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EXECUTIVE SUMMARY

Purpose and Scope

Thisadminigrative sudy was originated to provide support for the revisions of the USDA
Nationd Forest plansfor the forests located in the ate of Wyoming and to provide information
to the State of Wyoming including the Wyoming State Forestry Divison. As such, the scope of
the report is limited to the state of Wyoming. Four forms of information wereused: 1. USDA
Forest Service timber datarecords, 2. surveys of USDA Forest Service officids and of timber
industry representatives, 3. persond interviews of Forest Service officias a each affected
Nationa Forest and industry representatives of each mgjor mill, and 4. literature.

Findings

Thefindings of this sudy have potentidly sgnificant implications for public policy, public

timber programs and for the timber industry. A new timber economy is emerging in the State of
Wyoming that has been shaped by a series of sgnificant changes. The shape and nature of the
new economy is unmistakable and markedly different from the past. The key factors shaping the
new economy, characteristics of the new economy and some potentia implications are outlined
below.

A. Factors Shaping the New Economy
1. Internationd Events are affecting the WWyoming timber economy as never before.
Recent events include increasing Canadian lumber imports, astrong US dallar, a
series of internationa monetary crises that occurred in the 90s with current revival.
Further, the US Canadian Softwood Lumber Agreement will expire April, 2001 with
the potentid to pressure lumber downward. Recovering Asian economies are
expected to increase US lumber exports.

2. Domedic Events. indude the reduction in public timber harvesting reflecting
environmental/amenity restrictions and pressures, increased offerings of smal
diameter volume, increased offerings of private timber, higher and more volatile
lumber prices, green certification. While international markets are expected to
rebound, domestic demand is expected to dow as a consequence of higher interest
rates.

B. The Emerging Wyoming Timber Economy
1. Indusiry Consolidation: The key and unmistakable trend resulting from the factors

shaping the new economy isindustry consolidation. Understanding the nature of the
consolidation is, however, the key to understanding the new economy. Small
diameter volumes require more capita investment to harvest and processin an
economicaly efficient way. With unrdiable volumes from any particular nationd
forest and high lumber prices, the natura economic consequence is the establishment
of large highly capitaized processing centers. Such processors rely on high volumes,
low margins, capitd intensive processing, and the procurement of volumes from
many ownerships and nationdl forests. Large corporétions are favored relative to the
traditional small operator. Large corporations with nationa and internationd
holdings can diversfy avay lumber price volatility affecting Wyoming's lumber
markets, operate at scale, better deal with internationa inter-connectedness, and
better manage the costs of green certification.




2. Trouble for Smdl Processors. Wyoming's smdl processors who have relied on
adjacent nationd forests for steady volumes have found themsdlves having to reach
farther for volume and now compete with larger processors over longer distances.
Securing private volumes means no Smal Business Sat- Aside protection. Smaller
processors struggle to make the capitd infusions necessary to effectively competein
the new economy. In Wyoming and throughout the West, processors configured at
12MMBF annua loginput or lower are closing while processors of potentia regiona
scade are conddering capitd infusons and expansons. Mid-sized processors (greater
than 12MMBF but smdler than the regiona processor) increasingly rely on technica
innovation to maximize value added and to secure niche markets better suited to
larger diameter materid. They struggle to make the capitd infusions and acquire
enough large diameter stock to maintain operating margins.

C. Implications
1. Forest Service Sde Progran: Nearly hdf of the volume processed in Wyoming's

mills now comes from private supplies. With continuing industry consolidation,
Forest Service sales face increased competition from state and private sources and the
prospects of fewer bidders and longer haul distances. I1n essence, the Forest Service
sumpage market position is changing from that of a dominant supplier to competitor
with other sources. To the extent that such trends continue, a natural outcome would
be to see more negotiated contracts with purchesers as the agency seeks vegetative
services on low quadity materia and receives fewer bids per sde resulting from
consolidation.

2. Private supplies remain unknown with certainty but will play a greater rolein the
future of Wyoming'stimber industry. Our interviews of processors suggested both
declining private volumes under contract, and a historica recognition of
underestimating the quantity and resilience of private supplies (primarily to a
confusion between inventory and supply). Wyoming's private timber supplies are
often associated with multi-function ranches and affected by the price of timber
relative to other ranch products and services such asthe price of beef. To the extent
that private timber continues to increase in importance, expanding extenson services
could be considered.

3. Timber Culture: The closure of smdler and family owned millsin the Western US
and the current struggles of such millsin Wyoming pose a public policy consderation
asthe millsthat played akey role in the development of Wyoming's culture arein
jeopardy. We found the owners and representatives of smdl family owned millsto
have a strong affiliation with the forest resource base and to have a sirong sense of
community responsibility. Since at least the turn of the century, loca timber
operators have contributed to Wyoming's natura resource culture and economic
development.

The emerging new timber economy affects Wyoming and much of the West. Many dements
shape the new economy, but declining volumes and lower quaity volumes from Forest Service
lands resulting from environmental and amenity redtrictions has been the theme. Low volumes
would suggest closures to reduce capacity, but when combined with lower quality volumes; it
suggests amore fundamenta change in processing strategy. Processing lower qudity stock
requires heavy invesment in capital infrastructure including technologicd investment and



innovation. Such facilities have high fixed and low variable cogt structure. Operating margins
are modest and dependent on volume. Processors will increasingly look to the intra- state scale
for securing volumes. Expect highly capitaized millsto secure volume over extraordinary
distances from awide mix of owners placing increased pressure on state and private inventories.
To survive, smdl processors will need well-defined niches for product, for securing Ssumpage,
and to carefully manage the technology and financing of mill efficiency.
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PURPOSE AND SCOPE

Severd Nationa Forestsin the State of Wyoming are in the process of amending or revising
their forest plans. This administrative study is intended to support those efforts as well asto
provide background information to the Wyoming State Forest Service.

This report provides an analysis of the key timber markets in the State of Wyoming with
particular emphasis on the elements of federd timber demand and supply and its impact on the
Sructure of the Wyoming timber industry. Each nationa forest, the Bureau of Indian Affars at
Fort Washakie and each of the top timber purchasers/processors were extensively interviewed
and surveyed to provide firgt-hand information in support of thisandyss. In addition, USDA
Forest Service 2400-17 timber sde records were extensvey used to analyze each nationd forest
and to provide a state overview. These records have well-known limitations. For example,
volumes are as appraised and they only include Forest Service sale data. Nevertheess, andyss
of these records reved s key trends affecting Wyoming's timber economy. In addition, published
economic data from various sources provided the information for much of the international and
domestic economic perspective included a the beginning of the report.

The report includes a section on nationa and internationd trends and events that have played an
increasngly important role in shaping the timber Stuation in Wyoming. As the globe has
“shrunken” and we have grown increasingly “interconnected” such that including anationd and
internationa background became essentid to an informed understanding of the Wyoming timber
dtuation and its evolution. Subsequently, an overview of the state timber Situation is provided
followed by an analyss of each nationa forest and itstop processors. The synthesis of findings
assimilates the individud forest andlysesto provide an overdl interpretation and andysis of key
trends affecting the Sate.

NATIONAL AND INTERNATIONAL

The timber industry in Wyoming is undergoing a period of rgpid change asit copes with anew
economy. Mogt will likely find a challenging future and some may not last the new decade. The
Asan crigs of 1997 impressed Wyoming timber operators with how connected they are to the
globa economy. The criss reduced demand for Wyoming lumber while Canadian imports
increased. Although the Asian economies are now recovering and foreign demand for US
products is again increasing, the US dollar is strong providing a disadvantage for American
timber producers by making US exports rdatively expensive. Nevertheless, current forecasts
(WWPA 2000) are for increased lumber exports. Closdy related is an increase in domestic red
interest rates which are forecast (WWPA 2000) to dow the construction, and housing markets.

Although the American economy is projected to remain strong for afew years, US producers,
including those in Wyoming will continue to compete with rdatively inexpensve foreign
imports. A more detailed andlyss of the world and nationa economy is provided below. We
begin with demand and subsequently move to a discussion of factors affecting supply—the
production side of the economy.



Demand
Demand addresses the consumer side of the economy and here we will detail the key factors
affecting how much Wyoming timber products are desired from a nationa and internationa

perspective.

Economic Turmoil and Interconnectedness
The decade of the '90s was difficult for international economies as three financid and economic
crises dl but swept the globe demongtrating a new and powerful interconnectedness of the world
economies. New economic relaionships are a consequence of many dements including
finandia innovation on US equity and debt markets that have made cross-border investments
more accessible to inditutiona and individud investors. At the same time, revolutionary
advances in information technology, with lower transportation and transaction costs have made
the world more interdependent and interconnected. The power of the new interconnectedness
was directly fdt in international timber markets, sate timber markets and by loca processorsin
Wyoming. In many parts of the world, the crises are abating as economies recover and many of
the effects have been reversed. The particulars of these effects and how they affect the
Wyoming timber markets and economy are addressed next.

Three global crises depressed financial and commodity markets starting with the deva uation of
European currencies in 1992-93 as Italy and the United Kingdom abandoned the European
Exchange Rate Mechanism (ERM). Thiswas followed by the collapse of the Mexican pesoin
December 1994 that touched off "The Tequila Effect” as Latin American currencies came under
attack. Thethird crigsknown asthe"Asan Hu'" began in Thailand in 1997 and eventudly

gpread to Russiaand back to Latin America. The Adan crisisis of particular relevance to the US
housing and lumber markets and is one key reason why the US economy was able to sustain
rapid expansion throughout the decade with very low interest and inflation rates.

The Asian crisisdemondrated the financia integration of world economies and their impact on
US lumber markets to an unprecedented extent. The crigis began in the summer of 1997 as
financid turmoil in Thailand spread to Indonesia, Mdaysia, and the Philippines. By October the
economies of Hong Kong and subsequently Korea were affected. The Asan market began its
precipitous fal as aresult of failed banks and investments throughout Japan, Korea, Indonesia,
the Philippines, Thalland, Mdaysa and Singapore.

As equity markets contracted, commodity prices fdl as did the demand for housing. Japan was
particularly hard hit and with alarge increase in the Japanese consumption tax, the economy
entered into recesson in 1997. Consequently, the demand for housing affecting US exports
declined. Japanese total housing units fell 16% and wooden units fell 19% in 1997 asindicated
in the chart below.
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The crigs, particularly with respect to Japan, adversely affected prices and trade in wood
products as foreign investment and demand fell dramaticaly. Because lumber products are

priced internationdly in US dollars, depreciation of Asian currencies significantly depressed
lumber exports from the US. The Asan markets have become important to US producers of
lumber and wood products because they historicaly congtituted approximately 50% of total
exports. At the sart of the crisis, in 1997, the totd vaue of exports fell 22% from highsin 1996
and were down 52% from 1996 levels by 1998. These effects are evidenced by the declining US
exports as shown in the table below. Declinesin exports from Japan and South Korea were
particularly steep with the value of exports to Japan a only 65% and to Korea at 31% of 1997
figures.

Table of US Domestic Exports—lumber and wood products, SI C 2400 (millions of US dollars)

COUNTRY 1994 1995 1996 1997 1998
Japan 3,135 | 3,285 [ 3,360 | 2,524 | 1,640
Korea (South) 317 332 299 301 94
Indonesia 22 29 36 38 36
Philippines 13 13 40 34 25
Thailand 20 27 32 29 21
Malaysia 12 19 28 27 20
Singapore 14 16 21 17 12
Sub-total 3,633 | 3,721 | 3,816 | 2,970 | 1,848
% of world exports [ 49% 50% 51% 41% 31%
World exports 7,270 | 7,424 | 7,420 | 7,312 | 5,960

Source: Industry Canada, July, 1999

Exports from Canada to Japan diminished to further increase US- Canadian imports of softwood
lumber.



In short, the global economic downturn reduced the demand for US lumber and other wood
exports while imports from lumber producing countries increased. Thisinternationd trade effect
acted to depress US lumber prices from the mid to late * 90s as evidenced by the relatively flat to
declining intermountain Western Wood Products Association (WWPA) lumber price indices for
ponderosa pine and white woods (p 15). Rdatively flat lumber prices directly affected
processors throughout the Western US.

Green Certification by independent agents is becoming a selling point for lumber retailers such
as Home Depoat, the world's largest retailer of home building products including lumber. In
October 1999, the company announced that it plans to give preference to certified wood products
and over the next three years will stop sdlling lumber products theat originate in environmentaly
sengtive areas. The company is using its environmentd policy to gradudly shift to saes of

wood and wood products that are certified from those that are not.

Certification requires timber producers to demonsgtrate alevel of forest management that ensures
soil conservation, reforestation, responsible management of soil and water resources,
consderation of biodiversity and proper harvesting techniques. Currently certified wood
condtitutes only one percent of the wood sold worldwide, and where foreign producers are
equipped to produce green products, they will have a comparative advantage in the market. To
gan the certified label, producers must undergo an exhaudtive scientific process which, will

likely lead to increased codis of operations. Although Home Depot will incur the costs of
certification for the time being, a portion of these costs will eventudly be absorbed by consumers
and timber producers. Smaler processors and producers will have more difficulty meeting the
green standards because the larger managers and owners will likely have better accessto the
knowledge and expertise needed to implement the standards at lower cogt.

National
The US economy in 1999, for the eighth consecutive year, experienced expansion and is
expected to remain strong despite the economic turbulence in the east Asan countries. Inflation
remained low after 1991 (between 1.5% and 3.0% as measured by the Consumer Price Index)
new home mortgage rates remained stable throughout the decade.
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Domestic home building activities reached record levels in 1998 as mortgage rates remained low.
The international monetary crises and the dometic rate of inflation are related as the globa
down turn reduced demand for US products.

NEW HOME MORTGAGE RATES
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Private non-residentiad construction increased, as did remodeling and renovation. Although
housing starts are expected to be dightly less than average, homes are expected to be larger, and
home improvement and repair are expected to become increasingly important. Housing startsin
the chart below from 1990 through 2000 show a steady annua increase.
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This steady increase isin jeopardy as recent increases in nomina and redl rates have aready
begun to dow housing darts.



Supply

Severd factors are adversdy affecting the timber industry. Fird, the decreasing availability of
federd stumpage due to the road moratorium and various wildlife management initiatives has
pressured purchasers to seek aternative sources of sumpage. Private landowners have
responded and now provide nearly haf of the volume processed in Wyoming. Although private
timber owners have responded to higher stumpage prices, many are concerned that private
supply is unsustainable and will diminish four or five yearshence. No reliable data are currently
available to address this contention and we note that foresters have higtoricaly underestimated
the viability of private timber suppliers.

Imports
In spite of a strong domestic economy, wood products markets were volatile without rising for
two reasons. Firdt, there was an increase in imports, especialy for lumber products, as products
were diverted from the southeast Asan economiesinto the United States. Fuding theincreasein
importswas ardatively highly valued US dollar. The trade-weighted vaue of the US dollar
increased in 1997 and early 1998 to its highest level since 1986. |If exchange rates are sustained,
importswill likely continue to grow, whereas exports will be further depressed. As shownin the
table below, the dollar increased againgt each of the currencies listed.

Exchange Ratesin US Dollars, 1993-1999

Country Currency 1993 1994 1995 1996 1997 1998 1999*
Canada Dollar 1.2902 1.3664 1.3725 1.3638 1.3849 1.4836 1.4902
Japan Yen 111.08 102.18 93.96 108.76 130.99 121.06 114.31
Mexico Peso 3.1237 3.3853 6.4467 7.6004 7.918 9.152 9.4320
China Yuan 5.7795 8.6404 8.3700 8.3395 8.3193 8.3008 8.2774
Malaysia Ringgit 2.5738 2.6237 2.5073 2.5154 2.8173 3.9254 3.7999
Taiwan Dollar 26.416 26.465 26.495 27.468 28.775 33.547 32.050
Thailand Baht 25.333 25.161 24.921 25.359 31.072 41.262 37.31

Source: Federal Reserve Statistical Release, 1999. * exchange rates for August 4, 1999.

US exports of lumber and wood products decreased steadlily from 1995, and then fell dmost 20%
in 1998. At the sametime, imports of lumber and wood products from the rest of the world have

increased steadily since 1994, rising 33% overdl between 1994 and 1998. Although imports
from Europe and South America have been increasing, Canada has, by far, the largest market

share at gpproximately 73%. The charts below document import trends into the US market from
1994 through 1998.
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During the Asan crigs, lumber and wood product imports in the US markets, from Europe and
South Americaincreased competition and downward pressure on prices. Using a base of 1996,
total imports were up 11% in 1997, and 15% in 1998. European imports have increased since
the start of the Adian crissrising 18% in 1997 and 39% in 1998 from the base year 1996. South
American imports rose 25% and 30% from the base year.

TOP 10 IMPORTING COUNTRIES
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USImportsfrom top 10 countries—lumber and wood praducts, SIC 2400
(millions of US dollars)

Country 1994 1995 1996 1997 1998
Canada 7,571 7,231 8,829 9,719 9,958
China 348 392 426 512 647
Indonesia 507 488 479 517 485
Mexico 303 308 399 444 412
Brazil 330 361 338 402 399
Chile 135 163 173 253 280
Malaysia 214 188 219 182 205
Taiwan 202 173 154 158 141
Portugal 78 102 120 125 140
Thailand 99 116 122 127 138
Total all countries 10,547 10,394 12,214 13,553 14,057

Source: Industry Canada, July, 1999

North American Free Trade Agreement—NAFTA
Canada is the top exporter of forest products into the US market with gpproximately 73% of the
market share, valued at $20 billion US dollars as seen in the chart below.

Top 10 Forestry exportersto the US: percent and value.
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Smilaly, Canadais the largest market for US exportsin wood products. Although exports of
forest products to the Canadian market are increasing, imports from Canada continue to increase,
as does the Canadian market share. Fueling the increase in imports is the weak Canadian dollar
relative to the US dollar, and the Asan criss—especidly asrdated to Japan. As a consequence
of the Asian crisis, where Japanese demand for Canadian lumber greatly declined, increased
shipments were made from Canadato the US. 1n 1995, Canadian exports reached arecord level
of 16.2 billion board fest.

In 1996 Canada and the United States findized a trade agreement (US Canadian Lumber Trade
Agreement) where the US made a commitment to not launch any trade actions on Canadian



softwood lumber exports for the next five years. In return, Canada agreed that softwood exports
from British Columbia, Alberta, Ontario and Quebec that exceed 14.7 billion board feet would

be subject to afee of $50/MBF for the first 650 MMBF, and $100/MBF for volumes in excess of
650 MMBF. Saskatchewan, Manitoba, the territories, Newfoundland and the Maritime
provinces are exempt and will maintain their traditional exemption. Consequently, US
manufacturers have experienced an increase in competition from Canadian lumber exports.

With the US Canadian Lumber Agreement scheduled to expirein April, 2001, and dthough it is
early, thereisno sign of agreement between the US and Canadain the works. With Canadian
imports currently accounting for about one third of the US softwood lumber market, this places
consderable uncertainty in lumber pricesjust ayear avay.

Trade agreements under NAFTA combined with aweak Canadian dollar have made Canadian
imports more affordable. Thisis evidenced by the increase in imports from Canada over the last
few years. Similarly, the rdatively strong US dollar and displacement of internationa producers
in Europe, Asa and South America as aresult of the Adan criss has further increased
competition and changed target markets for American producers.

Each of the demand and supply e ements addressed above affect the nation's price for lumber
products. The chart below shows the effect of these elements on the nation's producer price
index for lumber and wood products.
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The Lumber priceindex chart shows a steady increase until the internationd financid criss
(described above) began to hit in 1993. Despite a robust housing and remodeling market fueled
by low interest rates in the US, the nation's lumber prices remained flat throughout the remainder
of the decade--largely held in check by reduced international demand.*

! The lumber price index more applicable to Wyoming (p. 15) shows increased volatility.



STATE OVERVIEW

The commercid timber markets of Wyoming are part of the larger, dynamic and interconnected
economy discussed above. Increasing internationa influences coupled with uncertainty with
regard to domestic environmenta policy make for an uncertain future. We will focus on those
eventsthat, in our view, are the mogt reliable indicators of present and future conditions.

Economies often extend beyond state boundaries. 1n the state of Wyoming, the National Forests
are located adong or overlap the state boundary suggesting there redly is no “ state timber
economy.” An extreme exampleisthe Black Hills N.F. in the Northeast corner of the dtate
which, if combined with the rest of the Black Hills and related haul zones, could form a

definable timbershed. On the demand side, Wyoming's most vibrant processors acquire volumes
from neighboring states and have devel oped integrated and dynamic purchasing Strategies.
Recognizing that Wyoming does not condtitute atimber “economy,” provides an important
context for andyzing the Sate timber markets. With this recognition, we will address the Sate
timber Stuation and provide analysis of potentia use for the individud forests. The Sate
perspective is vauable to identification and illumination of key emerging trendsin the region

and in the Western US.

Commercial Ownership

Commercidly viable timber resources in the state of Wyoming resde primarily within the
Nationa Forests (Green and Conner 1989). Asthe table below shows, roughly 63% of the
sawtimber acreage is owned and managed by the Nationd Forests. The next largest owner of
commercid timber acreageis private and it comprises about 27% of the sawtimber.
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Owcnl er? ' F&f Stand-size class (1,000acr es)
Sawtimber | Pole | Sapling/seedling | Nonstocked | All classes
National Forest Douglas-fir 298.3 | 54.3 18.9 35 375
Ponderosa pine 239.7 7.4 5.5 1.9 255
Lodgepole pine 725.0 | 5531 125.3 35.4 1,439
Spruce-fir 832.0 | 67.9 71.6 16.6 988
Hardwoods 43.7 | 55.7 11.8 51 116
All types 2,139 | 7384 233.1 62.5 3,173
Other public* Douglas-fir 52.3 7.2 7 0 66.5
Ponderosa pine 136.2 | 38.2 4.9 69.5 248.8
Lodgepole pine 37.2 | 58.4 14 0 109.6
Spruce-fir 106.7 | 84.8 45.4 84.4 321.3
Hardwoods 0] 333 26.4 0 59.7
All types 332 222 98 154 806
Private Douglas-fir 59.7 | 129 2.8 0 75.4
Ponderosa pine 612.7 | 82.9 94.8 114.7 905.1
Lodgepole pine 61.8 | 43.8 8.1 8.1 121.8
Spruce-fir 121.1 | 54.3 33.5 39.7 248.6
Hardwoods 67.5| 945 26 45.9 233.9
All types 923 | 288 165 208 1,585
Total Douglas-fir 410 74 29 4 517
Ponderosa pine 989 | 1285 105 186 1408
Lodgepole pine 824 | 655 147 44 1670
Spruce-fir 1060 | 207 151 141 1558
Hardwoods 111 184 64 51 410
All types 3,394 | 1,249 496 426 5,563
Source: Green and Conner (1989)
*Includes tribal 1ands which are not public.

Note the disparity in species by ownership class, private and other public volumes are
predominantly ponderosa pine, while National Forest volumes are predominantly spruceffir and
lodgepole pine. Mogt of the private and state ownership is located in the Northeast part of the
dtate whereas, most of the private ownership isin Crook and Weston Counties (Green and
Moisen 1988). Of these inventories, 98% was estimated to be ponderosa pine with 67%
sawtimber and 11 % non-stocked (Green and Moisen 1988). In contrast to the National Forests,
private owners have been positively disposed to harvesting. For example, Birch (1996) stated
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that "Owners (private) have a positive attitude toward timber cutting at atime when thereis
greater demand for products from the forest."

We caution that al source documents for inventory data are dated. For example, Waddell et d.
published in 1987 do not agree with other sources published by the USDA Forest Service. They
report 4,331 total acres: 2,211 National Forest acres, 789 acres of other public, 37 acresin forest
industry, and 1,296 acres in farm or other private. Further, Snce these inventories were

edtimated, prices have risen motivating accelerated private removas, more intensive

management and congderations of bringing additiond acres into timber management. The

reader should be careful to interpret these datain the proper context. An updated inventory
andysisis underway for the state and is scheduled to be completed within the next year. Other
references, also dated, include Conner and Pawley (1988) and Green and Conner (1984).

Processing

There are eight mgjor processors in the state as shown in the following map illustrating processor
hauling distances. Mgor processors include Cody Lumber Inc., Wyoming Saw Mils (WSM),
Devils Tower Forest Products (DTFP), Wyoming Wood Products (WWP), Big Horn Lumber,
Ayers and Baker Pole & Post (AB), South & Jones Lumber Company (SJ), and Louisiana Pecific
(L-P) denoted by the red polygon. Pope and Talbot at Newcastle is omitted because it will close
shortly. This overview shows the working areafor each of the magor mills.
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To congtruct these overlapping areas we used the approximate distances as reported to us by the
mills with confirmation through USDA Forest 2400-17 timber sale records. We made no
attempt to adjust the areas for transportation or geographic features and we truncated haul
distances at the state boundaries. We used a boundary of gpproximately 500 milesfor L-Pwith



sde records and excluded the Black Hills. These boundaries are dynamic given that processors
continualy expand operations while others reduce haul distances or shut down. Nevertheless,
the illugtration should provide a quick introduction to the industry and aid with visudization of
the state’' s most Significant processing infrastructure. Each of the processors identified on this
map is discussed below under the heading of their respective National Forest.

Thefollowing table lists each of the mgor processors and the volume they are currently
configured to processin log input. We have added South Fork Lumber located in Whestland,
WY .2

Major Purchaser's Current Volume Configuration
Purchaser Volume Configuration Estimate
(MMBF log scale)

Ayers & Baker 3
Big Horn Lumber 15
Cody Lumber 3-4
Devil's Tower 26
L-P Saratoga

One Shift 53

Two Shifts* 106
Pope & Talbot* 22
South & Jones
South Fork Lumber
Wyoming Sawmills 24
Wyoming Wood Products 3

Tota 135
*Not included in total.

2 South Fork Lumber does not purchase federal timber such that public sale data records are unavailable. South
Fork is not discussed in the following material on the National Forests. Hence, we offer the following synopsis.
South Fork Lumber isamulti-purpose mill configured to use about two million board feet annually. It producesa
wide range of products, but focuses (90%) on landscape timbers made from ponderosa pine. Ponderosa pine
accounts for about 95% of their volume. They employ about 15 individuals. The mill securesits volume from state
and private (no Forest Service) sources. Stating that volumes have been difficult to obtain, they also indicate that
the future depends upon their ability to secure logs.
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Lumber Prices

Lumber prices mogt affecting the state’ s timber economy are the White Woods Lumber Price
Index published by the Western Wood Products Association. Thisindex is used for both
lodgepole pine and the ponderosa pine from the Black Hills Nationd Forest. It isacommon
practice to use the white wood index for lower grades of ponderosa pine and as shown in the
WWPA lumber price indices charted below, the white woods index and the inland ponderosa
pineindices have converged indicating gradualy declining grades in ponderosa pine.

While these indices do not reflect any particular mill, they are generdly accepted as reflective of
the generd lumber market conditions of the state. Pricesinclude dl of the relevant economic
information of supply and demand discussed earlier. For example effects of the internationa
monetary crises, abooming domestic economy, reductionsin domestic public supplies and
increased imports are dl reflected in lumber prices.

WHITE WOODS AND INLAND PONDEROSA
PINE INDICES
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300 T
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| White = Ponderosa ™ Ratio |

These price series show arapid risein lumber pricesin the late 1980s and early 1990s as public
sdes of sumpage was serioudy curtailed. Thisrapid riseis abruptly hated asthe series of inter-
related international monetary crises associated with the Asian Flu ran from 1992 through 1997
(described in detall beginning on page Sx). This period is marked by increased volatility caused
by offsetting supply and demand currents as the Wyoming timber economy was whipsawed by
strong nationa and world events.

Also, griking in the lumber price chart isthe declining ratio of the Ponderosa Pine Price Index
relative to the White Woods Price Index. For example, in 1980 the ponderosaindex was about
50 percent higher while in 1999 it was about six percent higher. To the extent that the index
accurately reflects genera prices by species, the Ponderosa Pine Price Index has steadily
declined relative to the White Woods Index, reflecting lower grade recovery as less specidty
products and more dimension lumber is being produced from the species. With the exception of
the price voldility experienced in the early 90s, the ratio consstently declined. Aswe will show
|ater, the trend toward smdller diameter processing is adriving force behind industry
consolidation and increased mill capitalization.
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Average sumpage sde prices for the state, calculated from Forest Service 2400-17 forms, reflect
variaion in the WWPA White Woods Lumber Priceindex. These caculated average prices are
shown in the chart below and include al National Forests with the exception of the Black-Hills.
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National Forest Sale Data Overview

This section provides an overview of the Nationa Forest timber Stuation for the state. The state
has two digtinct market areas. the Black Hills which is primarily ponderosa pine and the
remaining forests which primarily sdll lodgepole pine. Thefirgt two charts show volume under
contract by year for the non-Black Hillsforests. The third chart shows volume under contract for
the Wyoming portion of the Black Hills. VVolume under contract (VUC) is the amount of
volume, as appraised by the Forest Service, sold but not yet harvested. This measureis closaly
related to timber sale volume (al sde volume becomes VVUC) but smoother as purchasers may
not harvest dl of their volume on aparticular sdlein asingleyear. This measure provides

ingght into purchasers as VUC iskey to their survival. The firg chart shows volume under
contract by forest for dl but the Black Hills.
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VOLUME UNDER CONTRACT BY FOREST
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Note the roughly 50% declinein VUC from 1992 to 1999. The only forestswith ardatively
congtant VUC measure are the Bridger- Teton and the Shoshone.
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The second chart of VUC shows volumes by top Wyoming purchaser.

VOLUME UNDER CONTRACT BY PURCHASER
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Two trends are noteworthy. Wyoming Sawmills, which had the largest inventory in 1992, has
consgtently declined in itsinventory of VUC by year to the point where it is now one of the
lowest while L-P has kept its VUC consigtent. The implications of thiswill be discussed in more
detall rdative to theindividud purchasers. Also note that Wyoming Sawmills obtained VUC
from the Black Hillsin 1998 and 1999. Thisvolumeisillugtrated in the next chart.
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On the Black HillsN.F., VUC is entirdy from Wyoming and does not provide a complete
perspective of the Black HillsN.F. Because dl of the volume isfrom asingle forest, we have
segmented the bars by purchaser to provide additiona information.

VOLUME UNDER CONTRACT ON THE BLACK HILLS
(WYOMING ONLY)
40
30 T —— |
. I ] |
= 20 + ] ] —
2 —
10 T
0
92 93 94 95 96 97 98 99
OWyoming Saw 0 0 0 0 0
O Pope & Talbot 9 9 8 14 13
CNeiman 26 17 16 17 17 21 17 10
O Continental 0 5 5 5 4 3 0
YEAR

Note the overdl declinein VUC on the Black Hills portion of Wyoming. Also note the changes
in market share of VUC by purchaser. The Continental mill was purchased by Neiman and
therefore shows no volume under cortract since 1997. The reasons and implications of these
changesin VUC by purchaser are discussed in detall in the final section of this report.
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The following chart shows volumes sold for al of the Wyoming nationd forests for the five year
study period by species.

VOLUME PURCHASED FROM WYOMING NATIONAL FORESTS
(1994-1998)
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The volumein 1998 is 3.2 MMCF and is 62% of the 5.1 MMCF sold in 1994. Further declines
in Nationa Forest volume levels are likely due to designation of the roadless areas and other
environmenta and amenity considerations. One of the key issues facing western timber
programsisthe decline in Nationa Forest timber available for sde. Recently, Presdent Clinton
announced a move to set asde 40 million acres of land currently designated as roadless to be
treated as wilderness areas.  Although the land may not officidly be categorized as wilderness,
which requires an act of congress, it may become unavailable for timber harvest in the future.

An additiona 15 million acres currently undergoing inventory is dso being consdered for future
roadless designation.

Other issues affecting the nationd timber supply, particularly in Wyoming, include efforts to set
adde forestlands for grizzly bear habitat, and the listing of the Canadian Lynx. If these species
are given priority over timber harvesting, land designated for timber production will be subject to
further redtrictions.
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The following chart shows the contribution of each nationa forest to the overdl totd supply of
sawtimber volume.

PROPORTION OF SAWTIMBER SUPPLIED BY EACH FOREST
(1994-1998 )
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As shown in the above pie-chart, about 86 percent of the Nationd forest timber sale volume has
been supplied by four forestsin Wyoming: the Black Hills, the Bridger-Teton, the Medicine
Bow and the Bighorn. While sdes by the Wasatch- Cache and Shoshone have been important to
support vegetative management goal's on those forests and important to loca processors and
associated economies, the overdl volume has been minor reletive to the other forests in the state.

The Nationd Forests have aso been offering dead spruce sdes. These have not been amgor
part of the Wyoming timber economy, but nevertheless can be important to purchasers and forest
managers. Hence, we provide a brief overview of sde records on dead spruce. Becausethisisa
minor program, this section will not be elaborated on in the remainder of the report.
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As shown in the chart below, dead spruce sdle volumes have steadily increased over the study
period to about .65MMCF per year.

DEAD SPRUCE BY YEAR
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Major purchasers of dead spruce are dso mgor purchasers of live sawtimber suggesting that
dead spruceis primarily offered as part of sawtimber sdles. These purchasers may re-sdll spruce
volumes to manufacturers of log homes or of other dead spruce processors.
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As shown in the chart below, dead spruce sales have primarily been on the Medicine Bow and
Shoshone Nationd forests.

DEAD SPRUCE SOLD BY FOREST
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Overdl, the dead spruce market has been areatively minor, but growing, part of the overal
timber economy of Wyoming.

NATIONAL FORESTS and THEIR TOP PURCHASERS

Bighorn National Forest

Sale Program
The Bighorn Nationd Forest timber plan went into effect in 1985 and is scheduled to be revised
by approximately 2002. The forest is gpproximately 1.1 million acres, of which 676,000 acres
areforested. Of the forested land, 248,970 acres are designated as suitable for timber
management. However, only 1,000 acres have been harvested annudly in recent years. Based
upon the analysis and work done between 1990 and 1994 on the proposed ASQ Forest Plan
amendment, the Regiona Forester made an adminigrative decison that the Bighorn would offer
4-5 MMBF annually until the Forest Plan was revised. Although timber sdesfollow the NEPA
process, since 1996 al proposed actions have been gpped ed, thus adding to the costs and time of
completion. However, the Forest Service has not entered into litigation over such issues.

In revising the forest plan, the agency intends to focus on five key issues; biologica diversty,
timber suitability and management of timber lands, roadless area dlocation and management,
specid areas, and travel management, and dispersed and developed recreation management.

Theroadless areainitiative has the potential for major impacts in the future on the Bighorn
Nationa Forest given that 73% of the forest base, as measured by the 1978 inventory, islocated
inwhat are now roadless areas which includes 56% classified as roadless plus 17% in the Cloud
Peak Wilderness as defined by the 1985 Forest Plan. Considering that the current annua harvest
is based upon 249,000 suitable acres of which approximately haf are in the roadless areas, and



that timber harvesting in the past has been concentrated in the 50% with roads, aremova of the
timber base from the roadless areas could Sgnificantly impact future timber harvesting.

Albeit minor, the second factor affecting the timber program is the Endangered Species Act and
habitat requirements. The Canadian Lyn, if listed, could have along-term effect on future
management plans. Similarly, ek hiding cover and adjacency issues regarding ek habitat may
aso pose problems to the timber program. As public timber supplies decline, an increasing
amount of sumpage is being offered by private |landowners adjacent to federa lands, thus
negatively affecting ek habitat and Forest Service management.

Thefollowing charts summarize the Bighorn National Forest timber program from 1994 through
1998. Volume sold by species indicates the mgority was Englemann spruce and lodgepole pine
(29 MMCEF), with the remainder being true fir and dead timber (1.1 MMCF).

VOLUME SOLD ON THE BIGHORN (1994-1998)
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Smilarly, Englemann spruce accounts for 42% of the cut, lodgepole pine 30%, true fir 19%, and
dead timber 9%.
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VOLUME SOLD ON THE BIGHORN (1994-1998)
BY SPECIES
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Volume sold on the Bighorn varies substantialy over the course of the study years. Thetotd
volume for 1994 was 0.19 MMCF. Volume for 1995, was the highest given substantia harvests
of Engelmann spruce and truefir, at 2.9 MMCF. Totd harvest for 1996 through 1998 were 0.11,

0.81, and 0.09 MMCF respectively.

VOLUME SOLD ON THE BIGHORN (1994-1998)
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Purchasers
The miscellaneous category makes up the mgority of purchases on the Bighorn, comprising 1.9
MMCEF over the study period. Wyoming Sawmillsisthe single largest purchaser by volume a
1.6 MMCEF from 1994 through 1998 with Cody Lumber at 0.4 MMCF.



TOP PURCHASERS ON THE BIGHORN
(1994-1998)
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Wyoming Sawmills, located in Sheridan, is a Sngle-shift sud mill operating with a 250-mile
radius over three sates. The mill currently operates a about 24MMBF on a single shift with the
ability to double shift. Although species used include 60% ponderosa pine, 30% lodgepole pine
and 10% Douglas-fir, the mill was configured to use a species mix of 60% |lodgepole pine and
40% Douglas-fir. Supply is 75% private, 10% Forest Service, and 10% triba, with 5%
originating on gtate lands in Montana and Wyoming. The optima source of sumpage is thought
to be 80% federd and only 10% private, with the remainder coming from state and triba lands.
Of the current sources, 60% is derived from Montana, 20% from Wyoming, and 20% from South
Dakota. Products include 80% 2x4s (all grades including finger joints), 10% 2x6s and 10%
1x4s.

With lower volumes from the Bighorn and lower grades of volumes, the mill is experimenting
with creetive technologica gpplications designed to increase vaue added to smdler diameter
sumpage. Their focus has been innovation with respect to wood products rather than mill
upgrades. Currently, they have severd grants to develop laminated stud
products intended to provide them with a competitive edge by enabling
them to convert lower grade timber into premium products. Researchis
funded by the Nationa Science Foundetion in conjunction with Montana
State Universty in Bozeman.

Wyoming Sawmills states that they have been affected by the globa
economy and increased competition from Europe, Russia and Canada.
Prices continue to increase and markets are becoming more volatile. The
mill, however, has a comparative advantage in that demand has increased
for products produced from local, dow-grown wood with tight grain. Such
products are typically stronger and offer more stability.
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Cody Lumber Inc. located in northwest Wyoming is ardatively labor-intendgve random length
board mill set up to run approximately five MMBFyear. The mill operates on a sSingle shift,

with asupply radius of about 200 miles. Species used include a combination of 70% lodgepole
pine and Englemann spruce, and 30% Douglas-fir to produce 75% one-inch boards and 25%
framing lumber. Sources of input are 70-80% private, with 10% from the Forest Service, and the
remainder from BLM and other sources. Of that supply, approximately 95% originatesin
Wyoming and five percent in Montana. The mill expects supply sources to change in the future,
with Forest Service stumpage sources gpproaching zero and private sources making up the
difference. Thisisadifficult postion for the mill given that private sources are not viewed as
sustainable, they will not be protected by the SBA set-aside program, and competition for private
sumpage isincreasing as Wyoming mills increase their radius of operations,

Volatile product markets related to changes in the globa economy have added to uncertainty
regarding the future. Prior to the Asan crisis, Cody Lumber
shipped products primarily to the eastern seaboard. Those
markets, however, are currently being served by increasing
imports from Europe. Currently, Cody Lumber markets its
products in the intermountain west region and Texas. Other
changes in the market include increased demands for tongue
and groove boards, and specialty products. Cody Lumber
has ds0 experimented with diversfication induding the use
of cottonwood. They note that generd prices have risen
over the past five years and continue to be volatile. Cody Lumber has invested in few
technologica improvements given uncertainty regarding the future supply of federd timber.

Black Hills (Wyoming Only)

The Black Hills Nationd Forest has atimber history of over 100 years and was the location of
the firat timber sale in the Nationa Forest System known as Case No. 1. The Forest hasa
reputation of sound forest management with a highly visble tourigt indusiry. As evidence of
this, historical documentation indicates that the timber inventory hasincreased over time. We
describe the current program in detail below.

Sale Program
The Black Hills National Forest revised its forest management planin 1997. Mgjor
congderations focused on providing diverse habitat, maintaining soil and water qudity,
sustaining commodity uses, scenic quality and recreetion, aswell as working cooperatively with
neighbors to provide customer service and to promote rural development. Promoating financia
efficiency was dso aconcern. The Revised Forest Plan is currently being adjusted as directed in
the Washington Office appeal decison. No timber has been offered for sale since October *99.
The Forest Service is taking a conservative gpproach to land management with a strong emphasis
on habitat needs. Thiswill be accomplished through extended rotations and reduced timber
harvests. Thisdirection will remain in place until the Forest completes a comprehensive
adjustment to the forest plan.

Throughout its existence, over five billion board feet have been harvested while having atota
ganding timber inventory of the same amount. Timber management has been primarily evenr
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aged where commercid thin, seed cut and overstory removals have been the preferred
dlvicultura tools. However, a stronger focus on wildlife, water, soil, stand diversity and habitat
requirements is narrowing sivicultura opportunities and practices, which in turn is affecting the
timber program. The result will likely be areduction in future timber output. 1ssues affecting
the timber supply include minimum requirements for habitat and species diversity, age, and
multiple- use management.

Another important factor for the Black Hillsistimber gppeds and litigation; both add to the
time and cost of implementing timber sales. Currently, dl timber sdes are gppeded and there
arefour inlitigation. The gpped points generaly focus on wildlife habitat needs, particularly for
the northern goshawk and other cavity nesting birds, deer and ek, and to alesser extent
endangered species.

Findly, the roadless areainitiative will not Sgnificantly affect the timber program. The Black
Hills has ardatively smdl amount of roadless area, dthough, within the existing roadless aress,
slvicultura needswill not be met. Thiswill likely result in mountain pine beetle infestations,
fire and timber stagnation. Currently, there is escalating concern of mountain pine beetle attack
primarily in the northern hills. This problem is exacerbated by politica pressure for trestment
due to mixed ownership, visua quality and commodity use.

Volume sold between 1994- 1998 on the Black Hills for Wyoming has been voldtile reaching a
low of 0.2 MMCF in fiscal year 1996, and ahigh of 3.1 MMCF in 1995. All volumeis
ponderosa pine.

VOLUME SOLD ON THE BLACK HILLS IN WYOMING
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Purchasers

Top purchasers between 1994- 1998 include Neiman Sawmill a 3.8 MMCF, Pope and Tabot at

3.1 MMCF and Wyoming Sawmillsa 1.8 MMCF. The processors are detailed below.
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TOP PURCHASERS ON THE BLACK HILLS IN
WYOMING (1994-1998)
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Devils Tower Forest Products (DTFP) isa corporation owned by the Neiman family.
According to the current mission statement, the corporation is dedicated to its employees,
customers and to reaching aleve of successthat will ensure along-term future. Neiman owns
the DTFP, Rushmore Forest Products (RFP) in Hill City, SD
and aremanufacturing plant in Sturgis, SD. RFP, formerly
"Continental," was purchased by Neiman in the last two years.
Neman has made sgnificant upgradesin the form of capitd
improvements to the mill. Upon completion of the
restructuring, the mill is expected to increase processng from
about 18MMBF to 26-30MMBF log input annudly. RFPisa
dimenson mill designed to produce 2x4, 6 and 8, 1x4, 6 and
five quarter decking. The Hill City location is especidly well
Stuated for Forest Service supplies and to work in tandem with
DTFP which specidizesin grade products. To process most efficiently, dl logs are sorted by
diameter with the larger logs routed to DTFP and the smdller diameter logs, more suitable for
dimension products, are routed to RFP. Such routing affects the processing data and volumes for
both mills. Because the mills are managed in tandem, logs processed at Hulett, may have
originated from another state. Note that on the hauling zone map (above) the green quarter circle
depicting DTFP for Wyoming could be extended as a circle into adjacent states to complete the
haul zonefor DTFP. Thefallowing dataon DTFP are presented in that context and in the
context of RFP.

DTFPisagrade mill that reports producing approximately 40% shop indudtrids, 35% 4x4
boards 15% random edge decking and 10% dimension lumber. Of DTFP'sinput sources, only
20% come from Wyoming while 78% come from SD and minor amounts from Montana
Sources of input by land ownership show the Forest Service as the primary supplier with 64% of
the volume, private sources supply 29%, and State of Wyoming sources just seven percent.

Neiman has aggressively managed DTFP for long-term profitability consstently postioning the
Neiman corporation for future survival during difficult and dynamic times. By aggressively
identifying product niches, focusng on them and by keeping his mills equipped with state-of-
the-art technology, the corporation and DTFP have been successful. Here we mention what we
view as some key considerations for the future. Because of the broad product mix and long-term
contracts for speciaty products, for asmall business specidizing in forest products, Neiman is
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well diversfied in the product markets. Neiman mills have access to both commodity and
gpeciad product markets. Secondly, Neiman and DTFP are particularly well suited to purchasing
and milling Forest Service timber. The DTFP mill rdlies heavily on Forest Service timber

(64%). Neiman mills aso enjoy important protection by the SBA program and the location of
RFP is particularly advantageous to Forest Service timber. The key concern, in our view, isthe
future uncertainty of the Black Hillstimber program. To this end, Neiman has consstently been
acquiring private ranches with the purpose of managing them for timber, hunting (fishing) and
grazing. Private ownership of timber in Wyoming is concentrated within the DTHP haul zone.
Nevertheless, we view Neiman's high percentage of Forest Service timber as an important
congderation to the long-term viahility of the mills.

Pope and Talbot

Pope and Tdbot isin the process of closing its mill a Newcastle that it has operated for alittle
over 10 years. The sawmill is expected to close July 7, 2000 and then to be auctioned. Thismill
is configured to process one and two inch materid with an annua log input volume of about 22
MMBF. Historicdly it has processed about 60% dimension and 40% board volume. Recent
sources of volume have been 40% Forest Service, 35% private and five percent state and five
percent Bureau of Land Management. About 65% of this volume has come from Wyoming and
35% from South Dakota. The mill isof rdaively old technology lacking technologica

efficiency and product focus.

Bridger-Teton

The Bridger- Teton National Forest is composed of the Bridger and Teton Nationa Forests. The
Bridger Nationa Forest is divided into eastern and western divisions dong the west dope of the
continental divide and the crest of the Wind River Mountains. Seven of the 10 largest glaciers
remaining in the contiguous United States are found in these mountains and recreation
opportunities, including backpacking, rock climbing, fishing, hunting and other outdoor
activities, are abundant. The Teton Nationa Forest liesto the north of the Bridger National
Forest, and is aso heavily used for recreation. Currently, the highway follows the route of early
explorers, making the forest ble to many vistors during dl seasons. There are numerous
areas to explore via cross-country ski and snowmobile, as well astwo developed ki aress.
Overal, recreation use on the Bridger- Teton Nationd Forest is sgnificantly impacting the timber
program and extraction of other resources such as oil and gas.

Sale Program
The timber program on the Bridger- Teton National Forest is controversia and continues to come
under attack from specid interest groups as a result of the many demands being made on scarce
natural resources. Thereis continued debate over the highest priority use and currently grester
emphasisis being placed on increased recrestion and provision of wildlife habitat in lieu of
providing commodity products for surrounding sawmills. Although the emphasisis not timber
production, timber remova will continue for the purpose of manipulating vegetation for forest
hedlth, fuels reduction, watershed maintenance, and wildlife habitat needs. The Forest Plan for
the Bridger-Teton is scheduled to be revised in 2005.



Adding to the complexity of the timber program and reduced effective supply, isthe increasing
need to collaborate with dl interested publics and agencies to accomplish objectives and meet
NEPA requirements. The main issue includes addressing the habitat needs of existing and new
sengtive and/or threatened plant and anima species. Notwithstanding, amost al sdes over
approximately 100 MBF, or that contain live trees, are expected to be chalenged by apped or
threatened with litigation.

Ancther factor that will lead to a substantial reduction in timber volume is the roadless initiative.
The Bridger- Teton Nationd Forest has alarge roadless area which will reduce the available
future timber supply. Thiswill likely lead to a deterioration of forest hedth as aresult of the
relatively old age structure of the mgority of timber stands, and the increased likelihood of insect
and disease activity, and the occurrence of catastrophic wildfire.

Although future supply is expected to decrease, sdles records indicate arise in volume between
1994-1998. The minimum volume was sold in 1995 at 0.8 MMCF, whereas the maximum
volume was 1.6 MMCF in 1998.

VOLUME SOLD ON THE BRIDGER-TETON NATIONAL
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There are two mgor individua purchasers of sumpage on the Bridger- Teton; Louidana-Pecific
and Jensen Lumber with the remainder composed of miscellaneous smaler purchasers.
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Wyoming Wood Products, (WWP) aHickerson family owned and operated mill, isthe key
processor in the Lander/Dubois area and is configured to process about three MMBF annudly.
The mill is an intengve one-shift operation that procures al Wyoming timber from

gpproximately a 200-mileradius. Over the last two years this mill has processed one to two
MMBF per year obtaining 70% volume primarily from state lands, 20% Forest Service sdes, and
10% private sdles. This volume comprises 15% sub-apine fir, 10% Englemann spruce, 74%
lodgepole pine and about 4% aspen. The volume is processed into awide range of products
including precut logs (house logs), decking, panding, and boards (1x4s and 1x6s up to 8 feet
long). All house logs originate from dead spruce or lodgepole pine. WWP had made recent
capitd investments in more efficiently processing smal diameter stock.

Future procurement of volume is expected to come predominantly from state lands, private

sources and the Forest Service. Like many of the millsin this sudy, WWP has survived Forest
Sarvice sde declines by increasingly contracting with stete and private sources. The mill isaso
positioned to process volume from the Fort Washakie Reservation depending upon availability.

Although the wholesdle market was affected by the Asan crigs, the local retall product market
remained strong. WWQP produces high qudity 8-foot 1x4swhich are remanufactured in
Portland, OR into high grade panding.

Medicine Bow

The Medicine Bow and Routt Nationa Forests, with the Thunder Basin Nationd Grasdand
encompeass three million acresin Wyoming and Colorado. Although the nationa forest lands are
contiguous, the Medicine Bow islocated in Wyoming whereas the Rouit is located in Colorado.
Our anaysis focuses on only the Medicine Bow.
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Sale Program
The Medicine Bow National Forest sold an average of gpproximately 17 MMBF each year over
the study period. However, thisfigureislower than the targeted ASQ and will likely be reduced
in the future as aresult of economic factors affecting potential purchasers, the roadless initietive,
and the presence of threatened and endangered species. The 1985 forest plan is now under
revison and is expected to be findized in December 2001. Revisonswill tentatively focus on
roadless areas and evauation, biologica diversity, timber dlocation and management,
recregtion, wild and scenic rivers, and oil and gas leasing. Because scoping is still in progress,
other pertinent issues may be added to thislit.

Severd factors have the potentid to negatively impact the timber program on the Medicine Bow.
Firgt, species mix and sde qudity. Recently there have been sdles not bid upon as aresult of
mixed species and lower average volume per acre. Such sales are a combination of lower grade
materia (POL) and saw timber which makesit difficult for purchasers who specidize in one or
the other to market. Furthermore, historica slviculturd practices have resulted in smaler
diameter and therefore, less desirable saw timber making proposed timber salesrdlatively
unattractive. Second, the road moratorium which expires in June 2000 also has the potentid to
greatly reduce timber saes on the Medicine Bow. Under the exigting forest plan, there are sales
planned for areas which may be permanently designated as roadless. If the roadless area
initigtive isfindized in favor of wilderness-type areas, such saleswill be abandoned further
reducing the ASQ. Finaly, threatened and endangered species such as the Canadian Lynx,
which is pending listing, and the wolverine have the potentid to redtrict slviculturd activitiesin
timbered aress, particularly for the use of pre-commercid thinning. If these species are listed
they will reduce the number of effective acres available for timber management and harvest.

Thefallowing charts summarize volume sold, species, and purchasers for the Medicine Bow
National Forest. Between 1994-1998 |odgepole pine was the predominant species at
gpproximately 6.3 MM CF which congtitutes 80% of the volume in the same time period. Deed,
ponderosa pine and Englemann spruce sdes were dl under 1 MM CF making up the final 20% of
sdes.

VOLUME SOLD ON THE MEDICINE BOW NATIONAL FOREST BY SPECIES (1996
1998)
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Volume sold on the forest ranges from alow of 0.3 MMCF in 1995 to ahigh of 3.2 MMCF in
1997 where the primary speciesis lodgepole pine.
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Thereis an expected spruce beetle epidemic resulting from awindthrow event October 25,
1997 known as the Rouitt Divide blowdown. Consequently, record populations of beetles were
recorded the summer of 1999. Although the beetles thrive on downed trees, once populations
reach epidemic levelsthey begin to atack standing live trees which they eventudly kill. And,
dthough this arealis in Colorado, there are pockets of susceptible timber near the border which
may exacerbate the infestation leading to mortality and increased fuel loading.

Another important forest hedth issue isage class. Inventory andysis has shown that
approximately 50% of stands on the Medicine Bow originated between 1860 and 1920 as
illugtrated in the following chart.
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Based on growing conditions and species, average growth is expected to culminate in 40-50
years, ater which average growth and vitdity will begin to diminish. Although sands are
relatively heslthy a the present time, there is concern that without vigorous timber managemernt,
these slands will succumb to mountain pine beetle and spruce beetle infestations. Such insect
problems may then lead to increased fire hazard and the risk of catastrophic stand replacing fires.

Purchasers
The purchasers are in order of volume, Louisiana-Pecific, Big Horn Lumber and Pope and
Tabot. There are severa smaller purchasers that make up the miscellaneous category which

accounts for the third most volume between 1994-1998. We provide a summary of L-P and Big
Horn below.
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L ouisiana-Pacific Cor poration (L-P) purchased its Saratoga, Wyoming sawmill in 1983 from
Edward Hlnes Lumber Company. The mill presently produces approximately 85% 2x4s and 8%

- r 2x6sin eght- and nine-foot lengths, aswdl as 25% 1x4, and
2% 2x3 lumber. The mill is currently configured to process
gpproximatdy 53 MMBF on one shift per year. Stumpageis
purchased primarily from the Forest service (50%), and the
private sector (45%). Only 5% of L-P's stumpage originates
on gate lands, athough the Forest Service isthe primary
source for sumpage. L-P s market area has been expanding and is expected to continue this
trend, particularly given expected increases in private supply. Currently 25% of the Forest
Searvice sumpage originates in central and southern Wyoming, 60% in Colorado, 10% in Utah,
and 5% in Idaho. With respect to private supplies, 60% comes from Colorado and 40% from
Wyoming. Species used include ponderosa pine, lodgepole pine, Englemann spruce, sub-dpine
fir, and Douglas-fir.

The company has recently invested in severa technologica upgrades to the Saratoga mill
including ingdlation of an dectrodtatic precipitation unit for the bailer, an additiona dry kiln

and upgrades of the two existing kilns, a new planer with sorting system and upgradesin
optimization in the sawmill. L-Pis planning more upgrades in the future including a $12M
investment over the next 2-3 years to the planing operation and the sawmill. Currently they can
plane dl products except the 1x4 materid. They intend to add a second shift by the fal of 2000
and have currently expanded to 6-10 hour shifts per week which may be accompanied by an
increase in the procurement radius from 300 to 500 miles. L-P dates that their long-term
viability in the industry will depend on technologica upgrades.

The success of the stud mill at Saratoga depends on the versdtility of the resource. Whereas
some competitors are structured to take only one to two species, L-Pis able to accept three to
five different species, enabling them to work wel with multi- species sdles which are



characteridtic of private holdings. approximately 75% of timber tracts are multi-species. At this
time, they have not pursued additional volumes of ponderosa pine because it makes for alower
margin stud product. Thisis confirmed as we observed no purchases of Forest Service sales over
the five year sudy period on the Black Hills Nationa Forest.

Home Depot provides avery important market for L-P sdimension lumber. L-Pannualy
arranges long-term product contracts with Home Depot for sde of dimenson lumber. These
contracts ensure that L- P can move product with much more reliability and price certainty than
previoudy where they had to work the volatile spot market for lumber. Further, with Home
Depot’sinterest in the sale of green certified lumber products, supplierslike L-P have adirect
incentive to quaify as green suppliers. Home Depot’s literature suggests that their interest in
green certification is srong and isintegrated into alarge and progressive environmenta
program. For example, their current web Ste states “The Home Depot was the first home
improvement retailer to pioneer the U.S. market for wood products certified under the principles
of the Forest Stewardship Council (FSC). Our Timber Task Force is continudly striving for
improvementsin forest management practices.” (Source:  http://mww.homedepot.com).

L-P Saratoga ships most of its lumber to the eastern and southern regions of the United States.
Aswith many other modern sawmiill facilities, the chips, bark and shavings are no longer
stockpiled, but are sold in bulk form to other companies. L-P dimengon lumber isdesirablein
the eastern and southern United States because of desirable building qualities. Further, L-P hasa
competitive advantage with lower grade materid because of their flexibility in product mix and
their ability to operate the Olathe waferwood mill in conjunction with the Saratoga stud mill.

Within the lat five years, L-P has experienced a decrease in product prices due primarily to
increased imports from the world and particularly Canada. Thisis confirmed by our lumber
price index charts (both nationa and local) and import andysisin earlier sections of this report.
They expect that as world markets recover, prices will continue to increase enabling L-P to
pursue advanced harvest techniques including hdlicopter and skyline logging thus increasing
available supply in some sectors where logging was not previoudy feasible. Profitability will
continue to increase with the addition of another shift in the fall of 2000 and L-P will have a
clear advantage over other mills as prices rise and public sde levelsfal. For amore developed
andysis of these and other economic effects regarding L- P see the section at the end of this
report on industry consolidation.

Big Horn Lumber Co. located in Laramie, has been owned by Cook Lumber of Fort Collins,
CO sncel971. Sawing mostly Englemann spruce and lodgepole pine, Big Horn Lumber
produces planed, kiln dried, graded 30% 1x4, 30% 1x6, 30% 1x8
and 10% 2x4 inch boards. Their production varies depending
primarily on the quality and volume of timber avallable, as well
as product markets and seasond fluctuations in demand. Species
miX is gpproximately 60-70% |lodgepole pine, 20% Englemann
spruce, and less than 10% sub-dpinefir. Residual chips,
shavings, and sawdugt are sold in bags. Annud mill volumeis
approximately 15 MMBF basaed on a single shift with some

] g overtime. However, the actud volume is sgnificantly lower due
to defects. Currently, B|g Horn purchases approximately 60-70% from the USDA Forest
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Service, 10-20% from State lands, and 10-20% from private lands. All volume purchased was
from Wyoming and Colorado.

Timber supply from the Forest Service has been declining in recent years due to the decreased
quality and size of timber being sold.  Although Big Horn iswilling to purchase smaler
dimengon timber, to be profitable they must produce a Sgnificant number of high quality
boards. Other problems associated with the decline in Forest Service timber sales can be
attributed to relaively high gppraisal vaues, low volumes per acre and the percentage defects
with each sdle. Although timber sales from Forest Service lands have been decreasing, Big Horn
expects to obtain 15 MMBF in the future. The mill has continued to modernize over time,
adding dry kilnsin 1994, anew smdl-log system in 1997 and alumber sorter in 1998. These
technologica improvements have given Big Horn the gbility to increase recovery and to more
efficiently handle smdler dimenson logs. The technology can be further automated to improve
recovery and efficiency. They report no immediate plans for automation.

The Rocky Mountain, mid-eastern and southeastern regions of the country condtitute the largest
portion of Big Horn Lumber’s sdlesterritory. The globa market is dso having a greeter effect
on Big Horn, particularly the recent Asan crisgs. Three factors are Sgnificant: the decreasein
Asan demand and increasing competition from imports to the US, depressed prices as aresult of
increased supply and competition, and the development of long-term product contracts (Big
Horn did not have such a contract as of the time of this interview) with prominent retailers such
as Home Depot and Lowes. The increased importance of the world market situation has led to
greater volatility in prices. prices changes are sharper, fagter, and less seasond.

Shoshone National Forest

Egtablished in 1891 as part of the Y ellowstone Timberland Reserve, the Shoshone Nationd
Forest conggts of 2.4 million acres of varied terrain ranging from sagebrush flats to rugged
mountains. With Y ellowstone Nationa Park on its western border, the Shoshone encompasses
the area from the Montana state line south to Lander, Wyoming, which includes portions of the
Absaroka, Wind River, and Beartooth Ranges. The western boundary of the forest south of

Y dlowstone is the crest of the Continenta Divide. Elevations on the Shoshone range from
4,600 feet at the mouth of the Clarks Fork Canyon to 13,804 feet at Gannett Peak. Al

Y dlowstone National Park visitors entering from the east or northeast travel through the forest.

Sale Program
The current Shoshone Nationa Forest Plan was devel oped in 1986 and will berevised in FY
2000, contingent upon Congressiond gpprova and funding. Plan revison will likely focus on
three areas of concern; threatened and endangered species, recreation management, and soil and
water issues. 1n 1994 the Shoshone Nationa Forest drafted an Environmenta Impact Statement
to revise the dlowable sale quantity (ASQ). The proposed dternative resulted in an ASQ of 4.5
MMBF annudly, down from 11.2 MMBF annually as stated in the 1986 plan. At that time, it
was decided that the new ASQ would stay in effect until the National Forest plan was revised in
2000.

The decision to recaculate the ASQ was aresult of three factors. Firg the 1988 fires burned a
sgnificant portion of the timber base. Losses due to fire were 86,000 acres which congtituted
goproximately 10% of the available timber supply. Second, monitoring begun in 1986 indicated
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that figures used to calculate the 1986 Forest Plan ASQ may have been overestimated resulting
in lower actud timber volume avallability. Findly, the forest planning modd did not incorporate
adequate measures for mitigating damage from timber harvest and road building, further
affecting future timber availability. The Presdent’ sroadless initiative will aso sgnificantly

affect future harvesting. Although specific figures are not currently available, it is estimated that
approximately 60% or approximatdy 40,000 acres of timbered lands will be affected. .

In evauating the main issues, revision of the ASQ and cumulative effects, the Forest Service
a0 took into account economic and socid effects, and resource issues. Their andyssreveded
that athough the timber industry was important in providing economic and socid diversity to
Wyoming, loss of timber harvesting would affect only 0.3 % of the tota loca economy (USDA
1994).

Additiond issues affecting the timber program include timber sale gppedls, threstened and
endangered species, and forest hedlth issues. Currently dl timber sales are gppealed primarily
based on Forest Service procedures, but none arein litigation. Second, threatened and
endangered species such asthe grizzly bear, and potentid listing of the lynx and cutthroat trout,
are redtricting available slvicultura opportunities. For example, liging of the grizzly bear prior
to 1988 has resulted in restricted winter harvesting with respect to types of harvest operations
and entry times. Finally, based on aerid observations, forest hedlthissues are affecting
approximately 30,000 acres, particularly along scenic corridors. Problems include Douglas-fir
beetle and spruce besetle infestations, and, white pine blister rust. Recreation and scenic corridors
are difficult to manage for insects and pathogens, due to the public’s opposition to harvesting in
these visudly sengtive aress.

Although the Shoshone Nationa Forest includes 2.4 million acres, only 86,000 acres are
available for timber production, and of that, less than 0.2% is commercidly available. Timber
volumes sold on the Shoshone between 1994 and 1998 show |lodgepole pine to be the
predominant species a 1.7 MMCF which is 60% of the total volume. Dead timber isnext a 0.7
MM CF which condtitutes 24% of tota volume. The remaining categories are Douglas-fir,
Englemann spruce and true firs a gpproximatey 0.4 MMCF and 16%.
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Tota volume sold during 1994- 1998 ranges between alow of 0.23 MMCEF in 1995 and a high of
0.73 MMCF in 1998.



VOLUME SOLD ON THE SHOSHONE (1994-1998)

0.8 4
07+
L o6 OTRUE FIR
= 5l OLODGEPOLE
2 OENGEL
UEJ 0.4 7 ODOUG-FIR
S 03 - ODEAD
D 02-
O o

0.1 1

O T T T T 1

94 95 96 97 98
FISCAL YEAR

Sdes by purchasers are described in the next section with a detailed account of the mgjor
purchasers for the forest.

Purchasers
Top purchasers on the Shoshone include Tricon, Conner, Cody, L-P and WWP asillustrated
below.

TOP PURCHASERS ON THE SHOSHONE
(1994-1998)
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Note that dl of the volumes shown in the top purchaser chart are minimd reflecting the pie chart
shown earlier in which the Shoshone has only supplied about eight percent of the volumein the
Wyoming Nationd Forests. Except for Tricon and Conner, neither of which are located in
Wyoming, each of the top purchasers shown in the chart are described under another national
forest. Even s0, we note that the Shoshone has historically been a key supplier to Cody Lumber
and plays a potentidly crucid rolein this mill’ sfinancid viability. Cody Lumber Inc. has
purchased about the same amount of volume from the Bighorn Nationd Forest over the study
period. Please see the Cody Lumber Inc. write-up under the Bighorn National Forest section of
this report.

Triconislocated a &. Regis, MT and isahighly capitaized mill designed to process smal
diameter lodgepole pine. The volume identified in the chart was reported to have been sold to L-
P. Conner Lumber, (Mike Conner) is a contract logger from Montanawho most likely sold this
volume to another mill.

Wasatch-Cache

Wasatch- Cache National Forest lands are located in three mgjor areas. The northern and western
dopes of the Uinta Mountains, the Wasatch Front from Lone Peak north to the Idaho border
including the Wasatch, Monte Cristo, and Bear River Ranges, and The Stansbury Range, in the
Great Baan. The Forest boundary encompasses gpproximeately two million acres of which
approximately 1.2 million acres are Nationa Forest land. Timber, water, forage, wildlife and
recreationa opportunities are managed by the Forest Service to ensure sustained ecosystem
hedlth, using the methods best suited to protect the natural beauty of the area.

Theforest is currently undergoing a process to evauate the roadless area initiative which will
consst of three mgjor steps: inventory andys's, evaluation, and recommendations for future use.
Roadless areas of greater than 5,000 acres will be evaluated for potentia wilderness designation.
Evduation will be based on an ared's production capability and use, and relative vdue. The
Wasatch- Cache Nationa Forest has most recently identified 577,914 acres in roadless areas
which will sgnificantly affect the future of the timber program.

The Wasatch-Cache National Forest is revisng its Forest Plan which is expected to be finished
by December 2000. Under the existing plan, the initid ASQ was estimated at 16 MMBF.
However, after andysis and congderation of the pine beetle epidemic, that figure was reduced to
14 MMBF. Further analyss and compliance with standards and guidelines reduced the ASQ to
75 MMBF. Although the timber program is rdatively smal, thisis a Sgnificant decrease that
has affected local and regiona purchasers. Under the current plan revision, the Forest Service
must consider the roadless arealinitiative which is expected to reduce the ASQ to between 4-5
MMBF, of which 250,000-300,000 MBF isfirewood and smdler diameter timber. Although the
Endangered Species Act (ESA) has significantly affected timber programs on other forests, the
ESA with respect to listing of the Canadian Lynx is not expected to have a sgnificant effect on
logging.

The lead time for timber sales on the WC often takes two years. Given careful congderation of
the NEPA process, timber sdes are usudly al appeded based on wide-ranging issues.
Notwithstanding minor adjustments, the Forest Service has avoided litigationon each sale.
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Sale Program
Volume sold on the Wasatch- Cache in Wyoming includes fiscdl years 94, 96, and 98. Volume
for those years are 482 MCF, 941 MCF and 406 MCF respectively. Although the predominant
speciesis lodgepole pine, aspen saes accounted for 43 MCF in 94 and 98.
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Volume purchased between fisca years 1994 and 1998 amounted to 0.042 MM CF of aspen, and
1.62 MMCEF of lodgepole pine.
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As a percentage, lodgepole pine made up 97% of the volume, whereas, aspen was only 3%.
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The top purchasers between 1994 and 1998 were Ayers and Baker Pole and Post, and Louisiana-
Pecific Corporation. Although the miscellaneous category makes up the largest portion of saes
on the Wasatch- Cache, they are primarily smdl sales going to many different purchasers.



Although their timber supply is 100% private, South and Jones Lumber Company is profiled
below as are the other major purchasers.
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Ayersand Baker Pole & Pogt, Inc., was established in 1968 in Evanston, Wyoming. The
operation moved to Mountain View, Wyoming in 1979 to expand facilities. Using gpproximately
3-8 MMBF annudly , they produce 10% round wood, 10% 4x4 and 4x6 products, and 80% 6x6
and 6x8 dimension timbers. The primary species usad islodgepole pine with some Douglas-fir.
Sales and marketing is directed to mines, wholesdlers and retailers, and through brokerage.
Targeted markets include the Wyoming areg, the intermountain west, Kansas and Nebraska, and
the west coast. Their bulk quantities of sawdust are sold in nurseries and dairies. The leftover
peder shavings are sold to a company that colors the shavings with dye and markets the finished
product as decorative landscaping materia . Cedar-colored shavings originating at Ayers & Baker
Pole & Post were recently used at the Salt Lake city Airport.

Ayers and Baker purchase 80% of their timber from Forest Service land, 15% from private land,
and 5% from state land. Of this, 20% of their inputs come from
' Wyoming, and 80% are derived from Utah. They do not foresee
aproblem with diminishing future supply or achange in sources.
Mogt of their timber sources originate within a 25-75 mile radius.

Currently Ayers and Baker Pole and Post operate an eight hour
shift and employ 24 people. Most technological upgradesto the
mill occurred five or more years ago, and none are planned for
the immediate future. New investment will depend upon future
market conditions. With respect to finished product markets, there have been few changes. The
demand for round wood has been relatively strong, particularly for pressure treated products.
There has adso been adight increase in competition for round wood products. With the exception




of adight decrease, prices have been rdatively stable over the last five years. Wyoming and
Colorado make up their main product distribution area.

South and Jones Lumber Company, located seven miles north of Evanston, Wyoming, is
family operated and has been in existence for approximately fifty years. They currently operate
one eght-hour shift, not induding logging. South and Jones use sx MMBF annudly, producing
50% mine timbers, 30% industria lumber, and 20% private and custom lumber. Sawdust, bark
and wagte products are used for pellets marketed in the winter. Findly, they log their own sdes.
Species used include 30% lodgepol e pine, 40% spruce, 20% Douglas-fir and 10% basam fir.
Mine timbers are the primary product and are typicaly sold directly to minesin the area. Other
products are sold directly or through brokerage in Wyoming, Montana and Idaho.

With respect to supply, South and Jones Lumber Co. relies on private sources and does not
foresee adecrease in the availability of private sumpage for the next eight years. Although they
would prefer amixed input source, they fed that Forest Service sales are appraised too high, and
are of poor quality and inadequate volume to be profitable. Currently, 20% of their inputs are
derived from Wyoming, and 80% from Utah. Their radius of operation isless than 100 miles.

Recent technologica improvements in the mill include a horizontal band saw to increase sdvage
volume used for wood pdllet production. Although no upgrades are scheduled for the future,
South and Jones will respond accordingly to future improvements in market conditions.

Markets for mine timbers and industrid lumber have exhibited a downward trend according to
South and Jones. They attribute such trends to two factors. They believe that an increasein
Forest Service sstumpage prices caused the mining industry to seek cheaper substitutes thereby
resulting in lesser demand for mining timbers. Second, the increase in imports from Canada as a
result of NAFTA has increased competition, particularly for industria lumber being sold as pre-
constructed wall components.

Fort Washakie

Fort Washakie—Bureau of Indian Affairs, isaso located in west central Wyoming north of
Lander. Although there has been a ggnificant declinein federa timber supplies and an increase
in stumpage prices, one would expect that tribal timberland products would greatly benefit,
however, the triba lands have not been a significant sumpage source. Thetribeis putting
together itsfirg timber sde ance 1987. Annud cut has fdlen from 8.4 MMBF to 4.46 MMBF
due to ek habitat consderations and al sales must be sold to Indian loggers (United States
Government Department of Interior Bureau of Indian Affairs 1987).

Currently, there isno CFl inventory, and the planning process has been extended to 2003 at
which time there will be anew inventory. The new plan is expected to be in place by 2004 with
anew annua alowable cut. Although the AAC is expected to be closer to 8 MMBF the actud
amount won't be known until the inventory analysisis completed. Fort Washakie timber
volume, which has alengthy history of inconsastency, is an important consideration for
Wyoming Wood Products at Lander.



FINDINGS AND CONCLUSIONS

The new western timber economy is unfolding in Wyoming with important implications for
public management, policy, for private processors and land owners. Here we describe the key
features of the new economy, its effect on industry consolidation and conclude with adiscusson
of the implications of the new economy and of the emerging new industry sructure.

A New Western Timber Economy

Many eements combine to shape the new western timber economy, from internationa
considerations, to the nation’ s trade and monetary policies, to increasing responses to
environmenta and amenity pressures on public policy. Below we list the key factors shaping the
new economy—especialy asthey pertain to Wyoming.

Inter national events play an important role in Wyoming's timber markets. Without exception,
Wyoming's forest processors report an increased awareness of effects that international events
have had on them. The hedth of international economies has directly impacted the demand for
Wyoming'sforest products. If world economies continue to rebound from the monetary crises
of thelate * 90s, the international demand for forest productsis expected to increase. Other
internationd events may mitigate. These include the stronger US dollar (making domestic
products more expensive) and increases in Canadian imports. Canada accounts for the vast
mgority of wood imports, and Canadian imports have risen. The US Canadian Lumber
Agreement will expirein April, 2001 and could have sgnificant implications for US and
Wyoming lumber markets. Failure to reach atrade agreement could depress lumber prices and
offset increases expected from an internationda recovery.

Domestic events have been the driving force in shaping the new economy. Foremodt isthe
risng effect of environmenta and amenity pressures on timber harvesting. Timber sdesare
increasingly difficult and costly to prepare and offer for sde due to environmenta gppedls,
litigation and potentid litigation. Sale volumes have declined throughout the Western US,
including Wyoming, but an additiond effect is that the qudity of most volumes has dso
declined. Declining volume and lower quaity combine to make for a powerful agent of change
prompting industry consolidation. These and other related impacts are addressed in items one
through seven.

1. Reductionsin public timber supply led to sharply higher sumpage and lumber prices
in the early 90s, adbeit mitigated by Canadian imports and internationa monetary crises
later in the decade. A key effect of higher pricesisto reduce the importance of
transportation costs, especidly for logs. This, in turn, reduces the advantage that smaller
mills have in locating near a particular National Forest or historica “working circle”

2. The gtate and region have two principle commercia species. ponderosa pine and
lodgepole pine, and these species often have different markets. Most lodgepole pineis
manufactured into “ commaodity” products whereas ponder osa pine (also spruce) is
used for both commodity products and for “ specialty” products. Higher grades of
ponderosa pine are more often used in speciaty products. By commodity products we
mean products that are often mass- produced and for which there islittle digtinction by
manufacturer. For example, graded dimension lumber manufactured by one company is
priced identicaly to the same grade processed by another manufacturer. Such products
include dimension lumber and oriented strand board (OSB). These forest products are



more closdy tied to the congtruction and remodeling markets which are known to be
cyclicd and voldile. In contrast, Specidty products, which often require specia
manufacturing techniques or remanufacturing are produced in lower quantities by smdler
processors and receive more favorable pricing. Ponderosa pine, for example, “is prized
for molding and for doors, windows, frames and drawers where undermovement
durability isessentid. It has the ability to withstand scuffs, shocks and jars without
splitting, which makes it the premier wood for these and other gpplications such as jambs,
shutters, screens, columns, stairwork and fascia,” (http://www.wwpa.org/ppine.htm).
Neimann [Devil’s Tower Forest Products (DTFP) at Hulett] has been the State and
regiona example of a successful specidty producer. For commodity species such as
lodgepole pine, and lower grades of ponderosa, traditiondly, the competitive advantage
will go to the producer with the lowest average cost in the short run and the lowest total
cost in thelong run. L-P has the clear advantage as a commodity producer in the
lodgepole pine market.

. Forest Service sale volumes ar e declining in quality. With an increased emphasison
vegetative trestment of the forest, and a corresponding decline in commercid vaue,
timber sales are more often of smaler diameter and poorer qudity. Such volumes
provide a comparaive advantage to the commodity producer. Smdl diameter materid
will likely become 2x4 or OSB. Note that L-P choseto close its board mill in Walden in
1995. One reason was that this mill was at a competitive disadvantage in processing
lower qudity materid. Most of the mills interviewed, expressed frugtration with the
Forest Service timber gppraisa policy (TEA) in conjunction with Forest Service quaity
of sdevolumes. Stumpage is often amdl diameter and short lengths such that it has
relatively high logging and processing costs and includes more waste materid than larger
pieces. Concurrently, the Forest Service gppraisal process, in the view of purchasers,
does not seem to reflect such merchantability problems.® Millsfind it difficult to rely on
such a sde program when dternative private and state volumes of better quaity have
been available and, in the estimation of many purchasers, more fairly gppraised.

. Private ssumpage isincreasngly important. The forestry professon has often
underestimated the importance and resliency of private inventories. With anincreasein
stumpage prices viewed as * permanent” by many, smal private ownersinduding ranches
have had a powerful incentive to rethink the management of their holdings. With risng
prices, commercid inventories are much more vauable, many non-commercid

inventories are now commercidly viable, and acres that were allocated to other uses can
be brought under management for fiber products. Further, much of the volume on private
ranches is thought to have the potentia to benefit from more active management and
cultura practices. Thelarge commodity producers have an advantage here aswell. For
example, L-P can gpproach timberland owners with a management plan that includes
removing and processing smdler materia including Aspen, to “cleanup” their forestsin
ways that are difficult for smaller producers to replicate. This occurs because L-P can
sort smal materia between the OSB and stud processing facilities dso providing a
source for aspen fiber. Large processors like L-P have another comparative advantage on

3 Thisfinding, regarding appraisals, did not pertain the Wyoming portion of the Black Hills National Forest.
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private lands—no SBA program. Small businesses do not enjoy the protection from the
SBA that is required on some federd sales.

5. Extensive corporateresourcesand diversification. L-P has more extensive corporate
capitd available to address the globdization of product markets, and western trends. The
more complex operating economy, both globaly and locdly provides an advantage to
larger companies that have more extensve resources in personnd and in operating
capitd. In addition, L-Pisamagjor US corporation with saes of approximately $2.8 M
primarily from OSB, but dso including building products (dimenson lumber and

plywood), and pulp.

OSB processing requires substantia capital input and because of the commodity nature of
the product, substantiad throughput volumes for efficient manufacturing. L-P continues

to provide innovative OSB products with an apparent eye towards improving va ue added
and to digtinguish products from competitor offerings which include tongue and groove
flooring and sheathing; both made a Olathe. Neverthdess, the OSB market has suffered
from overcapacity (Jaffe 1999), extreme volatility* and competition from inexpensive
Canadian imports. Even though the mill a Olathe isamgor producer in theregion, it is
the smadlest OSB facility of itskind in the US.

6. Increasng environmental awareness and Green Certification dso playsto the
advantage of larger processors. Complying with Green Certification standards on private
forestlands will require additiond expertise, care and associated expense. For example,
green certification will necessitate verification of wood sources and logger training
programs.

7. Higher ssumpage prices mean that hauling distances ar e of lessrelative importance.
To every processor, hauling distance is an important consideration in the acquisition of
volumes. However, the higher the sumpage price the smaller proportion hauling is of
total cost. To take an extreme example to illuminate thisimportant point consider how
far it would pay to ship apound of diamonds. Here shipping charges are virtudly nill as
compared with the vaue of the product. Now congder the viahility of shipping a pound
of cod around the globe. The same principle applies to timber—high vaued timber will
ship farther, hence hauling distances have increased substantialy over the last 10 years as
stumpage prices have risen. Today’s mills must reach aminimum of 200 miles and most
will need to reach ever further to be competitively viable. Today’s hauling distances
often exceed 500 miles.

* In recent years OSB prices have fallen by 50% and risen by 100% is less than one year (Jaffe 1999). OSB prices
have recovered substantially from previous lows.



Industry Consolidation and Regional Processors

The new western timber economy suggests that timber policy-makers, planners and mill owners
should congder afuture substantidly different from the past. The current trend of industry
consolidation is now gpparent throughout the Western US.  The following quote from the
Western Wood Products Association 1997 Statistical Y earbook captures this effect in the
Western U.S.

"According to the most recent Profile of Western Sawmills, 349 sawmills operated in the
West during 1996. This is down 17% from the number reported in 1994. Small mills,
with an annual rated production capacity of less than 20 million board feet, decreased to
81 sites, just over half of the number recorded two years earlier. Average production per
mill topped 46 million board feet, with over 80 percent of the total coming from half of the
operating mills." (WWPA 1997)

In Wyoming and throughout the west, economic conditions associated with the new economy
will naturadly sdlect for the most economicaly efficient producers. Those best suited to the new
economy will survive while otherswill struggle or close. These trends are particularly strong in
theinland west. Consider the following quote from the WWPA 1998 Statistica 'Y earbook:

"In 1990 there were 586 sawmills in the West. By the end of 1998 the number had
dropped to 292. The Inland region has been hardest hit, losing 191 mills during that
period. Oregon, the state with the most lumber mills, saw 89 mills close. The number of
small mills operating in the West continues to decline. In 1990 there were 213 sawmills
that annually produced 20 million board feet or less. At last count there were 47. Using
data supplied by Western states that track employment in sawmills, planing mills, and
logging operations, employment in those three sectors fell a total of 27% from 1990 to
1998. Over the same period Western lumber production fell 21%. Meanwhile, there was
only a 13% drop in overall Western forest products employment. While employment in
sawmills has dropped, new secondary manufacturing and engineered wood products
plants have taken up some of the employment slack."

The overdl messageis potentialy profound for state and federal public agencies and for dl
processors. Clearly reductionsin mill processing facilities and industry consolidation are strong
trends in Western processing. These represent a powerful force in USDA Forest Service Region
two.

In Wyoming we are now seeing the increasing presence of large regional scale processors
relative to smdl processors. Such processors will be best able to operate in internationally
connected markets, secure private supplies, be less dependent on the sdle offerings from asingle
national forest, be better able to manage the increasing costs and skill required for green
certification and to finance the heavy capitd and technologica improvementsto mills. These
cogily improvements will more efficiently process smdl diameter materid and provide the

ability to generate value added to small diameter/poor qudity volume. In addition, well
positioned millswill commonly manage haul distances from 300-600 miles.

The Wyoming industry can be considered to be made up of regiond processors, mid-sze
processors and small processors. Our categorization includes consderation of market presence
in addition to sheer volume. Large processors include L-P operating throughout the state except
for ponderosa pine volumes and potentidly Neiman specidizing in ponderosa pine mostly on the
Black Hills. Mid-sze millsincdude Wyoming Sawmiills and Big Horn Lumber and Pope and
Tabot. Smaller processors include Cody Lumber.
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Small Processors: This category includes many smdler processors originaly srategicaly
located for volume from a smdl number of Nationa Forests. This category includes the
processors producing less than 20MMBF lumber tally per year or roughly less than about
12MMBF log input.

These processors are usudly characterized as board or post and pole mills. They aretypicaly
versatile and make products to order. They are reatively labor intensive and struggle with
technologica improvements. These processors often reflect arich history of the Wyoming

timber culture and a close tie to resource management and stewardship. Nevertheless each
Struggles to secure private volumes in the face of declining public supplieswith no SBA

protection and increased competition from L-P. Aswith much of the western U.S,, the plight of
these millsis very uncertain and this sector has suffered the most closures. Only the most
determined and clever are surviving in the new economy. For many, these are “generationd
mills” family owned and passed from one generation to another. A key issue extends beyond the
future viability of processing to the surviva of one of Wyoming's colorful and vaued cultures,

Mid-Size Processors: these mills are subgtantid operations, usudly qudifying for SBA set-
asde volumes, fairly dependent on timber supplies from two or three nationa forests, and some
private timber. Each is unique and faces an uncertain future. Due to their moderate size, they
sruggle to make the capita investments in mill technology required to provide necessary vaue
added to poor quaity volume and they will struggle to obtain supplies of qudity timber. They
aso will compete with the regiona millsfor private and state timber of higher qudity. We stress
that while these mills share the common characterigtics of mid-sze mills each is unique with
unique market positions and outlooks.

Pope and Talbot . Thismill had not kept up technologicaly, does not qudify for SBA
volume and, in our esimation, will have to increasingly compete with Neiman for lower
qudity volumes primarily on the Black Hills. Pope and Tabot has three competitive
disadvantages. technology, no SBA qualification and longer average haul distances.
(Note: mill dosure announced subsequent to this writing).

BigHorn at Laramie: ThisL-P neighbor is particularly well located to process Routt
and Medicine-Bow timber. Asaboard mill, Big Horn does best with high quality
lodgepole pine, but has to take the lower grade materid withit. “Trading” smal

diameter materid for large diameter materid with L-P would seem to be advantageous to
both. Although Big Horn has not been dependent upon SBA volumes, we anticipate an
increasing dependence.

Wyoming Sawmillsa Sheridan iswell located to access the Bighorn volumes—no other
mill has such an advantage on the Bighorn due to location. However, Bighorn volumes
are no longer enough to support WSM. Longer hauls and smaller materia make
technologica innovation imperaive. While this has been afocus, and the mill manager
has taken extraordinary initiatives to better utilize smal diameter stock, the long-term
payoff is uncertain to us. Key reasons are that the financid commitment involving the
capital improvements to the mill have not been made. Also, other mills owned by Allied
in the Intermountain West (currently Alamogordo, NM and previoudy Montrose, CO) ,
have not seen the commitment to capital improvement necessary to secure a sound future.
Wyoming Sawmills must now reach farther for other National Forests and for private
volumes while competition for private volumes—especidly in ponderosa pine--will



likdy increase. We expect that operators on the Black-Hills will become more
aggressive and less dependent on Forest Service volume and this will affect WSM.

Regional Processors: These companies have made key drategic investmentsin
technology for processing smdl diameter low qudity volume, expanson of their
facilities, and sgnificantly expanded their areas of operation. Again the individuds are
very different, but share driking Smilarities.

Neiman is not a regiona-scale processor, however, we discuss his operation here to illuminate
drategic amilaritieswith L-P. For example, while L-Pisamgor US corporation, Neiman is
classfied asasmal busness. Also note that Neiman has higtoricaly relied on Forest Service
volume to a greater extent than has L-P. Nevertheless, we will consder some similaritiesto
illugtrate an emerging processing structure thet is different from that only afew years ago and
will likely make for a much different future.

Given his presence in the Black Hills portion of Wyoming Neiman has made key drategic
decisons that are smilar to those of L-P; we found their amilaritiesimportant to surviva and
expandon in the new economy. Both have made subgtantid capita investmentsin mill
technology, both operate millsin tandem—one for lower diameter/qudity volume and another

for the rest and each has substantially expanded or has clear plansto expand. In addition, they
do not compete with each other because of species differences which aso provides for important
differencesin location. Each hasaclear and strong presence in their markets, has shown
adaptability, and has speciaized relative to the species being processed. Because of the size and
importance of L-P, we further develop the andysis of L-P as aregional scale processor below.

L ouisiana Pacific. Underganding the regiond presence of L-P means understanding Oriented
Strand Board (OSB). OSB isL-P sflagship product and the key to understanding the
company. L-Pisthelargest manufacturer of OSB in the country and with its mill in Olathe,
Colorado, it has the only mgor OSB facility west of the Mississppi. L-Piscurrently invesing
heavily in the future of OSB, and perhaps as part of an extensive evauation of each of its plants,
L-P has recently made sgnificant srategic decisons regarding its future, including closure of
unprofitable plants (http:/Amww.l pcorp.com/hg/six.html), investment in current facilities and
severd acquigtions (threein 1996). Two examples are particularly illuminating. Locdly, afire
in the Olathe plant damaged processing capability, but the company will invest and rebuild with
greater efficiency. Such afinancid commitment localy istangible evidence of L-P's
commitment to the future of the Olathe mill. L-P recently agreed to merge with Le Groupe
Forex, aleading producer of OSB in Canada. Le Groupe Forex will increase annud sales by
gpproximately $150M and give L-P amore integrated presence in the OSB market. Thisis
another example of industry consolidation with an am toward reducing overdl codts. In
addition, L-P is expected to complete its acquisition of Evans Forest Products (a Canadian
engineered wood producer) adding another $90M to sales. An integrated US-Canadian presence
is aclear advantage consdering the importance and increasing presence of Canadian imports.

Although some OSB products are easily differentiated in the market, for the most part L-Pisin
the commodity production business with 2x4s from Saratoga and OSB construction 4x8 sheets
from Olatha. In commodity production, the low-cost producer has an advantage because they
have little affect on product prices. The low-cost producer typicaly can be characterized by
technologicaly efficent plants geared to large volumes. L-P has done this well with the tandem
mill operationsin Olathaand Saratoga. By aggressively buying Forest Service volume and by
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focusing on private volumes, L- P has been gble to operate both mills effectively while
congdering expandon a Saratoga

To demondirate the increasing presence of L-P we charted L-Ps share of Forest Service volume
under contract from 1992 through 1999.

L-P Market Share of Volume Under Contract
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The chart of L-P s market share of Forest Service volume under contract shows a steady increase
over the eight year time period with the exception of adip in 1995 and 1996 corresponding with
the closure of the Waden, Colorado board mill in about 1995. The strength of thetrend is
demongtrated by the rapid recovery of market share following the Waden mill closure. L-P
currently enjoys about a 35 percent market share of volume. While data on private volumes
under contract are not available, we suggest that if included, the trend would be even more
stunning because L-P has been aggressively pursuing private volumes and because L-P has a
comparative advantage in securing private volumes (no SBA program). Private inventories for
L-P are predominantly in the area of Casper to Whestland.

Neiman and DTFP: We qudify the following brief discussion of Neiman and DTFP asa
regiona processor because Neiman's presenceis virtualy restricted to ponderosa pine, most of
which has been found on the Black Hills National Forest. The Black Hills Nationa Forest,
except for the Wyoming portion is beyond the scope of this project. Thisrestricts our findings
and the extent that we can support our analysis with data.

Neiman's expansion into the Black Hills means that there is too much capacity reldive to sdes
volume. A processing capacity reduction is likely and the likely candidate is Pope and Tabot at
Newcadtle, WY (subsequently announced closure). Thismill isless efficient and has longer haul
distances. Neiman aso owns a ponderosa pine remanufacturing plant in Sturgis, SD. Neiman
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has a diversfied product mix making severa types of ponderosa products from windows to
dimension lumber.

Neiman bought the mill & Hill City, SD—formerly known as the “Continenta” mill. Investing
heavily in the mill to upgrade and increase cgpacity, he will use thismill to process smal

diameter materid. Larger diameter volumes will be processed at DTFP. With atechnologicaly
efficient and expanding operation Neiman is postioned in asmilar way as L-P to compete in the
new economy. Note the consstently high market share of volume under contract in the chart
below.
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While maintaining about 60% of the US Forest Service volume under contract (Wyoming only),
reliance on the Black-Hillsis akey consderation. To the extent that public supplies decline
further changes should be expected. To the extent that Neiman has to increasingly rely on
private timber, this could directly pressure Wyoming Sawmills while increasing competition for
private timber in Montana as we anticipate Wyoming Sawmills to continue to look north for
volumes. We anticipate increased competition between Neiman, WSM and Pope and Tabot.

Conclusion

The Wyoming timber economy is rapidly evolving affecting public supplies, public policy and
the processing industry. The key changes identified above, especidly reduced Nationa Forest
volumes of lower qudity and markedly higher sumpage prices are fundamentaly reforming
timber processng. Mills best suited to the future economy are large highly capitalized,
gpecidize in smal slem stock, and secure volume over awide territory including both public and
private sumpage. Such processors will secure timber from very long hauls—upwards of 500
miles. Survivors need both a dear niche identification for the future as well as accessto capita
to invest in the technology that will keep them competitive. Small gem volume will require
increased technology to take advantage of the smal piece Size and to get the most vaue added
out of the smdl stock. Because of the heavy capitd investment in technology that is required,



large processors operating over alarge geographic areawill survive while smal processors are
disadvantaged in the smdl diameter market. The question is whether smdl processors can
secure enough volume to serve niche product markets.

This represents a fundamentd shift in the avallability of public timber and in the industry
dructure. Previoudy an assortment of stud, board and specidty mills co-existed with well
defined territories to process loca volumes. Locdization is giving way to regiondization in
milling with further industry consolidation.  The converseisthat the millsin the mogt difficult
position will be smal, dependent on a particular forest, and unable to finance new technology.
An unintended Sde effect of the environmenta shift toward reduced timber sales on public lands
is the disadvantage and potentia extinction of the family owned mill.

The two ends of the spectrum in Wyoming are defined by the large highly capitalized L- P sorting
volume between two mills and specidizing in smdl sem volume with the ability to dso process
large diameter volume, and Cody Lumber asmal family owned board mill largely dependent on
the Nationa Forests for its survival.

The middle is occupied by Wyoming Sawmills and Big Horn Lumber. Wyoming Sawmills has
had to reach farther than ever to secure enough volume. At the sametime, thismill is
researching and experimenting with new processes to better take advantage of smdler diameter
materid. The future for the mid-szed millsis perhaps the least certain and may depend upon
their individua Stuations.

We suggest that five years from now, there will be fewer mills, but those that will have survived
will indude large high technology processors operating over alarge geographic territory with a
few niche processors.

Forest Servicetimber saleswill increasingly compete with private sources of supply and are
likely to attract fewer bidders as a consequence of consolidation. |f consolidation continues,
large processors may gain a stronger bargaining position in timber sdle contracts. The increased
sdeof low quality materid aswdl as potentia increases in the amount of “services’ included in
sale contracts could increasingly make for a negotiation of sales as opposed to traditiona
auctions. With severely redtricted harvesting, Nationd Forests are experiencing increased
mortality rates and accumulations of decadent materias. While the Forest Service has moved
away from managing timber as a crop on Western forests, management problems are mounting.
Increasing accumulations of decadent volumes pose difficult choices for forest managers as
insect, disease and the potentid for catastrophic wildfires mount. While forest management
implications are beyond the scope of this study, they pose key policy and administrative issues.

With adiminished role of USDA Forest Service timber sale volumes, the rel ative importance of
State of Wyoming volumes and extension servicesisincreasing. State volumes are often

offered under more favorable contract conditions and volume is often of better qudity. Further,
asthe importance of private volumes is much increased, the state has an increased need to keep
current inventory estimates on private lands, and improved opportunities for extension services.
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APPENDIX: Home Depot Environmental Agenda

Home Depot Vendors Respond to Company's Environmental Agenda
October 27, 1999 10:45 AM

ATLANTA, Oct. 27 /PRNewswire/ -- The Home Depot (NYSE: HD), the world's largest distributor of wood
products, announced today that several of its vendors have responded enthusiastically to its new wood
purchasing policy. The company is using the policy to phase in wood and wood products that are
independently certified as derived from responsibly-managed forests.

The company also announced that it has awarded commendations to two vendors, J.D. Irving and
Columbia Forest Products, for leadership in gaining independent certification. Lumber from both
companies is certified by the Oaxaca, Mex.-based Forest Stewardship Council, and is now available at
several Home Depot stores.

"The certification process is exhaustive and scientific," said Suzanne Apple, Home Depot vice president,
community affairs and environmental programs. "To gain the 'certified' label, our vendors must
demonstrate a very high level responsible forest management, including soil and water management,
biodiversity, harvesting practices and replenishment of trees."

Home Depot president and CEO Arthur M. Blank announced on Aug. 26 an effort in which the company
would give preference to certified wood products and over the next three years stop selling wood
products from environmentally sensitive areas.

"We're telling our vendors that our company will vote with its purchasing dollars for wood products that
are environmentally sound," Blank said.

The company's announcement was warmly greeted with congratulatory remarks from numerous
environmental groups who have sought to promote the use of certified wood products.

Home Depot is working closely with the World Wildlife Fund and the World Resources Institute to develop
subsequent steps the company will take in its environmental efforts. The company said its immediate
goals are to ensure uninterrupted product availability, product quality and low prices.

"As the largest retailer in our industry, we recognize our responsibility to provide environmentally friendly
alternatives for our customers,” Blank said. "We're proud to lead the industry in changing the way wood
products are produced and sold and to lead the charge in promoting the use of certified wood products."

In addition, the company is stocking an increasing variety of products that conserve energy and water, or
are made from organic or alternative materials.

For energy conservation, Home Depot now carries a line of energy-efficient lighting products and devices
that control power consumption by appliances. Also in stock are low-flow shower heads that conserve
water and reduce septic waste.

The company carries a line of environmentally friendly lawn and garden chemicals, such as fertilizers and
pesticides, in addition to organic cleaning agents and water-soluble paints.

Several products are made from recycled materials, including "Isoboard," a high-performance wood
substitute made from waste straw, and an array of plastic products -- such as carpets and tubing -- made
from recovered waste plastics.
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Home Depot's lumber department has begun carrying "finger-jointed" wood studs and molding, which
combine short scrap pieces of wood into sturdy standard eight-foot lengths.

"Home Depot has always stood for choice,” Apple said. "We are happy to make broad selection of

alternative products available to our customers. In addition to the quality and value, our customers are
responding very positively to the fact that a growing number of our products are environmentally friendly."

Founded in 1978, The Home Depot operates 874 stores in the United States, Canada, Chile and Puerto
Rico. For the last six years, Fortune magazine has hamed Home Depot as America's Most Admired

Specialty Retailer. Home Depot's stock is publicly traded and is included in the Standard & Poor's 500
Index.

CONTACT: John Simley, Public Relations Manager of The Home Depot, 770-384-2741, or
john_simley@homedepot.com
10:28 EDT

Source: http:/Aww.smartmoney.com/smt/news/PR/index.cfm?story=PR-19991027-001265-
1045



