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UNITED STATES INTERNATIONAL TRADE COMMISSION
Washington, D.C.

Investigation No. 701-TA-197 (Preliminary)

SOFTWOOD LUMBER FROM CANADA

Determination

On the basis of the record l/ developed in the subject investigation, the
Commission determines, pursuant to section 703(a) of the Tariff Act of 1930
(19 U.S.C. § 1671h(a)), that there is a reasonable indication that an industry

in the United States is materially injured by reason of imports from Canada of

softwood lumber, provided for in items 202.03 through 207.30, inclusive, of
the Tariff Schedules of the United States, which are alleged to be subsidized

by the Government of Canada. 2/

Background

On October 7, 1982, a petition was filed with the Commission and the
Department of Commerce by counsel on behalf of the United States Coalition for
Fair Canadian Lumber Imports, a group of 8 trade associations and more than
350 domestic producers of softwood lumber products, alleging that imports of
softwood lumber from Canada are being subsidized by the Government of Canada
within the meaning of section 701 of the act (19 U.S.C. § 1671). Accordingly,
effective October 7, 1982, the Commission instituted a preliminary
countervailing duty investigation under section 703(a) of the act (19 U.S.C.
§ 1671b(a)) to determine whether ghere is a reasonable indication that an

industry in the United States is materially injured, or is threatened with

1/ The record is defined in sec. 207.2(i) of the Commission's Rules of
Practice and Procedure (19 CFR § 207.2(i), 47 F.R. 6190, Feb. 10, 1982).

2/ Commissioner Stern also determines that there is a reasonable indication
of threat of material injury by reason of the allegedly suhsidized imports.



material injury, or the establishment of an industry in the United States is
materially retarded, by reason of imports of such merchandise from Canada.
Notice of the institution of the Commission's investigation and of a
conference to be held in connection therewith was given by posting copies of
the notice in the Office of the Secretary, U.S. International Trade
Commission, Washington, D.C., and by publishing the notice in the Federal
Register on October 20, 1982 (47 F.R. 46780). The conference was held in
Washington, D.C., on November 3, 1982, and all persons who requested the

opportunity were permitted to appear in person or by counsel.



VIEWS OF THE COMMISSION

In this preliminary countervailing duty investigation, we determine that

there is a reasonable indication that an industry in the United States is
materially injured by reason of imports of softwood lumber from Canada. 1/ 2/

Our reasons for this determination are discussed below.

Domestic industry

As a threshold consideration the Commission is required to define the
domestic industry against which the impact of the subject imports is to be
examined. Section 771(4)(A) of the Tariff Act of 1930 defines the domestic
industry as “the domestic producers as a whole of a like product or those
producers whose collective output of the like product constitutes a major
proportion of the domestic production of that product.” 2A/ "Like product" is
defined in section 771(10) as a "product which is like, or in the absence of
like, most similar in characteristics and uses with, the article subject to an
investigation. . . . é/

The term "softwood lumber” refers to a variety of wood products made from
coniferous species of trees. These products include boards, planks, timbers,
framing materials, moldings, flooring, and siding. The Canadian imports

covered by this investigation, however, are limited to those items listed in

1/ Commissioner Stern also determines that there is a reasonable indication
that an industry in the United States is threatened with material injury.

2/ Material retardation of the establishment of an industry is not at issue
in this investigation.

gé/ 19 U.S.C. § 1677(4)(A).

3/ 19 U.s.C. § 1677(10).
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items 202.03 through 202.30 of the Tariff Schedules of the United States. é/
Excluded from coverage 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 items covered by this inbestigation, both imported and doﬁestic, vary
based upon such characteristics as size, shape,istage of manufacture, moisture
content, and grade. 5/ In terms of usage, softwood lumber has its principal
applications in the construction, shipping, and manufacturing industries.
Normally about_45 percent of consumption of these products is for new
housing. 6/

Information available to the Commission indicates that the softwood
lumber products offered by Canadian mills in the United States market are
generally fungible and interchangeable with U.S.-produced items. 7/ Moreover,
this substitutability is not ordinarily dependgnt on the products having.been
fabricated from the same species of tree. Southern yellow pine, which does
not grow in Canada, generally competes with Canadian spruce-pine-fir products
for the same uses. Although certain wood species are preferable in particular
construction applications, price differentials may make a less desirable kind

of wood competitive even in those applications. 8/

ﬁ/ Notice of institution of investigation, 47 F.R. 46780 (Oct. 20, 1982).

5/ Report at A-2 to A-3.

6/ 1d. at A-4,

Z/ Transcript of staff conference at 19.

§/ Id. at 101-102. One witness testified at the staff conference that
perhaps 80 percent of all uses are common to all species. Transcript at 102,
104-109. Other kinds of wood and nonwood products can be substituted for
softwood lumber in certain applications, depending in part both on performance
characteristics and price. Each of these items is interchangeable with
softwood lumber only with respect to limited applications and none is
competitive with, or substitutable for, softwood lumber in the broad range of
its uses.
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Imported and domestic softwood lumber products may differ significantly
in their sizes, shapes and other specifications. However, all such products
share generalized characteristics and uses. Softwood lumber produced
domestically, as well as that imported from Canada, is sold to U.S.
wholesalers, who often mix the domestically-produced and imported products
prior to resale. There is no information that would warrant making any
distinctions between them for purposes of determining the like product.
Therefore, we define the like product for purposes of this preliminary
investigation to include all softwood lumber products covered by the
Commission's notice of investigation. 9/ On the basis of our like product
definition, we determine the industry to consist of all domestic producers of

softwood lumber covered by the scope of this investigation.

Condition of the domestic industry

The Commission is required to make its preliminary determination on the
basis of "the best information available to it at the time of the
determination.” 10/ Our assessment in this case of the question of material
injury or threat thereof to the domestic industry is limited by the sparseness
of the information received in re;ponse to Commission questionnaires.

However, such information is reasonably reliable and consistent with the
trends in the data available from published sources. In any final
investigation, the Commission will seek more extensive and detailed
information on the industry and thé impact of the allegedly suhsidized

imported products under investigation.

9/ We note that this is the definition proposed by the petitioner and that
respondents have not contested this definition.
10/ 19 U.S.C. § 1671b(a).
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Demand for softwood lumber is highly dependent on residential housing
construction. 11/ The domestic softwood lumber industry is unquestionably
undergoing a decline at present, but to a gre;t extent this has been caused by
slackened consumption of its products brought about by the drop in residential
housing construction. 12/ Domestic consumptiqn fell from 38.9 billion board
feet in 1979 to 29.8 billion board feet in 1981. It further declined to 18.9
billion board feet in the January-August 1982 period compared with 21.4
billion board feet in the same period in 1981, a 12 percent drop. 13/

U.S. production has declined from 29.7 billion board feet in 1979 to 24.3
billion in 1980 and 22.7 billion in 1981. Thé decline continued in the first
eight months of 1982, falling to 14.3 billion board feet compared with 16.3
billion board feet in the same period in 1981, a decline of 12 percent. lﬁj
Domestic producers' shipments dropped along with the decline in production. lé/

A number of mills in this industry have closed in recent years. From
1979 to 1981 the number of mills producing softwood lumber has decreased 5.6
percent. 16/ These closings largely account for the 8 percent decline in
production capacity over the same period from 31.5 to 29 billion board feet.

A further capacity decline of 18.6 billion board feet was marked in the

11/ Report at A-6 to A-7.

12/ The act does not "contemplate that injury from . . . imports be weighed
against other factors (e.g., . . . contraction in demand . . .) which may be
contributing to overall injury to an industry.” H. Rep. No. 96-317, 96th
Cong., 1lst sess. 47 (1979).

13/ Report at A-6 to A-7, A-46, Table 1.

iﬁ/ Report at A-12, A-46, Table 1. Data provided by 21 firms accounting for
approximately 23 percent of U.S. production responding to the Commission's
questionnaires were fairly consistent with these industry figures. 1Id. at
A-14.

15/ Report at A-14.

16/ Id. at A-12.
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beginning eight months of 1982, a 10 percent loss compared with same period in
1981. 17/

Despite falling capacity, utilization of available capacity has also
continued to decline since 1979. Figures provided both by overall industry
sources and by the firms responding to questionnaires indicate that capacity
utilization fell about 20 percent from 1979 to 1981. Further declines were
registered in January-August 1982. 18/

Thirteen U.S. producers, accounting for approximately 10 percent of
production in 1981, supplied information concerning profitability on their
softwood lumber operations. lgj These firms reported a decline in net éales
of 23 percent from 1979 to 1981 and a further decline of 25 percent in the
first eight months of 1982 compared to the corresponding period in 1981. 1In
1979, the firms posted an aggregate operating profit of $82 million, or 9.4
percent of net sales. Thereafter, they sustained operating losses of $30
million in 1980 and $99 million in 1981, which equalled 4.4 percent and 14.8
percent of net sales, respectively. A further operating loss of $56 million,
or 15.7 percent of net sales, occurred in the first eight months of 1982. 29/

Reasonable indication of material injury or threat of material injury
by reason of allegedly subsidized imports. gl/

Although the drop in consumption due in large part to the decline in

17/ 1d. at A-12.

18/ Id. at A-13. _

IE] We note that the responses to the Commission's questionnaires concerning
the condition of the industry were limited. 1In a final investigation we would
anticipate an improved response rate.

20/ Id. at A-15 to A-16, A-56, Table 12.

21/ Commissioner Haggart determines that there is a reasonable indication of
material injury and does not reach the issue of threat of material injury.
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residential housing construction has greatly affected this industry, we find a
reasonable indication that allegedly subsidized imports from Canada have
caused material injury. 22/ Over 99 percent of all imports of softwood lumber
are from Canada. Imports have declined recently from 10.9 billion board feet
in 1979 to 9.4 billion in 1980, 9 billion in 1981, and 5.7 billion in the
period January-August 1982 compared with 6.4 billion in the period
January—-August 1981. While the absolute volume of imports has declined, the
percentage of the U.S. market held by imports has increased slightly during
this period of declining consumption. As a percentage of consumption, imports
increased from 28 percent in 1979 to 29.5 perceﬂt in 1980 and 30.2 percent in
1981, slipping to 29.9 percent in the first eight months of 1982. 23/

There is sufficient information in the record to conclude that the
softwood lumber products are fungible and that the commodity nature of the
market for these products requires sales to be made on the basis of
price. 24/ Prices fluctuate on a daily or on an even more frequent
basis. 22/ Although very limited data regarding specific prices were supplied
in response to the Commission's questionnaires, published data indicate a
downward trend in both domestic and imported prices of certain softwood lumber

products during the period under investigation. ggf For example, monthly

22/ Commissioner Stern notes that due to problems with the basic assumptions
used in the petitioner's regression analysis, she was unable to use it. See
Memorandum of Nov. 15, 1982, from the International Economist, Office of
Economics, to the Commission.

23/ Report at A-22.

2&/ Other indices of causation besides import penetration, such as lost
sales and price suppression and depression, have been cited by the
petitioner. These will be examined further in any final investigation.

22/ Transcript of staff conference at 25.

26/ Report, at A-19 to A-21.
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comparisons of Canadian Douglas fir, f.o.b. mill British Columbia, and prices
for U.S. Douglas fir, f.o.b. mill Portland, reveals that the prices of the
Canadian product did not exceed those of the U.S.-produced product during the
entire period January 1979-August 1982. 27/ At certain times, the price
differential exceeded $50 per thousand board feet. 28/ 22/

Import trends indicate a likelihood of continued influence by Canadian
products on the U.S. market. As noted above, there have been recent small
increases in market penetration by imports. Additionally, the Canadian
industry is dependent on export trade for a large portion of its business
because of the relatively limited Canadian demand for its products which, like
that in the United étates, is also presently depressed by a decline in
homebuilding. Since 1979, 55 percent of Canadian production has been exported
to the United States, and Canada has capacity for increasing this level of
exporting. 30/

For the above reasons, we have concluded that there is a reasonable
indication that an industry in the United States is materially injured by

reason of allegedly subsidized imports of softwood lumber from Canada.

27/ Id. at A-19 to A-21.

28/ 1d. |

_gg/ The pricing information raises certain issues regarding causation. The
importers have argued that any underselling can be explained in large part, if
not entirely, by the difference in exchange rates caused by the devaluation of
the Canadian dollar. These issues will be explored further in any final
investigation.

30/ Id. at A-22 to A-23.
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INFORMATION OBTAINED IN THE INVESTIGATION
Introduction

On October 7, 1982, the U.S. International Trade Commission and the U.S.
Department of Commerce received a petition from counsel on behalf of the
United States Coalition for Fair Canadian Lumber Imports, a group of eight
trade associations and more than 350 firms (accounting for approximately 8
percent of total U.S. production of softwood lumber in 1981 as reported by
Forest Industries, 1982 Annual Lumber Review), alleging that ". . .the federal
and provincial governments in Canada subsidize, directly and indirectly, the
Canadian forest products industry, including softwood lumber, through a broad
variety of programs and practices” and that an industry in the United States
is materially injured by reason of imports of such subsidized softwood
lumber 1/ from Canada. The Commission, therefore, instituted a preliminary
countervailing duty investigation under section 703(a) of the Tariff Act of
1930 (19 U.S.C. 1671b(a)) to determine whether there is a reasonable
indication that an industry in the United States is materially injured, or is
threatened with material injury, or the establishment of an industry in the
United States is materially retarded, by reason of such imports. The statute
directs that the Commission make its determination within 45 days of its
receipt of the petition, or in this case, by November 22, 1982. Notice of the
institution of the Commission's investigation and of a public conference to be
held in connection therewith was given by posting copies of the notice in the
Office of the Secretary, U.S. International Trade Commission, Washington,
D.C., and by publishing the notice in the Federal Register on October 20, 1982
(47 F.R. 46780). 2/ The public conference was held in Washington, D.C., on
November 3, 1982, 3/ and the Commission voted on the investigation on Novem-
ber 17, 1982.

Nature and Extent of Alleged Subsidies

The petitioner alleges that the Federal and Provincial governments of
Canada subsidize, directly and indirectly, the Canadian forest products
industry through a broad variety of programs and practices.

Although the petitioner lists a dozen programs that provide the alleged
subsidies, the petitioner states that the principal one, by far, is the
granting of stumpage rights. ﬁ/ Specifically, the petitioner claims that the
Canadian forest products industry is allowed to cut timber on government-owned
lands at a fraction of the timber's actual market value.

1/ Softwood lumber is classifiable under items 202.03-202.30 inclusive of
the Tariff Schedules of the United States (TSUS).

2/ Copies of the notices of investigation for the Commission and Commerce
arE'presented in app. A.

é/ A list of witnesses appearing at the conference is presented in app. B.

4/ Stumpage is standing timber which is to be cut for manufacture into
various articles such as softwood lumber; virtually all the standing timber in
Canada is owned by the Provincial governments.

A-1



The other alleged subsidy of note involves Federal-Provincial government
agreements, i.e., a series of agreements between the Federal and Provincial
governmments for reforestation, silviculture, construction of access roads,
timber salvage, and interest-free forgivable loans to assist in the
modernization, expansion, or establishment of small-business enterprises which
would normally not meet the criteria for other financial incentive programs.

The petitioner alleges that the subsidies for stumpage constitute about
95 percent of the estimated value of all of the subsidies and averaged $113.78
out of a total of $120.94 per thousand board feet in recent years. This total
amount, the petitioner points out, was equivalent in 1980 to about 65 percent
of the average unit value of U.S. imports of softwood lumber.

The petitioner maintains that the Federal-Provincial government
agreements constitute more than 4 percent of the estimated value of all
subsidies. The petitioner alleges that the value of this program has been
about $5.29 per thousand board feet in recent years.

The Product

Description

The term "softwood lumber"” relates to a wide variety of products--such as
boards, planks, timbers, framing materials, moldings, flooring, or
siding--produced from coniferous species of trees. However, for purposes of
this investigation, the term "softwood lumber"” refers only to those products
included in items 202.03-202.30 of the TSUS (rough, dressed, or worked ,
softwood lumber). 1/ 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), 2/ which again 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 reported by the National Forest Products Association on a
basis comparable with import and export data.

According to the extent or stage of manufacture, lumber (both softwood
and hardwood) is classified in the TSUS 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.

1/ For statutory descriptions of these item numbers, see app. C.
g/ For descriptions of these item numbers, see the excerpt from Schedule B
in app. D.
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A-3

Dressed lumber--lumber which has been dressed or surfaced by plan-
ing on at least one edge or face.

Worked lumber--lumber which 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 2 or more inches wide. Boards less than 6 inches
wide may be called 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,
girders, and so forth.

Lumber is classified according to its moisture content as green or
dried. l/ 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 in the TSUS 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.

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

Softwood lumber is usually graded at the sawmill on characteristics which
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.

1/ Generally, lumber with a moisture content of 18 percent or under is
considered dried.

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

A-3



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. In years of normal construction
activity, it is estimated that about 45 percent of the annual consumption of
softwood lumber is used in new housing, as shown in the following tabula-
tion: 1/

Pércentage distribution

End use of U.S. consumption
Construction:
New housing- 45
Residential upkeep and improvement-—---————-—- 15
New nonresidential construction- 10
Shipping - 10
Manufacturing- 5
Other __1_5_
Total- 100

In years of poor housing starts, the amount of softwood lumber used in new
homes may be somewhat less than 45 percent.

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., Douglas-fir for house framing, redwood for home
exteriors, and white pine for moldings.

Competitive products

Wood or wood-based products—-such as plywood, hardwood lumber, hardboard,
particleboard, insulation board, medium density fiberboard, and certain
paperboards—-as well as nonwood products—-such as metal, plastics, and
brick--compete with softwood lumber in many of its important uses. In many
cases, the substitute products are more economical for a particular use, and
in other instances, their unique performance characteristics may be a factor.

Plywood and the various building boards are frequently used in lieu of
lumber as sheathing and subflooring or underlayment, as concrete forms in
construction, and in the manufacture of furniture and other articles. Plywood
and hardboard also replace lumber in some types of containers.

Hardwood lumber competes with softwood lumber in the manufacture of
pallets, furniture, and various other articles. In areas where both hardwood
and softwood lumber are produced, there is localized competition in some types
of rural construction and in shipping (both containers and dunnage).

1/ U.S. Forest Service, An Analysis of the Timber Situation in the United
States 1952-2030, p. 95.
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To some extent, paper and paperboard products have replaced lumber in the
shipping container market and in construction. For example, paper honeycomb
is used as a substitute for wood cores in plywood flush doors.

Nonwood materials have long competed with, and have often been
substituted for, lumber. For example, brick and concrete block are impertant
building materials in the construction industry. Aluminum, which to some
extent replaced softwood lumber in window frames and sash, particularly in
low-cost, mass-housing projects, now also competes with wood as a house-siding
material. Steel studs compete with wooden ones, especially in nonresidential
construction. Plastics and lightweight metals, such as aluminum and
magnesium, have replaced lumber in many manufactured items.

Manufacturing processes

Most sawmills are operated by concerns for which the sawmill and its
attendant operations (logging, planing, retail selling, etc.), if any, are the
sole business. In some cases, facilities for the further manufacture of
lumber (e.g., a millwork plant) are integrated with the sawmill and planing
mill. Some mills are operated by companies engaged in the production of more
than one major forest product (e.g. plywood, pulp and paper). In multiproduct
concerns, products other than lumber are generally produced in separate plants
which may either be adjacent to the sawmill or located at other sites. Where
the plants are adjacent, such facilities as the log yard, debarker, and power
plant are often shared.

Most of the large mills are operated by corporations, whereas the smaller
mills are predominantly partnerships and individual proprietorships. A few
sawmills are operated by concerns or institutions not primarily engaged in the
production of lumber (e.g., railroads, landholding and mining companies,
schools, and other industries).

In general, the U.S. and Canadian softwood lumber industries use the same
production methods. Both industries have access to the same technology.
Plant size, layout, and capital equipment differ no more between U.S. and
Canadian mills than they do between mills in different regions within each
country. Conditions found in processing and product mix do not vary
significantly when mill size and the quality and volume of raw material
available are similar. When mills in adjacent areas along the U.S.-Canadian
border are compared, differences noted in production methods are minimal.

Tariff Treatment

U.S. tariff treatment

As shown in appendix C, all of the items covered in this investigation
have a free column 1 rate of duty. l/ Rates of duty for softwood lumber

1/ The rates of duty in rate of duty column numbered 1 are most-favored-
nation rates and are applicable to imported products from all countries A-5
except those Communist countries and areas enumerated in general headnote 3(f)
of the TSUS. However, such rates would not apply to products of developing
countries which are granted preferential tariff treatment under the
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entered under column 2 (from countries under Communist domination or control)
range from $1 to $4 per 1,000 board feet. 1/ The amount of softwood lumber
imported dutiable at the column 2 rate is negligible. The United States has
virtually no nontariff restrictions on imported softwood lumber. However,
most lumber entering the United States is subject to inspection for
wood-boring insects (not a major problem for most imports).

Canadian tariff treatment

The Canadian tariff provides duty-free treatment for imports of softwood
lumber. The Canadian tariff classifications for softwood lumber are shown in
appendix E.

Foreign tariffs affecting U.S. and Canadian exports

The major markets for U.S. and 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 5 millimeters) and 44.13 (wood planed, tongued, grooved,
rebated, chamfered, v-jointed, centre v-jointed, beaded, centrebeaded 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 F.

U.S. Market and Channels of Distfibution

Apparent U.S. consumption

In 1981, U.S. consumption of softwood lumber was 29.8 billion board feet,
6 percent below 1980 consumption of 31.7 billion board feet. During 1979-81,
consumption averaged 33.5 billion board feet per year, with a high of
38.9 billion board feet in 1979 and a low of 29.8 billion in 1981. During
January-August 1982, consumption totaled 19.0 billion board feet, down 12
percent from that in the corresponding period of 1981 (table 1, app. G).

The recent decrease in consumption of softwood lumber is, for the most
part, a result of the drop in residential housing construction since late 1979
associated with the rise in interest rates. 2/ During 1979-81, the
consumption of softwood lumber had a positive 99 percent correlation
coefficient (91 percent during 1972-81) with housing starts, thus displaying

l]'The rates of duty in rate of duty column numbered 2 apply to imported
products from those Communist countries and areas enumerated in general
headnote 3(f) of the TSUS.

2/ In recent years, an average of about 11,000 board feet of softwood lumber
was consumed in building a new l-family home in the United States, although it
is widely believed that the average house size will become smaller in future
years.

A-6
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an almost perfect correlation. }/ The following tabulation shows housing
starts and softwood lumber consumption for 1979-81, January-August 1981, and

January-August 1982:

Housing starts Softwood lumber consumption
(million units) (billion board feet)
1979 ————mmm e 1.8 38.9
1980 - 1.3 31.7
198l-————mmm 1.1 29.8
January-August——
1981 -—————————m 1.2 21.5
1982——————————-—- 1.0 19.0

Imports have accounted for an average of 25 percent of consumption during
the last 10 years. However, imports increased their share of U.S. consumption
during 1979-81, accounting for an average of over 29 percent. Imports
accounted for 30 percent of U.S. consumption during both January-August 1981
and January-August 1982. Canada supplies virtually all U.S. softwood lumber
imports. Although the species mix may differ somewhat, most imported softwood
lumber is used interchangeably with domestic lumber.

U.S. producers

Department of Commerce data indicate that approximately 6,900
establishments produced softwood and hardwood lumber in the United States in
1981. 2/ Of these, fewer than 1,900 had more than 20 employees. Since 1977,
the number of mills has steadily decreased due to a variety of factors, but
mainly because of increased technology resulting in stiff competition and
centralization, and since 1979, decreased demand for wood products in the
United States and in important foreign markets. The number of establishments
in 1979-81 is shown in the following tabulation:

Establishments
1979 - ———— 7,280
1980 —-— 7,050
1981 6,872

These establishments are located throughout the United States, but are
concentrated in the major softwood-lumber-producing regions (table 2).
The number of producers in selected regions in 1981 is shown in the following
tabulation: 3/

1/ The least-squares linear regression method was used to arrive at the
correlation coefficients presented in this report.

2/ There are numerous mills, some of which are portable, that the U.S.
Bureau of the Census does not include in its data. These have been estimated
to number approximately 25,000, and account for less than 10 percent of
production. AT

3/ Forest Industries, 1982 Annual Lumber Review, for 1981.




Region Establishments
North and East- 2,164
South ‘ 2,787
West~ 1,921

The National Forest Products Association feports as of October 16, 1982,
238 mills were shut down in the West and South (175 and 63, respectively) with
336 mills (228 and 108, respectively) working reduced production schedules.
Some of these closures are permanent but the exact number is unknown.

Although there are large corporations with high volumes of production,
most of the softwood lumber producers are small firms. In 1981, the 5 largest
producers accounted for approximately 30 percent of U.S. production, and the
50 largest firms accounted for approximately 72 percent (table 3).

There were 89 mills with annual production exceeding 50 million board feet and
520 mills with annual production greater than 10 million board feet. l/

U.S. production of softwood lumber is concentrated in the West and
South. These areas account for approximately 68 and 27 percent, respectively,
of total production with the North and East together accounting for 5
percent. The West has 284 mills each producing over 10 million board feet
annually, mostly from old-growth, high—quality timber, compared with 198 mills
in the South and 38 in the North and East.

According to Department of Commerce statistics, employment in the sawmill

and planing mill industry increased from 142,000 production workers in 1975 to
163,500 in 1979 before falling to a 10-year low of approximately 132,000
production workers in 1981.

General comparative data from the Department of Commerce for sawmills and
planing mills in 1980 are shown in the following tabulation, along with other
data and other selected important segments of the forest products industry: g/

Value :Value added

. Pro- ) Man- . . dded . r
Industry ‘duction ° hours ° TWages aaded per : pe
‘workers ° worked ° :production : production
: : : : worker : worker hour
: NMumber : Millions : Million : :
: : : dollars : :
Sawmills and planing : : : : :
mills -:151,800 : 296.8 : 1,888.9 : $30,615 : $15.66
Softwood veneer and : : : : :
plywood——==—=—=————-— : 37,500 : 75.3 : 608.4 : 31,464 : 16.10
All wood products—----:581,700 : 1,097.7 : 6,719.9 : 31,080 : 16.47

1/ Forest Industries, Annual Lumber Review and Buyers Guide, Miller Freeman 78

Publications, San Francisco, July 1982.
g/ U.S. Bureau of the Census, Annual Survey of Manufactures, 1980, 1982.
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The National Forest Products Association reports that as of October 16,
1982, in the West and South, about 30,000 sawmill workers have been laid off
and about 45,000 were working reduced hours. The following tabulation shows
employment in the sawmills and planing mills for 1979-82 (in thousands): 1/

Total employees Production workers

1979- 186 164
1980 - 175 152
1981-————————————— 170 146
1982 - 152 131

Wages accounted for 24 and 29 percent of production costs in the United
States and Canada, respectively, in 1981, 1In general, the close communication
between trade unions in the Western United States and Canada tends to keep
wage rates fairly comparable. It is estimated that 65 percent of softwood
lumber production workers in both the United States and Canada are union
members. The following tabulation shows average hourly earnings for
production workers in the United States and Canada for 1979-81.

Sawmills and planing mills

United States Canada
1979~ U.S. $6.07 U.S. $7.29
1980~—==————m———— 6.65 7.97
1981- 7.28 8.48

These data were compiled from information published by the U.S. Department of
Commerce, Statistics Canada, and the International Woodworkers Association.

Hourly wages and average number of hours worked per week for production
and related workers producing softwood lumber, as compiled from data submitted
in response to Commission questionnaires, are shown in the following
tabulation:

Average

work week Wages per
(hours) hour
1979 41 $7.29
1980 40 8.02
1981 - - 40 8.56

January-August--

1981- 37 8.30
1982 35 8.83

1/ Estimates from U.S. Department of Commerce. AL
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Table 4 shows average costs of materials and wages, by specified States
and Provinces, in 1979 and 1980. These data indicate that the material costs
and the wages of the coastal region of British Columbia substantially exceed
those of the United States as well as those of the other regions of Canada.
Table 5 shows average costs of materials at the mill and wages for the United
States and Canada, in 1979 and 1980. These data indicate that the material
costs and wages for the United States exceed those for Canada.

Table 6 shows softwood sawtimber on commercial forest land in the United
States, by ownerships, regions, and specified States, in 1977. The following
tabulation shows, by ownerships, U.S. sawtimber available and percent of total
for 1977.

, : Sawtimber Percent of
Ownership . (million board feet) total

National forest- - 1,008,171 50.8
Other public forest———————-—- 235,559 11.9
Total public forest—-—-—-——- 1,243,730 62.7
Forest industry--—- - 309,540 15.6
Farm and other private-———--—- 429,848 21.7
Total private forest—-———- 739,389 37.3
Grand total- 1,983,118 100.0

Tables 7 and 8 show the average bid stumpage price for timber sold on
public lands during 1979-81 and timber cut and sold during 1979-81 in
Washington and Oregon. These data show that the average bid stumpage price on
U.S. Forest Service timber lands have decreased 17 percent from $251.12 per
thousand board feet in 1979 to $208.60‘per thousand board feet in 1981. 'In
the first quarter of 1982, bid prices were $99.32 per thousand board feet.:
The average bid stumpage price on Washington and Oregon State Department of
Natural Resources timber lands decreased 31 percent from $318.95 per thousand
board feet in 1979 to $220.13 per thousand board feet in 1981. 1In the first
quarter of 1982, bid prices were $169.83 per thousand board feet. The volume
of timber sold from U.S. Forest Service land decreased only 1 percent from
5,365 million board feet in 1979 to 5,289 million board feet in 1981 while the
volume cut dropped dramatically, by 32 percent, from 4.4 billion board feet in
1979 to 3.0 billion board feet in 1981.

U.S. importers

Importers of softwood lumber from Canada include domestic producers and
traders, as well as wholesale and retail lumber distributors. Most importers
are distributors, and some are manufacturers and/or remillers (planing mills)

with kiln operations. Because of this, some importers have their operations
on the border and utilize rough, green lumber only.

Some U.S. industries, such as the mobile-home-building and cash-and-carry
outlets, while not necessarily importers, prefer spruce-pine-fir (SPF) because
it is less expensive. These industries are supplied by distributors that
purchase their stock from large shipments which generally go through reloa

d A-10
centers for disbursement.
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Canadian producers

Statistics Canada reports that in 1980, there were 1,317 sawmills and
planing mills in Canada (up from 1,308 mills in 1979), concentrated
principally in Quebec (384), British Columbia (354), and Ontario (245). 1/

Total employment in the Canadian sawmill and planing mill industry was
49,000 in 1975. It increased to approximately 68,000 in 1979 and then
declined to 55,903 in 1980. Concentration by size among the Canadian
producers is similar to that for the U.S. producers, although there are fewer
Canadian mills overall. In 1980, the five largest Canadian producers
accounted for about 22 percent of all Canadian softwood lumber production, and
the 50 largest producers accounted for 67 percent. Summary data for sawmills
and planing mills in Canada in 1980 are given in the following tabulation: g/

.

Item ; 1980
Production workers - 55,903
Man-hours worked———————===—=———= -millions of hours—--: 118.8
Wages -millions of U.S. dollars--: $968.5
Value added per production worker—--—--—--——-————————————— : $31,898
Value added per production worker hour—--—-—--——————- : $15.02

U.S.-owned mills in the Canadian sawmill industry account for about 10
percent of all lumber production in Canada. In British Columbia, U.S.
ownership is even more significant; 10 U.S.-owned firms produce nearly 20
percent of that Province's production, representing about 2.5 billion board
feet in 1980. 3/ Total production of firms in British Columbia in which U.S.
companies held some ownership was 5.7 billion board feet in 1980. 4/

As of October 16, 1982, production curtailments in British Columbia, as
reported by the National Forest Products Association caused production to
decline 29 percent and man-hours worked to decline 34 percent from normal.
This represented a mixture of layoffs, reduced shifts, and short weeks.
Man-hours worked were also off substantially in the Prairie Provinces and in
Eastern Canada.

Softwood lumber imports from countries other than Canada account for less
than 1 percent, by value and volume, of total U.S. imports.

1/ Statistics Canada, Sawmills, Planing Mills and Shingle Mills, 1981.

Zy Statistics Canada, Sawmills, Planing Mills and Shingle Mills, 1981.

3/ Forest Industries, Annual Lumber Review and Buyers Guide, Miller Freeman
Publisher, San Francisco, May 1981.

4/ Canadian Softwood Lumber Committee, Consolidation of material presented

to the International Trade Commission, February 1982, p. 3.

A-11



A-12

The Question of a Reasonable Indication of Material Injury

U.S. production

U.S. production of softwood lumber averaged 25.6 billion board feet
during 1979-81, ranging from a high of 29.7 billion in 1979 to a low of
22.7 billion in 1981, a 24 percent decline. January-August 1982 showed
production at 14.4 billion board feet, representing a decline of 12 percent
from that in the corresponding period of 1981 (table 1).

The West produced an estimated 15.4 billion board feet, or 68 percent of
U.S. softwood lumber output in 198l. The South accounted for an estimated
6.3 billion board feet in 1981, or 28 percent of total U.S. softwood

production. In the North, production in 1981 was an estimated 1.0 billion
board feet, or 4 percent of U.S. softwood lumber production, with Maine
accounting for about 30 percent of the production in this region (table 2).

Capacity

In the lumber industry, practical capacity of a mill is measured by the
greatest level that the mill can achieve within a realistic work pattern. For
most mills the capacity is based on one or two 8-hour shifts, 5-days per week,
252 days per year. It is acknowledged that many variations (i.e., 9-hour
shifts; three 8-hour shifts; 6 or 7 days per week; 252 to 263 days per year)
exist; however, one and two 8-hour shifts dominate.

The following tabulation shows the U.S. production capacity, as reported
by the National Forest Products Association, for U.S. producers during
1979-81, January-June 198l, and January-June 1982.

Production capacity ‘Percentage
(million board feet) decrease
1979 - 31,529 1.9
1980 29,932 5.1
1981 - 29,069 2.9
January-June--
1981~ 20,940 1/
1982 - 18,688 10.8

}/ Not available.

The following tabulation shows the number of U.S. mills producing softwood
lumber, as reported by the U.S. Department of Commerce, during 1979-81.

Year Mills Percentage decrease
1979-——- - 7,280 2.9
19 80- 7,050 3.2
1981 - 6,872 2.5
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Capacity utilization

The National Forest Products Association figures capacity utilization for
each year by taking the best month's production in the previous 5 years, then
adding them up to get practical capacity. The following tabulation shows U.S.

production and capacity utilization for 1979-81, January-June 1981, and
January-June 1982.

Production Capacity utilization
Period (million board feet) (percent)

1979- 29,744 94
1980 - 24,335 77
1981~ - - 22,710 72
January-June~-

1981~ 16,151 74

1982 - 14,375 70

Another way to measure of capacity utilization is to take a base year and
divide that into the year desired. The following tabulation uses 1973 (32,228

million board feet) as optimum capacity and shows capacity utilization in
1979-81:

Production Capacity utilization
(million board feet) (percent)
1979- 29,744 92
1980 - 24,335 76
1981- 22,710 70

The 21 companies answering the Commission's questionnaires had a total of
141 mills in January-August 1982 and accounted for 23 percent of domestic
production. 1/ The following tabulation shows production capacity, capacity
utilization, and percentage changes in production for these firms during
1979-81, January-August 1981, and January-August 1982:

Production Capacity Capacity Change in
(billion (billion wutilization production
board feet) board feet) (percent) (percent)
1979 6.7 7.2 93 1/
1980~ 5.8 7.4 78 -13
1981 5.9 7.7 77 +2
January-August—-—
1981~ ————m 3.8 A 86 1/
1982 3.3 4.4 75 -13

1/ Not available.

1/ Many of the firms did not respond to the Commission's questionnaire in
time for their data to be included in this report . Other firms have
submitted data since the Commission's vote on the investigation and still
others have indicated that responses are enroute to the Commission. A-13



U.S. producers shipments

Domestic shipments.—-Data published by the National Forest Products
Association show that shipments of softwood lumber have not varied more than 2
percent from production in the last 3 years, as shown in the following

tabulation:

Ratio of
) shipments to
‘Production Shipments production
(million board feet) (percent)
1979 - 29,744 29,572 ) 99.4
1980-===—=————— 24,335 24,447 100.5
1981-——=————————- 22,710 22,903 100.8
January-August—-
198l —~——=——mmm 16,359 16,075 98.3
1982——————m———— 14,375 14,182 98.7

U.S. exports.—-Exports of softwood lumber totaled 1.9 billion board feet,
valued at $652.6 million, in 1981, representing a 4-percent decline (by
volume) from the record export level of 2.0 billion board feet, valued at
$776.8 million, in 1980 (table 9). During January-August 1982 there was a
17-percent decline (by volume) compared with production in the corresponding
period of 1981, from 1.3 billion board feet, valued at $452.3 million, in the
1981 period to 1.1 billion board feet, valued at $398.3 million, in the 1982

period.

Exports as a share of U.S. production were relatively small during
1979-81, averaging about 7 percent. Exports in January-August 1981 and

Januafy-August;1982 averaged 7.9 percent of production. Douglas fir, hemlock,
and southern pine together accounted for about 60 percent of U.S. softwood

lumber exports.

Most softwood lumber exported from the United States exits from Seattle,
Wash.; Portland, Oreg.; and Anchorage, Alaska. Collectively, these three
customs districts accounted for 65 percent of the quantity and 66 percent of
the value of U.S. softwood lumber exports during January-September 1982 (table

10).

In January—-August 1982, exports of softwood logs rose by 29 percent from
those in the corresponding period of 1981 (table 11). Exports to Canada in
this period rose 39 percent from those in the corresponding period of 198l.
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Financial experience of U.S. producers

Operations on softwood lumber.--Thirteen U.S. producers (accounting for
10 percent of softwood lumber production in 1982, as reported by the National
Forest Products Association) supplied usable income-and-loss data relative to
their softwood lumber operations. 1In the aggregate, these firms experienced
diminishing sales and deteriorating profits during the reporting period.

Net sales of softwood lumber declined annually from $871 million in 1979
to $673 million in 1981, or by 23 percent. Net sales dipped to $356 million
during January-August 1982, representing a decline of 25 percent from the $473
million in sales reported for the corresponding period of 1981 (table 12).

The 13 firms posted an operating profit of $82 million, or 9.4 percent of
net sales in 1979, but sustained losses in all the other reporting periods.
The 1981 operating loss of $99 million was equal to 14.8 percent of net sales,
compared to an operating loss of $30 million, or 4.4 percent of net sales, in
1980. The producers sustained an operating loss of $56 million, or 15.7
percent of net sales, during January-August 1982, compared to an operating
loss of $38 million, or 8.1 percent of net sales, during the corresponding
period of 1981. Net income or loss before income taxes followed the same
pattern as operating profit-or-loss.

Cash flow generated from U.S. producers' softwood lumber operations
declined annually during 1979-81, from a positive cash flow of $113 million in
1979 to a negative cash flow of $71 million in 1981. The 13 firms reported
negative cash flows of $15 million and $33 million, respectively, in
January-August 1981 and January-August 1982.

As a share of net sales, manufacturing costs (cost of goods sold) rose
from 86 percent of net sales in 1979 to 107 percent in January-August 1982.
In the aggregate, the 13 firms sold softwood lumber for about cost in 1980,
and for less than cost in 1981 and January-August 1982. As a share of net
sales, general, selling, and administrative expenses also increased during
this period, from 4.4 percent in 1979 to 8.5 percent in January-August 1982.

Nine firms reported operating losses in 1980. The number increased to 13
firms in 1981 and January-August 1982. No losses were reported in 1979.

Investment in productive facilities.--Thirteen firms supplied data
relative to their investment in productive facilites used in production of
softwood lumber. The 13 firms' investment in productive facilities, valued at
cost, increased by $219 million during 1979-81, and the book value of such
assets increased by $159 million during this period (table 13).

Capital expenditures.—-Twelve firms supplied data relative to their
capital expenditures during 1979-81, January-August 1981, and January-August
1982, for land, buildings, and machinery and equipment used in the production
of softwood lumber. As shown in the following tabulation, aggregate
expenditures increased from $51 million in 1979 to $129 million in 1980 and
then declined to $91 million in 1981:

A-15
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Capital expenditures
(1,000 dollars)

1979 - 51,222
1980~ 128,519
1981 - 91,400
January-August--
1981 - ; 41,219
1982 14,576

Such expenditures were $15 million in January-August 1982, compared to $41
million in the corresponding period of 198l. Purchases of machinery and
equipment accounted for the bulk of the capital expenditures.

Table 14 shows the decline in the return on stockholders' equity for U.S.
and Canadian companies in the logging and sawmilling industries during 1979-81
(38 and 45 percent, respectively) and the decline in their return on total
capital (30 and 35 percent, respectively). Median net profit per sale
declined 12 percent for U.S. companies and 35 percent for Canadian companies.

The Question of the Causal Relationship Between Alleged Material
Injury and Allegedly Subsidized Imports from Canada

U.S. imports

U.S. imports of softwood lumber have generally moved in the same
direction as the level of U.S. construction activity, particularly housing
starts. The following tabulation shows imports and housing starts during
1979-81, January-August 1981, and January-August 1982:

Imports Housing starts

(billion board feet) (million units)
1979-——- 10.9 1.8
1980 - 9.4 1.3
1981- 9.0 1.1

January-Augus t—-

1981- 6.4 1.2
1982 - 5.7 1.0

During 1979-81, softwood lumber imports averaged 9.8 billion board feet
valued at $2.0 billion, showing a steady decline from 1979 (table 15). The
ratio of imports to domestic consumption averaged 29.3 percent during 1979-81,
and 30.0 percent during January-August 1981 and January-August 1982.

Canada supplies nearly all U.S. imports of softwood lumber. During
1979-81 and January-August 1982, it provided over 99 percent (by both quantity
and value). 1In 1981, total softwood lumber imports amounted to 9,024 millio 16
board feet, and imports from Canada totaled 9,007 million board feet. Centra
and South American countries account for most of the remainder.
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In 1981, 67 percent (by quantity) of U.S. softwood lumber imports were
classified as spruce. Nevertheless, it is believed that most such imports are
actually a mix of spruce-pine-fir, known in the trade as SPF. SPF is
manufactured in British Columbia and Eastern Canada in dimension sizes
primarily for the U.S. market. Imports of softwood lumber (by quantity) from
all sources during January—-August 1982, by types, are shown in the following
tabulation:

Imports Percent of
Type (million board feet) total

Spruce—-—- 3,953 70
Pine - 507 10
Cedar- 372 6
Douglas fir--—--—-—-—-—————-— 325 6
True-fir--—---—-————————- 304 5
Hemlock - 203 4
All other——————=—————— 1/ 1/

Total-~——=—=—==—m————— 5,685 100

1/ Less than 500,000 board feet, or 0.5 percent.

Note .—-~Because of rounding, figures may not add to the totals shown.

Imports of softwood lumber from Canada enter the United States primarily
by rail through Midwest and Northern customs districts. In January-June 1982,
the Duluth, Minn. customs district accounted for imports of 1.2 billion board
feet, followed by Detroit, Mich. with 0.6 billion board feet (table 16). The
following tabulation shows imports through the top 10 customs districts and
total of all others, for softwood lumber imports from Canada during
January-June 1982:

Imports Percent of
Customs district (million board feet) total

Duluth, Minn—-——==——a———o 1180 30
Detroit, Mich-—----—————- 590 15
Seattle, Wash—————=——————m 532 13
Buffalo, N.Y—————————-—- 310 8
St. Albans, Vt==—-—======= 287 7
Pembina, N.Dak-—————————- 264 7
Ogdensburg, N.Y———=——m——— 251 6
New York, N.Y———————————- 83 2
Portland, Maine--———————- 60 2
Los Angeles, Calif--———- 41 1
All other- 377 9

Total - 3,975 100

A-17
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Related-party imports

Imports of softwood lumber by related parties were 973 million board feet
in 1981, 11 percent of total U.S. imports (table 17). It is believed that
most related-party transactions occur between large multinational corporations
operating in both Canada and the United States. Related-party imports are
shown for 1979-81 in the following tabulation:

Related-party imports Percent of total
(billion board feet) imports
1979 - 1.5 13
1980 .9 10
1981 - 1.0 11

Market penetration

Imports of Canadian softwood lumber accounted for 30.2 percent of U.S.
consumption in 1981. Of the 9 billion board feet imported in 1981, 58 percent
came from British Columbia and the remainder from east of the Rockies. The
following tabulation shows U.S. imports of softwood lumber from Canada and
their U.S. market share during 1979-81 and January-June 1982.

January-June

Source Po1979 P 1980 P 1981
) : : 1982

British Columbia: v : : : :
Quantity-million board feet--: 7,796 : 6,383 : 5,225 :. 3,059
Percent of total--—-————————-- : 71.7 : 68.2 : 58.0 : 54.0

Ratio of U.S. imports to : : :
consumption--———-~ percent—-: 20.0 : 20.1 : 17.5 : 16.1

East of Rockies: : ' : : :
Quantity-million board feet--: 3,077 : 2,976 : 3,783 : 2,606
Percent of total-—-—————=———-- : .28.3 : 31.8 : 42.0 : 46.0

Ratio of U.S. imports to N : : :
consumption————-—- percent—-: 7.9 : 9.4 : 12.7 , 13.8

Total, Canada: : : : :
Quantity-million board feet--: 10,873 : 9,359 : 9,007 : 5,665
Percent of total-————————-——- : 100.0 : 100.0 : 100.0 : 100.0

Ratio of U.S. imports to L : : :

consumption-------percent--: 27.9 : 29.5 : 30.2 : ' 29.9

Softwood lumber marketing, traditionally, has no border between Canada
and the United States; there are no tariffs. The regions in the United States
and Canada have standardized common grades and sizes for general construction
and the U.S. and Canadian building codes and practices are similar. The
Canadian grading agencies are certified by the American Lumber Standards A-18
Committee, whose inspectors have access to Canadian mills.
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Historically, British Columbia and western Alberta exported softwood
lumber along the U.S.-Canadian border to the midwest, south, and north central
parts of the United States. This left the Pacific northwest and the south to
service the remainder of the United States. Now, however, with the
resurgence of the softwood lumber industry in Quebec as well as in the United
States' southern region, new marketing patterns have formed. British Columbia
and the U.S. Pacific northwest are meeting increased competition in the
midwest U.S. market from producers in the southern U.S. producing region.
Quebec is assuming a more dominant position in the northeastern U.S. market
and penetrating the midwestern markets, competing with the U.S. supplying
regions for those areas. British Columbia now competes with the U.S. Pacific
northwest in California and the U.S. southwest.

Table 18 shows shipments of softwood lumber to U.S. consuming regions
from selected producing areas in the United States and Canada. The share of
shipments from British Columbia to the United States has dropped from 19.2
percent of shipments in 1979 to 18.2 in 198l1. However, Canada as a whole has
increased its share of shipments from 26.9 percent in 1979 to 27.3 percent in
1981. The following tabulation shows the share of shipments within the United
States for 1979-81 (in pecrcent):

Source © 1979 fo1980 1 1981

British Columbia - 19.2 : 18.7 : 18.2
Canadian prairies— - : 1.3 1.5 : 1.6
Eastern Canada - 6.5 7.3 : 7.6

Total, Canada- - : 26.9 27.5 : 27.3
U.S. Pacific Northwest - 44.6 43.5 447
California- -: 4.2 4.6 : 3.5
Southern Pine area - 19.5 19.7 : 19.8
All other United States-— : 4.7 4.7 4.7

Total, United States S - 73.1 : 72.5 : 72.7
Prices

Prices received for softwood lumher at any time are determined by such
factors as the species of wood, the quality or grade of the lumber, and the
size. Lumber of certain species, larger size, and that more free from defects
generally fetches higher prices.’

Most species of lumber are interchangeable to some degree, depending on
the particular intended end use, local supply and preferences, and building
codes or practices. At any time, the price of a less desirable species may
increase its attractiveness for certain applications. Prices for softwood
lumber are quoted both f.o.b. mill, and, in many instances, on a delivered
basis. Transporation costs of the lumber by either rail or truck are a
significant factor in most marketing areas in the final delivered price; mills
located close to their markets may have a sales advantage over more distant

producers.
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Softwood lumber is an item on the futures market and as such there are
daily and even hourly price adjustments. Mills responding to Commission
questionnaires indicate that their offer prices are heavily influenced by
their perception of market conditions, inventory considerations, and prices
for the lumber as published daily in the press.

The Commission requested U.S. producers and importers to provide
information on prices received for their largest shipments of various species
grades and sizes of dimension softwood lumber during January 1980-September
1982. Producers were generally unable to provide the information requested in
the time allotted by the constraints of this preliminary investigation; four
producers provided prices for certain southern pine categories and one
producer provided prices for certain Douglas fir categories. No prices were
received from importers of softwood lumber from Canada. Because the prices,
reported by U.S. producers closely followed those reported in publicly
available sources, the following discussion is of published prices of 2x4
Douglas fir and SPF lumber as reported in the publication by Random Lengths,
1981 Yearbook.

Prices of lumber, f.o.b. mill generally have moved lower in each year

from 1979 through 1982 (table 19). The mill price of 2x4 Douglas fir in
Portland was about $257 per thousand board feet in January-March 1979 and

increased to a high of $326 in August 1979. Prices of this product generally
declined through the last months of 1979 and early 1980 to a low of $162 per

thousand board feet in April 1980, or by about 50 percent. During the summer
months of 1980, prices of Douglas fir followed historical seasonal trends,
rising to $238 per thousand board feet in June, but declining thereafter.

Al though there has been considerable price fluctuation in prices of this
product, the trend has been downward since mid-1980. Prices began 1981 at
$207 per thousand board feet but declined to as low as $155 in November of
that year. 1In 1982, published prices dropped to $145 per thousand board feet
in February, increased to $160 in March and April, but declined to $146 in
July and August, 55 percent below the price prevailing in August 1979.

Prices of SPF in both Western and Eastern regions followed similar price
trends with some individual but temporary differences. As in the case of
Douglas fir, SPF prices peaked in August 1979 at 25 to 30 percent above the
price at the beginning of that year. Prices of SPF then generally declined to
their lowest levels in April 1980, 42 to 51 percent below their earlier
peaks. Prices generally remained relatively low throughout the remaining
months of 1980 and in 1981, but declined further at the end of 1981 and in
early 1982. 1In August 1982, prices of SPF were 49 percent and 38 percent
below the 1979 peaks for Western and Eastern markets, respectively.

Prices of Douglas fir at the mill in British Columbia for delivery to the
United States generally followed the trends of other lumber prices shown in
the table. Prices of this product peaked in late summer 1979 at $296 per
thousand board feet, 34 percent above the price in January 1979, and declined
thereafter in early 1980 by 51 percent to a low of $144 per thousand board
feet in April 1980, concurrent with the decline in prices of U.S.-produced
lumber. Prices of Canadian Douglas fir generally remained between $166 and
$187 per thousand board feet through the remainder of 1980 and early 1981, but
began to decline in September 1981. Canadian prices reached their lowest  A-20
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level for the entire period covered by the data, $131 per thousand board feet,
in May 1982. 1In August 1982, prices had increased slightly to $134 per
thousand board feet, but were still 55 percent below the peak price of
September 1979. The price of the Canadian product did not exceed that of the
U.S. produced product at any time during the period January 1979-August 1982,
although prices were the same ($155 per thousand board feet) in January 1982
and were close in some other periods. In most months, however, the Canadian
price was well below that of the U.S. producers, and in several months the
differential exceeded $50 per thousand board feet.

Lost sales

In the softwood lumber industry domestic producers generally sell their
products through a wholesaler. Larger companies have their own marketing
division to sell their products and to buy and sell on the market. While many
mills publish periodic price lists, most sales are initiated and consummated
by telephone. Sales are generated by the producer who will call a wholesaler
and offer a price quote or special offerings, or the wholesaler will call the

producer to see what stock is available. In this system of buying and
selling, a producer's or wholesaler's pricing policy tends to be influenced by

published prices, open order file position, the season of the year, as well as
the overall inventory on hand.

Once sales offers are tendered by telephone, there is very little
discussion; if the buyer does not take the order, the seller usually does not
know why the buyer bought elsewhere or at what price. Thus, the data reported
by U.S. producers on lost sales in this investigation are sketchy and rather
tentative. Keeping this in mind, the following situations were reported as
being typical of those where U.S. producers are either forced to lose sales to
Canadian imports or lower their prices..

o A wholesaler is contacted and tells the seller that he must lower his
price by $10 per thousand board feet.

o A producer contacts a wholesaler and is told that the wholesalers
inventory is stocked by lumber from Canada which the wholesaler sells
on consignment.

0 A producer that markets its product in the South and Midwest is told
that waterborne shipments to the South and rail shipments to the
Midwest of SPF are cheaper than his product.

o A Canadian mill starts up from its summer shutdown and offers its
stock at below market price to lure wholesalers back.

Price suppression/depression

As with lost sales, price suppression/depression is not documentable. In
any market, adjustments to prices are necessary to compete. While no verified
documentation of lost sales or price suppression/depression is on hand, the)
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petitioner has filed copies of telephone logs to support the contention of
lost sales and price suppression/depression. The presence of Canadian lumber
in the U.S. market is cited by petitioner as having a negative influence on
lumber prices. '

The Question of a Reasonable Indication of the
: Threat of Material Injury

The rate of increase of U.S. imports from Canada

As shown in the following tabulation, imports of softwood lumber from
Canada have decreased steadily, while the ratio of U.S. imports to consumption
increased from 1979-81 and declined slightly from January-August 1981 to
January-August 1982:

Ratio of imports

Imports from Canada to consumption
(million board feet) ~ (percent)
1979 ©10.9 28.0
1980~ 9.4 29.5
1981 - 9.0 30.2
January-August—-
1981 ———————m— 6.4 30.0
1982———==r=—m———— 5.7 29.9

The capacity of producers in Canada to generate exports
and the availability of other export markets

Because of the relatively small size of Canada's domestic market, the
Canadian softwood lumber industry has traditionally been oriented toward
export markets (table 20). Table 21 shows that Canadian imports of softwood
lumber are relatively small, but that they have increased by 150 percent from
1979 (339 million board feet) to 1981 (515 million board feet).

Canada's housing starts are between 220,000 and 260,000 during normal
years. However, in January-June 1982, annualized housing starts were 130,000,
representing a decline of 34 percent since 1979. The following tabulation
shows Canadian housing starts, production, and exports:

Housing starts Production Exports

~(thousands) (billion board feet)

1979 - 197 18.5 13.3

I F -0 —— 159 18.1 12.3

Y. 3 [ — 178 16.4 11.6
January-June--

1982——————mmm e : 130 7.8 5.7
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Since 1979, exports to the United States have averaged 55 percent of
Canadian production. Table 22 shows that Canadian exports have steadily
declined since 1979 when they were 13.3 billion board feet, to 11.6 billion
board feet in 1981. The following table show the trend of Canadian exports to

world markets:

Canadian exports to—- f 1979 f 1980 f 1981 fJanuary—June 1982
f Quantity (million board feet)
United States -: 10,782 : 9,281 : 9,031 : 4,329
European Community-——-————-: 1,110 : 1,268 : 1,052 : 504
Japan : 1,014 : 1,083 : 1,052 : 868
All other- : 352 : 664 : 601 : 270
Total - 13,258 : 12,296 : 11,552 : 5,723
A i Percent of total

United States -: 81 : 76 : 78 : 76
European Community-—-——————- : 8 : 10 : 9 : 9
Japan -3 8 : 9 : 8 : 11
All other- : 3 : 5 : 5 : 4
Total--—- - 100 : 100 : 100 : 100

With the world economy down, residential building is suffering. The
European Community has lagged behind the U.S. housing slump; hence, it is
likely that it will be at least a year after the U.S. housing market recovers
before the European market recovers. Together, the European and U.S. markets
account for 80 percent of total world exports of softwood lumber. Also, Japan
is experiencing a slowdown in its construction activities and cannot be
expected to recover to what was previously expected. Traditionally, Japan has
imported less than 10 percent of its domestic consumption. Malaysia has had
heavy investments in the wood products industry and is expected to be actively
engaged in exporting to the Asian and U.S. markets.
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Federal Register / Vol. 47, No. 203 / Wednesday, October 20, 1982 / Notices

[Investigation No. 701-TA-197
(Preliminary)]

Softwood Lumber From Canada -

AGENCY: United States Internatianal
Trade Commission.

ACTION: Institution of a preliminary
countervailing duty investigation and

scheduling of a conference to be held in -

connection with the investigation.-

SUMMARY: The United States |
International Trade Commission hereby
gives notice of the institution of an
investigation under section 703(a) of the
Tariff Act of 1930 (19 U.S.C. 1671b(a)) to

_ determine whether there is a reasonable
indication that an industry in the United .

States is materially injured, or is

_“threatened with material injury, or the

establishment of an industry in the
United States in materially retarded, by

. reason of imports from Canada of

softwood lumber, provided for in items
202.03 through 202.30, inclusive, of the
Tariff Schedules of the United States,
which are alleged to be subsidized by
the Government of Canada.

FOR FURTHER INFORMATION CONTACT:
Mr. Edward Furlow (202-724-0068),
Chief of the Agriculture, Fisheries, and
Forest Products Division, Office of

Industries, U.S. International Trade

‘Commission. .
SUPPLEMENTARY INFORMATION:

.Background.—This investigationis -

being instituted in response to a petition
filed October?, 1982, on behalf of the
United States Coalition for Fair
Canadian Lumber Imports, a group

- composed of 8 trade associations and

more than 350 U.S. producers of
softwood lumber products. A copy of -
this petition is available for public
inspection in the Office of the Secretary,
U.S. International Trade Commission,
701 E Street, NW., Washington, D.C..The
Commission must make its .
determination in this investigation

within 45 days after the date of the filing .

of the petition or by November 22, 1982
(19 CFR 207.17). Persons wishing to
participate in this investigation as
parties must file an entry of appearance
with the Secretary to the Commission,
as provided for in § 201.11 of the
Commission's Rules of Practice and
Procedure (19 CFR 201.11, as amended
by 47 FR 6189, February 10, 1982), not
later than seven (7) days after the
publication of this notice in the Federal
Register. Any entry of appearance filed
after this date will be referred to the
Chairman, who shall determine whether
to.accept the late entry for good cause
shown by the person desiring to file the
notice. . ’
Service of documents.—The Secretary
will compile a service list from the
entries of appearance filed in this
investigation. Any party submitting a
document in connection with the
investigation shall, in addition to
complying with section 201.8 of the
Commission’s rules. (19 CFR 201.8, as
amended by 47 FR 6188, February 10,
1982, and 47 FR 13791, April 1, 1982),

serve as copy of each such document on
all other parties to the investigation.
Such service shall conform with the
requirements set forth in § 201.16(b) of
the rules (19 CFR 201.16(b), as amended
by 47 FR 33882, August 4, 1982).

In addition to the foregoing, each
document filed with the Commission in
the course of this investigation must
include a certificate of service setting
forth the manner and date of such
service. This certificate will be deemed

" proof of seryice of the document.

Documents not accompanied by a
certificate of service will not be -
accepted by the Secretary.

Written submissions.—Any person
may submit to the Commission on or
before November 9, 1982, a written
statement of information pertinent to the
subject matter of this investigation (19
CFR 207.15, as amended by 47 FR 6190,
February 10, 1982). A signed original and
fourteen (14) copies of such statements

. must be submitted (19 CFR 201.8, as

amended by 47 FR 6188, February 10,
1982, and 47 FR 13791, April 1, 1982).
Any business information which a
submitter desires the Commission to
treat as confidential shall be submitted
separately, and each sheet must be
clearly marked at the top “Confidential
Business Data.” Confidential
submissions must conform with the
requirements of § 201.6 of the
Commission'’s rules (19 CFR 201.8). All
written submissions, except for
confidential business data, will be
available for public inspection.
Conference.—~The Director of
Operations of the Commission has
scheduled a conference in connection
with this investigation for 9:30 a.m., on

*. November 3, 1982, at the U.S.

International Trade Commission_ .
Builiding, 701 E Street NW., Washington,
D.C. Parties wishing to participate in the
conference should contact the
supervisor for the investigation, Mr.
Edward Furlow, telephone 202-724-0068,
not later than October 28, 1982, to
arrange for their appearance. Parties in
support of the imposition of
countervailing duties in this )
investigation and parties in opposition
to the imposition of such duties will
each be collectively allocated one hour
within which to make an oral
presentation at the conference.

For further information concerning the
conduct of this investigation and rules of
general application, consult the
Commission'’s Rules of Practice and
Procedure, Part 207, Subparts A _gﬁ(
(19 CFR Part 207, as amended bygg
6182, February 10, 1982, and 47 FR 33682,
August 4, 1982), and Part 201, Subparts
A through E (19 CFR Part 201, as
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amended by-47 FR 6182, February 10,
1982, 47 FR 13791, April 1, 1982, and 47
FR 33682, August 4, 1982). Further
information concerning the conduct of

the conference will be provided by Mr. .

Furlow.
This notice is published pursuant to
§ 207.12 of the Commission's rules (19
CFR 207.12). B
Issued: October 12, 1982,
Kenneth R. Mason,
Secretary.
[FR Doc. 82-28882 Filed 10~19-82; 8:45 am)
BILLING CODE 7020-02-M
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49878 . Federal Register / VoL 47, No. 213 / Wednesday, November 3, 1982 / Notices

Initiation of Countervailing Duty.
Investigations; Certain Softwood
Lumber Products From Canada

AGENCY: International Trade
Administration, Commerce. . -

ACTION: Initiation of countervailing duty
investigations. -

SUMMARY: On the basis of a petition
filed in proper form with the U.S.
Department of Commerce, we are -
initiating countervailing duty
investigations to determine whether
producers, manufacturers, or exporters
in Canada of certain softwood lumber
products receive benefits which
constitute subsidies within the meaning
of the countervailing duty law. We are
notifying the U.S. International Trade
Commission (ITC) of this action so that
it may determine whether imports of .
certain softwood lumber products are -
materially injuring, or threatening to
materially injure, a U.S. industry. If the
investigations proceed normally, the ITC
will make its preliminary determinations
on or before November 22, 1982, and we
will make ours on or before December
31, 1982. . :

EFFECTIVE DATE: November 3, 1982.

" FOR FURTHER INFORMATION CONTACT:
Roland MacDonald, Office of '
Investigations, Import Administration,
International Trade Administration, U.S.
Department of Commerce, 14th Street
and Constitution Avenue, NW.,
Washington, D.C. 20230, (202) 377-4036.

SUPPLEMENTARY INFORMATION: -
Petitions

On October 7, 1982; we received a
petition from the United States Coalition
for Fair Canadian Lumber Imports on
behalf of a number of trade associations
and producers in the United States
softwood forest products industries. The
petitioner alleges that manufacturers,
producers, or exporters in Canada of
certain forest products receive benefits'
that constitute subsidies within the
meaning of section 701 of the Tariff Act
of 1930, as amended (the Act). The
petitioner further alleges that impdits of
this product are materially injuring, or
threatening to materially injure, a U.S.
industry.

Canada is a “country under the
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section 701(b) of the Act; accordingly.
Title VII'of the Act applies. _
Initiation of Investigations

Under section 702(c) of the Act, we
must determine, within 20 days after a
petition is filed, whether a petition sets .
forth the allegations necessary for the
initiation of a countervailing duty
investigation, and whether it contains
information reasonably available to the
petitioner supporting these allegations.
We have examined the petition on
certain forest products from Canada and
we have found that the petition meets
these requirements.

Therefore, in accordance with section
702(c) of the Act, we are initiating
countervailing duty investigations to

" determine whether manufacturers,
producers, or exporters in Canada of
certain softwood forest products, as
specified in the “Scope of
Investigations” section of this notice.

-receive benefits that constitute subsidies
within the meaning of section 771(5) of
the Act. If the investigations proceed
normally, we will make our preliminary
determmanons by December 31, 1982.

Scope of lnveshgaﬁons

The products covered by these
investigations are softwood lumber,
softwood shakes and shingles, and
softwood fence. For a further description
of these products, see the appendix to
this notice.

Allegation of Subsidies

The petitioner alleges that producers,
‘manufacturers, or exporters in Canada
of softwood forest products receive_
benefits that constitute subsidies,
including:

1. The provision of capital, loans, or
loan guarantees on terms inconsistent
with commercial considerations.

2. The provision of goods or services
at preferential rates.

3. The grant of funds or forgiveness of
debt to cover operating losses sustamed
by a specific industry.

4. The assumption of costs or
expenses of manufacture, production, or
distribution.

The petitioner alleges that the above
benefits are realized through a number
of agencies and types of programs,
including:

* Assumption of stumpage costs

¢ Regional development incentives
programs

¢ Federal and provincial government
agreements

* Enterprise Development Program

» Forest Industry Renewable Energy

¢ Program for export market

develonment

¢ Export Development Corporation

¢ Transportation

¢ Canadian Forestry Service

¢ Manpower

¢ Small business loans

¢ Taxation measures

¢ Other provincially funded programs
At this time, the Department has of

" course made no determination as to

whether any of the alleged benefits,
including stumpage, in fact constitutes
subsidies. .

Notification of l'I‘C

Section 702(d) of the Act requires us
to notify the ITC of this action and to
provide it with the information used to
arrive at this determination. We will
notify the ITC and make available to it
all nonprivileged and nonconfidential
information. We will also allowthe ITC
access to all privileged and confidential
information in our files, provided it .
confirms it will not disclose such
information either publicly or under an
administrative protective order without
the written consent of the Deputy
Assistant Secretary for Import
Administration.

Preliminary Determinations by ITC

The ITC will determine by November
22, 1982, whether there is a reasonable
indication that imports of softwood
lumber products from Canada are
materially injuring, or threatening to
materially injure-a U.S. industry. If its
determinations are negative, these
investigations will terminate; otherwise,
they will proceed to conclusion.
Lawrence J. Brady,

Assistant Secretary for Trade Administration.

APPENDIX—Description of Products
For purposes of these investigations:
1. The term “software lumber” covers
those products included in the Tar7ff-
Schedules of the United States
Annotated (1982) (TSUSA) in items }
202.03-202.30 (rough, dressed, or worked
softwood lumber) 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. "Rough lumber” is
“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” is
“lumber which has been dressed or
surfaced by planing on at least one edge

_or face.” “Worked lumber” is “lumber

which has been matched (tongue-and-
grooved), shiplapped (rabbeted or

. lapped joint), or patterned on a

matching machine, sticker, or mol
2. The term “softwood shakes and

shinolse™ “rofara tn wrnnd neadunte mmaat

used for roofing or siding.” Softwood
shakes, “approved durable wood of
random widths ranging from 4 inches to
14 inches come in four types: Hand-split
and resawn, taper split, straight-split
and taper sawn.” “Softwood shingles
are tapered pieces of approved durable
wood, sawed both sides, of random .
width ranging from 3 inches to 14 inches
and in lengths of 16 inches, 18 in¢hes or _
24 inches: for purposes of this
investigation, the term softwood skakes
and shingles refers only to those
products designated in Tariff Schedules
of the United States Annotated [1982}
(TSUSA), as item 200.85.

3. The term “software fence” refers to
three types of fences: picket, stockade,

" and rail. Picket fences are made of wood

pickets nailed to horizontal back rails
which are fastened to the supporting
posts. The pickets vary in length and
thickness, lengths range from 24~ to 927,
and thickness varies from %~ to 3”. The
species of wood fences is usually cedar
for the post and conifers or softwoods
for the backrails and pickets. Rail fences
consist of line post and horizontal rails.
Cedar is generally used for the line posts

- and cedar or conifers or nofthern

softwoods are used for the rails, .
Stockade fences vary in height from 3
feet to 10 feet. Widths are usually 7 feet
or 8 feet. Line posts are generally cedar,
and stockade sections are made from
northern softwoods. This investigation
covers softwood fences both assembled
and unassembled, which fall under ’
TUSUA item 200.75.

{FR Doc. 82-30208 Filed 11-2-82: 845 am]

BILLING CODE 3510-25-4 -
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APPENDIX B

WITNESSES APPEARING AT THE CONFERENCE
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