598,589) —
INCOME BEFORE INCOME TAXES...........ccocovene. 278,685 267,451 419,529 (598,589) 367,076
Income tax benefit (€Xpense).......ccccceevveeeerreeeennenne. — 15,423 (103,814) — (88,391)
NET INCOME .........ccooiiiiieieeeeeeee et 278,685 282,874 315,715 (598,589) 278,685
OTHER COMPREHENSIVE INCOME ....................... 4,069 4,069 4,116 (8,185) 4,069
COMPREHENSIVE INCOME ..........ccoooovriiieenne. $ 282,754 $§ 286,943 $ 319,831 $ (606,774) $§ 282,754
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Dollar amounts in thousands unless otherwise stated)

CONDENSED CONSOLIDATING STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME
For the Year Ended December 31, 2011

Rayonier Inc.

(Parent Subsidiary Non- Consolidating Total
Issuer) Guarantors guarantors Adjustments Consolidated
SALES ..o $ — S — $1,488,642 § — $ 1,488,042
Costs and Expenses
COoSt OF SALES ... — — 1,073,732 — 1,073,732
Selling and general eXpenses ..........cccecveeveeveeveennenne. — 10,710 55,831 — 66,541
Other operating expense (income), net.................... — 117 (3,9406) — (3,829)
— 10,827 1,125,617 — 1,136,444
Equity in income of New Zealand joint venture ............... — — 4,088 — 4,088
OPERATING (LOSS) INCOME ..........ccooovevverrnrenn, — (10,827) 367,113 — 356,286
INtEIEeSt EXPENSE ...veevvieieeiieeieiieeeerte et ste e se e eie e ens 621 (50,688) (708) — (50,775)
Interest and miscellaneous income, net........ccceeeeueeevennenn. — 772 79 — 851
Equity in income from subsidiaries.............ccccceeeverreenennenn 275,384 316,222 — (591,6006) —
INCOME BEFORE INCOME TAXES...........cccocveuee. 276,005 255,479 366,484 (591,606) 306,362
Income tax benefit (€Xpense).......c.ccceevveeeerreereennnne. — 19,905 (50,262) — (30,357)
NET INCOME .........coooiiiieieieteeeeee e 276,005 275,384 316,222 (591,606) 276,005
OTHER COMPREHENSIVE (LOSS).....cccceovvvivenne. (45,090) (45,090) (34,403) 79,493 (45,090)
COMPREHENSIVE INCOME ..........cccoooovvevveieneenn, $ 230915 $ 230,294 $§ 281,819 $ (512,113) $ 230915
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CONDENSED CONSOLIDATING STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME
For the Year Ended December 31, 2010

Rayonier Inc.

(Parent Subsidiary Non- Consolidating Total
Issuer) Guarantors guarantors Adjustments Consolidated
SALES ..o $ — S — $1,315233 § — $1,315,233
Costs and Expenses
COoSt OF SALES ... — — 990,099 — 990,099
Selling and general eXpenses ..........cccecveeveeveeveennenne. — 10,122 56,980 — 67,102
Other operating expense (income), net.................... — 385 (10,904) — (10,519)
— 10,507 1,036,175 — 1,046,682
Equity in income of New Zealand joint venture ............... — — 1,033 — 1,033

OPERATING (LOSS) INCOME BEFORE GAIN
ON SALE OF A PORTION OF INTEREST IN
NEW ZEALAND JOINT VENTURE....................... — (10,507) 280,091 — 269,584

Gain on sale of a portion of interest in New Zealand

JOINE VENTULE ...ttt — — 12,367 — 12,367
OPERATING (LOSS) INCOME .........cccceovvverirrerrnenn. — (10,507) 292,458 — 281,951
INtEIEeSt EXPENSE ...veevviiieerieeieieeeeerie et se e see e re e — (50,074) (389) — (50,463)
Interest and miscellaneous income (expense), net ............ — 8,643 (7,328) — 1,315
Equity in income from subsidiaries.............ccccceeeverurenennenn 217,586 256,263 — (473,849) —
INCOME BEFORE INCOME TAXES......................... 217,586 204,325 284,741 (473,849) 232,803

Income tax benefit (€Xpense).......c.ccceevveeeerveereennnne. — 13,261 (28,478) — (15,217)
NET INCOME .........coooiiiieieieteeeeee e 217,586 217,586 256,263 (473,849) 217,586
OTHER COMPREHENSIVE INCOME ...................... 11,384 11,384 8,967 (20,351) 11,384
COMPREHENSIVE INCOME ...........cccccovvveirerrnenn. $ 228970 $ 228970 $ 265230 $ (494,200) § 228,970
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
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CONDENSED CONSOLIDATING BALANCE SHEETS

As of December 31, 2012
Rayonier Inc. Subsidiary Non- Consolidating Total
(Parent Issuer) Guarantors guarantors Adjustments Consolidated
ASSETS
CURRENT ASSETS
Cash and cash equivalents............ccccoeveververirnennnnes $ 252,888 $ 23324 § 4,384 $ — $ 280,596
Accounts receivable, less allowance for doubtful
ACCOUNLS ..oovivieeietietieteere ettt eas e aeere e — 386 99,973 — 100,359
INVENLOTY .ovveeieeieiieiieiicie ettt — — 127,966 — 127,966
Prepaid and other current assets............c.ccevveneens — 2,257 55,096 — 57,353
Total current assets ..........ceveeeereeeveneeenenne 252,888 25,967 287,419 — 566,274
TIMBER AND TIMBERLANDS,

NET OF DEPLETION AND AMORTIZATION....... — — 1,573,309 — 1,573,309
NET PROPERTY, PLANT AND EQUIPMENT.......... — 2,321 704,717 — 707,038
INVESTMENT IN JOINT VENTURE.............ccoeuee. — — 72,419 — 72,419
INVESTMENT IN SUBSIDIARIES........ccccccveirienens 1,445,205 2,354,270 —  (3,799,475) —
INTERCOMPANY NOTES RECEIVABLE................ 213,863 33,831 — (247,694) —
OTHER ASSETS...coiiiiiieeeeeeeeeeeeeeeeaa 4,148 32,961 166,802 — 203,911
TOTAL ASSETS. ..ottt $ 1,916,104 $ 2,449,350 §$ 2,804,666 $(4,047,169) $ 3,122,951
LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES

Accounts payable ...........coceeerieirieinieineieenes $ — 2,132 $§ 68,249 $ — $ 70,381
Current maturities of long-term debt.................... 150,000 — — — 150,000
ACCTUEd tAXES ..ot — 485 13,339 — 13,824
Accrued payroll and benefits.........ccceeveerenennene — 15,044 13,024 — 28,068
AcCrued INLETESE....cuveevieeiieeiieeieecee e sere e e 3,100 3,576 1,280 — 7,956
Accrued customer inCentives ...........cocereveeverneenne. — — 10,849 — 10,849
Other current liabilities...........ccccvevvieveeriicierieennns — 2,925 15,715 — 18,640
Current liabilities for dispositions and
discontinued operations .............cccceeeeereeeenenenn. — — 8,105 — 8,105
Total current liabilities..........ccoevvereeenenncnn 153,100 24,162 130,561 — 307,823
LONG-TERM DEBT.......cccctiiiiieieeieeeeeeeeeeeens 325,000 718,321 76,731 — 1,120,052
NON-CURRENT LIABILITIES FOR

DISPOSITIONS AND DISCONTINUED

OPERATIONS ..ottt — — 73,590 — 73,590
PENSION AND OTHER POSTRETIREMENT

BENEFITS ..ottt — 129,156 30,426 — 159,582
OTHER NON-CURRENT LIABILITIES..................... — 16,432 7,468 — 23,900
INTERCOMPANY PAYABLE........cccoiiiieeieeeene — 116,074 137,797 (253,871) —
TOTAL LIABILITIES....cccoiiiiiieeeeceeecee 478,100 1,004,145 456,573 (253,871) 1,684,947
TOTAL SHAREHOLDERS’ EQUITY......cccccevverrnens 1,438,004 1,445,205 2,348,093  (3,793,298) 1,438,004
TOTAL LIABILITIES AND SHAREHOLDERS’

EQUITY oottt $ 1,916,104 $ 2,449,350 $ 2,804,666 $(4,047,169) $ 3,122,951
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CONDENSED CONSOLIDATING BALANCE SHEETS

As of December 31, 2011
Rayonier Inc. Subsidiary Non- Consolidating Total
(Parent Issuer) Guarantors guarantors Adjustments Consolidated

ASSETS
CURRENT ASSETS
Cash and cash equivalents............ccccoeveververirnennnnes $ — $ 68953 § 9,650 $ — $ 78,603
Accounts receivable, less allowance for doubtful
ACCOUNLS .eeiiiieeeeeiiieeee e et ee et e e e e sireeeeeeas — 3 95,005 — 95,008
INVENLOTY .ovveeieeieiieiieiicie ettt — — 121,998 — 121,998
Prepaid and other current assets............c.ccevveneens — 3,136 45,757 — 48,893
Total current assets ..........cocevveveeeveeeerennenn — 72,092 272,410 — 344,502
TIMBER AND TIMBERLANDS,

NET OF DEPLETION AND AMORTIZATION....... — — 1,503,711 — 1,503,711
NET PROPERTY, PLANT AND EQUIPMENT.......... — 2,551 459,001 — 461,552
INVESTMENT IN JOINT VENTURE.............cccoeune. — — 69,219 — 69,219
INVESTMENT IN SUBSIDIARIES........ccccccveirienens 1,238,661 2,018,306 —  (3,256,967) —
INTERCOMPANY NOTES RECEIVABLE................ 204,420 19,072 — (223,492) —
OTHER ASSETS...coiiiiiieeeeeeeeeeeeeeeeaa — 33,341 157,023 — 190,364
TOTAL ASSETS. ..ottt $ 1,443,081 $ 2,145362 § 2,461,364 $(3,480,459) $ 2,569,348

LIABILITIES AND SHAREHOLDERS’ EQUITY
CURRENT LIABILITIES

Accounts payable ............occeeiriiieiiieieieieiea $ — 3 1,811 § 71,062 $ — $ 72873
Current maturities of long-term debt.................... — 28,110 — — 28,110
Accrued taXes ..o — (28) 5,251 — 5,223
Accrued payroll and benefits.........ccceeveerenennene — 13,810 13,036 — 26,846
AcCrued INLETESE....cuveevieeiieeiieeieecee e sere e e 8 5,688 1,348 — 7,044
Accrued customer inCentives ...........cocereveeverneenne. — — 10,369 — 10,369
Other current liabilities..............ccooeeveveieeeneennne. — 1,887 15,968 — 17,855
Current liabilities for dispositions and
discontinued operations .............cccceeeeereeeenenenn. — — 9,931 — 9,931
Total current liabilities.......c.ececererrrereecnnn. 8 51,278 126,965 — 178,251
LONG-TERM DEBT.....ccccctreimiiniinieinieisieneeieneieeas 120,000 610,647 88,582 — 819,229
NON-CURRENT LIABILITIES FOR
DISPOSITIONS AND DISCONTINUED
OPERATIONS ..ottt — — 80,893 — 80,893
PENSION AND OTHER POSTRETIREMENT
BENEFITS ...ttt — 112,904 27,719 — 140,623
OTHER NON-CURRENT LIABILITIES..........cccoc...... — 20,210 7,069 — 27,279
INTERCOMPANY PAYABLE.......cccoceovinninininieenes — 111,662 111,316 (222,978) —
TOTAL LIABILITIES.......cocceotreireieieieieeeieieiesieeeas 120,008 906,701 442,544 (222,978) 1,246,275
TOTAL SHAREHOLDERS’ EQUITY......cccccevvininnenne 1,323,073 1,238,661 2,018,820  (3,257,481) 1,323,073
TOTAL LIABILITIES AND SHAREHOLDERS’
EQUITY oottt $ 1,443,081 §$ 2,145,362 $ 2,461,364 $(3,480,459) $ 2,569,348
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RAYONIER INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)
(Dollar amounts in thousands unless otherwise stated)

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
For the Year Ended December 31, 2012

Rayonier Inc. Subsidiary Non- Consolidating Total
(Parent Issuer) Guarantors guarantors Adjustments Consolidated

CASH PROVIDED BY OPERATING

ACTIVITIES ..o $ 90,456 $ 138,149 § 423,784 $ (206,475) $§ 445914
INVESTING ACTIVITIES
Capital eXpenditures.........cccoecerveereereineneeeneeeneerennes — (285) (157,277) — (157,562)
Purchase of timberlands............c..cccooveveeiiieeiiciccnee, — — (106,536) — (106,536)
Jesup mill cellulose specialties expansion..................... — — (201,359) — (201,359)
Change in restricted cash .........cocccveeinernennicnncneeee — — (10,559) — (10,559)
Investment in SubSidIaries ........c.occveverveererceererresieeennns — (142,508) — 142,508 —
OBNET ..ottt — (69) 3,184 — 3,115
CASH USED FOR INVESTING ACTIVITIES............ — (142,862) (472,547) 142,508 (472,901)
FINANCING ACTIVITIES
Issuance of debt..........ccevieiieiiriieieieeeee e 475,000 740,000 15,000 — 1,230,000
Repayment of debt ..........ccoeevinrineineinecee (120,000) (668,110) (25,500) — (813,610)
Dividends paid ........c.coecereereineineineineeeeeeenes (206,583) — — — (206,583)
Proceeds from the issuance of common shares.............. 25,495 — — — 25,495
Excess tax benefits on stock-based compensation......... — — 7,635 — 7,635
Debt iSSUANCE COSES ...vuvrrverriniriiiriieeieeeterieiesieneneeeniens (3,697) (1,219) (1,219) — (6,135)
Repurchase of common shares.........c.c.ccceeeveeneenenennee (7,783) — — — (7,783)
Issuance of intercompany Notes............cceeveveeereennveennen. — (14,000) 14,000 — —
Intercompany distributions ............ccceveveeeieeeeenencnennns — (97,587) 33,620 63,967 —
CASH PROVIDED BY (USED FOR) FINANCING

ACTIVITIES ..ot 162,432 (40,916) 43,536 63,967 229,019
EFFECT OF EXCHANGE RATE CHANGES ON

CASH ... — — (39) — 39)
CASH AND CASH EQUIVALENTS
Change in cash and cash equivalents................cccu.ee. 252,888 (45,629) (5,266) — 201,993
Balance, beginning of year .........c.ccocevevevvenieieinencnnns — 68,953 9,650 — 78,603
Balance, end of year...........c.cooeveveieiniereieeeeeeeeeee, $ 252,888 $ 23324 § 4,384 § — § 280,596
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Continued)

(Dollar amounts in thousands unless otherwise stated)

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
For the Year Ended December 31, 2011

Rayonier Inc. Subsidiary Non- Consolidating Total
(Parent Issuer) Guarantors guarantors Adjustments Consolidated

CASH PROVIDED BY OPERATING

ACTIVITIES ..o $ 283,409 $§ 332,817 § 402,994 $ (586,950) $§ 432,270
INVESTING ACTIVITIES
Capital eXpenditures.........cccoecerveereereineneeeneeeneerennes — (270) (144,252) — (144,522)
Purchase of timberlands............c..cccooveveeiiieeiiciccnee, — — (320,899) — (320,899)
Jesup mill cellulose specialties expansion..................... — — (42,894) — (42,894)
Change in restricted cash .........cocccveeinernennicnncneeee — — 8,323 — 8,323
Investment in Subsidiaries ..........c.coccevecinereenecnenenes (19,259) (135,816) — 155,075 —
OthET oot — 69 11,309 — 11,378
CASH USED FOR INVESTING ACTIVITIES............ (19,259) (136,017) (488,413) 155,075 (488,614)
FINANCING ACTIVITIES
Issuance of debt..........ccevieiieiiriieieieeeee e 120,000 105,000 235,000 — 460,000
Repayment of debt ..........ccoeevinrineineinecee — (243,057) (256,000) — (499,057)
Dividends paid.......c.ccocererererenenieieneeeeeee (185,272) — — — (185,272)
Proceeds from the issuance of common shares.............. 13,451 — — — 13,451
Excess tax benefits on stock-based compensation......... — — 5,681 — 5,681
Debt iSSUANCE COSES ...vuvrrverriniriiiriieeieeeterieiesieneneeeniens — (1,351) (676) — (2,027)
Repurchase of common shares.........c.c.ccceeeveeneenenennee (7,909) — — — (7,909)
Issuance of intercompany Notes.............coceeueereruereuennne (204,420) (18,961) 223,381 — —
Intercompany distributions ............ccceveveeeieeeeenencnennns — (282,495) (149,380) 431,875 —
CASH (USED FOR) PROVIDED BY FINANCING

ACTIVITIES ..ot (264,150) (440,864) 58,006 431,875 (215,133)
EFFECT OF EXCHANGE RATE CHANGES ON

CASH ... — — 617 — 617
CASH AND CASH EQUIVALENTS
Change in cash and cash equivalents................cccu.ee. — (244,064) (26,796) — (270,860)
Balance, beginning of year .........c.ccocevevevvenieieinencnnns — 313,017 36,446 — 349,463
Balance, end of year..........ccccooieveiieiinienieceeee, $ — 3 68,953 $ 9,650 $ — 3 78,603
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CASH PROVIDED BY OPERATING
ACTIVITIES ....c.ocoooiiiiiinincenecneeeeeeenee

INVESTING ACTIVITIES

Capital eXpenditures.........coceeveeveeeeereeeeneseeseeeesieenns
Purchase of timberlands..........cccccvevvieviienieeciiecieeeeee,
Change in restricted cash ..........ccoevvevieveeniiceenieeieseeens
Investment in Subsidiaries.........cccocvveveveeveenieeceeeieenen.

CASH PROVIDED BY (USED FOR) INVESTING
ACTIVITIES ..ot

FINANCING ACTIVITIES

Issuance of debt.........ccceveririnenineeeeeeee
Repayment of debt.........cccoeeeiieiinieieeeeeeeee,
Dividends paid ..........cccveriieiieieriieieseceee e
Proceeds from the issuance of common shares..............
Excess tax benefits on stock-based compensation.........
Debt 1SSUANCE COSES ....vviviirriiiiiiereeniie e
Repurchase of common shares.............ccoceeeeeriieienneennnns
Intercompany distributions ............cccceeevecieniecriencnennns
CASH USED FOR FINANCING ACTIVITIES...........
EFFECT OF EXCHANGE RATE CHANGES ON

CASH AND CASH EQUIVALENTS
Change in cash and cash equivalents................cccu.ee.
Balance, beginning of year ............ccocceevvervecienreciennenen.

Balance, end of year..........ccccooieveiieiinieneeceeee,

CONDENSED CONSOLIDATING STATEMENTS OF CASH FLOWS
For the Year Ended December 31, 2010

Rayonier Inc.
(Parent Issuer)

Non-
guarantors

Total
Consolidated

Subsidiary
Guarantors

Consolidating
Adjustments

143387 $ 177,502 $ 400,764 $ (226,263) $ 495,390
— (2,251) (136,198) — (138,449)
— — (5,360) — (5,360)
— — (8,231) — (8,231)
— 145,975 — (145,975) —
— — 9,384 — 9,384
— 143,724 (140,405) (145,975) (142,656)
— 75,000 82,000 — 157,000
— (9,650) (87,000) — (96,650)
(163,673) — — — (163,673)
26,314 — — — 26,314
— — 5,411 — 5,411
— (561) — — (561)
(6,028) — — — (6,028)
— (143,387) (228,851) 372,238 —
(143,387) (78,598) (228,440) 372,238 (78,187)
— — (48) — (48)
— 242,628 31,871 — 274,499
— 70,389 4,575 — 74,964
— $ 313,017 $ 36446 $ — $ 349,463
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RAYONIER INC. AND SUBSIDIARIES

SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS
Years Ended December 31, 2012, 2011, and 2010

(In Thousands)
Balance Charged

at to Cost Balance

Beginning and Deductions at End

Description of Year Expenses a of Year

Allowance for doubtful accounts:

Year ended December 31, 2012.......c.coovieiuieeeeeeeeeeeeeeeeeeeeeees $ 399§ 67 $ 49) $ 417
Year ended December 31, 2011 ....c.oooviiiiiiiiiieieeeeeeeeeeee e $ 387 % 12 $ — 3 399
Year ended December 31, 2010.......ccoivveiiieiiiicieeceeeeeeeeveene $ 1,150 $ 38§ (801) $ 387

(1) Primarily payments and adjustments to required reserves.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report
to be signed on its behalf by the undersigned, thereunto duly authorized.

RAYONIER INC.

By: /s/ HANS E. VANDEN NOORT

Hans E. Vanden Noort
Senior Vice President and Chief Financial Officer

(Principal Financial Officer and Principal Accounting Officer)

February 26, 2013
Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on

behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date

Chairman of the Board, President and Chief Executive
/s/ PAUL G. BOYNTON Officer February 26, 2013

Paul G. Boynton
(Principal Executive Officer)

/s/ HANS E. VANDEN NOORT Senior Vice President and Chief Financial Officer February 26, 2013

Hans E. Vanden Noort
(Principal Financial Officer and Principal Accounting Officer)

* Director
C. David Brown, II

* Director
John E. Bush
* Director

Mark E. Gaumond

* Director
Richard D. Kincaid

* Director
V. Larkin Martin

* Director
James H. Miller

* Director

Thomas I. Morgan

* Director
David W. Oskin

* Director

Ronald Townsend

*By: /s/ HANS E. VANDEN NOORT February 26, 2013

Hans E. Vanden Noort
Attorney-In-Fact
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EXHIBIT INDEX

The following is a list of Exhibits filed as part of the Form 10-K. The documents incorporated by reference are located in the SEC’s
Public Reference Room in Washington D.C. in SEC File no. 1-6780.

As permitted by the rules of the SEC, the Company has not filed certain instruments defining the rights of holders of long-term debt
of the Company or consolidated subsidiaries under which the total amount of securities authorized does not exceed 10 percent of the total
assets of the Company and its consolidated subsidiaries. The Company agrees to furnish to the SEC, upon request, a copy of any omitted

instrument.

Exhibit No.

2.1

3.1

32

33

4.1

4.2

43

44

4.5

4.6

4.7

4.8

Description

Contribution, Conveyance and Assumption Agreement dated December 18,
2003 by and among Rayonier Inc., Rayonier Timberlands Operating
Company, L.P., Rayonier Timberlands, L.P., Rayonier Timberlands
Management, LLC, Rayonier Forest Resources, LLC, Rayland, LLC,
Rayonier TRS Holdings Inc., Rayonier Minerals, LLC, Rayonier Forest
Properties, LLC, Rayonier Wood Products, LLC, Rayonier Wood
Procurement, LLC, Rayonier International Wood Products, LLC, Rayonier
Forest Operations, LLC, Rayonier Properties, LLC and Rayonier
Performance Fibers, LLC

Amended and Restated Articles of Incorporation

By-Laws

Limited Liability Company Agreement of Rayonier Operating Company
LLC

Note Purchase Agreement dated as of October 25, 1999 between Rayonier
Timberlands Operating Company, L.P. and Timber Capital Holdings LLC.

Form S-4 Registration Statement

Amendment No. 1 to Form S-4 Registration Statement

Purchase Agreement dated as of October 10, 2007 among Rayonier TRS
Holdings Inc., Rayonier Inc. and Credit Suisse Securities (USA) LLC, as
representative of the several purchasers named therein

Purchase Agreement, dated as of August 6, 2009, among Rayonier TRS
Holdings Inc. and Rayonier Inc. and Credit Suisse (USA) LLC, Merrill
Lynch, Pierce, Fenner & Smith Incorporated and J.P. Morgan Securities Inc.

Indenture related to the 3.75% Senior Exchangeable Notes due 2012, dated
as of October 16, 2007, among Rayonier TRS Holdings Inc., as issuer,
Rayonier Inc., as guarantor, and The Bank of New York Trust Company,
N.A,, as trustee.

First Supplemental Indenture, dated as of July 29, 2010, to the Indenture
related to the 3.75% Senior Exchangeable Notes due 2012 dated as of
October 16, 2007, among Rayonier TRS Holdings Inc., Rayonier Inc.,
Rayonier Operating Company LLC and The Bank of New York Mellon Trust
Company, N.A., as trustee.

Indenture related to the 4.50% Senior Exchangeable Notes due 2015, dated
as of August 12, 2009, among Rayonier TRS Holdings Inc., as issuer,
Rayonier Inc., as guarantor, and The Bank of New York Mellon Trust
Company, N.A., as trustee.

Location

Incorporated by reference to Exhibit 10.1
to the Registrant's January 15, 2004
Form 8-K

Incorporated by reference to Exhibit 3.1
to the Registrant's May 23, 2012 Form
8-K

Incorporated by reference to Exhibit 3.2
to the Registrant's October 21, 2009
Form 8-K

Incorporated by reference to Exhibit 3.3
to the Registrant's June 30, 2010 Form

10-Q

Incorporated by reference to Exhibit 4.2
to the Registrant's September 30, 1999
Form 10-Q

Incorporated by reference to the
Registrant's April 26, 2004 S-4 Filing

Incorporated by reference to the
Registrant's May 6, 2004 S-4/A Filing

Incorporated by reference to Exhibit 4.1
to the Registrant's October 17, 2007
Form 8-K

Incorporated by reference to Exhibit 10.1
to the Registrant's August 12, 2009 Form
8-K

Incorporated by reference to Exhibit 4.2
to the Registrant's October 17, 2007
Form 8-K

Incorporated by reference to Exhibit
10.10 to the Registrant's June 30, 2010
Form 10-Q

Incorporated by reference to Exhibit 4.1
to the Registrant's August 12, 2009 Form
8-K



Exhibit No.

4.9

4.10

4.11

4.12

4.13

4.14

4.15

4.16

4.17

4.18

4.19

4.20

4.21

4.22

4.23

Description

First Supplemental Indenture, dated as of July 29, 2010, to the Indenture
related to the 4.50% Senior Exchangeable Notes due 2015 dated as of August
12, 2009, among Rayonier TRS Holdings Inc., Rayonier Inc., Rayonier
Operating Company LLC and The Bank of New York Mellon Trust
Company, N.A., as trustee.

Indenture relating to the 3.75% Senior Notes due 2022, dated March 5, 2012,
between Rayonier Inc., as issuer, and The Bank of New York Mellon Trust
Company, N.A., as trustee

First Supplemental Indenture relating to the 3.75% Senior Notes due 2022,
dated March 5, 2012, among Rayonier Inc., as issuer, the subsidiary
guarantors named therein and The Bank of New York Mellon Trust
Company, N.A_, as trustee

Second Supplemental Indenture relating to the 3.75% Senior Notes due
2022, dated March 5, 2012, among Rayonier Inc., as issuer, the subsidiary
guarantors named therein and The Bank of New York Mellon Trust
Company, N.A., as trustee

Form of Note for 3.75% Senior Notes due 2022 (contained in Exhibit A to
Exhibit 4.12)

Registration Rights Agreement, dated October 16, 2007 among Rayonier
TRS Holdings Inc., Rayonier Inc. and Credit Suisse Securities (USA) LLC,
as representative of the several purchasers named herein.

Registration Rights Agreement, dated as of August 12, 2009, among
Rayonier TRS Holdings Inc. and Rayonier Inc. and Credit Suisse Securities
(USA) LLC, Merrill Lynch, Pierce, Fenner & Smith Incorporated and J.P.
Morgan Securities Inc.

Convertible Bond Hedge Transaction Confirmation, dated October 10, 2007
between Credit Suisse Capital LLC, as dealer, represented by Credit Suisse
Securities (USA) LLC, as agent, and Rayonier TRS Holdings Inc.

Convertible Bond Hedge Transaction Confirmation, dated October 10, 2007
between JP Morgan Chase Bank, National Association, London Branch and
Rayonier TRS Holdings Inc.

Base Exchangeable Note Hedge Transaction Confirmation, dated as of
August 6, 2009, between Credit Suisse Capital LLC, as dealer, represented
by Credit Suisse Securities (USA) LLC, as agent, and Rayonier TRS
Holdings Inc.

Base Exchangeable Note Hedge Transaction Confirmation, dated as of
August 6, 2009, between Bank of America, N.A., as dealer, and Rayonier
TRS Holdings Inc.

Base Exchangeable Note Hedge Transaction Confirmation, dated as of
August 6, 2009, between JPMorgan Chase Bank, National Association,
London Branch, as dealer, and Rayonier TRS Holdings Inc.

Additional Exchangeable Note Hedge Transaction Confirmation, dated as of
August 7, 2009, between Credit Suisse Capital LLC, as dealer, represented
by Credit Suisse Securities (USA) LLC, as agent, and Rayonier TRS
Holdings Inc.

Additional Exchangeable Note Hedge Transaction Confirmation, dated as of
August 7, 2009, between Bank of America, N.A., as dealer, and Rayonier
TRS Holdings Inc.

Additional Exchangeable Note Hedge Transaction Confirmation, dated as of
August 7, 2009, between JPMorgan Chase Bank, National Association,
London Branch, as dealer, and Rayonier TRS Holdings Inc.

Location

Incorporated by reference to Exhibit
10.11 to the Registrant's June 30, 2010
Form 10-Q

Incorporated by reference to Exhibit 4.1
to the Registrant's March 5, 2012 Form
8-K

Incorporated by reference to Exhibit 4.2
to the Registrant's March 5, 2012 Form
8-K

Incorporated by reference to Exhibit 4.1
to the Registrant's October 17, 2012
Form 8-K

Incorporated by reference to Exhibit 4.2
to the Registrant's March 5, 2012 Form
8-K

Incorporated by reference to Exhibit 4.3
to the Registrant's October 17, 2007
Form 8-K

Incorporated by reference to Exhibit 4.2
to the Registrant's August 12, 2009 Form
8-K

Incorporated by reference to Exhibit 4.4
to the Registrant's October 17, 2007
Form 8-K

Incorporated by reference to Exhibit 4.5
to the Registrant's October 17, 2007
Form 8-K

Incorporated by reference to Exhibit 10.2
to the Registrant's August 12, 2009 Form
8-K

Incorporated by reference to Exhibit 10.3
to the Registrant's August 12, 2009 Form
8-K

Incorporated by reference to Exhibit 10.4
to the Registrant's August 12, 2009 Form
8-K

Incorporated by reference to Exhibit 10.5
to the Registrant's August 12, 2009 Form
8-K

Incorporated by reference to Exhibit 10.6
to the Registrant's August 12, 2009 Form
8-K

Incorporated by reference to Exhibit 10.7
to the Registrant's August 12, 2009 Form
8-K



Exhibit No.

4.24

4.25

4.26

4.27

4.28

4.29

4.30

431

4.32

4.33

10.1

10.2

10.3

10.4

10.5

10.6

10.7

Description

Issuer Warrant Transaction Confirmation dated October 10, 2007 between
Credit Suisse Capital LLC, as dealer, represented by Credit Suisse Securities
(USA) LLC, as agent, and Rayonier Inc.

Issuer Warrant Transaction Confirmation dated October 10, 2007 between JP
Morgan Chase Bank, National Association, London Branch, as dealer, and
Rayonier Inc.

Issuer Warrant Transaction Amendment dated October 15, 2007 between
Rayonier Inc. and Credit Suisse Capital LLC, as dealer, represented by
Credit Suisse Securities (USA) LLC, as agent.

Issuer Warrant Transaction Amendment dated October 15, 2007 between
Rayonier Inc. and JP Morgan Chase Bank, National Association, London
Branch, as dealer.

Base Issuer Warrant Transaction Confirmation dated as of August 6, 2009,
between Credit Suisse Capital LLC, as dealer, represented by Credit Suisse
Securities (USA) LLC, as agent, and Rayonier Inc.

Base Issuer Warrant Transaction Confirmation, dated as of August 6, 2009,
between Bank of America, N.A., as dealer, and Rayonier Inc.

Base Issuer Warrant Transaction Confirmation, dated as of August 6, 2009,
between JPMorgan Chase Bank, National Association, London Branch, as
dealer, and Rayonier Inc.

Additional Issuer Warrant Transaction Confirmation, dated as of August 7,
2009, between Credit Suisse Capital LLC, as dealer, represented by Credit
Suisse Securities (USA) LLC, as agent, and Rayonier Inc.

Additional Issuer Warrant Transaction Confirmation, dated as of August 7,
2009, between Bank of America, N.A., as dealer, and Rayonier Inc.

Additional Issuer Warrant Transaction Confirmation, dated as of August 7,
2009, between JPMorgan Chase Bank, National Association, London
Branch, as dealer, and Rayonier Inc.

Rayonier 1994 Incentive Stock Plan, as amended*

Form of Rayonier 1994 Incentive Stock Non-qualified Stock Option Award
Agreement*

Rayonier Inc. Executive Severance Pay Plan (f/k/a Rayonier Supplemental
Senior Executive Severance Pay Plan), as amended*

Rayonier Investment and Savings Plan for Salaried Employees*

Retirement Plan for Salaried Employees of Rayonier Inc. effective as of
March 1, 1994, Amended and Restated January 1, 2000 and Further
Amended Through October 19, 2001*

Amendment to Retirement Plan for Salaried Employees effective as of
January 1, 2002*

Amendment to Retirement Plan for Salaried Employees effective as of
January 1, 2003*

Location

Incorporated by reference to Exhibit 4.6
to the Registrant's October 17, 2007
Form 8-K

Incorporated by reference to Exhibit 4.7
to the Registrant's October 17, 2007
Form 8-K

Incorporated by reference to Exhibit 4.8
to the Registrant's October 17, 2007
Form 8-K

Incorporated by reference to Exhibit 4.9
to the Registrant's October 17, 2007
Form 8-K

Incorporated by reference to Exhibit 10.8
to the Registrant's August 12, 2009 Form
8-K

Incorporated by reference to Exhibit 10.9
to the Registrant's August 12, 2009 Form
8-K

Incorporated by reference to Exhibit
10.10 to the Registrant's August 12, 2009
Form 8-K

Incorporated by reference to Exhibit
10.11 to the Registrant's August 12, 2009
Form 8-K

Incorporated by reference to Exhibit
10.12 to the Registrant's August 12, 2009
Form 8-K

Incorporated by reference to Exhibit
10.13 to the Registrant's August 12, 2009
Form 8-K

Incorporated by reference to Exhibit 10.1
to the Registrant's June 30, 2006 Form

10-Q

Incorporated by reference to Exhibit
10.18 to the Registrant's December 31,
1995 Form 10-K

Incorporated by reference to Exhibit 10.3
to the Registrant's December 31, 2007
Form 10-K

Incorporated by reference to Exhibit 10.3
to the Registrant's December 31, 1997
Form 10-K

Incorporated by reference to Exhibit 10.4
to the Registrant's December 31, 2001
Form 10-K

Incorporated by reference to Exhibit 10.5
to the Registrant's December 31, 2003
Form 10-K

Incorporated by reference to Exhibit 10.6
to the Registrant's December 31, 2003
Form 10-K



Exhibit No.

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

Description

Amendment to Retirement Plan for Salaried Employees effective as of
January 1, 2004 dated October 10, 2003*

Amendment to Retirement Plan for Salaried Employees effective as of
January 1, 2004 dated December 15, 2003*

Form of Indemnification Agreement between Rayonier Inc. and its Officers™®

Form of Indemnification Agreement between Rayonier Inc. and its
Directors*

Rayonier Inc. Excess Benefit Plan, as amended*

Amendment to Rayonier Inc. Excess Benefit Plan dated August 18, 1997*

Form of Rayonier Inc. Excess Savings and Deferred Compensation Plan
Agreements*

Rayonier Inc. Excess Savings and Deferred Compensation Plan, as
amended*

Rayonier Incentive Stock Plan, as amended*

Form of Rayonier 2004 Incentive Stock and Management Bonus Plan Non-
Qualified Stock Option Award Agreement*

Form of Rayonier 2004 Incentive Stock and Management Bonus Plan
Restricted Share Award Agreement*

Form of Rayonier Incentive Stock Plan Non-Qualified Stock Option Award
Agreement*

Form of Rayonier Incentive Stock Plan Supplemental Terms Applicable to
the 2011 Performance Share Award Program*

Rayonier Non-Equity Incentive Plan*
Form of Rayonier Outside Directors Compensation Program/Cash Deferral
Option Agreement*

Trust Agreement for the Rayonier Inc. Legal Resources Trust™*

Annual Corporate Bonus Program*

Location

Incorporated by reference to Exhibit 10.7
to the Registrant's December 31, 2003
Form 10-K

Incorporated by reference to Exhibit 10.8
to the Registrant's December 31, 2003
Form 10-K

Incorporated by reference to Exhibit
10.10 to the Registrant's December 31,
2010 Form 10-K

Incorporated by reference to Exhibit
10.11 to the Registrant's December 31,
2010 Form 10-K

Incorporated by reference to Exhibit 10.2
to the Registrant's June 30, 2010 Form

10-Q

Incorporated by reference to Exhibit 10.7
to the Registrant's December 31, 1997
Form 10-K

Incorporated by reference to Exhibit 10.4
to the Registrant's June 30, 2010 Form

10-Q

Incorporated by reference to Exhibit 10.3
to the Registrant's June 30, 2010 Form

10-Q

Incorporated by reference to Exhibit 10.1
to the Registrant's May 23, 2012 Form
8-K

Incorporated by reference to Exhibit
10.22 to the Registrant's December 31,
2003 Form 10-K

Incorporated by reference to Exhibit
10.23 to the Registrant's December 31,
2003 Form 10-K

Incorporated by reference to Exhibit
10.19 to the Registrant's December 31,
2008 Form 10-K

Incorporated by reference to Exhibit
10.20 to the Registrant's December 31,
2010 Form 10-K

Incorporated by reference to Appendix B
to the Registrant's March 31, 2008 Proxy
Statement

Incorporated by reference to Exhibit
10.24 to the Registrant's December 31,
2006 Form 10-K

Incorporated by reference to Exhibit
10.25 to the Registrant's December 31,
2001 Form 10-K

Incorporated by reference to Exhibit
10.24 to the Registrant's December 31,
2010 Form 10-K



Exhibit No.

10.25

10.26

10.27

10.28

10.29
10.30

10.31

10.32

10.33

10.34

10.35

10.36

10.37

Description

Master Shareholder Agreement in Relation to Matariki Forests, dated July

15, 2005, by and among SAS Trustee Corporation, Deutshe Asset
Management (Australia) Limited, Rayonier Canterbury LLC, Rayonier New
Zealand Limited, Cameron and Company Limited, Matariki Forests Australia
Pty Limited, Matariki Forestry Group and Matariki Forests

Agreement for the Sale and Purchase of Assets, dated July 15, 2005, between
Rayonier New Zealand Limited, as seller, and Matariki Forests, as purchaser

Description of Rayonier 2011 Performance Share Award Program*

Description of Rayonier 2012 Performance Share Award Program*

Description of Rayonier 2013 Performance Share Award Program*

Election Form for the Performance Share Deferral Program

Amended and Restated Five Year Revolving Credit Agreement dated
October 11, 2012 among Rayonier Inc., Rayonier TRS Holdings Inc. and
Rayonier Operating Company LLC, as Borrowers, Credit Suisse AG, as
Administrative Agent, Credit Suisse Securities (USA) LLC, as Sole
Bookrunner, Merrill Lynch, Pierce, Fenner & Smith Incorporated and J.P.
Morgan Securities LLC, as Co-Syndication Agents, SunTrust Bank, US
Bank, N.A., TD Bank, N.A. and Wells Fargo Bank, National Association, as
Co-Documentation Agents and Credit Suisse Securities (USA) LLC and
Merrill Lynch, Pierce, Fenner & Smith Incorporated, as Joint Lead Arrangers

Incremental Assumption Agreement dated August 30, 2011 among Rayonier
Inc., Rayonier TRS Holdings Inc., Rayonier Operating Company LLC and
Rayonier Forest Resources, L.P., as Borrowers, Credit Suisse AG as
Administrative Agent and Credit Suisse Securities (USA) LLC, as Sole Lead
Arranger and Sole Bookrunner

Amended and Restated Guarantee Agreement dated October 11, 2012 among
Rayonier Inc., Rayonier TRS Holdings Inc. and Rayonier Operating
Company LLC, as Guarantors, and Credit Suisse AG as Administrative
Agent

First Amendment and Restatement Agreement dated October 11, 2012
among Rayonier Inc., Rayonier TRS Holdings Inc., Rayonier Forest
Resources, L.P. and Rayonier Operating Company LLC, as Borrowers, the
Consenting Lenders, the Non-Consenting Lenders, the Existing Lenders and
Regions Bank, Branch Banking and Trust Company, U.S. Bank, National
Association and TD Bank, N.A., as Assignees, and Credit Suisse AG, as
Administrative Agent

Term Credit Agreement dated December 17, 2012 among Rayonier Inc.,
Rayonier TRS Holdings Inc. and Rayonier Operating Company LLC, as
Borrowers, COBANK, ACB, as Administrative Agent, COBANK, ACB, as
Sole Bookrunner, and COBANK, ACB and FARM CREDIT EAST, ACA, as
Joint Lead Arrangers

Compensation Arrangement for Lee M. Thomas and Paul G. Boynton*

Contribution, Conveyance and Assumption Agreement, dated as of July 29,
2010, between Rayonier Inc. and Rayonier Operating Company LLC relating
to the Restructuring.

Location

Incorporated by reference to Exhibit
10.38 to the Registrant's June 30, 2005
Form 10-Q

Incorporated by reference to Exhibit
10.39 to the Registrant's June 30, 2005
Form 10-Q

Incorporated by reference to Exhibit
10.29 to the Registrant's December 31,
2010 Form 10-K

Incorporated by reference to Exhibit
10.29 to the Registrant's December 31,
2011 Form 10-K

Filed herewith

Incorporated by reference to Exhibit 10.5
to the Registrant's June 30, 2010 Form

10-Q

Incorporated by reference to Exhibit 10.1
to the Registrant's October 17, 2012
Form 8-K

Incorporated by reference to Exhibit 10.4
to the Registrant's September 30, 2011
Form 10-Q

Incorporated by reference to Exhibit 10.2
to the Registrant's October 17, 2012
Form 8-K

Incorporated by reference to Exhibit 10.3
to the Registrant's October 17, 2012
Form 8-K

Incorporated by reference to Exhibit 10.1
to the Registrant's December 19, 2012
Form 8-K

Incorporated by reference to the
Registrant's December 16, 2011 Form
8-K

Incorporated by reference to Exhibit 10.7
to the Registrant's June 30, 2010 Form

10-Q



Exhibit No.

10.38

10.39

12
16

21
23.1
232

24
31.1

31.2

32

101

Description

Purchase and Sale Agreement dated as of September 16, 2011 between
Joshua Timberlands LLC, as Seller and Rayonier Inc., as Buyer

Purchase and Sale Agreement dated as of September 16, 2011 between
Oklahoma Timber, LLC, as Seller and Rayonier Inc., as Buyer

Statements re computation of ratios

Letter dated May 23, 2012 from Deloitte & Touche LLP to the Securities and

Exchange Commission

Subsidiaries of the registrant
Consent of Ernst & Young LLP
Consent of Deloitte & Touche LLP

Powers of attorney

Chief Executive Officer's Certification Pursuant to Rule 13a-14(a)/15d-14(a)
and pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Chief Financial Officer's Certification Pursuant to Rule 13a-14(a)/15d-14-(a)
and pursuant to Section 302 of the Sarbanes-Oxley Act of 2002

Certification of Periodic Financial Reports Under Section 906 of the

Sarbanes-Oxley Act of 2002

The following financial information from our Annual Report on Form

10-K for the fiscal year ended December 31, 2012, formatted in Extensible
Business Reporting Language (“XBRL”), includes: (i) the Consolidated
Statements of Income and Comprehensive Income for the Years Ended
December 31, 2012, 2011 and 2010; (ii) the Consolidated Balance Sheets as
of December 31, 2012 and 2011; (iii) the Consolidated Statements of Cash
Flows for the Years Ended December 31, 2012, 2011 and 2010; and (iv) the
Notes to the Consolidated Financial Statements.

* Management contract or compensatory plan.

Location
Incorporated by reference to Exhibit 10.2
to the Registrant's September 30, 2011
Form 10-Q
Incorporated by reference to Exhibit 10.3
to the Registrant's September 30, 2011
Form 10-Q
Filed herewith
Incorporated by reference to Exhibit 16.1
to the Registrant's May 23, 2012 Form
8-K
Filed herewith
Filed herewith
Filed herewith
Filed herewith

Filed herewith

Filed herewith

Furnished herewith

Filed herewith



RAYONIER INC. AND SUBSIDIARIES
RATIO OF EARNINGS TO FIXED CHARGES
(Unaudited, thousands of dollars)

For the Years Ended December 31,

EXHIBIT 12

2012 2011 2010 2009 2008
Earnings:
Income from continuing operations...............cccveeevevrevereenenna. $ 278,685 $ 276,005 $ 217,586 $ 312,541 $ 148,583
INCOME tAX EXPEISE...ccuvevieniieeieieeierteeieseeeiesreeseseeeseesaeneens 88,391 30,357 15,217 46,336 29,436
Pre-tax income from continuing operations..................c........ 367,076 306,362 232,803 358,877 178,019
Add:

Interest expensed and capitalized...........ccccceeveeviecieniienennen. 52,159 51,678 50,545 52,495 50,729

Interest factor attributable to rentals...........c..ccceeevieinieenens 540 424 461 354 761

Fixed Charges..........ccoouovvieveieeeeeeeeeeece e 52,699 52,102 51,006 52,849 51,490

Amortization of capitalized interest ..........cccceceverencnennennee 190 60 47 41 45
Subtract:

Capitalized INterest ........ccoecververierieiereeiere e 7,178 903 82 54 —
Earnings as adjusted...........ccoeevveveieieieieeceeeceeeeeeen $ 412,787 $ 357,621 $ 283,774 $ 411,713 $ 229,554
Fixed Charges: .......coevverieieieieieieieeeie et eie e $§ 52,699 $§ 52,102 § 51,006 $§ 52,849 $ 51,490
Ratio of earnings as adjusted to total fixed charges............... T 783 686 556 7179 446



EXHIBIT 21

SUBSIDIARIES OF RAYONIER INC.

As of 12/31/2012
State/Country of
Name of Subsidiary Incorporation/Organization
Rayonier Canterbury, LLC Delaware
Rayonier Forest Resources, L.P. Delaware
Rayonier Gulf Timberlands, LLC Delaware
Rayonier Louisiana Timberlands, LLC Delaware
Rayonier Operating Company, LLC Delaware
Rayonier Performance Fibers, LLC Delaware
Rayonier Products, LLC Delaware
Rayonier TRS Forest Operations, LLC Delaware
Rayonier TRS Holdings Inc. Delaware

TerraPointe LLC Delaware



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in the following Registration Statements of Rayonier Inc.:

1)
2)
3)
4)

5)

6)
7)
8)

9)

Registration Statement (Form S-3 No. 333-52857)
Registration Statement (Form S-4 Amendment No. 1 to No. 333-1 14858),
Registration Statement (Form S-8 No. 333-129175) pertaining to the Rayonier 1994 Incentive Stock Plan,

Registration Statement (Form S-8 No. 333-129176) pertaining to the 2004 Rayonier Incentive Stock and
Management Bonus Plan,

Registration Statement (Form S-8 No. 333-136920) pertaining to the Rayonier Inc. Fernandina Mill Savings Plan
for Hourly Employees,

Registration Statement (Form S-3 No. 333-143150),
Registration Statement (Form S-3 No. 333-148525),

Registration Statement (Form S-8 No. 333-152505) pertaining to the Rayonier Inc. Savings Plan for Non-
Bargaining Unit Hourly Employees at Certain Locations, Rayonier Investment and Savings Plan for Salaried
Employees, and Rayonier Inc. Fernandina Mill Savings Plan for Hourly Employees,

Registration Statement (Form S-8 No. 333-158656) pertaining to the Rayonier -Jesup Mill Savings Plan for Hourly
Employees,

10) Registration Statement (Form S-3 No. 333-162959),
11) Registration Statement (Form S-3 No. 333-16701 1), and
12) Registration Statement (Form S-3 No. 333-179784);

of our reports dated February 26, 2013, with respect to the consolidated financial statements and schedule of Rayonier Inc. and
subsidiaries and the effectiveness of internal control over financial reporting of Rayonier Inc. and subsidiaries, included in this
Annual Report (Form 10-K) of Rayonier Inc. for the year ended December 31, 2012.

/s/ Ernst & Young LLP
Certified Public Accountants

Jacksonville, FL
February 26, 2013



EXHIBIT 23.2
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement Nos. 333-143150 and 333-52857 on Form S-3, in
Amendment No. 1 to Registration Statement No. 333-114858 on Form S-4, in Registration Statement Nos. 333-158656,
333-152505, 333-136920, 333-129176 and 333-129175 on Forms S-8 and in Post-Effective Amendment Nos. 333-162959,
333-148525, 333-167011 and 333-179784 of our report dated February 27, 2012 (February 26, 2013 as it relates to Notes 4, 20
and 22), relating to the consolidated financial statements and financial statement schedule of Rayonier Inc. and subsidiaries (the
"Company") appearing in this Annual Report on Form 10-K of Rayonier Inc. and subsidiaries for the year ended December 31,
2011.

/s/ Deloitte & Touche LLP
Certified Public Accountants

Jacksonville, FL
February 26, 2013



EXHIBIT 31.1

CERTIFICATION

I, Paul G. Boynton, certify that:

1.

2.

I have reviewed this annual report on Form 10-K of Rayonier Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rule 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rule 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal control
over financial reporting; and

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or
persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize
and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant's internal control over financial reporting.

Date: February 26, 2013

/s/ PAUL G. BOYNTON

Paul G. Boynton
Chairman, President and Chief Executive Officer,
Rayonier Inc.




EXHIBIT 31.2

CERTIFICATION

I, Hans E. Vanden Noort, certify that:

1.

2.

I have reviewed this annual report on Form 10-K of Rayonier Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

The registrant's other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rule 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rule 13a-15(f) and 15d-15(f)) for the registrant and have:

a. Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b. Designed such internal control over financial reporting, or caused such internal control over financial reporting
to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

c. Evaluated the effectiveness of the registrant's disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d. Disclosed in this report any change in the registrant's internal control over financial reporting that occurred
during the registrant's most recent fiscal quarter (the registrant's fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant's internal control
over financial reporting; and

The registrant's other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant's auditors and the audit committee of the registrant's board of directors (or
persons performing the equivalent functions):

a. All significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant's ability to record, process, summarize
and report financial information; and

b. Any fraud, whether or not material, that involves management or other employees who have a significant role
in the registrant's internal control over financial reporting.

Date: February 26, 2013

/s/ Hans E. VANDEN NOORT

Hans E. Vanden Noort
Senior Vice President and
Chief Financial Officer, Rayonier Inc.




EXHIBIT 32
CERTIFICATION

The undersigned hereby certify, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, 18 U.S.C. Section 1350, that
to our knowledge:

1. The Annual Report on Form 10-K of Rayonier Inc. (the "Company") for the period ended December 31,2012 (the
"Report") fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934;
and

2. The information in the Report fairly presents, in all material respects, the financial condition and results of operations
of the Company.

February 26, 2013

/s/ PAUL G. BOYNTON /s/ HAaNs E. VANDEN NOORT

Paul G. Boynton Hans E. Vanden Noort

Chairman, President and Chief Executive Officer, Senior Vice President and

Rayonier Inc. Chief Financial Officer, Rayonier Inc.

A signed original of this written statement required by Section 906 has been provided to Rayonier and will be retained by
Rayonier and furnished to the Securities and Exchange Commission or its staff upon request.




Stockholder Information

Corporate Headquarters
Rayonier Inc.

1301 Riverplace Blvd.

Suite 2300

Jacksonville, FL 32207
904-357-9100

About Your Shares

Rayonier common shares are listed on the New York Stock

Exchange under the ticker symbol RYN.

Common Stock Activity

2012 High Low Dividend
Fourth Quarter $51.86 $47.45 $0.44
Third Quarter 51.87 44.82 0.44
Second Quarter 46.04 41.33 0.40
First Quarter 47.56 43.38 0.40
2011 High Low Dividend
Fourth Quarter $45.28 $34.68 $0.40
Third Quarter 45.37 35.34 0.40
Second Quarter 44.88 39.64 0.36
First Quarter 41.81 35.28 0.36

Transfer Agent and Registrar

Please contact Computershare for all essential
shareholder services, including:

= Changes of address

= Lost certificates or dividend checks
= Changes in registered ownership

= Certificates of transfer

Rayonier Inc.

c/o Computershare

PO Box 43006

Providence, Rl 02940-3006

Shareholder website:
www.computershare.com/investor

Shareholder Online Inquiries:
https://www-us.computershare.com/investor/Contact

Inside the U.S. 800-659-0158
Outside the U.S. 201-680-6578

Dividend Reinvestment

The Rayonier Automatic Dividend
Reinvestment and Cash Payment Plan is
available to all registered shareholders.
For information on how to participate, visit
the website www.computershare.com/
investor or contact Computershare:

Inside the U.S. 800-659-0158
Outside the U.S. 201-680-6578

Rayonier Investor Relations

Additional copies of this Annual Report

and copies of Rayonier’s 2012 Form 10-K
(without exhibits) are available, at no charge,
upon request to Rayonier Investor Relations.
You may also request these materials by
calling 800-RYN-7611.

Visit us online at rayonier.com for more
information about our businesses, products
and governance practices.You may also use
our website to access:

= Current and previous annual reports
= Press releases

= Earnings and dividends news

= SECfilings

®» Investor presentations

Contact Information

Investor Relations

H.Edwin Kiker, Vice President,
Investor Relations
904-357-9100
investorrelations@rayonier.com

Media Relations

Russell Schweiss, Director,
Corporate Communications
904-357-9100
mediarelations@rayonier.com

Annual Meeting

May 16,2013 at 4 p.m.

Hyatt Regency Jacksonville Riverfront Hotel
225 East Coastline Drive

Jacksonwville, FL 32202

Rayonier

Value From The Ground Up™

© 2013 Rayonier Inc. All rights reserved.
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