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i
PREFACE

On March 6, 1985, the United States Trade Representative (USTR) requested
the United States International Trade Commission to conduct an investigation
to update the Commission's April 1982 study, Conditions Relating to the
Importation of Softwood Lumber Into the United States, 1/ and to report on all
significant factors affecting the competitive status of the U.S. and Canadian
softwood lumber industries. 2/ The USTR requested that the Commission examine
conditions in the softwood lumber industry during 1982-84 and report any
significant developments since its earlier investigation. On March 26, 1985,
the Commission instituted the requested investigation. 3/

Effective May 31, 1985, the Commission extended the investigation by
3 months and scheduled a pub11c hearing, which was held on July 23, 1985, in

wWashington, DC. 4/

The information presented in this report was obtained from fieldwork and
Commission data files, and from information obtained from private individuals
and organizations and Government sources in the United States and Canada. The
information and analysis in this report are for the purposes of this report
only. Nothing in this report should be construed to indicate how the
Commission would find in an investigation conducted under statutory authority

covering the same or similar matter.

1/ Report to the President on Investigation No. 332-134, USITC Publication
1241, Conditions Relating to the Importation of Softwood Lumber Into the
United States: April 1982.

2/ The request from the United States Trade Representative is reproduced in
app. A.

3/ A copy of the notice of the Commission's investigation as it appeared in
the Federal Repister is reproduced in app. B.

4/ A copy of the Commission's extension of investigation and scheduling of
the public hearing as it appeared in the Federal Register is reproduced in
app. C and a list of the Witnesses appearing at the public hearing is shown in

app. D.
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Executive Summary

United States and Canadian softwood lumber producers, together, comprise
what is known as the North American softwood lumber industry and are the
principal participants in the North American lumber market. Softwood lumber
production in North America increased 31 percent from 40.7 billion board feet
in 1982 to 53.4 billion board feet in 1984 in response to the increased
housing starts in both countries. Combined, U.S. and Canadian housing starts
rose from 1.2 million starts in 1982 to 1.9 million starts in 1984, or by
59 percent. This dramatic increase is a reversal of the 1979-82 levels of
such starts; combined U.S. and Canadian softwood lumber production and housing
starts fell 20 percent and 39 percent, respectively, during the 1979-82 period.

From 1978 to 1982, annual U.S. housing starts, the major determinant of
consumption of softwood lumber in the United States fell by nearly half.
Largely in response to this drop in housing starts, U.S. production, imports,
and consumption of softwood lumber each dropped by about one-fourth.

U.S. exports of softwood lumber increased over 40 percent from 1978 to 1981,
as U.S. producers of softwood lumber expanded off-shore markets during this
period of low U.S. housing starts. In 1983 and 1984, however, a reversal
occurred in the declining trend in U.S. housing starts, largely reflecting
improved general economic conditions. During these two years, housing starts
were nearly two-thirds higher than in 1982, and U.S. production of softwood
lumber rose by nearly one third over the 1982 level; consumption increased
over one-third. Imports, mostly from Canada, increased by nearly one-half as
the U.S. demand rose. Imports as a share of U.S. consumption increased from
28 percent in 1982 to 29 percent in 1984. By 1984, U.S. exports of softwood
lumber were 16 percent below the level of 1981, largely reflecting the
increased utilization of U.S. produced softwood lumber in the expanding U.S.
housing market.

In accordance with the request from the United States Trade
Representative, the significant factors affecting the competitive status of
the U.S. and Canadian softwood lumber industries and particularlly the
significant developments affecting the competitive status of the U.S. and
Canadian softwood lumber industry since the Commission's report to the Senate
Committee on Finance, Investigation No. 332-134, under the Trade Act of 1930,
Conditions Relating to the Importation of Softwood Lumber into the United
States (USITC publication 1241), April, 1982, are
reported below.

1. A comparison of U.S. and Canadian Government policies
and regulations

o For Government-controlled lands in the United States,
management functions are retained by the Government, and
volumes of timber are put up for auction on a
sale-by-sale basis; purchasers compete for each sale. In
Canada, cutting rights are leased or licensed under a
variety of arrangements to private companies that hold
these rights over extended periods.
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o Both countries assist their respective industries exist
in order to improve economic conditions in certain
regional locations, and to improve employment
opportunities, and promote industrial expansion.

o Generally, the realized U.S. tax rate for forestry
(logging and sawmilling) is lower than the Canadian tax
rate. Overall, U.S. firms benefit from the ability to
claim stumpage revenues as capital gains, but Canadian
firms benefit from a significantly faster depreciation
schedule on plant and equipment.

o Although a ban on U.S. log exports would affect the price
and supply of stumpage, and to some degree the price of

lumber, changes in the U.S. economy and the levels in
hous1ng construction would have a greater effect on
prices and supplies.

2. A comparision of U.S. and Canadian Forest Resources

o The productive forest land in the United States is
divided among 4 groups--farm and other private ownerships
(58 percent); national forests (18 percent); forest
industries (14 percent); and other public (10 percent).
In Canada 80 percent is under Provincial crown authority
and the remainder is under federal crown (12 percent) or
private (8 percent).

3. A comparision of U.S. aﬁd Canadian stumpage prices and appraisal
methods ’

o The appraisal systems used for sales of timber from
Government lands in the United States and British
Columbia are similar. Both are based on a residual
system in which costs of converting the standing timber
to final products, plus an allowance for profit and risk,
are deducted from a price determined for the final
products, resulting in an appraised price (calculated
worth) for the standing timber. However, the remaining
Provinces set their timber dues (s1m11ar to stumpage
rates) by regulation.

o Standing timber on public land in the United States is
usually sold at auction to the highest bidder (normally
at a price that is higher than the appraised price),
whereas in Canada it is offered under license to private
companies, which generally pay the appraised price
usually set by the Provinces. As long as they comply

- with Provincial regulations concerning their licenses,
these companies are certain of a steady supply of timber
over extended periods of time. The current available
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supply of timber in most regions of Canada is more than
sufficient to meet the productive capacity of the license
holders. 1In the United States, the allowable cut (supply)
from Government lands and the offerings from private lands
have been held at fairly constant levels in recent years,
resulting in intense competitive bidding for sales of both
Government and private timber.

Since 1982, the aggregate U.S. stumpage rate has risen
approximately $10 to $104.16 per 1,000 board feet in 1984,
largely reflecting the increased demand for wood products
by the U.S. housing industry. However, the Canadian
aggregate stumpage rate rose approximately $1 per

1,000 board feet during this period. The aggregate

" U.S. delivered log prices followed the stumpage rates,

rising nearly $20 from $186.00 in 1982 to $204.99 in 1984
while the Canadian delivered log prices remained virtually
unchanged.

Comparison of- the United States softwood lumber industry, and
fixed and variable costs of production

‘o ‘During 1982-84, the U.S. industry had about five times as

many sawmills and planing mills as the Canadian industry
and over two and one-half times as many employees. U.S.
employees worked about 300 hours more per year than their
Canadian counterparts during this period. However, the
Canadian employees produced about 100 board feet, per
hour, more softwood lumber per hour than U.S.employees.
Also, from 1982 to 1984, Canadian softwood lumber
production increased by 28 percent, whereas the U.S.
production increased 16 percent. ’

- The U.S. softwood lumber industry's total aggregate

variable cost to produce softwood lumber--total less
residual values--was $8 per 1,000 board foot higher than
Canadian costs in 1984. Overall, the United States has a
higher total aggregate variable cost and has higher
residual unit values. '

Variable production costs in coastal British Columbia, and
Oregon and Washington, such as material costs and wages,
were the highest for all Provinces and States. 1In 1984,
the average variable costs for the two areas were US$297
and US$306 per 1,000 board feet of lumber produced,
respectively.
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o The costs for wood delivered to the mill, the largest
variable cost for lumber production, are lower in Canada
than in the United States. 1In 1984 the average delivered
wood costs for Canada were US$128 per 1,000 board feet of
lumber produced and those for the United States were
US$156 per 1,000 board feet.

o When neighboring Provinces and States are compared,
similar differences in average delivered wood costs to the
mill are apparent: US$125 per 1,000 board feet of lumber
produced for British Columbia compared with US$184 for
Oregon and Washington; US$107 for the interior of British
Columbia compared with US$147 for Idaho; and US$132 for
Quebec compared with US$108 for Maine.

o Wages are the second most important variable cost of
production after delivered wood costs. 1In general, wages
averaged US$20 higher per 1,000 board feet of production
in the United States than in Canada and accounted for 30
and 27 percent of production costs, respectively, in 1984.

o Other variable costs of production such as fuel, work
contracted to others, incidental materials, and packaging
do not significantly differ between the U.S. and Canadian
softwood lumber industries.

o Fixed costs appear to be higher in the United States than

for Canada. This may be partly due to costs associated
with ownership (e.g., timber stand improvement,
protection) of timberlands for many U.S. firms.

The market

o Since 1982, production of softwood lumber in both the
United States and Canada has increased. During 1982-84,
U.S. production increased 30 percent, from 25.1 billion
board feet to 32.8 billion board feet, and Canadian
production increased 32 percent, from 15.5 billion board
feet to 20.6 billion board feet. Canadian exports to the
United States as a share of Canadian production increased
from 58 percent in 1982 to 64 percent in 1984.

0 Although increases of softwood lumber production varied by
region, production in all U.S. regions rose during
1982-84. Production in the Western United States
accounted for a greater share of total production in 1984
than in 1982 (up from 55 percent in 1982 to 58 percent in
1984) and continued to be the leading softwood lumber
producing region in the United States. The South's share
fell from 41 percent in 1982 to 38 percent in 1984.
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o Canadian softwood lumber production rose in all regions
during 1982-84, with the exception of coastal British
Columbia; however, the interior region of British Columbia
increased production by nearly one-third.  During 1982-84,
the western Provinces slipped from 71 percent of
production to 70 percent. Production in all Canadian
Provinces rose during 1982-84.

o The U.S. supply situation is complicated by the variety of

* timberland ownership, which differs significantly by
region. In the North and South, private ownership
dominates. In the West, two segments of the sawmilling
industry emerge: Those producers dependent on others,
especially the Government, for timber, and those producers
with significant holdings of their own. In Canada, with a
few exceptions, the sawmilling industry is entirely )
dependent on public timber.

o During 1982-84, the exchange rate of the U.S. dollar
appreciated in real terms by 1.2 percent vis-a-vis the
Canadian dollar, continuing a strengthening of the U.S.
dollar which has occurred since at least 1977. This has
given the Canadian producers a price advantage in selling
lumber in the U.S. market.

S. A comparison of U.S. and Canadian marketing practices

o The U.S. and Canadian industries follow virtually the same
marketing practices. Competition for sales of similar
lumber species, sizes, and grades is almost entirely by
price. Lumber prices for all major species grades and
sizes have increased, by between 10 and 20 percent, in
response to increased demand, although the price increases
may have been mitigated because of increases in supply.

o In 1984, Douglas fir 2x4's (f.o.b. mill) sold at
US$182 per 1,000 board feet (U.S. lumber) and $159 per
1,000 board feet (Canadian). 1/ Southern pine 2x4's sold
at $230 per 1,000 board feet compared to
spruce-pine-fir 2x4's (from the British Columbia interior)
that sold at $154 per 1,000 board feet (f.o.b. mill).

o Canadian imports are shipped predominantly into the
Southern United States and compete strongly with local
production and shipments from producers in the South.
Eastern Canadian producers ship into the northern U.S. and
sell at similar prices to U.S producers in the same market.

1/ The softwood lumber prices are unweighted averages throughout the report
because there are no weighted average figures known to exist.
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o Shipments from British Columbia to the Northeastern and
North Central States have declined in recent years. These
have been replaced mostly by shipments from Eastern
Canada. It is likely that these shipments will continue
to compete strongly with Western and local U.S. supplies
as well as with shipments from British Columbia, owing to
shorter transport distances and lower production costs.

o Since 1977, shipments by producers in the Western United
States into the Southern, Northeastern, and North Central
States have gradually decreased. This is due to several
factors, including high transportation costs, competition
from Canadian and Southern U.S. shipments to these States,
and growing markets in the Southwestern United States.

6. U.S. and Canadian transportation costs

o All Canadian lumber shippers to markets in the Eastern
United States generally have lower costs for rail
transport than Western U.S. lumber shippers. Rail
shipments are the preferred method of shipment over long
distances. Although recent changes in U.S. regulations
concerning freight charges have led to more competitive
rates in the United States, Canadian shippers still have
lower in-country freight charges.

o Waterborne shipments of lumber from the U.S. west coast to
the U.S. Atlantic coast are nonexistent, except in the
rare case of the lumber first beéing shipped into Canada
and then being shipped to the U.S. East coast. The
required use of U.S. ships in intracoastal trade under the
provisions of the Merchant Marine Act of 1920 have reduced
waterborne shipments, and significant shipments of
softwood lumber from British Columbia are now virtually
the only shipments by water to the U.S. Atlantic coast.



_ Description and Uses
Description

The term "softwood lumber" (imports, exports, or production) relates to a .
wide variety of products--such as boards, planks, timbers,. framing materials,
moldings, flooring, or siding--produced from coniferous species of trees. 1/
However, for purposes of this investigation, the term "softwood lumber" refers
only to those products included in the Tariff Schedules of the United States
Annotated (1985) (TSUSA) in items 202.03-202.30 (rough, dressed, or worked
softwood lumber). 2/ Specifically excluded are drilled and treated lumber,
wood siding, and edge-glued or end-glued wood not over 6 feet in length or
over 15 inches in width.

The term "softwood lumber,"” when associated with U.S. exports, generally
will refer only to articles covered by Schedule B items 202.0420-202.3140

(rough, dressed, or worked softwood lumber), 3/ which excludes drilled and
treated lumber, wood siding, and edge-glued or end-glued wood not over 6 feet
in length or over 15 inches in width.

The U.S. softwood lumber production figures presented in this
investigation are estimated by the staff of the U.S. International Trade
Commission, from selected industry and Government statistics, and are
comparable with U.S. Department of Commerce import and export data.

According to the extent or stage of manufacture, lumber (both softwood
and hardwood) is classified in the TSUSA as follows: ’

Rough lumber--lumber just as it comes from the saw, whether in its
original sawed size or edged, resawn, crosscut, or trimmed to
smaller sizes.

Dressed lumber--lumber that has been dfessed or surfaced by plan-
ing on at least one edge or face. '

WOrked'lumber-—lumber that has been matched.(tongue—and—grooved),
shiplapped (rabbeted or lapped joint), or patterned on a matching

machine, sticker, or molder.

Most lumber is also classified into three general size categories--board,
dimension, or timber. The term "board" is generally used to describe lumber
less than 2 inches thick and 1 or more inches wide. Boards less than 4 inches
wide and 1 inch thick are referred to as strips. Dimension lumber generally
refers to lumber 2 inches thick, but can include lumber up to but not
including 5 inches thick, and over 2 inches wide. Dimension lumber may be
classified as framing, joists, planks, studs, rafters, and so forth. Timbers
are 5 inches or more in the smallest surface dimension and are sometimes
referred to as beams, posts, girders, and so forth.

1/ Hardwood lumber is produced from deciduous trees.
2/ For statutory descriptions of these item numbers, see the excerpt from
the TSUSA in app. E.
3/ For descriptions of these item numbers, see the excerpt from Schedule B
in app. F.
1
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Lumber is classified according to its moisture content as green or
dried. 1/ Often, more than half the weight of green lumber is moisture.
Some lumber is used green, because various characteristics of the wood
make such use easier or more economical. However, to prevent warping,
most lumber is seasoned by drying before retail sale.

Generally, lumber is measured by the board foot, a three-dimensional
unit which, for tariff purposes, is described as--
The quantity of lumber contained in, or derived (by drying,
dressing, or working, or any combination of these processes) from, a
piece of rough green lumber 1 inch in thickness, 12 inches in width,
and 1 foot in length, or the equivalent of such piece in other
dimensions. 2/

The aforementioned description of a board foot is on a rough green
basis. In addition, the American Lumber Standards for Softwood Lumber 3/ sets
forth minimum measurements for dressed lumber. For example, a rough 2"x4"
piece of lumber can be a minimum of 1-1/2"x3-1/2" when dressed.

Softwood lumber is graded at the sawmill on characteristics that affect
its strength, durability, utility, and/or appearance. Some common defects
that lower the grade are knots, splits, shake (separation of annual rings),
wane (bark or lack of wood on corner or edge), and pitch pockets. Standard
rules for grading of lumber are published by regional lumber manufacturing or
marketing organizations; they vary with geographic regions and species of
lumber. Figure 1 shows the three major softwood lumber producing geographic
regions in the United States and figure 2 shows the Canadian Provincial
regions, and the Territories.

The lumber standards (grading rules) used in Quebec and the Northeastern
United States, accepted by the American Lumber Standards Committee in the late
1960's, grades the lumber originating from Quebec as having a higher stress
rating than similar lumber in the United States--a result of tighter annual
ring growth. Recently, however, U.S. producers, through the Northeastern
Lumber Manufacturers Association, expressed concern that Canadian
mills--primarily along the Quebec and Maine border--using U.S. grown timber
(balsam fir and eastern spruces), were grading their lumber produced from such
timber by the Canadian standards, thus giving it a higher stress rating than
the U.S. product produced from such timber.

Although the stress rating difference between the U.S. and Canadian
product is slight, it does have a large impact in certain designs used by the
home-building industry. Through industry and Government (both U.S. and
Canadian) discussions, it was recently agreed that the lumber standards used
will be those in force in the country where the timber is grown. Thus, since
July 1, 1985, all Canadian mills using U.S. grown timber have graded and
stamped all lumber produced from such timber by the U.S., rules as set forth
by the Northeastern Lumber Manufacturers Association. '

1/ Generally, lumber with a moisture content of 19 percent or under is
considered dried.

2/ Tariff Schedules of the United States Annotated (1985), p. 2-6.

3/ These standards are published by the U.S. Department of Commerce in
cooperation with manufacturers, distributors, and users.
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Uses

Softwood lumber is readily workable, has a high strength-to-weight ratio,
and is moderately durable; hence, it is widely used in the construction,
shipping, and manufacturing industries. 1/ During years of average U.S.
construction activity, it is estimated that about 39 percent of the annual
U.S. consumption of softwood lumber is used in new residential constructlon
(new housing), as shown-in the followlng tabulatlon. 2/

Percentage distribution

End use ‘of U.S. consumption
Constructxon
New residential (new housing) 39
Repair and remodeling 24
New nonresidential construction 16
Materials handling—- : : 11
All other-- 10

Total——-—- - ©100

In years of low housing starts, the share of softwood lumber consumed by new
housing construction may be somewhat less than 39 percent, with the share
accounted for by repair and remodeling increasing slightly.

For a given end use, softwood lumber of different species or from
different regions is generally interchangeable. However, for some uses, a
specific species is frequently preferred because of its particular
characteristics--e.g., redwood and western redcedar for home exterior siding,
and white pine for moldings. With respect to dimension lumber for new house
framing, species preference is somewhat regional. West coast builders have a .
preference for Douglas fir and ponderosa pine; however, northeastern and
southern builders often purchase spruce-pine-fir (SPF) for framing and
millwork, as it accepts paint and stain better and is easier to work with.
Southern pine is preferred for trusses and load bearing construction because
of its high-strength quallt1es

1/ Hardwood lumber, building boards (e.g., plywood and oriented strand
board), certain paperboard products, and nonwood products (e.g., brick,
concrete blocks, aluminum, and plastic products) compete with softwood lumber
in many uses. These competitive products are often more economical for
particular uses, or they furnish unique performance or appearance. Based on
an index of 1977=100, the use of softwood lumber rose from a 5-year low of
78 in 1982 to 106 in 1984 (28 points) in contrast to plywood and particleboard

that rose from 91 and 67, respectively, to 112 and 86, or by 21 and 19 points,
respectively, thus indicating that the new surge in U.S. housing starts that
occurred after 1982 utilized more softwood lumber relat1ve to the use of
competitive products.

2/ Based on estimated 1984 data supplzed by the Western Wood Products
Association.
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Tariff Treatment

U.S. tariff treatment

As shown in appendix E, all of the items covered in this investigation 1/
have free rates of duty in column 1. Rates of duty for softwood lumber
entered under column 2 (from countries under Communist domination or control)
range from $1 to $4 per 1,000 board feet. The amount of softwood lumber
imported under the column 2 rates is negligible. Most lumber entering the
United States is subject to inspection for wood-boring insects; such insects
have not been found in most imports offered for U.S. importation. Appendix F
shows an excerpt from subpart B, part 1, schedule 2, of schedule B for
softwood lumber exports.

Canadian tariff treatment

The Canadian tariff classifications for softwood lumber, shown in
appendix G provides duty-free treatment for imports of such lumber.

Foreign tariffs affecting U.S. and Canadian exports

The major markets for U.S. or Canadian softwood lumber exports use the
Customs Cooperation Council Nomenclature (CCCN) as the basis for their. tariff
classifications. The CCCN classifies softwood lumber under heading
44,05 (wood sawn lengthwise, sliced or peeled, but not further prepared, of a
thickness exceeding Smm), and 44.13 (wood planed, tongued, grooved, rebated,
chamfered, v-jointed, centre v-jointed, beaded, centre-beaded or the like, but
not further manufactured). The present rates of duty for the major export
markets for the United States and Canada--the European Community and Japan--are
given in appendix H. Such duty rates range from free to 4.3 percent ad
valorem.

1/ On the basis of a petition filed by a group of U.S. softwood lumber
producers and related trade associations, the U.S. International Trade
Commission and the U.S. Department of Commerce conducted a countervailing duty
investigation (Inv. No. 701-TA-197). Although the Commission's preliminary
finding was favorable to the U.S ‘industry, Commerce ruled that the few
practices by the Canadian Governments that were countervailable, they did,
however, total less than the de minimus level, thus, the case was terminated
with a negative finding.



Overview of Government Resource, Industrial, and Tax Policies

Probably the most significant way in which the Governments of the United
States and Canada influence the competitive conditions in the forest products
industry is through the control of the timber supply from Government
controlled lands. This is particularly visible for the softwood lumber
producing industry because the U.S. Federal and the Canadian Provincial
Governments control significant portions of the softwood sawtimber supply;

63 percent in the United States and 95 percent in Canada. The U.S. and
Canadian Governments resource management, industrial, and tax policies affect
competitive conditions between, as well as within, these countries.

Comparison of U.S. and Canadian land management policies

Both the United States and Canada are committed to maintaining an
adequate supply of timber in perpetuity for a wide variety of uses. 1In the
United States, the Federal Government bears the major responsibility for
accomplishing this goal. In contrast, management of the timber resource in
Canada is primarily the responsibility of the Provinces, with companies taking
an active role in the planning process.

U.S. land management policy.--The principal agencies of the U.S.
Government charged with administering forest lands are the U.S. Forest Service
of the Department of Agriculture (USDA) (app. I shows the USDA Forest Service
Statement of Policy) and the Bureau of Land Management (BLM) of the Department
of the Interior. The BLM has a significant impact only in the State of Oregon
where the BLM administers approximately 9 percent (about 2 million acres) of
the commercial timberlands. 1/ Other Federal agencies and the States have
less influence owing to the limited acreage of timberland they control in the
United States. 2/ Management of private timberland is at the discretion of
the landowners, although the tax and environmental policies of the Federal and
State governments do affect the way landowners do business and harvest timber
from their land.

The Federal Government owns over S0 percent of commercial sawtimber in
the Western United States; in the remainder of the United States, the Federal
Government controls only about 20 percent of commercial sawtimber.
Accordingly, this analysis of Federal land management policies deals primarily
with the effect of these policies in the West. The Federal agencies
administering the Government's timberlands are charged with more than
management of the timber resource. They must weigh other demands for the use
of the forest against the demands for timber. The following data from the

1/ The USDA Forest Service and the USDI Bureau of Land Management are
currently undergoing steps to interchange management on about 30 million to
35 million acres of range and forest land. If finalized, the interchange
would most heavily affect the management of the softwood sawtimber in the
western portions of Oregon. See app. J for a map showing the proposed
interchange lands.

2/ Data presented show An Analysis of the Timber Situation in the United
States 1952-2030, U.S. Department of Agriculture Forest Service, Forest
Resource Report No. 23, 1982.
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U.S. Forest Service's annual report show revenues collected from the sale and
use of forest resources under various major programs of the U.S. Forest Service
in fiscal 1984: 1/

Receipts Percent

Use - (million dollars) of total
Timber and forest products—--—-—-——- 544.3 85
Minerals 51.6 8
Recreation 27.5 4
Grazing-——- 9.6 2
Other 4.3 1
Total 637.3 100

There are many uses occurring on federal forest lands (mostly
recreational) for which no revenue is collected. Activities on the national
Forests other than timber sales affect the competitive conditions in industry
when they may limit the supply of timber available, or when the revenue spent
in the administration of these other uses is needed and not available for the
administration of timber sales. '

U.S. policy regarding timber sales addresses two conflicting groups.
U.S. industry generally wants increased sales to both meet capacity
requirements and to reduce pressure on raw material costs. 2/ Groups broadly
classified as environmentalists argue for more reserves for recreation and
conservation purposes. According to the Forest Service, about 25.2 million
‘acres of productive forest land (over 5 percent of the U.S. total) were
reserved or deferred from timber harvesting for wilderness, parks, wildlife
refuges, and other uses as of 1977. 3/ If no other conditions were to change,
the net effect of these timberland withdrawals would reduce timber supply and
likely result in increased prices for stumpage, both public and private. In
practice, the effect of timberland withdrawals is offset to some extent by
more intensive management methods, 4/ which in turn lead to higher timber
yields on remaining timberlands. Also, the higher prices paid for stumpage
could result in additional standing timber being brought into the market from
private lands. :

In general, Federal timber sale policies are based primarily on
biological as opposed to economical standards. Since 1973, the U.S. Forest
Service has been managing sales of timber according to a principle called
nondeclining even flow. 5/ Under this concept, principal harvests are based

1/ Report of the Forest Service, Fiscal Year 1984, USDA, Forest Service,
February 198S5.

2/ This issue and the effect on consumer prices are discussed in Lumber
Products and the Lumber Products Industry, Interim Report, Council on Wage and
Price Stability, Washington, DC, October 1977.

3/ Data presented are based on An Analysis of the Timber Situation in the
United States 1952-2030, U.S. Department of Agriculture Forest Service, Forest
Resource Report No. 23, 1982.

4/ These include thinning, increased forest protection, more modern logging
practices, use of genetically superior growing stock, and utilization of
material not formerly removed from the forest. .

5/ Eliot Cutler, "The Federal Timber Programs," a paper presented at the
Forest Products Research Society conference on Timber Supply, San Francisco,
CA, Oct 2-4, 1979. .
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on the productive capacity of the forest rather than economic conditions.
Current harvests are managed to ensure that future harvests will be no
smaller. Public pressure for increased cutting during periods of high demand
is largely ignored by this process. This limits the supply during periods of
high demand and thereby puts additional upward pressure on stumpage prices.
In the administration of timber sales on Federal lands, the Forest Service
bears most of the costs of such sales (e.g., setting the contract, laying out
roads); however, certain environmental regulations and the Forest Service
requirements in logging practices and in cleanup after logging add costs to
the timber purchasers that they might not incur when logging private lands.

In the regulation and administration of timber sales, the Forest Service
must take into account the effect sales will have on communities that are
dependent on the lumber industry, as well as on individual businesses wholly
dependent on the Forest Service sales for logs. At the present time, the
Forest Service has a program that ensures preferential bidding to small
businesses (Small Business Set Aside) when sales to businesses so defined
(500 or less employees) fall below historic levels. 1/

Canadian land management policy.--In contrast to the U.S. Government, the
Government of Canada has retained title to nearly all of the Canadian forest
lands, and the Provincial governments under the British North American Act of
1887 control and administer the use of these lands. Provincial control
encompasses 90 percent of the land classified as commercial forests.

Appendix K gives an explanation of each Province's forest management policies.

The most overriding issue for all of Canada's commercial forest land is
the large portion of old-growth timber that still remains. This timber is
being destroyed by insects and diseases that eventually will leave much of the
timber worthless. As a result, the immediate removal of much of the
old-growth timber is necessary if it is to be profitably harvested. 1In some
areas, before second-growth timber, which is generally closer to the mills,
can be harvested, all of the old-growth timber must be removed.

Provincial laws and the degree to which Provinces administer control
differ from one Province to the next. In Ontario, for instance, about
85 percent of the forest land is under public control. Three types of
management are exercised: (1) company units, in which a single company is
licensed to harvest timber from a tract of land; (2) Crown management units,
in which several companies are licensed to operate within a single unit; and
(3) Agreement Forests in which tracts under various small ownerships are
grouped and administered by the Province. Crown and company management units
are the most prevalent, constituting approximately 52 and 48 percent,
respectively, of the provincially controlled lands (Agreement Forests being
less than 1 percent). 2/ Ontario requires management plans for all units.
These plans must provide for environmental and recreational interests and are

1/ George M. Leonard, Timber Management staff, U.S. Forest Service, from
statement in hearings on H.R. 2799, the Federal Timber Sales Act of 1979,
Washington, DC, Mar. 19, 1979, pp. 11-35.

2/ F.L.C. Reed and Associates, Ltd., Forest Management in Canada, vol. 1,
Ottawa, January 1978, pp. 44-47. :
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updated to reflect accepted practices. Regeneration and stand management is
the responsibility of the Province, which leaves harvesting to be carried out
by private industry.

In Quebec, the Province controls about 90 percent of the forest lands,
nearly all of which are managed by private companies under license. This form
of control is being replaced by a volume allocation system in which private
companies will be granted 20-year contracts with a harvest allocation
controlled by the Province. 1/

In British Columbia, a complex system of licenses and tenures exists.
These developed over time, reflecting changing conditions in the Province.
Older forms are being gradually phased out, and today, three systems dominate:
Timber Sale Harvesting Licenses (TSHL's), Timber Sale Licenses (TSL's), and

Tree Farm Licenses (TFL's). 2/

The first two types accounted for approximately 77 percent of the timber
volume removed from British Columbia Provincial lands in 1984. Under TSHL's,
the British Columbia Ministry of Forests determines the inventory and
allowable cut and approves a management plan provided by the licensee. A
cutting permit is then issued by the Ministry based upon volume compilations
made by the licensee. Harvesting and forest management, including
reforestation, and the construction of certain roads are the responsibility of
the licensee. TSL's are similar to the TSHL's.

TFL's are management agreements in which the licensee carries out
virtually all management functions on a tract consisting of both his own and
Crown lands. Costs are shared by the Province of British Columbia with the
licensee according to the acreage of Crown land included under the license.
The TFL's accounted for approximately 24 percent of timber removals in British
Columbia in 1984 and are concentrated heavily in the coastal region of the
Province.

Comparison of U.S. and Canadian industrial policies

Some aid programs for forestry and milling are evident in both the U.S.
and Canadian economies. In the United States, this assistance is provided
through provisions in the tax codes and the Forestry Incentives Program (FIP)
and the Agricultural Conservation Program (ACP). Canada offers assistance
principally through the Industrial and Regional Development Program,
administered by the Department of Regional and Industrial Expansion, and the
'Export Development Corporation. Also, Quebec, British Columbia, Saskatchewan,
Newfoundland, and other Provinces have their own aid programs.

1/ F.L.C. Reed and Associates, Ltd., Forest Management in Canada, vol. 1,
Ottawa, January 1978, pp. 48-50.

2/ "British Columbia Forest Tenures and Licence Characteristics,” Notes
prepared for the U.S. International Trade Commission by the Ministry of
Forests of British Columbia, January 1982.
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The FIP and ACP provide financial cost-sharing incentives to owners of
nonindustrial forests to increase timber production by doing reforestation and
timber stand improvement. For individual projects, the Federal share for FIP
ranges from 0 to 65 percent, with 50 to 65 percent being the normal allotment;
and for ACP, the cost share ranges from 0 to 100 percent, with a normal
allotment of from S50 to 90 percent. The following tabulation, derived from
USDA Forest Service data, shows the area reforested or otherwise improved and
the amount of direct payments by the Federal Government for each program
during 1977-84: : :

FIP . ACP o Total
Year : Area : Payments ; Area : Payments : Area : Payments
: 1,000 : Million : 1,000 : Million : 1,000 : Million
: acres : dollars : acres : dollars : = acres dollars
1977——-: 308 : 10.3 : 76 : 2.2 : 384 : 12.5
1978——--: 327 : 12.0 : 75 : 2.2 : 402 : 14.2
1979———-: 340 : 14.5 : 113 3.4 : 453 : 17.9
1980-———-: 361 : 16.8 : 110 : 4.1 : 471 : 20.9
1981-——-: 314 : 17.8 : 130 : 5.0 : 444 : 22.8
1982--——-: 230 : 12.4 : 111 : 4.8 : 340 : 17.2
1983——: 203 : 10.2 : 103 : 5.0 : 306 : 15.2
1984——-: 184 : 1/ 8.9 : 69 : 17 3.9 : 253 : 1/ 12.8

- - . - -

1/ Estimated by the staff of the U.S. International Trade Commission.

In 1984, 252,600 acres were improved under FIP and ACP. The USDA Forest
Service estimates that during 1980-84, FIP and ACP provided incentives for
almost one-half of all reforestation on private nonindustrial lands. 1/

Thirteen States have set higher landowner cdstfshare rates than required
by the national FIP program. In these States, landowners shoulder more of the
costs, making it possible to treat more acres with available funding. 2/

The capital gains treatment of income generated from cutting timber on
property owned by the firm results in significant tax savings to
U.S. companies that own such land. This savings was estimated at $155 million
in 1976 and $355 million for 1984. 3/

Within the tax structure of both Canada and the United States, certain
benefits are provided in terms of credits against taxable income. In 1982,
the last year for which comparable data are available for both countries,
U.S. corporations engaged in logging and sawmilling took investment credits
valued at $14 million, and Canadian corporations in the same sector took
investment credits of $17 million. The effect of taxes on competitive
conditions are discussed later in this section. '

1/ USDA Forest Service, Annual Report, 1984.

2/ Ibid.

3/ Derived from U.S. Department of the Treasury, Internal Revenue Service,
Corporation Source Book, 1985.
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In the first 9 months following its establishment in July 1983, the
Industrial and Regional Development program (IRDP) made 42 offers of
assistance to Canadian lumber companies and mills, totaling $5.4 million. 1/
These funds were typically used for acquiring new machinery and expansion of
facilities. The assistance to the wood sector represented 8 percent of the
total funds committed and 11 percent of all accepted proposals under this
program. The Pulp and Paper Modernization Program, which was subsumed into
the IRDP, provided $227 million in Federal assistance and $198 million in
Provincial assistance to five eastern Provinces during 1979-84.

The Canadian Government also provided $179 million for forest access,
reforestation, forest protection, and stand improvement between 1974 and
1980. 2/ British Columbia devoted $41 million of its funds for reforestation
and fire protection over the past 5 years--the U.S. Forest Service devoted
$1.7 billion to manage and protect U.S. public lands in fiscal year 1984.
U.S. corporations are responsible for such management items on their corporate
lands and occasionally on private lands other than their own.

Incentives to the forestry and paper sector are commonly provided at the
Provincial level. For instance, the Quebec Industrial Development Corporation
(QIDC, Societe de developement industriel du Quebec) contributed $9.7 million
during the 1984 fiscal year to the small- and medium-sized companies in the
wood products sector. Of this total assistance, grants accounted for
$4.5 million and loans accounted for the remaining $5.2 million. QIDC also
issued $5.2 million in grants to the Province's paper industry. 3/ Grants to
the paper industry affect the lumber sector only when they significantly
affect demand for raw wood products.

The Societe generale de financement du Quebec (SGF) is a holding company
that invests in firms in key industrial sectors. Owned completely by the
Province of Quebec, this company limits its operations to five industries:
forest products, energy-related products, biotechnology, petrochemicals, and
aluminum. SGF owns 56 percent of Donohue, Inc., an integrated forestry
company with annual sales in excess of $284 million. Donohue produces lumber,
wood fiber, commercial pulp, specialty papers, and newsprint. SGF also owns
18 percent of Domtar, Inc., a producer of forest products, construction
materials, and chemical products with annual sales of $1.5 billion in 1983.
Both corporations are oriented toward serving international markets,
particularly the United States, and have engaged in heavy capital expenditure
to construct modern milling facilities for forest products. 4/

1/ Industrial and Regional Development Program, "Annual Report 1983-84,"
Department of Regional and Industrial Expansion.

2/ D. Boulter, Taxation and the Forestry Sector, Canadian Forestry Service
Economics Branch.

3/ Societe de developement industriel du Quebec, "Annual Report 1983-84,."

4/ Societe generale de financemént du Quebec, "Annual Report 1983".
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Provincial governments in Newfoundland, Manitoba, Saskatchewan, and
British Columbia have also invested in firms operating in the forestry
sector. Due to past problems in raising venture capital, it is not uncommon
for Provinces to provide equity funding in a variety of sectors (e.g.,
fishing). Softwood lumber producers in the Northern United States,
particularly in Maine, previously have complained about the adverse impact of
Provincial programs on the profitability of their own businesses. 1/

The Export Development Corporation (EDC), the Canadian. equivalent of the
U.S. Export-Import Bank, supplies loan guarantees, lines of credit, and
jnsurance against nonpayment of accounts receivable from foreign customers.
In 1983, this Crown corporation provided $530 million in loan guarantees and
insurance to the forest products industry.  This total can be further divided
in the following manner: wood fabricated materials, -$263 million; wood pulp,
$161 million; paper, including paperboard, $99 million; and crude wood
materials, $7 million. 2/ Finally, research and development support is
provided to industry through the Industrial Research Assistance Program (IRAP).
Generally, the level of assistance is relatively small. -

»

Comparison of U.S. and Canadian taxes

The principal difference between U.S. and Canadian treatment of income
from forestry is that owners of timber land in the United States can claim
stumpage revenue as capital gains instead of regular income..  Since the tax
rate for long-term capital gains (assets held more than 6 months) is
significantly less than the tax rate for ordinary income (including short-term
gains) of both individuals and corporations, this income treatment represents
a considerable advantage for U.S. citizens and corporatiomns. 3/ Private land
holdings account for 67 percent of the annual U.S. timber harvest. Also,
capital losses can be carried forward or backward to achieve the maximum
reduction of tax burden. In Canada, where 91 percent of forest land is
Government-owned, stumpage revenue is viewed as ordinary income. Profits made
from an acquired cutting right are considered ordinary income in both
countries. Therefore, U.S. firms have a tax incentive for acquiring title to
forest land as opposed to merely purchasing a cutting right.

The United States and Canada both use capital consumption allowances and
jnvestment tax credits in determining the overall tax burden of firms. The
Canadian investment tax credit is generally 7 percent, although it rises to
10 percent in some economically depressed regions and 20 percent in the Gaspé
and Atlantic Provinces.  In the United .States, the Internal Revenue Code
provides a 6-percent credit for 3-year capital property and 10-percent credit
on 211 other capital property. Plant facilities (e.g., buildings) are not
eligible for the U.S. tax credit. : -

1/ C. Charles Lumbert, written submission to U.S. International

Trade Commission, Mar. 3, 1982. : ' :
2/ Economic Development Corporation, “Statistical Review--1983," pp. 27-28.
3/ Technically, in the case of long-term capital gains or losses, only

40 percent of the gain or loss is ‘taxable or excluded, as the case may be.
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Canada uses a 3-year depreciation schedule of 25 percent, 50 percent, and
25 percent on 115 percent of the value of plant and equipment. U.S. firms
must follow the Accelerated Cost Recovery System in depreciating plants and
equipment placed in service after 1980. Under this system, most machinery has
a S-year life and buildings can be written off in a minimum of 18 years
(15 years between Jan. 1, 1981 and mid 1984). For plant and equipment
purchased before 1981, a variety of depreciation methods may be used, such as
straight line, double declining balances, and sum-of-years digits. Overall,
Canadian firms benefit from a significantly faster depreciation schedule.

The Federal corporate profits tax rate in Canada is 36 percent, which
represents the 46 percent basic rate less the 10 percent allowance for
Provincial income taxes. Firms engaged in manufacturing and processing are
subject to a 40 percent basic rate minus the 10 percent Provincial allowance.
Provincial taxes vary widely, ranging from 5.5 percent in Quebec to
16.0 percent in Newfoundland and British Columbia. Quebec and British
Columbia have a special additional logging profits tax of 10 percent. This
tax can be credited against both the Federal and State profits tax until its
effect is practically eliminated. The U.S. corporate profits tax is
46 percent, with a deduction allowed for State profits taxes. Long-term
capital gains 1/ are taxed at a maximum rate of 28 percent for corporations
and 20 percent for individuals by the U.S. Government. Municipalities and
localities in both the United States and Canada charge widely vanging property
taxes on forest land.

1/ Capital gains tax accords capital gains treatment to taxpayers who cut
timber for sale in their trade or business (section 631(a) of the tax code)
and to taxpayers selling timber under contract by virtue of which the owner
retains an economic interest in the timber (section 631(b)). Sections 1221
and 1231 outline the conditions under which the gain from timber sold outright
(without a retained economic interest) can still qualify for capital gains
treatment. These sections deny capital gains treatment only when timber
considered to be inventory or property held for sale in the ordinary course of
business is sold outright. For individuals, under the current statutes,

60 percent of long-term (held more than 1 year) capital gains income is
excluded from taxation and the remaining 40 percent is taxed at the ordinary
tax rate, resulting in a maximum effective tax rate of 20 percent. For
corporations, the long-term capital gains tax rate is 28 percent, compared
with 46 percent for ordinary income. :
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The following tabulation shows the ratio of direct taxes to before-tax
profits for corporations (classified as logging, sawmills, and planing mills)
in the United States 1/ and Canada 2/ during 1977-82 (in U.S. dollars):

: United States : Canada
Year Tax . Profit Ratio . Tax . Profit . Ratio

: Million : Million : : Million : Million :

: dollars : dollars : percent : dollars : dollars : percent
1977-——-: 306 : 1,163 : 26.4 : 131 : 324 40.6
1978--——-: 382 : 1,565 : 24.4 : 214 : 592 : 36.1
1979——--: 359 : 1,662 : 21.6 : 250 : 680 : 36.8
1980-——--: 114 : 346 : 33.1 : 128 : 436 : 29.4
1981-——--: 63 : -207 : - 9 : 38 : 23.1
1982——--: 43 : =211 : - -70 : -84 : -

)

The tax shown for the United States is calculated from the Statistics of
the Income Division of the Internal Revenue Service, and includes tax credits
for investment, energy saving, and job creation. These credits ranged from
$15 million in 1982 to $148 million in 1979. The Canadian-realized tax rate
includes collected Provincial taxes; the Canadian Federal Government reduces
its base tax rate by 10 percentage points to allow for these taxes. The
realized tax rate for the United States represents actual taxes paid in that
year. For Canada, the realized rate includes future tax obligations arising
from deferral of current income and from the differential in the book value of
depreciation and the capital consumption allowance used for tax purposes.
When a firm loses money in a particular year, that firm may avoid taxes on
past income by revising its tax returns and charging income earned in past
years to the year when losses are sustained. Thus, the Canadian figures in
1982 represent a reduction in tax burden due to income deferral by forestry
firms.

Canadian logging firms pay a higher effective rate of income tax than
their U.S. counterparts because of the capital gains provision in the United
States and the higher Provincial taxes in comparison with State taxes. 1In the
sawmill and plywood mill sector, Canadian and U.S. firms are subject to
similar effective tax rates. An integrated U.S. firm has the ability to shift
income to its logging operations in order to benefit from capital gains
treatment, particularly during years of high profitability. On the other
hand, firms try to divest themselves of land during rough economic periods in
order to acquire cash. Thus, a high proportion of capital gains income might
also be expected when profitability is poor.

1/ U.S. Department of Treasury, I.R.S., Corporation Source Book, Washington,
DC, 1977-82.
2/ Corporation Financial Statistics, Statistics Canada, Ottawa, 1977-82.
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The following tabulation shows the ratio of capital gains income to overall
before-tax income for the U.S. forestry sector:

Ratio (percent) of
Capital gains income

Year to before-tax income
1977 - 71.7
1978 68.6
1979————— e 82.1
1980 ———————e e 60.3
1981—————— e 61.8
p -1 R— 31.5

As indicated, the proportion of capital gains income was highest in 1977-79
when overall industry profit was high. In those years, firms appear to have
shifted income to logging operations in order to receive preferential tax
treatment (capital gains). U.S. firms lost money in 1982, thereby reducing
the incentive to shift income to capital gains.

Taxes on U.S. firms.--U.S. logging firms are subject to a basic Federal
tax of 46 percent on ordinary income and 28 percent on long-term capital
gains. The United States has no logging tax credit or manufacturing and
processing deduction similar to that of the Canadian Federal tax system.
State income taxes are deductible, but typically do not reduce the effective
Federal rate by more than 3 or 4 percentage points. The State of Washington
does not impose a State income tax, but Oregon imposes an income tax of
7.50 percent, resulting in a deduction of 3.45 percent from the Federal tax
liability. ‘ ,

_ The effective Federal tax rate before depreciation in 1984 was therefore
46 .00 percent in Washington and 42.55 percent in Oregon. When corporate
profits are treated as capital gains, the effective rate drops by about

18 percent to 28.00 percent and 25.90 percent, respectively. The aggregate
combined Federal-State rate on regular income in Oregon is 50.05 percent
before depreciation. On capital gains, this rate drops to 33.40 percent, that
is well below the combined Federal-Provincial effective rate of 52.00 percent
in British Columbia.

For example, consider an integrated firm that derives two-thirds of its
profits from long-term capital gains on timber and one-third from regular
income from milling. That firm would pay an aggregate effective tax rate of
38.95 percent in Oregon and 34.00 percent in Washington before depreciation
and the investment tax credit. The same firm, operating in British Columbia,
would be taxed at a 50.00 percent rate.

Taxes on firms operating in British Columbia.--Logging firms operating in
British Columbia are subject to a basic 36-percent Federal income tax, a
16-percent Provincial income tax, and a 10-percent Provincial logging tax.
This logging tax is effectively removed through a 6.67-percent Federal credit
and a 3.33-percent Provincial credit. Firms operating sawmills and plywood
mills but not engaged in logging are subject to a Federal tax rate of
30 percent for manufacturing and processing as well as the lé-percent
Provincial income tax.
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Comparison of U.S. and Canadian profitability in the forest industries

There are many meaningful measures of profitability for all industries.
For purposes of direct comparability between the forest industries of the
United States and Canada, two measures will be discussed here. They are
(1) before-tax return on assets (the ratio of before-tax profits (total
receipts less total deductions) to assets), and (2) gross profit margin (the
ratio of before-tax profits to total business receipts). Return on assets is
a basic measure of an industry's profitability. It describes the financial
position of the 1ndustry comparable with other industries or comparable with a
similar industry in another country. When comparing the forest industries of

the United States and Canada by this measure it is important to note that this

is only a measure of pre-tax profitability, and that the tax policies of both
countries will affect this measure.

As can be seen in the following tabulation, in terms of return on assets
(pre-tax), the Canadian forest products industry apparently was better able to

make use of its assets than the U.S. industry during 1977-81, with a slxght
margin in favor of the U.S. industry in 1981 and 1982 (in percent):

. Return on Assets
Year - United States Canada

1977 8
1978 9
1979 : 8
1980-- 1.
1
1

e

1981 -
1982- , -

®®winmo

0.
6.
7.
9.
0.
-1.

As can be seen in the following tabulation, the gross profit margin for the
forest industries of both the United States and Canada fell overall during
1977-82 (in percent): A

Gross profit margin
Year United States Canada

1977

Ty

NOS&>GHOO
e o e o
NS NOOD>WVK

1/ The figures in the tabulation were derived from Corporation Source Book,
1977-82, Internal Revenue Service, U.S. Department of Treasury and Corporation
Financial Statistics, 1977-82, Statistics Canada.

2/ 1Ibid.
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During 1978-80, the net profit margin was higher in Canada than in the United
States, thus favoring the Canadian industry. Losses were suffered in both the
United States and Canada during 1981 and 1982. Despite these losses, Canadian
firms invested substantially in plant and equipment over that period,
indicating expectations of continued profitability in future years. 1/

Comparable data on profitability for only major forest industry firms in
both the United States and Canada is not available for 1977-84, however, such

data is available for selected U.S. forest industry firms. The following
tabulation shows net profit margins (the ratio of after-tax profits to total
business receipts) for major forest industry firms (annually, 26 major firms
were surveyed for such data), from the Forbes Annual Report on American
Industry, during 1977-84 (in percent):

Year Net profit margin
1977 6.2
1978 6.2
1979 7.4
1980 6.0
1981 4.7
1982 3.3
1983 2.4
1984 3.7

The net profit margin for major U.S. forest industry firms declined irregularly
during 1977-83. The net profit margin of the major firms turned upward in
1984, however, largely as a result of the improved housing market that began
in 1983 and the continued growth in the do-it-yourself market. It is noted,
moreover, the major firms did not suffer the losses taken by the industry as a
whole during 1981 and 1982, as indicated in the previous tabulation, largely
as a result of being heavily intergrated and thus, not heavily relying on any
single market.

1/ See p. 167 of the July 23, 1985 public hearing transcript.
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Forest Resources

United States 1/

The resource base.--Of the 2,255 million acres of land area in the United
States, 737 million acres are classified by the Forest Service as forest
land. Of this 737 million acres, 482 million acres are classified as
commercial forest land. 2/ The commercial forest land is fairly well

distributed among the three major regions of the United States, as shown in’
the following tabulation:

Region Acres

: (millions)
South-- 188
North 166 -
West 128
Total 482

The States of Georgia (25 million acres), Alabama (21 million), and North
Carolina (20 million) have the largest acreages of commercial forest land in
the South; in the West, Oregon (24 million) and Washington (18 million) have
the most commercial forest land; and in the North, Michigan (19 million),
Maine (17 million), and Pennsylvania (16 million), are the leading States.

The forest resources of the United States are located in six major forest
regions; three east of the Great Plains and three in the West. Figure 3, on
the following page, shows the major forest regions of the United States. The
Bastern forests, which are widely distributed, have both softwoods and
hardwoods of commercial importance. However, in the western forests, it is
primarily the softwoods that are of commercial value, with few commercial
hardwoods available.

The northern forest region covers almost all of New England, New York,
and the Great Lake States. It also extends from northern Pennsylvania through
the Appalachian mountains to the northern reaches of Georgia. Although this
region supplied most of the raw materials for the wood products industries of
the United States during the first 250 years of U.S. settlement, it now
supplies only about 10 percent of the U.S. softwood lumber supply, on a
roundwood basis, of the U.S. industry's needs. The primary species of this
region are balsam fir, northern white-cedar, eastern white and red pine,
eastern hemlock, yellow birch, and maples.

1/ Data presented show An Analysis of the Timber Situation in the United
States 1952-2030, U.S. Department of Agriculture Forest Service, Forest
Resource Report No. 23, 1982.

2/ Commercial forest land is defined as land that is producing or is capable
of producing crops of industrial wood and not withdrawn from timber
utilization by statute or administrative regulation. Areas qualifying as
commercial forest land have the capacity of producing in excess of 20 cubic
feet per acre per year of industrial wood in natural stands. Inaccessible and
inoperable lands are excluded.
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The central hardwood forest region is a vast area of hardwood trees,
stretching from Cape Cod almost to the Rio Grande river in Texas, with the
western boundry being the Great Plains. It is nestled between the Northern
and Southern forests. As the name implies, it is a hardwood forest composed
mainly of oaks, maples, beeches, elms, and a wide variety of eastern
hardwoods. It supplies virtually no raw material to the softwood lumber
industry. ' :

The southern forest region extends along the Atlantic coastal plains
(piedmont zone) from southern Virginia south to all but the lower end of
Florida, west along the gulf plains to east Texas, and north up the
Mississippi river valley into Missouri. This region supplies approximately
40 percent of the U.S. softwood lumber industry's raw materials, the primary
species being the southern yellow pines--e.g., shortleaf, longleaf, slash, and
loblolly pine.

The western forest regions comprise about one-half of the United States’
source of raw materials for softwood lumber production.

The Rocky Mountain forest region extends from Canada to Mexico, and from
the Great Plains to the Cascades and the Sierra Nevadas. The majority of
commercial species (ponderosa pine, blue and Englemann spruce, and lodgepole
pine) in this region are found at elevations starting at about 5,000 feet
above sea level and continue up to the timberline at between 10,000 and
12,000 feet.

The Pacific coast forest region lies west of the Cascades and the Sierra
Nevadas and between Canada and the San Francisco Bay area. During 1930-70,
this region produced most of the United States' raw materials for softwood
lumber, and it continues to be a major region. This area also has the
nation's largest and tallest trees, which yield high-quality softwood lumber. '
The major species present in this region are Douglas-fir, western hemlock,
true firs, and redwoods. : !

The Alaskan forest region is located primarily in the Alaskan panhandle
(known as the coastal area) and in an area south of the tundra regions (known
as the interior area). The forests of this region are found from sea level to
about 3,000 feet above sea level. The coastal area is composed primarily of
western hemlock and Sitka spruce. The interior area has vast areas of forests
which have been burned by wildfires in the last 300 years and are still
plagued by forest fires--in the last 50 years it was not uncommon for
individual fires to range in size up to 1 million acres. The forests of this
area consist mainly of spruce, aspen, birch, and cottonwood.

Forest inventory. 1/--Although the preceding data provide an overall view
of the extent of commercial forest land of the United States, for the purposes
of this investigation, the net volume of softwood sawtimber on commercial
timberlands i/ is a more important measure of resource supply. The net amount
of softwood sawtimber on commercial forest land in the United States, as
reported by the U.S. Forest Service for 1977, 2/ was 1,985 billion board feet,
or 77 percent of the 2,579 billion board feet of all sawtimber (including
hardwoods) on U.S. commercial forest land.

1/ All inventory figures represent 1977 data (latest data available from the
Forest Service).
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The softwood sawtimber, however, is not distributed evenly over all
forest lands. The West has by far the greatest volume of sof twood
sawtimber--1,548 billion board feet, accounting for 78 percent of the U.S.
softwood sawtimber resource base and for 60 percent of the softwood and
hardwood sawtimber resource base. The South accounts for 341 billion board
feet (18 percent of total softwood sawtimber), and the North (97 billion board
feet--5 percent) accounts for the remainder. Table 1 shows the volume of
sof twood sawtimber, by geographic reg1ons and selected States, in 1977.

The total volume of all softwood growing stock 3/ on commercial
timberland in the United States was 456 billion cubic feet in 1977. As shown

in the follow1ng tabulation, 133 billion cubic feet (29 percent) of the total
was in Washington and Oregon:,

Softwood growing stock Percent
Geographic region (billion cubic feet) 1/ of total
West:

Washington and Oregon---—-—- 133 29
All other : — 182 40
South - 97 21
North- . _45 _10
Total 456 100

l/ Because of rounding, figures may not add to the totals shown.

In order for the United States to maintain its forests for continued
sawtimber supply, a combination of seedling plantings, direct seeding, and
natural regeneration is needed to maintain forests that have been cutover.
Although the Forest Service maintains its forests and provides assistance to
the public for regeneration on private lands, the forest industry has
replanted more acres per year than all other groups combined. The following
tabulation shows the number of acres replanted by both seedlings and seeds by
the forest industry and the Federal Government, and a total of all acres
replanted during 1977-84: &/

1/ SOftwood sawtlmber is defined as live trees of commercial species
containing at least a 12-foot saw log, or two noncontiguous 8 foot logs, and
meeting regional spec1f1catlons for freedom from defect. Softwood trees must
be at least 9.0 inches in diameter at breast height (4-1/2 feet above ground
level).

2/ The U.S. Forest Service updates such data only once a decade; therefore,
the data presented are the most current. State reported estimates for such
data are available on only a limited basis.

3/ The volume of all softwood growing stock is included for comparison
purposes. It includes timber that does not meet the requirements for
sawtimber.

4/ Data presented here are from the U.S. Forest Service's publications:
titled, Forest Planting, Seeding, and Silvical Treatments in the United States,
1978-85. .
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Year Forest industry Federal Government U.S. Total

(1,000 acres) (1,000 acres) (1,000 acres)
1977 1,138 378 ‘ 1,978
1978————————- 1,146 422 2,089
1979——— e 1,085 442 : - 2,061
1980—-——————— 1,172 499 2,267
1981-———————- 828 . . 431 1,927
1982--——————- 1,348 - - 403 © 2,375
1983————————- 1,419 388 - 2,453
1984 ———————— 1,395 385 2,553

The rise in the acres replanted by the forest industry (especially during
1982-84) has been primarily in the Southern United States. The private sector
as a whole increased from 1.6 million acres replanted in 1977 to 2.2 million
acres in 1984. It is estimated that 600 000 acres were restocked by natural

regeneration in 1984.

In 1984, nearly all of the replanted timberlands were restocked with
seedlings. It is estimated that 3.2 million acres were restocked in 1984:
79 percent with seedlings; 19 percent by natural regeneration; and 2 percent
by seeding. Because there are no detailed data on all natural regeneration,
the following tabulation shows acres replanted with seedlings and seeds during
1977-84 (in thousands of acres):

Year . Seedlings v " Seeds
1977- - 1,885 ) 93
1978 : 2,008 81
1979 - - 1,950 ’ 111
1980 e 2,170 97
1981- 1,840 79
1982-- 2,302 73
1983 - 2,290 64
1984 — 2,496 . 57

The primary reason that the seeding acres is so low is that it is not as
effective as replanting with seedlings and when coupled with the high cost to
prepare the site for direct seeding, it is used ‘sparingly.

Forest ownership. 1/--Ownership of the 482 million acres of all
commercial forest land in the United States in 1977 was concentrated in farmer
and all other private ownerships (excluding forest industry), often referred
to as private nonindustrial ownership. This group owned 278 million acres, or
58 percent of total U.S. commercial forest land. Another 69 million acres
(14 percent) were owned by forest industries. ' Of the remaining 136 million
acres, 89 million (18 percent) were in the national forests, and 47 million
acres (10 percent) were in other public lands. 2/

1/ Data presented show An Analysis of the Timber Situation in the United
States 1952-2030, U.S. Department of Agr1cu1ture, Forest Service, Forest
Resource Report No. 23, 1982.

2/ The U.S. Forest Service updates such data only once a decade; therefore,
the data presented are the most current. State reported estimates for such
data are available on only a limited basis.
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Oownership of softwood sawtimber in 1977 was not in direct proportion to
ownership of all commercial forest land. Out of a total of 1,985 billion
board feet, 1,009 billion board feet (51 percent) was in national forests,
549 billion board feet of that was in national forests in the Pacific
Northwest (including 162 billion board feet in Alaska). This and other major
-ownership classifications of softwood sawtimber are shown in the following
tabulation:

Quantity
: * (billion Percent
Ownership C board feet) of total
National forest - 1,009 51
Farm and other private 427 21
Forest industry ' 314 16
Other public- ' 236 _12

Total-—--- ” 1,985 . .- 100

The following tabulation shows that the ownership of all softwood growing
stock is distributed in nearly the same manner as softwood sawtimber:

Quantity
‘ T : “(billion : Percent
Ownership A , ' cubic feet) of total
National forest - - _ .208 46
Farm and other private - 123 27
Forest industry ‘ . 74 16
Other public 51 11
. Total : 456 o 100

Sof twood logfﬁrodh¢tion,.trade, and consumption.--For purposes of this
investigation, discussion. of log trade will focus on the effects of softwood
log trade on raw materlal pr1ce and supply for U.S. softwood lumber

manufacturers

During 1977—84, the value of production of softwood logs fluctuated as
stumpage values (see timber procurement section of this report) fluctuated, in
part, as a result of speculation on Forest Service timber sales, primarily in
the coastal Pacific Northwest, and as a result of the high value of exports to
of fshore markets of logs from the West.

Softwood log imports, primarily from Canada, fluctuated from a low of
79 million board feet, valued at $14.million, in 1978 to 142 million board
feet, valued at $24 million, in 1983 (table 2). Such imports were primarily
border transactions, resulting from special provisions as set forth by the
Canadian Government (see Canadian exports policies, later in this section), or
high-value clear logs (generally cedar or hemlock). During 1977-84, the

aggregate unit value of the imported logs was generally less than that of
domestic logs consumed in the United States.



Table 2.--Softwood logs 1/:
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imports for consumption, and apparent consumption, 1977-84

U.S. production, exports of domestic merchandise,

(Quantity in million board feet, Scribner log rule; value in millions of dollars;

unit value per thousand board feet)

:__Ratio (percent) of--

Produc- : , : Apparent : Exports

Year tion 2/ : Exports Imports : consumption : Importst?o : to pro-

: ' : , consumption. 4 ction

Quantity
1977 = 29,292 : . 2,980 : 140 : 26,452 : : 10
1978————~—mmmee: 29,429 : 3,298 : 79 : 26,210 : 3/ : 11
1979 29,389 : 3,768 : 118 : 25,739 : 3/ : 13
1980—————c 24,477 : 3,109 : 114 : 21,482 : : 13
198l 22,573 : 2,377 : 88 : 29,284 : 3/ : 11
1982 ; 22,575 : 3,115 : 99 : 19,539 : : 14
1983 - 28,118 : 3,391 : 142 : 24,869 : : 12
1984 28,373 : 3,369 : _ 117 ¢ 25,121 : 3/ : 12
: Value
1977 et 4,796 : 899 : 21 : 3,918 : 3/ : 19
1978——mcmmmmme 6,243 : 1,077 : 14 : 5,180 : 3/ : 17
1979 7,296 : 1,614 : 26 : 5,708 : 3/ : 22
1980 e : 6,552 : 1,452 : 17 5,117 : 3/ : 22
1981l 5,769 : 1,003 : 17 : 4,783 : 3/ : 17
1982—————eemmm : 4,789 : 1,174 : 23 : 3,638 : : 25
1983 5,974 : 1,068 : 24 : 4,930 : 3/ : 18
1984 6,214 : 1,079 : 15 : 5,150 : 3/ : 17
: - Unit value

1977 = $163.73 : $301.60 : $150.57 : $148.11 : : -
1978————em e 212.14 : 326.58 : 182.62 : 197.62 : : -
1979 248.26 : 428.20 : 223.44 : 221.75 : : -
1980 ————meme: 267.68 : 466.92 : 152.11 : 238.20 : : -
198l 255.57 : 421.88 : 193.84 : 235.81 : : -
1982~ 212.14 : 376.95 : 232.17 : 186.00 :. : -
1983 : 212.46 : 315.13 : 169.19 : 198.22 : : -
1984 219.01 : 125.19 204.99 : : -

-

.

320.30 :

o oo

1/ Used for softwood lumber.
2/ Estimated by the staff of the U.S.
3/ Less than 0.5 percent. v

International Trade Commission.

Source: Compiled from official statistics of the U.S. Department of
Commerce and from USDA Forest Service data.
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U.S. softwood log exports rose from 3.1 billion board feet in 1982 to
3.4 billion board feet in both 1983 and 1984; however, the value of such
exports declined from $1.2 billion in 1982 to $1.1 billion in both 1983 and
1984 (table 3). As in previous years, exports were of high-quality softwood
logs, primarily destined for Japan, which received 52 percent of the total
quantity of U.S. softwood log exports in 1984. China, which began purchasing
logs from the United States in 1980, received 26 percent of such exports.
Roughly 80 percent of U.S. softwood log exports leave from, and presumably are
grown in, Washington and Oregon, with under 10 percent leaving from Maine. 1In
1984, approximately 85 percent of the U.S. exports of softwood logs to Canada
were shipped from Maine, generally to Quebec border mills, with only 3 percent
leaving from Washington, to British Columbia border mills. The remaining
shipments to Canada were to border mills all along the U.S.-Canadian border.
Exports accounted for between 10 and 14 percent of domestic production during
1977-84.

U.S. consumption of softwood logs used for softwood lumber. production
fell from 26.5 billion board feet in 1977 to 19.5 billion board feet in 1982,
following the trend of softwood lumber production (table 2). As U.S. softwood
lumber consumption rose in 1983 and 1984, largely in response to increased
housing starts, so did softwood log consumption. Imports, as a share of
consumption, were less than 1 percent during 1977-84.

Log export policy.--Since October 1973, Congress has banned the export of
unprocessed timber from Federal lands in the West. 1/ Before this ban,
exports from Federal land west of the 100th meridian had been restricted
(since Jan. 1, 1969), to 350 million board feet annually by the Morse
Amendment (82 Stat. 966). Softwood log exports from Federal lands in Alaska
have been restricted since 1928 and from State-owned lands from 1960 to
mid-year 1984. On May 22, 1984, the U.S. Supreme Court reversed a Court of
Appeals holding that Congress has authorized Alaska's primary manufacturing
requirement on softwood lumber, which would require the primary manufacturing
of softwood lumber from logs within Alaska, and remanded the case to the lower
court. 2/ As a result of the U.S. Supreme Court decision, Alaska now permits
exports of softwood logs from State lands regardless of primary manufacturing.

However, the U.S. Supreme Court decision had no effect on the log export
policy of the State of California. California continues to restrict all log

exports from State lands, as it has for many years.

Also, as the result of a decision by an Oregon State's Attorney, the
State of Oregon now permits the export of softwood logs from all common school
lands in the State; however, the State continues to restrict exports from all
other State lands as it has for many years. Recently, the Idaho State
Legislature struck down previous legislation that restricted log exports from
that State (effective 1985).

1/ Department of the Interior and Related Agencies Appropriations Act, 1974
(Public Law 93-120, Oct. 4, 1973), sec. 301.

2/ South Central Timber Development Inc. Petitioner v. Esther Wunnicke,
Commissioner, Department of Natural Resources of Alaska, et al. No. 82-1608.
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Nationally, about 10 to 15 percent of the total softwood log harvest is
exported. 1In the western parts of Oregon and Washington, however, softwood
log exports account for as much as 40 percent of the total harvest, and in
Maine, log exports have accounted for between 30 and 50 percent of that
State's total harvest in recent years.

The effect of log export restrictions on resource supply, employment, and
on lumber and stumpage prices is a subject of much debate. On one side of the
issue, proponents of further restrictions in the Northwest claim that ‘
additional restrictions would lower stumpage prices by increasing the supply
of available logs and through lower lumber prices enhance the competitive
position of Pacific Northwest producers in both U.S. and foreign markets.

On the other hand, opponents of restrictions maintain that further
restrictions would not guarantee lower stumpage and lumber prices, because
Japan possibly would start importing lumber from the United States in the
necessary quantities to replace its lost log imports, thereby continuing the
demand on U.S. timber resources. As an additional point, some opponents claim
that higher U.S. prices caused by log exports have led to increased incentives
for management of U.S. forests (higher prices justify increased management,
which in turn yields greater per acre volumes of better grade timber). If
incentives were removed, it is claimed, management would deteriorate,
resulting in decreased supply and higher prices in future years.

In a 1980 study by the Forest Service, 1/ projections of the effects of a
log export ban were made using a multiple scenario approach. The scenarios
are based on various assumptions ranging from Japan purchasing no additional
softwood lumber from the United States to Japan purchasing the lumber
equivalent of the log export volume that would have been exported. The
results of this study indicate that prices for both lumber and stumpage could
be expected to vary with a log export ban, dependent on each scenario.

Stumpage prices in the Douglas-fir region were predicted to decline in all
scenarios, although all other regions examined had mixed stumpage price
changes depending on the conditions of the scenario. The most likely
scenarios indicate a stumpage price change of less than +15 percent (except
for stumpage prices in the Douglas-fir areas, which could be expected to
decline by more than 15 percent). The magnitude of the price changes found
for lumber in the most likely scenarios would amount to less than a +2-percent
change in the 1980°'s.

In addition to price changes, total U.S. timber harvest could be expected
to decline (primarily in the Douglas-fir region) under all scenarios during a
log export ban. In analyzing the results of this study, it is important to
note that although a ban on log exports would certainly affect the price and
supply of lumber and stumpage to some degree, changes in the U.S. economy and
in levels of housing activity would have a greater affect on prices and
supplies. ‘ '

1/ David R. Darr, Richard W. Haynes, and Darius M. Adams, The Impact of the
Export and Import of Raw Logs on Domestic Timber Supplies and Prices, U.S.
Department of Agriculture, Forest Service Research Paper, PNW-277, 1980.
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Canada

The resource base.--Of the 2,265 million acres of land area in Canada, 1/
1,078 million acres are classified as forest land of which 1,059 million acres
are available for the growing and harvesting of forest crops (production
forest land). Of the 1,059 million acres, however, only 544 million acres
(56 million of which are currently unstocked) are classified as being able to
produce a merchantable stand of timber within a reasonable length of time
(productive forest land). These 544 million acres of productive forest land
are distributed among the Provinces of Canada, as shown in the following
tabulation:

Productive forest land Percent
Province ' (million acres) 1/ of total
British Columbia 113 ' 21 -
Ontario 93 : : 17
Quebec 132 24
Alberta 53 10
Other Atlantic Provinces 2/--—-———- 44 ' 8
Manitoba , 34 6
Other 3/ ’ _74 _14
Total 544 : 100

1/ Because of rounding, figures may not add to the totals shown.

2/ Includes Newfoundland, Nova Scotia, New Brunswick, and Prince Edward
Island. ‘

3/ Includes Saskatchewan, Northwest Territories, and the Yukon Territory.

Canada's forest resource consist of eight broad vegetation regions each
of which have distinct vegetative types within them (see fig. 4 on the
following page). Provinces may share common vegetative regions, the
geo-political boundries are set, therefore, because of overlapping boundaries
the percentages are approximations.

The largest region is the boreal region that includes lands from Nova
Scotia to the Yukon Territory. This region accounts for 83 percent of the
Canadian forested region and has the following species; white and black
spruce, tamarack, true firs, jack and lodgepole pine, and an extensive area of
mixed and pure stands of hardwoods (birch, aspen, popular, etc.). Much of
this region is composed of even-aged immature stands, the result of wildfires
that continue to effect the region to this day. Past wildfires, the result of
lightning strikes, burned vast areas, often resulting in the destruction of
areas in excess of 10,000 acres each. The current stands of timber are the
result of natural regeneration. Although this region dominates in area,
approximately one-half of it is inaccesible, thus being of little commercial
value. Because the climate is severe, having a maximum growing season of
150 days, it has prevented many trees from reaching merchantable size. Other
trees may be stunted or have small diameters, leading to excessive waste in
the milling process.

2/ Statistics Canada, Catalogue 25-202, 1982 (includes lands previously
reported as uninventoried acreage). :



Figure 4.--The forest regions of Canada.
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The Tundra region that borders on the northern edge of the boreal region
lacks commercial forest land and therefore will not be discussed.

British Columbia and Alberta comprise an area made up of four regions:
Sub-alpine (mountain uplands) composed of Englemann spruce, alpine fir, and
lodgepole pine; Montane (dry interior plateaus) composed of interior
Douglas-fir, lodgepole pine, and quaking aspen; Coast (west coast) composed of
hemlock, sitka spruce, coastal Douglas-fir, Amarilis fir, and yellow cedar;
and Columbia (interior wet belt) comproed of western red cedar, western
hemlock, true firs, and some interior Douglas-fir. These four regions account
for just 8 percent of the Canadian forested area, but nearly one-half of the
standing softwood timber inventory. This is because the standing timber in
these regions is considerably larger in size than in the other regions of
Canada, In the other regions, there is a greater occurrance of stands
composed of small diameter trees with little commercial value.

The Great Lakes-St. Lawrence and deciduous region is predominantly
located in the southern portions of Ontario and Quebec. As the name implies,
it borders the Great Lakes and the St. Lawrence Valley and contains
approximately 8 percent of the total forested area in Canada. The tree
species found in this region are eastern white and red pine, eastern hemlock,
yellow birch, and a wide varity of mixed hardwoods.

The remaining forested area (1 percent of the total) is in the Acadia
region (Eastern Maritimes) which has red and white spruce, balsam fir, yellow
birch, and a wide variety of other species.

Forest inventory.--The volume of timber on Canada's stocked, productive
forest land is about 694 billion cubic feet. Of this total, 550 billion cubic

feet is softwood (the third leading country in the world). The following
tabulation shows that almost half of this softwood inventory is in British
Columbia: 1/

Volume Percent

Province (billion cubic feet) 1/ of total
" British Columbia--- 263 48
Ontario 73 13
Quebec © 109 20
Other Atlantic 2/-- 33 6
Alberta———————eee—n 28 5
Manitoba-———————e-- 16 3
Other 3/--————ceeo _29 _5
Total-——————— 550 100

1/ Because of rounding, figures may not add to the totals shown.

2/ Includes Newfoundland, Nova Scotia, New Brunswick, and Prince Edward
Island.

3/ Includes Saskatchewan, Northwest Territories, and the Yukon Territory.

Regeneration of Canadian forests has been of increasing concern. As the
old-growth forests are cutover, regeneration becomes vital to continued supply
of sawtimber. Currently, Canada uses a combination of natural regeneration,
seedling plantings, and direct seeding to achieve continued sawtimber stocks.
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Natural regeneration is the preferred‘silvicultural method for many sites
~and forests; there are varing degrees of intensity of natural regeneration.
For sites and forests, which are remote, less intense silvicultural methods of
natural regeneration are used. However, total reliance on natural

. _regeneration systems to renew the forest is decreasing; the Provinces are

shifting to artificial (planting and seeding) regeneration methods for more
cut-over areas. This change will shorten the waiting period common in natural
regeneration and will better control species composition and tree quality in
areas where it is economically and biologically appropriate.

The general shift to more intensive timber management is evident in the
increase in silvicultural work. In 1975, fewer than 200 million seedlings
were produced. Expenditures on silvicultural work have steadily been
increasing. The total harvest area is 2.0 million acres of which 1.7 million
are clear-cut and 300,000 acres are harvested by modified means. Planting and
seeding is done on more than 618,000 acres, or 40. percent of the clearcut:
area. Planting levels have almost doubled in the last 5 years and are '™
scheduled to increase even further. Most of the remainder of the sites will
be restocked by natural regeneration.

On sites where past reforestation efforts have proved unsuccessful or
where significant losses have occurred because of fire and insects, programs
are being instituted to accelerate the return of these lands to productiV1ty,
Can$200 million are budgeted for this type of work over the next 5 years in
British Columbia alone. .

Forest ownership.--The productive forest land in Canada is almost
entirely Provincial Crown land. 1/ Of theé 544 million acres of productive
forest land, 437 million acres,.or 80 percent, are Provincial Crown lands,

- with 62 million acres (about 12 percent) of Federal Crown lands 2/ and
44 million acres (8 percent) . of -private holdlngs. 3/

Ownership of timber in Canada is concentrated in Provincial Crown lands,
which contain 503 billion cubic feet out of a total of 550 billion cubic feet
(91 percent) of softwood timber in Canada on productive forest lands. Private
lands account for about 26 billion cubic feet (5 percent) and Federal Crown
lands contain oniy 20 billion cubic feet (4 ‘percent).

- Softwood log production,-trade, and consumption.--For purposes of this
report this section will focus on the effects of softwood log trade as it

affects the raw material price and supply for Canadian lumber manufacturers.

Canadian production of softwood logs used to produce softwood lumber
steadily increased during 1977-84, with the exception of 1981, when Canadian
producers were hit by strikes and an overall decline in the softwood lumber
markets; such production rose from 12.7 billion board feet in 1981, to
16.2 billion board feet in 1984 (table 4).

1/ Public lands under Provincial Government jurisdiction.
2/ Public lands under Federal Government jurisdiction.
3/ Data obtained from B.C. Ministry of Forests.
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.imports for consumption, and apparent consumption, 1977-84

Canadian production, exports of domestic merchandise,

(Quantity in million board feet, Scribner log rule; value in millions of U.S. dollars;

-
.

unit value per thousand board feet)

:__Ratio (percent) of--

Year : t;::“;/ ; Exports . Imports ; co:gﬁ;;tgzn ; imports ?o ; ::szzf
v consumption .
: : : : : : duction
. Quantity
1977 e 13,330 : - 190 : 340 : 13,480 : 3: 1
1978-————meee-: 13,715 : 137 372 : 13,950 : 3 1
1979 14,268 : 175 : 426 : 14,519 : 3: 1
1980-—————cee-: 14,232 : 232 : 360 : 14,360 : 3: 2
1981 ———=—=m= - 12,698 : 200 : 282 : 12,780 : 2 : 2
1982————cemmme 14,940 : 255 : 292 : 14,977 : 2 : 2
1983~ 15,630 : 454 : 450 : 15,626 : 3: 3
1984 ——-cmmemee: 16,169 : 702 _: 521 : 15,988 : 4 : 3
) Value
1977 cccmmemee: 1,804 : 42 : 32 : 1,740 : 2 2
1978—————mea—v: 1,993 : 31 : 36 : 1,998 : 2 : 2
1979———-mm-: 2,254 : 47 : . 49 : 2,256 : 2: 2
1980-~———————- : 2,334 : 54 : 42 : 2,322 : 2 : 2
198l 1,993 : 43 : 35 : 1,985 : 2 : 2
1982t 2,013 : 68 : 35 : 1,980 : 2 : 3
1983 cccrmemee: 2,666 : 107 : 57 : 2,616 : 2 : 4
1984 ———cmeemee: 2,732 : _ 163 : 65 : 2,634 : 2 : 6
: Unit value
1977 $135.33 : $219.11 : $95.46 : $129.08 : - -
1978c—memm e 145.32 : 227.16 : 97.65 : 143.23 : - -
1979 e 157.98 : 269.92 : 115.64 : 155.38 : - -
1980 ——meceme=: 164.00 : 230.79 : 117.03 : 161.70 : - -
198l ——cmmeeme=: 156.95 : 213.38 : 123.42 : 155.32 : - -
1982——ceemmee=: 134.74 : 268.35 : 121.09 : 132.20 : - -
1983 e 170.57 : 236.30 : 126.22 : 167.41 : - -
1984 cme e 168.97 : 232.07 : 125.14 : 164.75 : - -

1/ Used for softwood lumber.

2/ Estimated by the staff of the U.S. International Trade Commission.

Source: Statistics Canada

.Note.--Import and export.unit values based on unrounded fi;urgs.
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During 1977-84, imports of softwood lumber consumption fluctuated.:
During 1981 and 1982, when Canadian softwood lumber consumption was at its
lowest levels of the past decade, imports of softwood logs were at low
levels. However, in 1983 and 1984, the level of imports rose to an alltime
high, as did softwood lumber production in Canada. Nearly all of the softwood
log imports were harvested along the U.S.-Canadian border, with the majority
of such logs harvested in Maine and shipped by truck to mills along the
Quebec-Maine border.

Canadian softwood log exports more than tripled during 1977-84, rising
from 190 million board feet, valued at $42 million, in 1977 to 702 million
board feet, valued at $163 million, in 1984 (table 5). This increase resulted
from a quadrupling of exports to Japan, and the emergence of the People's
Republic of China in the early 1980's as a significant purchaser of Canadian
logs. Exports as a share of production rose from 1 to 3 percent during
1977-84.

Canadian consumption of softwood logs for softwood lumber rose from
13.5 billion board feet, valued at $1.7 billion, in 1977 to 16.0 billion board
feet, valued at $2.6 billion, in 1984 (table 4). The unit value of such logs
steadily increased from $129 per 1,000 board feet in 1977 to $165 per 1,000
board feet in 1984; largely a result of increased harvesting and hauling
costs. Imports as a share of consumption rose from 3 percent in 1977 to
4 percent in 1984. Quebec was the largest consumer of such imports.

Log export policy.--Provincial laws prohibit the export of any
unprocessed logs except when the log is considered surplus to Canadian needs
(for a summation of log export policies by province see app. L). In British
Columbia, in order to receive a permit for export, logs must first be
advertised for public sale. If offers are received that meet the fair
domestic price criteria, 1/ then such logs may be sold on the export market.
The advertising and review process usually takes from 1 to 2 months. For all
practical purposes, Canada's log exports are of minor volumes, although logs
can be exported from some Indian-owned lands.

A comparison of the forest resources of the United States and Canada

The land areas of the United States and Canada each consist of about
2.3 billion acres. This and other points of comparison of the forest
resources of the two countries are summarized in the following tabulation: 2/

1/ The fair domestic price is as determined by the Log Export Advisory
Committee, which is governed by guidelines but not by law. The Ministry of
Forests has the final decision as to whether the logs meet the fair domestic
price criteria.

2/ Because of rounding, figures may not add to the totals shown.
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Resource United States Canada
Total land area —-—--- million acres 2,255 2,265
Commercial forestland -do- - 482 544
Softwood timber inventory (billion f£3) - 456 550
Commercial forest land ownership:
Public:
National forest/Federal Crown l/-percent-----—-- 18 11
Other public 2/-- do 10 80
Private:
Industrial--—- do 14 5
Nonindustrial do _58 _4
Total ———--— do 100 100
Softwood timber ownership:
Public:
National Forest/Federal Crown l/-percent-----—-- 51 4
Other public 2/ do--- - 12 - 91
Private: ‘
Industrial do .16, 3
Nonindustrial- do ' 21 _2
Total - do 100 100

1/ Includes National Forests in the United States and Federal Crown lands in
Canada.

2/ Includes other Federal agencies and State lands in. the United States, and
Provincial Crown lands in Canada.

Beacuse of the existing export policies on the vast amount of land under
public ownership in Canada, the United States enjoys a competitive advantage,
in terms of resource allocation policy, over Canada in the world log markets,
particularly with respect to the Japanese market. Although log exports are
restricted from Western U.S. public lands and from some State ' lands,
sufficient acreage of private lands and selected State lands (primarily in
Washington) exists in the West to permit those Western U.S. softwood lumber
companies with commercial forest lands, or access to certain State lands, to
choose between sending their logs to either the log export market or consuming
the logs at their mills. However, because log exports are severly restricted
in Canada and not in the United States, the prices received for logs in Canada
are lower than in the United States. It should be noted, however, that the
majority of the logs exported from the United States are of such quality, that
if they were consumed in the United States they would be used to produce
veneer and to some degree clear lumber.

Both the United States and Canada have increased their efforts to
regenerate their forests during 1977-84. According to industry and government
sources, this increase is expected to continue, thus assuring a stable supply
of timber in the coming years.
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Timber Procurement

The major variable cost in the manufacture of softwood lumber is the raw
material cost, herein called delivered log cost. There are two main
elements--stumpage, and harvesting and hauling--that affect and influence
delivered log costs for the U.S. and Canadian producers. From a delivered log
cost, the wood cost (discussed later in the production methods and costs
section) may be derived. Although the delivered log cost varies between

countries, it also varies by regions and by the type of owner from whom the
logs are purchased. Species differentials and terrain are not factored into
the data presented in this section; however, the harvesting and hauling costs
and roadbuilding costs are included in the delivered log cost to the extent
possible. All data were generated from Government (Federal, State, and some
local) and industry sources. - :

The term stumpage is defined as the monetary value of standing timber
calculated before the tree is cut. This term originated from the early
practice of charging a set price per tree cut, then counting the stumps to
arrive at the total charge. Prices paid for stumpage vary across the United
States and Canada and are determined by such factors as volume per acre
to be cut, size of timber, species, terrain, location, markets, and ownership.

U.S. prices and trends

Since 1982, the aggregate U.S. stumpage rate has risen over 10 percent to
$104.16 per 1,000 board feet in 1984, largely reflecting the increased demand
for wood products by the U.S. housing industry. Although the stumpage rates
in the North and West slipped (3 and 5 percent, respectively), the South rose
over 40 percent as the demand for southern pine building products (e.g.,
lumber, plywood) surged upward. Delivered log prices followed the stumpage
rates, rising 10 percent for aggregate U.S. delivered log cost.

Inventory review.--The ownership of the volume 1/ of standing timber
harvested in the United States in 1976, the latest year for which data are
available, is shown in the following tabulation, and in table 6:

Percehtgge distribution

Ownership of volume
Forest industry-- 37
Farm and other private--———————- 30
National forests ‘ 23
Other public - _10
Total 100

The fact that the volume of timber harvested in the United States is
evenly distributed among government, industry, and private lands, highlights a
major factor in the wide range of prices paid for stumpage.

1/ All log volume data presented in this report are in board feet, Schribner
log rule.
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Forest industry stumpage prices.--Forest industry timberlands are defined
as land with standing timber, mature or otherwise, that is owned by a company
engaged in any segment of the forest industry. Such land is purchased with
the intent to harvest the timber at some point in time--usually within 1 to
80 years—-and manufacture it into forest products (e.g., lumber, plywood,
pulp) or sell the logs outright. Since most forest industry companies own
timber at a book value much below current market values, actual stumpage price
trends of forest-industry-owned timber are hard to determine. In many
instances, companies are better off financially by accounting for stumpage at
as high a price as is legally permissible in order to pay a capital gains tax
(maximum 28 percent) on timber rather than pay income tax at the normal
corporate (46 percent) rate. Lumber producers that own timberland, therefore,
generally use current market prices in accounting methods rather than original
costs. Currently, the Internal Revenue Service uses U.S. Forest Service or
State bid stumpage prices to measure the validity of stumpage prices used by
forest industry companies for capital gains calculations on timber cut from
company lands. :

Farm and other private land stumpage prices.--Generally, the prices paid
for stumpage on farms and nonindustrial lands result from interactions between

buyers and sellers. The states east of the Rockies, in the North and South,
will be used in this discussion as an example of stumpage prices paid for
timber cut from private lands. These prices are generally "cut-out and
get-out” prices--no roadbuilding, site improvement, or cleanup other than at
the landings.

Northern farm and other private harvested sawtimber accounted for about
2 percent of the softwood sawtimber harvested in the United States in 1984,
the same as that in 1977 (table 7). The timber harvested in the North is
generally smaller, and thus yields less lumber than any other area of the
" United States. In 1977, the average stumpage prices paid in the North were
$27.92 per 1,000 board feet. That average rose to an alltime high of
$46.40 per 1,000 board feet in 1981 in response to nationwide price
speculation. However, as the expected increase in the markets for softwood
lumber (for housing) did not materialize as high as expected, the stumpage
prices paid dipped to $41.63 per 1,000 board feet in 1984.

~ In the South, farm and other private sawtimber accounted for about
15 percent of the sawtimber harvested in 1977 for U.S. softwood lumber
production, and for about 20 percent in 1984. This timber is generally from
second or third generation forests that tend to have uniform-sized timber,
which is easily accessible. These forests usually are located in closer
proximity to the mills than any other region of the United States. 1In 1977,
the average stumpage price paid in the South was $69.49 per 1,000 board feet.
With increased housing construction demand, that average rose to $102.72 in
1980. .However, in 1982, the average stumpage price fell to $78.58 per 1,000
board feet as the rate of housing construction hit its lowest level in over
20 years. The average stumpage price then rose to $110.44 per 1,000 board
feet in 1984, as housing construction rebounded. It must be noted that about
50 percent of the timber from the North and South comes from farm and other
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private lands that have lower prices than Government timber, thus, prices
presented here may be slightly higher than actual prices. The following
tabulation shows stumpage prices in the North and South, during 1977-84:

Year South North
1977 ———————— US$69.49 UsS$27.92
1978——-—-———- 97.51 31.71
1979————————- 95.59 35.26
1980——-————-- 102.72 42.11
1981-———————- 88.84 46 .40
1982-———————- 78.51 42.75
1983 —(——————— 107.23 41.36
1984 ———————— 110.44 41.63

In the Northern and Southern regions of the United States, some private
lands are leased to wood product concerns for a flat fee--this is called fee
timber. Such timberland is normally leased for whatever length of time it
takes to build any roads agreed to, harvest the timber, clean up as
contracted, and replant as contracted; the length depends on the size of the
property and the volume of timber to be removed. It is estimated that between
5 and 10 percent of the commercial forest land in these areas was leased under

such arrangements during 1977-84.

Stumpage appraisal systems on public lands.--Federal and State and local
forests comprise 18 and 10 percent, respectively, of the commercial forest
land in the United States. Stumpage on such lands is appraised to establish a
selling price for the timber. Although the U.S. Bureau of Land Management,
and State and local governments have significant timber holdings, this
discussion will focus on the U.S. Forest Service stumpage appraisal systems;
most State and local government appraisal systems are similar.

The Forest Service uses two basic systems of stumpage appraisal:
residual value appraisal (RVA)--it is used in one form or another on nearly
all Government lands and comprises about 97 percent of Forest Service
appraisals; and transaction evidence appraisal (TEA)--it is used in the two
eastern forest regions (regions 8 and 9). 1/ The RVA system deducts the
estimated costs of harvesting and hauling, production (based on a mill of
average efficiency), and an allowance for profit and risk (between 9 and
18 percent) from the market prices for end products (e.g., lumber, plywood,
wood chips) to arrive at an appraised stumpage value. The TEA system bases
the appraised rates on formulas that use the last 4 or 8 quarters of data that
is for comparable species, quality, and terrain. A few appraisals, called
comparison appraisals (CA), are made by comparing results of other appraisals,
market prices, or other forms of price construction. CA's are only used when
sufficient data are unavailable or normal appraisal system use is impractical,
such as in trespass or land exchange cases.

The RVA system is used in Forest Service regions 1-6 and 10 (all western
regions). Region 1 currently shadows the RVA system with a TEA system of
equations, to verify the equation's integrity and provide a measure of
similarity between these systems. Regions 8 and 9 use a TEA system based upon

1/ See app. M for the descriptions of the regions of the Forest Service.
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prior bids by species over the past 4 or 8 quarters in appraisal zones.
Appraisal zones may include all or portions of individual forests. Currently,
both RVA and TEA (where no formulas have been compiled) are the basis for
stumpage price estimates on Government lands.

Prescribed minimum rates (i.e., base rates) are established by Regional
Foresters. Minimum rates vary by species from US$l to US$10 per 1,000 board
feet. These minimum rates are the lowest at which timber may be sold, except
for catastrophically affected timber. The lowest permissible stumpage rate is
US$0.50 plus direct reforestation costs. Timber is offered for sale at the
apprasised rate or the minimum rate, whichever is higher. Below cost-sales 1/
occur with greater frequency in the Intermountain West. Because some costs
incurred in preparing and administering timber sales are not recorded, the
Forest Service is developing an accounting system to help identify below-cost
sales. One Regional Forester (region 2) has directed that below-cost sales
will not be sold unless there are overriding reasons for the sales such as
resource protection from insect damage. Appendix M shows the most recent
Forest Service rule changes that apply to timber sale practices on public
lands.

State and local stumpage appraisal systems vary from State to State and
sometimes within a State. However, the basic concepts for appraisals on such
lands is basically the same as is in force on Forest Service lands.

Stumpage prices and trends.--As indicated earlier, stumpage prices vary
throughout the United States depending on the species, quality, volume, and
accessability. The owner of the timber has a large bearing on the price
received; he primarily is concerned with getting the greatest return
possible. Because the U.S. Forest Service publishes its appraisal prices and
timber offerings and has large timber holdings in the major producing regions,
in contrast to private timber, competition for such timber is high. Over '
85 percent of the volume of softwood sawtimber sold from U.S. Forest Service
lands, during 1977-84, had more than one bidder; nearly three-quarters of such
sawtimber received three or more bidders. Most sales with only one bidder
were for sales of $2,000 or less. During 1977-84, the number of sales 2/ that
can be converted to lumber, plywood, or pulp, had increase by nearly eight
times. The following tabulation shows the number of sales on Forest Service
lands, 1977-84:

1/ A below-cost sale is a timber sale in which the costs of preparing and
administering the sale are greater than the expected revenues from the sale of
timber. Such sales are measured by the sole criteria of cash recovery
compared with incurred costs. Below-cost sales are not to be confused with a
deficit timber sale which is a timber sale that is estimated to have
insufficient value at advertised rates to cover the purchaser's production
costs, including a margin for profit and risk. As all timber sales are sold
at an established minimum rate that provides for a positive return to the
Government, a deficit sale may or may not be a below-cost sale.

2/ Not included are sales of nonconvertlble product sales (e.g. Christmas
trees, cones, burls).
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Volume of sales

Year . Number of sales 1/ (billion board feet)
1977 44,466 9.9
1978 © 54,373 10.5
1979 64,135 11.3
1980 89,304 11.3
1981 92,041 11.5
1982 143,723 10.0
1983 235,585 11.1
1984 342,964 10.7

As can be seen, the number of sales has risen dramatically but the volume has

remained between 10 billion and 11.5 billion board feet during 1977-84. Since
1978, the number of $2,000 and less sales, has risen from 51,017 (94 percent)

in 1978 to 338,945 (99 percent) in 1984; the remaining sales account for most

of the volume of timber removed from Forest Service lands.

The prices paid for stumpage on public lands are generally the prices bid
through open auction, oral or sealed bid, with the highest bidder usually
awarded the sale; the appraisal price is only the advertised price. The bid
prices are available from the U.S. Forest Service and from most public owners,
by region and by species. 1/ Because the stumpage bought by bid is usually
sold under contracts that generally allow harvesting over a 3-to-5 year
period, prices bid are reflective of expected future market conditioms.

On all types of publicly owned land in Washington and Oregon (Forest
Service data include a small portion of California), the largest concentration
of such land in the United States, bid prices for stumpage increased steadily
during 1977-80, despite declining lumber markets in late 1979 and 1980
(table 8). However, in 1981, prices bid (per 1,000 board feet) for stumpage
dropped dramatically, reflecting the low demand of the previous 2 years,
before rising slightly in 1983 and 1984, largely reflecting the increased
demand for raw materials to produce building products that were needed for the
increased housing starts, as shown in the following tabulation:

1/ Bid and paid prices for individual species may be misleading because of
the method of timber sale employed by the Forest Service. When a stand of
timber is sold, the successful bidder might only bid on a single species,
which, particularly in western Washington and western Oregon, is often bid to
rather high levels. These high prices are somewhat moderated by the other
species of the sale that, when harvested, are billed at the appraised price,
generally below the price on the bid-on species. In addition, on most Forest
Service sales, a certain amount of timber is sold as per acre material. This
material is below utilization standards and is sold on a per acre basis rather
than on a scaled basis. Forest Service bid and cut prices presented in this
study are obtained from cut and sold reports for all nine regions.
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Year Forest Service 1/ All public lands 1/
3 L) 4 S — US$140.29 US$146.03
1978————— e 173.59 184.01
1979———— e 251.12 267.66
1980—- - 254.06 267.21
1981 ————m e 208.60 213.67
1982 ————— e $72.69 $84.80
1983 ————— e 96 .45 108.43
1984 ————— e 95.25 104.69
1/ Production, Prices, Employment, and Trade in Northwest Forest Industries,

fourth quarter 1984.

In other States, where the bidding is less intense and the species mix
less valuable, stumpage prices have not risen as rapidly nor as high as they
have in Washington and Oregon. For example, the average stumpage price for
public timber sold in Montana and Idaho was US$55.76 per 1,000 board feet in
1984, 47 percent less than the US$104.69 reported for Washington and Oregon.
Average bid stumpage prices for timber sold from public lands in Montana and
Idaho are shown in the following tabulation (per thousand board feet): 1/

Year Forest Service All public lands
1977 US$42.96 US$45.35
1978 56 .00 63.16
1979 62.09 68.63
1980 41.80 50.11
1981 49.22 51.13
1982 28.95 31.25
1983 41.05 43.88
1984—--—- 53.60 55.76

Although bid stumpage prices are the most often quoted, they are not
indicative of prices currently being paid for timber harvested. Bid stumpage
prices (especially where there are no escalation clauses) can be interpreted
as the expectations of market conditions at some time in the future, up to
7 or 8 years in some Forest Service sales. A more accurate indicator of
actual stumpage prices is the Forest Service cut and sold reports, where
current prices for cut and removed timber are listed. Although the prices
paid for cut timber may not be truly representative of the actual market value
of stumpage--the price being paid was determined by past bidding--they are
jndicative of the actual dollars being paid for stumpage being harvested at
present. :

1/ Although the species mix is not as valuable in Montana and Idaho as it is
in Washington and Oregon, the method of timber sale also influences the prices
being bid. East of the Cascade Mountains (eastside) timber is generally sold
with a rate adjustment clause. Simply put, with an escalation clause, the
timber purchaser will only realize 50 percent of any increase in timber
value. West of the Cascade Mountains (westside) the rate adjustment clause
usually is not included in timber sales, sometimes resulting in speculation
and "over bidding."” Montana and Idaho data obtained from Production, Prices,
Employment, and Trade in Northwest Forest Industries, fourth quarter 1984.
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In recent years (1979-81), speculation in the solid wood markets, and
Government legislation affecting area available for timber harvest (wilderness
bills) and volume that can be cut (a cap on allowable cut), have combined to
cause bidding to go well in excess of the current prices paid for cut
sawtimber. The following tabulation, derived from table 8, shows average
prices bid and prices paid for cut softwood sawtimber, per 1,000 board feet,
for all U.S. Forest Service sawtimber during 1977-84:

Year Price bid Price paid

1977-- Us$ 99.54 US$69.89
1978——- 120.81 84.79
1979 . 173.22 93.29
1980--- 172.60 79.52
1981 154.30 89.71
1982-—- ——— 61.24 50.27
1983 - 70.01 70.28
1984—-- - 65.84 72.01

As shown in the above tabulation, in 1983 and 1984 the prices paid for cut
sawtimber were in excess of bid prices. This is a reflection of bid prices
being more in line with current market conditions then in previous years.
Shown in the following tabulation are average prices paid for softwood timber
cut on all Forest Service land during 1977-84 (per thousand board feet):

Eastern and

Year Western Southern Average
1977- US$110.48 US$44.07 Us$69.89
1978 141.95 62.51 84.79
1979 192.83 65.40 93.29
1980--- 194.73 70.64 79.52
1981-- 170.54 59.03 89.71
1982- 61.69 59.03 50.27
1983--——- 72.27 59.46 70.28
1984--—- - 67.79 56.32 72.01

Prior to 1982, the stumpage prices paid for softwood sawtimber removed from
Forest Service lands was two to three times higher on western lands than
elsewhere. However, starting in 1982, prices paid were within 4 percent of
each other in all areas before rising to less than 20 percent in 1983 and
1984. Because new technology allows the use of smaller timber--at one time
such timber was left in the woods or was used for pulp--the gap in prices paid
for harvested sawtimber on western lands are not likely to regain the wide
price advantage they held 3 to 6 years ago.

All harvested sawtimber used to manufacture softwood lumber harvested
(includes State, Federal, and private--company and individual) in 1984 was
valued at $104.16 per 1,000 board feet (table 7), or 26 percent less than the
amount in 1981. The following tabulation shows the stumpage prices paid per
1,000 board feet for harvested timber from all lands, by regions, in 1977-84:
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Year Northern Southern Western Total
1977———————- US$27.92 US$69.49 US$114.43 US$96.41
1978————~——- 31.71 97.51 136.96 118.76
1979———————- 35.26 95.59 162.95 134.37
1980———————- 42.11 102.72 141.47 122.16
1981-——————- 46 .40 88.84 181.88 140.98
1982-——————- : 42.75 78.51 109.07 93.57
1983————-—- 41.36 107.23 109.52 105.99
1984 ———————- 41.63 110.44 104.10 104.16

Prior to 1983 and 1984, the Western United States stumpage prices were
between 28 and 51 percent higher compared with prices in the Southern United
States and between 60 and 78 percent higher than those in the Northern United
States. The Western United States normally uses a 50-50 mix, private vs.
public, of timber compared with less than 20 percent of public timber used
elsewhere. However, in 1983 and 1984 it is thought that more private timber
than public timber was used, in the Western United States. This is believed
to have lowered the price for all western timber. Such timber was more than
40 percent less in 1981 than it was in 1983 and 1984.-

Delivered log prices.--Delivered log prices, a combination of stumpage,
harvesting, hauling, roadbuilding, and any other related charges, varied by
area within the United States during 1977-84 (table 7). . In 1984, the West had
the highest prices, $237.44 per 1,000 board feet followed by the South and
North whose prices were $164.54 and $143.20 per 1,000 board feet,
respectively. The following tabulation derived from table 7 shows delivered
log prices by areas, 1977-84:

Year Western Southern Northern Total

1977 US$194.13 US$117.07 ~ US$104.53 US$148.11
1978————---—-  231.42 147.68 112.51 197.62
1979 274.20 139.98 125.20 221.75
1980———————- 299.76 154.61 - 129.44 238.20
1981————-——-  312.46 130.51 145.75 235.81
1982———————- 237.83 123.09 146.72 186.00
1983 231.76 156.62 141.29 198.22
1984 —————en 237.44 164.54 143.20 204.99

The large price differential between the West and the rest of the United
States is a result of the harvesting costs (e.g., techniques, terrain,
species, size). In the West, the majority of timber harvesting is by manual
felling, large logging crews, and high-cost roadbuilding. On the other hand, .
the South and North are split 50-50 between mechanical and manual harvesting,
and most roads are already in place. It should be noted that the delivered
log price data are aggregates of all species, all quality differences, and
from all classes of lands (public, private, and industry).
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Table n.--ﬁfmo_d sewtimber: Timber (excluding pulpwood) cut snd sold on Forest Service lands, in all

regions, 1977-84

Forest Service region

Year and item H :
: Y i S 3 ) -] i (AL)) 6 :(wWest) 6 :(Bpst) € : 8 : 9 : 10 ___: _ Jotal
1977: : H H : : : : : : :
sold: H X : : H : : : : B H : .
Volume (0% board feet)---: 1,011.5 : 304.1 : 283.0 : 402.4 : 1,589.6 : 4,765.2 : 3,242.2 : 1,523.0 : 1,071.9 : 491.2 : 0.9 : 9,99.7
Value (Million dollars)--: $0.3 : A4 19.0 : 7.5 : 188.3 : 653.8 : SA9.0 : 104.8 : 56.1 : 8.1 : ) VAR 987.4
Unit value ($/MDf)--—-eee: 49.74 @ 124.35 : 67.00 : 18.62 : 118.43 : 137.21 : 169.33 : 68.81 : S52.38 : 16.41 : 10.98 : 99.54
Cut: : H : H : : : H H : : H
Volume (MM board feet)---: 1,113.0 : 326.2 : 401.5 : 450.1 : 1,882.2 : 4,342.8 : 2,992.2 : 1,350.6 : 1,028.9 : 471.5 : 465.3 : 10,481.5
Value (Million dollars)--: 48.3 : 5.2 : 21.3 ¢ 23.9 : 158.5 : 423.1 : 327.3 : 95.8 : 43.4 : 6.9 : 1.9 ¢ 732.5
Unit value ($/Mbf)--ceu--: 43.484 : 15.86 : 53.07 : 53.05 : 84.22 : 97.42 : 109.38 : 70.93 : 42.23 : 14.53 : 4.19 : 69.89
1978: : H H : : : : : : : H :
Sold: : H : H H : : : : : : H
Volume (MM board feet)---: 1,029.0 : 386.7 : 386.4 : 381.6 : 1,940.2 : 4,987.7 : 3,393.6 : 1,594.1 : 1,108.4 : 616.6 : 159.2 : 10,481.5
Value (Million dollars)--: 64.3 : 9.6 : 3.8 : 13.8 :  275.8 : 842.3 : 707.3 : 135.0 : 2.9 : 12.5 : 5.6 : 1,328.4
Unit value ($/Mdf)--—----: 62.47 : 24.72 : 82.20 : 36.16 : 142,13 : 168.87 : 208.42 : 84.69 : 65.74 : 20.29 : 35.08 : 120.81 -
Cut: - H : H H H H : . H : : H
Volume (MM board feet)---: 945.4 : 282.2 : 380.4 : 385.9 : 1,775.3 : 4,340.7 : 2,990.7 : 1,350.0 : 1,032.8 : 479.6 : 4S57.8 : 10,079.S
Value (Million dollars)--: 4.9 : 5.3 : 23.8 : 15.8 :  178.6 : 524.2 : 405.5 : 118.7 : 52.8 : 7.2 2.0 ¢ 854.7
Unit value ($/MDf)---e---: 47.53 : 18.84 : 62.5¢ : 40.95 : 100.59 : 120.77 : 135.59 : 87.93 : 51.12 : 15.09 : 4.40 : 84.79
197¢: H : H : : H : : ] . : : :
Sold: H : : H H H . : K : : H
Volume (MM board feet)---: 1,106.2 : 362.1 : 365.4 : 334.3 : 2,263.5 : 5,138.2 : 3,496.0 : 1,642.2 : 1,166.7 : 584.9 : - 109.1 : 11,330.4
Value (Million dollars)--: 72.0 : 2.9 : 34.9 13.6 :  432.2 : 1,280.2 : 1,075.0 : 205.2 : 100.3 : 15.2 ¢ 11.2 ¢ 1,962.6
Uait value ($/mdf). -.-- -1 65.08 : 8.07 : 95.44 :. 40.65 : 199.79 : 249.16 : 307.49 : 124.95 : 86.01 : 26.07 : 102.5¢ : 173.22
Cut: : H : : : H : : : H : H
Volume (MM board feet)---: ~994.4 : 208.0 : 338.8 : 433.7 :"1,817.8 : 4,528.7 : 3,120.3 : 1,408.4 : 1,004.4 : 530.8 : 430.4 : 10,377.0
Value (Million dollars)--: $7.3 ¢ 4.6 : 23.7 : 17.2 @ 185.9 :  632.2 : 473.5: 138.7 : 5.3 : 9.3 : 1.5 : 968.0
Unit value (S/MDf)- - -~--: 57.63 : 16.12 : 70.08 : 39.65 : 102.27 : 135.37 : 151.75 : 98.48 : 55.54 : 17.44 : 3.43 : 93.29
1980: : H H : : H : : : H : :
Sald: : : : 3. : : : : : : : H
Volume (¥ board feet)---: 1,133.2 : 323.5 : 334.7 : 363.8 : 1,921.0 : 5,126.4 : 3,487.9 : 1,638.6 : 1,282.6 : 606.2 : 199.6¢ : 11,290.0
Value (Million dollars)--: 52.6 : 2.0 : 17.0 : 9.9 : 446.9 : 1,286.1 : 1,079.9 : 206.2 : 9.7 : 16.5 : 21.1 : 1,948.7
Unit value ($/MDf)eccccee-: 46.43 :. 96.06 : S0.74 : 27.19 : 232.64 : 250.87 : 309.63 : 125831 3 '75.43 : ' 27.24 : 105.31 : 172.60
CQut: H H . : H : H H H H H H H
Volume (MM board feet)---: 835.6 : 250.0 : 365.4 : 306.2 : 1,450.3 : 3,628.7 : 2,500.2 : 1,128.5 : 1,297.8 : S562.6 : 481.5 : 9,178.2
Value (Million dollars)--: 3.5 : 3.1 6.2 : 12.2 7 119.9 :  457.3 ¢ 353.7 :  103.5 : nac: 1.5 : 6.8 : 729.8
ait value ($/MDf)-—-ccou:  37.76 @ 22.56 :  44.44 :  39.93 : 82.64 : 126.00 : 142.48 : 91.74 : 54.80 : 20.70 : 14.09 : 79.52
3981: T H : H H H L B L R : :
so0lé: : — s : : : : : : : : :
Volume (M Doard feet)---: 994.3 : 403.9 : 409.8 : 314.8 : 1,830.2 : S$5,482.1 : 3,789.1 : 1,693.0 : 1,219.3 : 643.7 : s 11,456.8
Value (Million dollars)--: 59.3 : 3.7 : 35.4 : 5.2 : 291.5 :°1,233.4 : 1,009.3 : 224.1 : 113.8 : 17.8 : s 31,7677
Unit value ($/MDf)--cwe--:  59.68 : 9.12 : 86.49 : 16.53 : 159.27 : 224.98 : 226.36 : 132.36¢ : 93.31 : 27.70 : -1 154.30
Cut: : : : H : H H : H H : H
Volume (MX bosrd feet)---: 783.9 : 273.9 : 310.9 : 323.4 : 1,229.2 : 3,125.9 : 2,167.0 : 1,2)4.6 : 1,241.1 : 559.3 : 288.6 : 8,036.2
Value (Million dollars)--: 36.8 : 3.2 : 318.1 : 7.8 ¢ 131.2 :  426.2 : 308.1 : 118.1 : 78.4 12.6 : 6.7 : 720.9
Unit value (S/MDf)---~--=: 46.90 : 11.70 : S58.20 : 24.00 : 106.72 : 136.30 : - 142.18 : 97.20 : 68.70 : 22.54 : 23.15 : 8.7
1982: : : : : : : : : : : : : :
Sold: : : : : : H 3 : : H : H H
Volume (M board feet)---: 974.0 : 351.5 : 331.2 : 348.0 : 1,588.4 : 4,641.6 : 3,253.8 : 1,387.8 : 1,124.9 : 589.4 : 80.6 : 10,029.6
Value (Million dollars)--: 3.2 1.9 ¢ 10.7 : 4.2 : 88.7 : 370.8 : 296.8 : 74.0 : 85.7 : 15.5 : 2.4 ¢ €14.2
Unit value (3/Mdf)--ee---: 35.11 : 5.51 : 32.43: 12.00: S5.84 : 79.89 : 91.22: 53.31: 76.20: 26.38 : 29.53 : 61.24
Cut: : : : : : : H : H : H H
Volume (M board feet)---: 716.6 : 250.0 : 126.2 : 261.6 : 918.5 : 2,525.4 : 1,064.3 : 799.4 : B16.3 : 609.5 : 473.2 : 6,747.3
Value (Million dollars)--: 3.3 ¢ 1.9 : 5.5 : 3.0 : 47.6 :  191.6 : 1a4.5-: 47.1 : $5.7 : 15.5 : 5.0 : 339.2
Unit value ($/Mbf)-------: 18.55 : 7.55 : 32,04 : 11.60 : -51.84 : 75.86 : 98.70: S58.86 : 68.18 : 25.51 : 10.47 : 50.27
1982: H : : : : : : H H .t .3 :
Sold: : H : : s 3 : : : : H :
Volume (MM-Dboard feet)---: 1,125.2 : 338.2 : 423.7 : 370.4 : 1,865.5 : 4,915.6 : 3,327.5 : 1,588.0 : 1,318.6 : 632.2 : 82.0 : 11,061.4
Value (Million dollars)--: 48.2 : a4 12.4 ¢ 7.4 1 123.4 :  A61.4 ;. 314.1: 142.3: 97.9 : 18.1 :, 1.2 ¢ 1744
Unit value ($/MDf)-------: 42.87 : 12.82 : 29.99 : 20.07 : 66.13 : "~ 93.86 : 94.39 : 92.74 : 74.25 : . 28.61 : 14.63 : 70.01
Cut: : : : e : H H : H H : . s
Volume (M board feet)---: 947.5 : 306.2 : 318.0 : 361.8 : 1,490.2 : 3,868.2 : 2,29).0 : 1,577.2 : 1,096.0 : 604.5 : 251.5 : 9,264.0
Value (Million dollars)--: 31.6 : 3.2:° 1.8: 7.3 ¢ 135.9 : 354.1 : 241.8 : 112.3 : 8.6 : 6.7 : 0.7 : 649.7
Unit value ($/MDf)-------: 33.30 : 10.40 : 37.01 : 20.07 : 91.17 : 91.54 : 105.54 : 71,22 : 80.84 : 27.55 : 26.02 : 70.28
1984: : : : H : H H : : : H H
Sold: : : : : : H : : : : : :
Volume (M4 doard feet)---: 917.1 : 414.0 :  363.4 : 396.1 : 1,457.7 : 4,962.1 : 3,319.6 : 1,642.6 : 1,324.8 : 774.1 : $2.3 : 10,661.7
Value (Million dollars)--: 33.0 : 5.3 ¢ 14.0 ¢ 7.1 ¢ 98.6 : 421.5 : 307.3 : 114.2: 93.9 : 24.3 : 1.0 : 698.7
Unit value (8/MBf)--—----: 36.01 : 12.79 : 38.46 : 17.84 : 67.64 : B4.95 : 92.57 : 69.54 : J0.88 : 31.44 : 19.34 : €5.84
Cut: : H : H : : H : H : H :
Volume (MM¥ board feet)- -: 968.5 : 339.5 : 387.2 : 380.0 : 1,657.5 : 4,538.9 : 2,853.2 : 1,685.7 : 1,275.4 : 740.0 : 261.5 : 10,548.7
Value (Million dollars)--: 40.7 : 4.1 : 14.2 : 6.2 @ 134.6 : 429.6 : 283.0 : 146.7 : 104.8 : 20.4 : 4.9 : 759.6
42.05 @  12.01 : 36.65 : 16.42 : B1.22 : 94.66 : 99.18 : 87.01 : 82.18 : 27.56 : 18.60 : 72.01

Unit value ($/MDF)-eccena:

3/ Less than $5Q0,000.

T
Source: U.S. Forest Service

Qut_snd Sold Reports, 1977-84
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Canadian prices and trends

Canadian aggregate stumpage rates rose 12 percent, from US$10.57 per
1,000 board feet in 1982 to US$11.84 per 1,000 board feet in 1984. However,
the delivered log cost (aggregate for all Canada) slipped from US$166.35 per
1,000 board feet in 1982 to US$166.10 per 1,000 board feet in 1984.

Stumpage appraisal system on public lands.--As discussed in the section
on forest resources, each Province has its own stumpage appraisal system for
sawtimber, unique in terms of quality, quantity, and accessibility. Over the
years, these systems have been gradually modified to meet changes in
particular circumstances in the Provinces. Each Province must ensure that
environmental (e.g., watersheds, wildlife, and wilderness), recreational, and
industrial demands are satisfied. They must also ensure that the forest
resource, which is a major source of revenue for many Provinces, provides a
reliable source of income. This then dictates that the Province must assure
by its use of the forest that there will be a steady supply (sustained yield)
of timber, in perpetuity.

This need for a steady supply of income has led to the emphasis on
long-term tenures (also known as agreements) between the Province and
purchaser. As stated by the Canadian Softwood Lumber Committe in its written
testimony of February 4, 1983, before the Department of Commerce, "The
Provinces have significant interest in finding large-scale, responsible
operators who will establish themselves for a long period, cut large areas of
Provincial timber, pay timber dues in a reliable fashion, and protect the
diverse Provincial interest. Long-term tenures are also necessary to attract
and retain the large timber users, since without a guaranteed long-term
supply, industry would be unable and unwilling to invest large sums of capital
to establish and maintain substantial operations."”

In exchange for these long-term tenures, the Provinces have retained
ownership while delegating many, if not all, of the responsibilities of
ownership to the license holder. Such functions such as detailed forest
management plans, roadbuilding, and reforestation and silviculture, in
addition to timber dues or stumpage payments (in British Columbia), and other
charges, are the license holder's responsibility.

In cases where the potential purchaser is not able to or willing to
commit itself to a long-term agreement, the Province offers short-term tenures
or small timber allocations; if there is a surplus of timber, short-term
tenures are available. Both systems are based on a first-come-first-served
basis unless there is more than one applicant. In such cases, the license is
commonly sold at public auction or awarded to the applicant who satisfies the
Province that it is able to make the best use of the timber, or otherwise will

provide the Province with the most benefits.

In 1984, about 80 percent of British Columbia's timber harvest was from
land requiring stumpage payments: Tree Farm Licenses; Forest Licenses, Timber
Sale Harvesting Licenses, and Timber Sale Licenses. Approximately 10 percent
of the harvest is from lands requiring royalty payments, and the remaining
10 percent is from private or Crown grant lands. Generally, the timber cut
from Royalty lands and Crown grant lands is available to companies at a
minimal cost, and is comparable with forest industry lands.
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Holders of the various sale licenses in British Columbia are entitled to
certain volumes of timber (quota) for which they have secured rights, assuming
they meet the terms of the license contract. These quotas vary in the length
of time during which the timber can be harvested; some run as long as 25
years. To maintain a quota, a firm must harvest at least 50 percent of its
annual allowable cut each year, not varying by more than plus or minus 10
percent of its allowable cut for each S5-year period. If the liscensee does
not maintain this limit, the Province will reallocate the amount of land that
the liscensee controls. However, if they cut more than is allowed they will
generally have their allowable cut scaled back until they are in compliance.

In British Columbia, timber appraisal on Provincial lands (about
80 percent of the harvest) is based on a residual method. Basically, an end-
product selling price is calculated, and then milling costs (in the interior),
operating costs, and a profit allowance are deducted from the selling price to
calculate the amount charged for stumpage. Although this simplified
explanation is the basic method of appraisal, the actual method is much more
complex.

In British Columbia, two separate end products are used as the starting
point in the appraisal method. On the coast, the price of logs by species and
grade in the Vancouver log market is determined from a monthly survey of sales
transactions, with the values for appraisal being the average of the last
3 months. In the interior (east of the Cascade Mountains), the value of
random length lumber, studs, and wood chips is taken into account in the
appraisal system. 1/

In addition, the British Columbia interior appraisal system (basically
based on lumber and chip end-product prices) uses a prelegislated chip price
of about Can$10.50 per Bone Dry Unit (BDU), which is below current chip market
prices of between Can$40.00 and Can$60.00 per BDU. 2/ This prelegislated chip
price was first developed to compensate for a very weak chip market for
British Columbia interior mills, but more recently, most chips produced in the
interior have been marketed at a price much above the prelegislated chip
price. This difference in chip prices currently translates to about Can$20.00
per 1,000 board feet in terms of stumpage price. In 1981, however, most
prices paid for stumpage in British Columbia were minimums, nullifying any
effect this chip differential might have. In other years (1977-80 in
particular), some, if not all, of this Can$20.00 per 1,000 board feet chip
differential could be added to appraised stumpage values if a strict residual
value-based appraisal method was in use.

The British Columbia appraisal system allowance for profit is 10 percent
on the coast, and 12 percent in the interior. In addition, up to 13 percent
can be allowed for risk on the coast and up to 18 percent in the interior. 3/
The risk allowance is broken into a number of different factors, such as
market risk, defect risk, risk of chance, pioneering risk, and investment risk.

1/ There are some appraisals based on pulp logs in the Skeena zone of Prince
Rupert District. : .

2/ The prelegislated chip price ranges from about Can$9.00 per BDU to about
Can$11.00 per BDU for all species except cedar, which ranges from Can$0.00 to
Can$8.00 per BDU.

3/ Note that coastal profit and risk allowances are based on log rather than
lumber values.
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In the case of very low or negative stumpage appraisals, minimum stumpage
rates are set by the Province. On the coast, minimum stumpage is set at
8 percent of the average value of the log, based on the Vancover log market,
for each species. 1/ 1In the interior, a minimum rate is set by taking
3 percent of the total product unit value (in most cases lumber and chips).
In unusual circumstances such as salvage operations, minimum stumpage may be
waived.

Generally, British Columbia timber dues are adjusted monthly (up or down)
in response to a change in market value of not less than plus or minus
Can$l.00 per cubic meter (about Can$5 per 1,000 board feet) for log-based
appraisals (coast) and plus or minus Can$5.00 per 1,000 board feet or more for
lumber-based appraisals (interior). These adjustments moderate for the buyer
both the potential for profit in rising markets and losses in falling market.

In earlier years in eastern Canada--primarily Ontario and Quebec--the
emphasis on timber utilization was in the pulp and paper industry. This is
reflected in the timber agreements and prices paid for timber dues in Ontario
and Quebec. The original agreements--"Order-in-Council Liscense" in Ontario
and "Timber Limits" in Quebec--were primarily to ensure an uninterrupted
supply of raw materials to the pulp and paper industry. However, in recent
years the emphasis has been changing to better utilization of the resources by
putting the control back into the hands of the Province. This is being done
by coverting the older systems and any new allocations into "Forest Management
Agreements” in Ontario and "Timber Supply Agreements" in Quebec.

Timber dues for the other nine Provinces are set by regulation or statute
to provide a fair return to the Province for timber harvested. Ontario has
indexed its timber dues quarterly, since 1978, for end-product market price
changes. In Quebec, some timber dues rates were negotiated between the
Province and individual company, however, most is through regulation depending
on operating difficulties and timber quality in its four geographic zones.
Quebec reviews the timber dues periodically and adjusts them to take account
of material changes in market conditions; they also have used residual value
studies to confirm that it is continuing to obtain a fair return from its
timber resource.

Alberta sets its timber dues, under long-term management agreements, by
regulation, and long-term tenures (a specified share of the annual cut) by
regulation that sets a base rate and then adjusts for timber quality and
harvesting conditions. Timber dues in Saskatchewan are set either by
negotiation between the Province and the individual company, with adjustment
according to end-product price, or by permits, issued upon request and set by
regulation only.

Nova Scotia, Newfoundland, Prince Edward Island, New Brunswick, and
Manitoba set timber dues by regulation (with or without adjustments) or at
public auction. The majority of timber in these Provinces is used for pulp
and paper companies and most of the agreements are for those companies.

Stumpage prices and trends.--Every Province requires purchasers of timber
allocations to pay a variety of in-kind (e.g., silvicultural treatments) and
monetary (stumpage payments and tenure dues) payments for the timber. Because
there often is no competitive bidding, the stumpage prices are set by
appraisal and periodic adjustments, as provided for in the tenure agreements.

1/ Six percent in the Prince Rupert Forest Region.
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The available published stumpage prices for British Columbia are those
prices received for stumpage from Tree Farm Licences, Timber Sale Harvesting
Licences (Forest Licences) and Timber Sale Licences. In 1984, these sales
represented 57 million cubic meters, or about 10 billion board feet, as
reported in the Ministry of Forests' annual report.

In 1984, the average price received for all species of timber in British
Columbia was US$10.74 per 1,000 board feet, representing a l-percent increase
from the 1981 price (table 9). Stumpage prices for all species during 1977-84
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