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This interim directive (ID) reissues with change, the direction previously issued in 
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32.24 - Removes obsolete direction and replaces it with updated market-related contract term addition policy to reflect the revised regulations 36 CFR 223.52.  Clarifies which periodic payment dates may be adjusted.
32.25 - Removes obsolete direction and replaces it with updated market-related contract term addition policy to reflect the revised regulations 36 CFR 223.52.  Provides guidance for selecting an index for non-sawtimber sales.
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32.24 - Market-Related Contract Term Addition
The rules at 36 CFR 223.52 set forth procedures for adding time to certain timber sale contracts when drastic wood product price reductions occur.  Follow the procedures in the text of the rule as shown in exhibit 01.
32.24 - Exhibit 01

36 CFR 223.52 – Market-related contract term additions.

(a) Contract provision.  (1) Except as provided in paragraph (a)(3) of this section, each timber sale contract exceeding 1 year in length shall contain a provision for the addition of time to the contract term, under the following conditions:

(i) The Chief of the Forest Service has determined that adverse wood products market conditions have resulted in a drastic reduction in wood product prices applicable to the sale; and

(ii) The purchaser makes a written request for additional time to perform the contract.

(2) The contract term addition provision of the contract must specify the index to be applied to each sale.  The Forest Supervisor shall determine and select from paragraph (b) of this section, the index to be used for each sale based on the species and product characteristics, by volume, being harvested on the sale.  The index specified shall represent more than one-half of the advertised volume.  If none of the indices in paragraph (b) of this section represent more than one-half of the advertised volume, the index specified shall represent the species product combination representing the highest percentage of volume for which there is an index.  When the Forest Supervisor determines that the species and potential product characteristics are such that more than one index could be used, the prospectus will state that the Contracting Officer may, upon the purchaser’s written request, select an alternative index from paragraph (b) of this section, and may modify the contract by mutual agreement, at time of contract execution, to include an alternative index that the Contracting Officer has determined represents the highest percentage of products the purchaser intends to produce or have produced from the sale.  Purchasers seeking a change of index at time of award must substantiate the need for an alternative index by providing the Contracting Officer with a written request that includes a list of products by volume the purchaser intends to produce or expects will be produced from the timber on that sale.  In the event a mutual 
32.24 - Exhibit 01--Continued

agreement to modify a contract to include an alternative index is not reached at time of contract execution, the index specified in the sample contract shall apply.
(3) A market-related contract term addition provision shall not be included in contracts where the primary management objective requires prompt removal of the timber, such as, timber is subject to rapid deterioration, timber is in a wildland-urban interface area, or hazard trees adjacent to developed sites.
(b) Determination of drastic wood product price reductions.  (1) The Forest Service shall monitor and use Producer Price Indices, as prepared by the Department of Labor, Bureau of Labor Statistics (BLS), adjusted to a constant dollar base, to determine if market-related contract term additions are warranted.

(i) The Forest Service shall monitor and use only the following indices:

	Bureau of Labor Statistics Producer Price Index
	Index Series
	Index Code

	Hardwood Lumber
	Commodity
	0812

	Softwood Lumber
	Commodity
	0811

	Wood Chips
	Industry
	3211135


(ii) Preliminary index values will be revised when final index values become available, however, determination of a qualifying quarter will not be revised when final index values become available.

(2) For PPI index codes 0811 and 0812, the Chief of the Forest Service shall determine that a drastic reduction in wood prices has occurred when, for any 2 or more consecutive qualifying quarters, the applicable adjusted price index is less than 88.5 percent of the average of such index for the 4 highest of the 8 calendar quarters immediately prior to the qualifying quarter.  A qualifying quarter is a quarter, following the contract award date, where the applicable adjusted index is more than 11.5 percent below the average of such index for the 4 highest of the previous 8 calendar quarters.  For PPI index code 3211135, the Chief of the Forest Service shall determine that a drastic reduction in wood prices has occurred when, for any 2 or more consecutive qualifying quarters, the adjusted price index is less than 85 percent of the average of such index for the 4 highest of the 8 calendar quarters immediately prior to the qualifying quarter.  A qualifying quarter is a quarter, following the contract award date, 
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where the adjusted index is more than 15 percent below the average of such index for the 4 highest of the previous eight calendar quarters.  Qualifying quarter determinations will be made using the Producer Price Indices for the months of March, June, September, and December.
(3) A determination, made pursuant to paragraph (b)(2) of this section, that a drastic reduction in wood product prices has occurred, shall constitute a finding that the substantial overriding public interest justifies the contract term addition.

(c) Granting market-related contract term additions.  When the Chief of the Forest Service determines, pursuant to this section, that a drastic reduction in wood product prices has occurred, the Forest Service is to notify affected timber sale purchasers.  For any contract which has been awarded and has not been terminated, the Forest Service, upon a purchaser's written request, will add 1 year to the contract's terms, except as provided in paragraphs (c)(1) through (4) of this section.  This 1-year addition includes time outside of the normal operating season.

(1) Additional contract time may not be granted for those portions of the contract:


(i) With a required completion date;


(ii) Where the Forest Service determines that the timber is in need of urgent removal;


(iii) Where timber deterioration or resource damage may result from delay; or


(iv) Where included timber is designated by diameter and delay may change the treatment as a result of trees growing into or out of the specified diameter range(s).

(2) For each additional consecutive quarter in which a contract qualifies for market-related contract term addition, the Forest Service will, upon the purchaser’s written request, add an additional 3 months during the normal operating season to the contract, except that no single 3-month addition shall extend the term of a contract by more than 1 year.   
(3) No more than 3 years shall be added to a contract's term by market-related contract term addition unless the following conditions are met:


(i) The sale was awarded after December 31, 2006;


(ii) A drastic reduction in wood product prices occurred in at least ten of twelve consecutive quarters during the contract term, but not including the quarter in which the contract was awarded; and 
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 (4) For each qualifying quarter meeting the criteria in paragraph (c)(3)(ii) of this section, the Forest Service will, upon the purchaser's written request, add an additional 3 months during the normal operating season to the contract, except no single 3-month addition shall extend the term of a contract by more than 1 year.

(5) In no event shall a revised contract term exceed 10 years as a result of market-related contract term addition.
(d) Recalculation of periodic payments.  Where a contract is lengthened as a result of market conditions, any subsequent periodic payment dates shall be delayed 1 month for each month added to the contract's term.

The determination of which periodic payment dates are eligible for adjustment is dictated by the periodic payment date specified in the contract and not by the due date on a bill that has been issued for a periodic payment.  

32.25 - Producer Price Indices by Region
Producer price indices are no longer assigned by the regions.  Forest supervisors shall select the appropriate index for each timber sale in accordance with 36 CFR 223.52(a), and may consider the following when determining which index is most appropriate when multiple species and/or products are included.  
1.  When over 50 percent of the sale volume is appraised as sawtimber, the lumber index representing the preponderance of the volume must be used, that is, either the softwood lumber or hardwood lumber index.

2.  When over 50 percent of the sale volume is appraised as non-sawtimber and a local market exists for pulp (clean) chips, use the wood chips index, except for conditions described in this section.  

3.  When over 50 percent of the sale volume is appraised as non-sawtimber and a local market exists for oriented strand board chips; the softwood lumber index may be used.

4.  When over 50 percent of the volume is appraised as non-sawtimber and the sale does not meet the conditions in paragraphs 2 or 3, forest supervisors should carefully consider the mix of material in the sale and local markets for that material.  Select the index that most closely reflects sale and market conditions recognizing the intent of MRCTA is to provide relief to purchasers during a drastic decline in market conditions.  For example, if over 50 percent of the volume is expected to be processed in a co-generation facility but harvesting is dependent upon the profitability of the sawtimber component of the sale, one of the lumber indices may be most appropriate.  
5.  When conditions in paragraphs 3 or 4 exist, document the rational for the index selected as most appropriate for the sale.
When the forest supervisor determines that the species and potential product characteristics are such that more than one index could be used, the prospectus should state that the contracting officer may, upon the purchaser’s written request, select an alternative index.  Follow the procedures in 36 CFR 223.52(a)(2) when a change of index is considered.  Do not modify contracts at a later time to change the index even if it is subsequently determined that the majority of the volume is being processed as a different product.
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