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Introduction
Recent trends in timber markets and manufacturing costs have made it very difficult for timber purchasers in Alaska to profitably process small diameter Sitka spruce and western hemlock timber harvested on the Tongass National Forest.  This situation lowers the utilization of timber harvested on the Tongass, and makes it more difficult to offer economic sales.  This is due in part to the process the Region uses to permit unprocessed timber to be shipped outside Alaska and the influence that process has on timber appraisals.

The purposes of this memorandum are to:  1) describe the situation, 2) explain how it relates to current procedures for appraising timber and for authorizing shipments of unprocessed timber out of the State, and 3) recommend that you authorize limited interstate shipments of small diameter and low grade spruce and hemlock logs to increase utilization and ensure that economic sales can continue to be offered.

Background--Legal Requirements

One of the main goals of the timber program on the Tongass National Forest is to contribute to the local and regional economies of Southeast Alaska.  In keeping with this long-standing goal, current law allows timber harvested from Federal lands in Alaska to be shipped out of Alaska only if “the supply of timber for local use will not be endangered” (16 U.S.C. Sec. 616, enacted in 1926).  Further detail on implementing this requirement is provided by regulations found at 36 CFR 223.201, which state that:

Unprocessed timber from National Forest System lands in Alaska may not be exported from the United States or shipped to other States without prior approval of the Regional Forester.  This requirement is necessary to ensure the development and continued existence of adequate wood processing capacity in Alaska for the sustained utilization of timber from the National Forests which are geographically isolated from other processing facilities.  In determining whether consent will be given for the export of timber, consideration will be given to, among other things, whether such export will:

   (a)  Permit more complete utilization on areas being logged primarily for local manufacture,

   (b)  Prevent loss or serious deterioration of logs unsalable locally because of an unforeseen loss of market,

   (c)  Permit the salvage of timber damaged by wind, insects, fire or other catastrophe,

   (d)  Bring into use a minor species of little importance to local industrial development, or

   (e)  Provide material required to meet urgent and unusual needs of the Nation.

Another important legal requirement that applies to the Tongass timber program is that no timber may be advertised for sale if the appraised value is negative, using the residual value appraisal method.  This restriction was first imposed by Section 318 of the Consolidated Appropriations Resolution, 2003 (Public Law 108-7), with identical language included in each subsequent annual appropriations act.
  Section 318 also allows western redcedar to be shipped outside of Alaska under certain conditions, including a mandated priority for processors in the lower 48 States and a requirement to appraise western redcedar using Alaska values for this species.  Finally, Section 318 allows Alaska yellow cedar to be exported to foreign markets.  Enclosure 1 of this memorandum includes the full text of this statutory language.

Section 705(a) of the Alaska National Interest Lands Conservation Act (ANILCA), as amended by Section 101 of the Tongass Timber Reform Act (TTRA), also guides the timber program on the Tongass.  That direction reads as follows (with the most pertinent language in italics):

SEC. 705. (a) Subject to appropriations, other applicable law, and the requirements of the National Forest Management Act of 1976 (Public Law 94-588), except as provided in subsection (d) of this section, the Secretary shall, to the extent consistent with providing for the multiple use and sustained yield of all renewable forest resources, seek to provide a supply of timber from the Tongass National Forest which (1) meets the annual market demand for timber from such forest and (2) meets the market demand from such forest for each planning cycle.

Finally, Section 810 of ANILCA provides that, when authorizing a use of the Tongass that would significantly restrict subsistence uses, a determination must be made that:

(A) such a significant restriction of subsistence uses is necessary, consistent with sound management principles for the utilization of the public lands,

(B) the proposed activity will involve the minimal amount of public lands necessary to accomplish the purposes of such use, occupancy, or other disposition, and

(C) reasonable steps will be taken to minimize adverse impacts upon subsistence uses and resources resulting from such actions.

Timber Appraisals—Current Challenges

In keeping with the regulations cited above, shipment outside the State of unprocessed timber from National Forest System lands in Alaska requires prior approval by the Regional Forester.  Historically, such approvals have been granted on a case-by-case basis at the request of the purchaser after the sale is awarded.
Under Section 318, timber cannot be offered for sale unless it has a positive appraisal.  Because the Region has to date approved out-of-State shipments only on a case-by-case basis after the sale, the appraisals (developed before the sale) assume that all timber except Alaska yellow cedar will be processed in Alaska.
  Under current economic conditions, these appraisal assumptions make it challenging to offer sales with a positive appraisal.  Timber values are lower in Alaska than elsewhere, largely due to higher operating and transportation costs in Alaska.  Unless the Tongass can offer a reliable supply of timber with a positive appraisal, the few remaining locally owned mills in Southeast Alaska will find it very difficult to stay in business.
  Closure of the remaining mills, even on a temporary basis, would run counter to the objective of supporting local economies and wood processing capacity in Southeast Alaska.

Because the mills do not have extensive supplies of timber available, even a short-term hiatus in offering sales from the Tongass could result in losses from which the mills, the rest of the timber industry in Southeast Alaska, and the entire Tongass timber program might never recover.  Once a mill shuts down, re-opening it becomes more difficult over time, as skilled employees find other jobs, equipment becomes obsolete or is sold, and capital becomes more difficult to obtain.  Cessation of the program and the related private sector activities would have very noticeable adverse consequences in several local economies across Southeast Alaska.

Opportunities
Mills in the lower 48 States generally have lower operating and transportation costs than mills in Alaska, due to greater economies of scale, lower labor costs, and being located closer to end-user markets.  Stumpage prices paid to the Forest Service are also typically higher in lower 48 markets than they are in Alaska.  As a result, Forest Service appraisals of proposed Tongass timber sales would rise if they assumed that a portion of the unprocessed spruce and hemlock logs were to be shipped to lower 48 markets (limited so that no more than 50 percent of all sawlogs harvested on any sale could be shipped out of Alaska).  That assumption would be possible if you approved such shipments prior to the sales being appraised, instead of authorizing shipments only after the timber is sold.
  This approach could also lower some of the operating and transportation costs that are deducted from selling prices in the appraisal calculations.  Between the higher prices and lower costs, limited interstate shipments would significantly increase the likelihood that timber sales in parts of the Tongass would have a positive appraisal under current market conditions.  Such shipments would also increase the utilization of timber harvested on the Tongass.

Interstate shipments of some unprocessed spruce and hemlock logs would also put Alaska timber purchasers on a more level playing field with their competitors in the lower 48 States, who face no restrictions on interstate shipment of unprocessed logs.  In fact, such shipments are common elsewhere in the country, as producers ship logs and milling byproducts to processors that are best equipped to handle them most efficiently.  Such vertical integration is not available to mills in Alaska, which are best equipped to handle large logs that are rarely available in the lower 48 States.  Allowing routine interstate shipment of a portion of unprocessed spruce and hemlock logs from Alaska would provide Alaska operators the opportunity to capture some of the economic efficiency available from the vertical integration that exists in the lower 48 without the capital investment required to construct processing facilities in Alaska until markets improve sufficiently to make such investments feasible.

The limit on out-of-State shipments of 50 percent of the total sawlog contract volume harvested would be achieved first by setting upper limits on the diameter and quality of unprocessed spruce and hemlock logs that would be eligible for shipment to the lower 48.  Only smaller diameter logs, plus lower quality (grades 3 and 4) logs of any diameter, could be shipped to lower 48 markets, where modern mills can process such logs more efficiently than mills in Alaska.  Larger diameter logs of high quality would be retained for processing in Alaska, where mills are better equipped to handle such material.  In no case, however, would more than 50 percent of the total sawlog contract volume of all species harvested on a sale be permitted to be shipped out of Alaska.  Enclosure 2 is a pie chart that depicts how the limits would be applied.
Alternatives and Criteria for Evaluating Them
The Regional Office has examined several ways to respond to these challenges and opportunities.  Specifically, members of my staff, Engineering and Aviation, and Ecosystem Planning have analyzed seven alternative scenarios for setting limits on what material may be shipped out of State, and where it may be shipped.  That analysis is titled “Timber Market Analysis of the Effects of Export and Interstate Commerce on Timber Sale Value and Volume.”  It is incorporated here by reference, and enclosed for your consideration (Enclosure 3).  It examines three different diameter limits for spruce and hemlock logs for shipment to the lower 48, the same three limits for shipment of spruce and hemlock to export markets, and compares the expected effects on timber appraisals of each of these scenarios to recent appraisals under current procedures for allowing out-of-State shipments and appraising timber.

My evaluation of the alternatives is premised on several criteria that are based on the applicable legal requirements.  We are searching for an approach that will best meet the following four objectives:

1. Ensure that economic timber sales can continue to be offered from the Tongass National Forest.


2. Ensure the continuation of wood processing capacity in Alaska.


3. Minimize the amount of unprocessed logs being shipped outside of Alaska.


4. Maximize employment in the United States from timber harvest activities conducted on the Tongass.

It is important to recognize that, to some degree, these are competing objectives.  For example, if the first objective were all that mattered, positive appraisals could be achieved by allowing all logs to be shipped to the lower 48 States without any processing in Alaska.  That approach would result in positive appraisals under most market conditions in most areas of the Tongass, so timber could continue to be offered for sale.  It would not, however, support the continuation of wood processing capacity in Alaska or minimize the shipment of unprocessed logs out of the State.  Likewise, if the third objective were all that mattered, it could be accomplished by not allowing any shipment of unprocessed logs outside of Alaska.  As described above, however, that approach could soon prevent many sales from being offered from the Tongass, which would endanger the continuation of wood processing capability in the State rather than ensure it.
In my opinion, the best approach is one that strikes the appropriate balance among all four objectives.

Recommended Alternative

After considering all the tradeoffs described above, I believe that the most balanced approach is for the Regional Forester to allow some unprocessed logs to be shipped to lower 48 markets.  Specifically, I recommend Scenario 2 from the Timber Market Analysis paper.  That Scenario would allow smaller diameter
 unprocessed Sitka spruce and western hemlock sawlogs harvested from the Tongass National Forest to be shipped to markets in the lower 48 States, plus low-quality logs of any diameter.  The volume of material eligible for interstate shipments under Scenario 2 is estimated to be below 50 percent of the total sawlog contract volume of all species harvested on any sale.  To ensure that interstate shipments will not exceed this percentage except in unusual circumstances that warrant special consideration, I recommend that you specify that no more than 50 percent of the total sawlog contract volume of all species harvested on a sale could be shipped outside of Alaska without your expressed prior case-specific approval.

Several timber sale projects have been approved, but the timber not yet sold.  These projects include a substantial volume of timber.  Applying this proposal to the unsold volume would make much more of it economic, and increase the expected returns to the Government.  Accordingly, I recommend that, if you approve this proposal, it also be applied to projects already approved.

Consistent with Section 318, I recommend no change to the provisions governing the shipment and appraisal procedures for western redcedar and Alaska yellow cedar.  In addition, while I do not recommend any blanket approval to export any unprocessed spruce or hemlock logs to foreign markets, the Region should continue to consider requests for foreign market sales on a case-by-case basis when necessary to accomplish other resource management objectives, such as to improve utilization of salvage timber.
Finally, I also recommend that the projected harvest level that was calculated using the Tongass National Forest Timber Sale Procedures (commonly referred to as the Morse model after the author of the Procedures) not be changed as a result of any sawlog volume shipped out of Alaska as a result of this change in procedures.  This authorization for limited interstate shipments of unprocessed spruce and hemlock logs may increase the amount of harvest on the Tongass, but those effects are difficult to analyze with precision and confidence.  Moreover, because we intend this measure as an interim step until markets improve, modifying the current harvest level projections of the Morse model is unwarranted.

Findings
16 U.S.C. 616:  Based on the discussion above, I find that approval of limited interstate shipment of unprocessed timber as recommended above will not endanger the supply of timber for local use, as required by this statute.  Currently, Alaska mills cannot profitably process the small diameter and low grade material that would be eligible for interstate shipments under this proposal.  In addition, operators would be allowed—not required—to ship such material out of State.  If timber purchasers develop a way to profitably process this material in Alaska, they could do so.  Consequently, there is no basis for believing the proposal could endanger local supply.  To the contrary, as discussed above, the change is necessary to continue local supply to producers who depend on Tongass timber by allowing sales to obtain positive appraisals as required by Section 318.

TTRA:  I also find that the proposal meets the TTRA requirement that actions taken in seeking to meet the market demand for timber be “consistent with providing for the multiple use and sustained yield of all renewable forest resources.”  Nothing in this proposal changes any standards and guidelines or any other type of direction contained in the Tongass Land Management Plan (TLMP).  I believe the comprehensive analyses contained in the 1997 Final Environmental Impact Statement developed for TLMP revision (TLMP FEIS) demonstrate that the timber program meets this requirement for multiple use and sustained yield management of all renewable resources on the Tongass.  I incorporate the TLMP FEIS here by reference.

In addition, the environmental effects of each timber sale are analyzed through the process required by the National Environmental Policy Act (NEPA).  These project-level NEPA documents also describe how each specific timber sale meets the TTRA requirements to seek to meet market demand for timber while also providing for the multiple use and sustained yield management of the Forest’s renewable resources.  Future project-level NEPA documents will evaluate the environmental effects of timber sales in light of this proposal, should it be adopted.

As mentioned above, I recommend that this proposal also apply to projects already approved.  In each of those cases, an evaluation will be required to determine if limited interstate shipments of unprocessed timber would meaningfully change the environmental effects of the project in a manner that is relevant to issues that were factors in the NEPA analysis and decision.  If the environmental effects of any previously approved project are determined to be substantially different as a result of this proposal than what was disclosed to the public in the NEPA process, additional NEPA work would be required.  While I am not prejudging the outcome of any of those evaluations, I expect such determinations to be rare, because the environmental effects of timber harvest activities do not materially change as a function of where the timber is processed.

36 CFR 223.201:  As discussed above, unless timber can obtain a positive appraisal, it cannot be offered for sale.  Under current market conditions, appraising timber for processing in Alaska makes it very difficult to obtain positive appraisals.  Without a reliable supply of timber from the Tongass, the remaining locally owned mills would probably be forced to close.  By allowing limited interstate shipments, this proposal would allow timber to be appraised using the higher lower 48 market values.  That would substantially improve the likelihood that a) timber will achieve a positive appraisal, and b) continue to be offered for sale from the Tongass.

For all these reasons, the proposal is needed to ensure the continued existence of adequate wood processing capacity in Alaska.  It would also permit more complete utilization of small diameter and low grade logs which cannot be profitably processed in Alaska.  By limiting interstate shipments to no more than 50 percent of the total sawlog contract volume of all species harvested on each sale, the proposal ensures that the Tongass timber program will continue to be operated primarily for local manufacture.  I conclude, therefore, that this proposal is consistent with 36 CFR 223.201.
ANILCA Section 810:  Approval of this proposal to allow limited interstate shipments of unprocessed timber is not a determination whether to “withdraw, reserve, lease, or otherwise permit the use, occupancy, or disposition” of National Forest System lands.  Therefore, no ANILCA Section 810 evaluation and determination is required.  However, the same is true for forest plans, yet the 1997 TLMP FEIS includes a programmatic evaluation of the effects of timber harvest and associated activities on subsistence, even though forest plans also do not require Section 810 evaluations.  Similarly, the 1997 TLMP Record of Decision (ROD) included a discussion of the determinations described in Section 810, and that discussion is incorporated here by reference.  The ROD determined that “implementation of the Forest Plan may result in a significant restriction to subsistence use of deer due to the potential effects of projects on the abundance and distribution of these resources, and on competition for these resources.”  (TLMP ROD, page 36.)  The ROD also made the associated findings that:

a)  implementation of the Forest Plan is necessary, consistent with sound management of public lands;

b)  implementing the Plan will involve the minimal amount of public lands necessary to accomplish the purposes of such implementation; and

c)  reasonable steps will be taken to minimize adverse impacts upon subsistence uses and resources.
Adoption of this proposal—limited interstate shipments of unprocessed timber--would not increase the potential subsistence effects of the timber program on the Tongass.  Therefore, I conclude that the subsistence findings in the TLMP ROD are still valid.  In fact, to date, the subsistence effects of implementing the Plan have been noticeably lower than those estimated in the TLMP FEIS, because far less timber has been harvested than is allowed under the Plan, and because human populations in Southeast Alaska have not grown as rapidly as projected.

I expect the same to be true at the project level.  Each timber sale must be evaluated for its effects on subsistence; those with a significant possibility of causing a significant reduction in subsistence opportunities must include the findings required by Section 810.  Because those projects will continue to implement Forest Plan standards and guidelines designed to minimize adverse effects on subsistence resources and opportunities, there is no reason to believe that this proposal would change findings required at the project level.  Each future project will evaluate the potential subsistence effects and the required findings in light of this proposal, should it be adopted.  As mentioned above, I recommend that this proposal also apply to projects already approved.  In each of those cases, an evaluation will be required to determine if adoption of this proposal meaningfully changes the environmental effects of the project.  Changes in the potential subsistence effects of the project, if any, will be part of that evaluation.  If the environmental effects are determined to be substantially different, additional NEPA work would be required.  As discussed above, I expect such determinations to be rare.

For these reasons, I believe the proposal is consistent with Section 810 of ANILCA.

Conclusion

Your approval of this recommendation would achieve several objectives.  It would increase the utilization of small diameter and low grade timber which currently cannot be processed profitably in Alaska.  It would also help level the playing field with industry in the lower 48 States until such a time as Alaska can establish and maintain an integrated industry.  It would also increase the returns to the Government from the sale of timber from the Tongass.  Finally, it would allow for the continued manufacturing of timber from the Tongass in local communities.  For all these reasons, I strongly recommend your approval of this proposal, and its application to projects already approved.
	

	/s/Daniel O. Castillo 

	DANIEL O. CASTILLO

	Director, Forest Management


Enclosures

cc:  Dan Castillo   
� This language was most recently enacted as Section 416 of Department of the Interior, Environment, and Related Agencies Appropriations Act, 2006 (PL 109-54).  Since it is still most commonly known as “Section 318,” however, we shall continue to use that nomenclature.


� Alaska yellow cedar is appraised under the assumption that it will be exported to foreign markets, because Section 318 allows this species to be exported.


� Even if the Tongass were allowed to offer sales with negative appraisals, doing so would not be economically viable in the long run, since the purchasers would most likely lose money on them.


� Under any scenario, permits for out-of-State shipments would continue to be required for tracking and reporting purposes.


� “Smaller diameter” means less than 15 inches scaling diameter at the small end of a 40-foot log.
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