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The Honorab le Morr is K. Uda l l 
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The Tongass T imber Reform Act (P.L. 101-626) enacted on November 
28, 1990, un i latera l ly made n ine mod if icat ions to long-term t imber sa le 
contracts he ld by two compan ies- the Alaska Pu lpSorporat ion @PC) 
and the Ketch ikan Pu lp Company (Kpc>-- lthatharvest large amounts of 
t imber in A laska’s Tongass Nat iona l Forest. These contracts prov ide 
t imber for the compan ies’ wood pu lp and saw log operat ions in south- 
east Alaska. The n ine mod if icat ions to the contracts were intended to 
enhance the ba lanced use of resources in the Tongass and promote fair 
compet it ion with in the southeast Alaska t imber industry. Spec if ica l ly, 
the act requ ired the Secretary of Agr icu lture to rev ise the contracts to 
ref lect the mod if icat ions and transmit the text of the mod if ied contracts 
to the Congress, together with a cert if icat ion that such rev is ions were in 
comp l i ance with the mod if icat ions inc luded in the act. 

The act requ ired the Comptro l l er Genera l to (1) aud it on a cont inu ing 
bas is the act ions taken by the Secretary to rev ise the texts of the con- 
tracts and (2) submit a report to the Senate Committee on Energy and 
Natura l Resources and the House Committee on Inter ior and Insu lar 
Affa irs descr ib ing the rev is ions made by the Secretary and stat ing 
whether the rev ised contracts comp l i ed with the act. Th is report d is- 
cusses (1) comp l i ance with the act and (2) our concerns regard ing imp le- 
mentat ion of these mod if icat ions. Append ixes I to IX of th is report 
descr ibe in deta i l the rev is ions the Secretary of Agr icu lture made in the 
long-term contracts for each of the n ine mod if icat ions and conta in our 
op in ion on whether such changes ref lect the mod if icat ions requ ired by 
sect ion 301(c) of the act and comp ly with its requ irements. 

Resu lts in Br ief The Forest Serv ice, act ing on beha lf of the Secretary of Agr icu lture, 
made extens ive rev is ions to the two long-term contracts. To address the 
act’s requ irements it genera l ly adopted and mod if ied prov is ions from 
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i n dependent short-term L imber sa le contracts used in the Tongass 
Nat iona l Forest. Except with respect to purchaser road cred its (see app. 
VII), we determ ined that a l l the changes comp l y with the act’s 
requ irements. 

Wh i l e the Forest Serv ice made s ign if icant mod if i cat ions to the long-term 
contracts, the manner in wh i ch the Forest Serv ice imp l ements these 
mod if i cat ions wi l l determ ine how successfu l l y the ob ject ives of the Ton- 
gass T imber Reform Act are carr ied out. The mod if i cat ions do not spe- 
c if ica l ly descr i be how the Forest Serv ice wi l l imp l ement these contract 
rev is ions. Accord ing l y, the Congress does not have informat ion on the 
spec if ic manner in wh i ch the Forest Serv ice wi l l imp l ement the contract 
mod if i cat ions. 

Background The Tongass Nat iona l Forest covers about 16.8 mi l l i on acres in south- 
east A laska, It is the largest nat iona l forest in the Un ited States, equa l  to 
an area about the s ize of West Virg in ia. The Forest Serv ice manages the 
Tongass for mu lt ip l e uses such as t imber product ion, outdoor recreat ion, 
and f ish and wi ld l i fe hab itat. 

In the 1960s the Forest Serv ice awarded long-term (SO-year) t imber 
contracts to KPC, now a who l l y owned subs id i ary of the Lou is i ana- 
Pac if ic Corporat ion, and APC, a Japanese-owned f irm. As st ipu lated in 
the ir contracts, each company bu i lt a pu l p mi l l -Krc near Ketch ikan, 
APC in Sitka. In return, the government guaranteed a SO-year t imber 
supp l y tota l i ng about 13.3 b i l l i on board feet on both contracts1 KPC’S 
contract exp ires in 2004, APC’S i n 2011. 

The Forest Serv ice a lso se l l s t imber from the forest to compan i es other 
than APC and KPC, These f irms are referred to as i ndependent short-term 
contractors. Th i s t imber is so ld under t imber sa le contracts usua l l y 
last ing from 3 to 7 years. S ince 1980, about 30 percent of a l l Tongass 
t imber sa les have been made under i ndependent contracts. In add it i on to 
the ir l ong-term contracts, both APC and KPC have been awarded short- 
term t imber contracts. 

S ince the ear ly 19SOs, congress i ona l  concerns have emerged about the 
adverse impacts of the long-term contracts on the compet it i veness of the 
t imber industry in southeast A laska and on the Forest Serv ice’s ab i l i ty 
to effect ive ly manage the Tongass Nat iona l Forest. Part of the concern ,,.“,., . . 
‘A bo a r d  foot is equ i v a l e nt to a  p i e ce of wo o d  1 2  i n ches w i de, 1 2  i n ches l ong, a n d  1  i nch th ick. 
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centered on d ifferences between prov is ions in the long-term contracts 
and prov is ions in contracts used for the short-term independent t imber 
sa les in the Tongass and throughout the rest of the nat iona l forest 
system. A ma jor reason for leg is lat ive proposa ls affect ing the long-term 
contracts was to e l im inate the perce ived compet it ive advantages of the 
long-term contract ho lders. These concerns were ref lected in the 1990 
Tongass T imber Reform Act, wh ich states that 

“it is in the nat iona l  interest to mod ify the contracts in order to assure that va l uab l e 
pub l i c resources in the Tongass Nat iona l Forest are protected a n d  wise ly managed. 
Mod if icat ion of the l ong-term t imber sa le contracts wil l e n h ance the ba l a nced use of 
resources o n  the forest a n d  promote fa ir compet it i on with in the southeast Alaska 
t imber industry.” 

The act un i latera l ly mod if ied the contracts in n ine ways (see tab le 1)” 
The requ ired mod if icat ions inc luded adopt ing t imber sa le p lann ing, 
management, and env ironmenta l assessment procedures cons istent with 
i ndependent short-term sa les. The mod if icat ions a lso addressed matters 
such as cred it for bu i ld ing logg ing roads, protect ion aga inst over-har- 
vest ing in h igh-y ie ld areas, and equ ity between the pr ices of t imber 
offered for sa le to independent short-term contract ho lders and long- 
term contract ho lders. A g lossary of t imber management terms used in 
th is report appears after append ix X. 

%me of these mod if i cat ions are s imi lar to recommended prov is i ons in a  Department of Agr icu lture 
report ent it l ed Re i d Brother Ant i-trust Case Rev i ew Team F ind i i gs fo l l ow ing a n  ant itrust act i on 
brought aga i nst APC a n d  KPC in 1 9 7 6  by the Re i d Brothers Logg i n g  Company. 
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Tab l e  1: Mod i f i cat i ona to the L o n g - T e rm 
Contracts Mod i f i cat i on 

Assure that a l l  t imber sa l e  p l a nn i n g, ma n a g eme n t  requ i r ements, 
a n d  env i r o nmenta l  a s s e s sment  procedures regard i n g the l o ng-term 
contracts are cons i s tent w ith s u c h  procedures for i n d e pendent 
t imber sa l e s (see app. I). 
E l im i nate the pract i ce of l o ng-term contract ho l d ers harvest i n g a  
d i s proport i o nate amou n t  of o l d -growth t imber (see app. II). 
Assure the l o ng-term contract ho l d ers substant i a l l y  harvest t imber 
offered for harvest w ith i n 3  years before the Secretary offers 
add i t i ona l  t imber to the c ompan i e s  (see app. I l l). 

Sect i on of act 

301(c)( l ) 

3 0 1  (c)(2) 

3 0 1  (c)(3) 
Assure that the Forest Serv i c e determ i n es the prec i s e stands of 
t imber to b e  harvested a n d  wh e n  harvests wi l l  o c cur (see sob. IV). 3 0 1  (c)(4) 
A l l ow the l o ng-term contract ho l d ers to re j ect t imber offered, wh i c h, 
if re j ected a n d  subsequent l y  reso l d  w ith i n 1 2  months, wi l l  b e  
d e d u c t e d  from the amou n t  of t imber requ i r ed to b e  ma d e  ava i l a b l e  
u n d e r  the contract (see sop. V). 3 0 1  (c)(5) 
Assure that the l o ng-term contract ho l d ers count ut i l i ty l o gs aga i n st 
the tota l v o l ume of t imber requ i r ed to b e  ma d e  ava i l a b l e  for harvest 
u n d e r  the contracts (see aoo. VI). 3 0 1  (c)(6) 
Assure that the l o ng-term contracts are prov i d ed w ith purchaser 
road cred i ts i n a  man n e r  cons i s tent w ith i n d e pendent nat i ona l  
forest t imber sa l e s (see app. VII). 
Assure that the pr i ce of t imber so l d  to l o ng-term contract ho l d ers 
wi l l  b e  ad j u sted to b e  c omparab l e  w i th the pr i ce of t imber so l d  i n 
compet i t i v e i n d e pendent t imber sa l e s (see app. VIII). 
Assure that t imber offered u n d e r  the l o ng-term contracts meet s  the 
e c o n om i c  cr iter ia cons i s tent w ith the t imber offered i n i n d e pendent 
t imber sa l e s (see app. IX). 

3 0 1  (c)(7) 

3 0 1  (c)(6) 

301(c)(9) 

Comp l i a n c e W ith the We  found that except for the text on purchaser road cred its, the texts of 

Act’s Contract 
Mod i f i cat i on 
Requ i rements 

the APC and KPC l ong-term  contracts have been rev i sed to ref lect the 
mod i f i cat i ons requ ired by sect i on 301(c) of the Tongass T imber Reform 
Act and comp l y  w ith the requ irements of th is prov is i on. The texts of the 
long-term  contracts were not rev i sed to mak e  changes in purchaser road 
cred its that wou l d mak e  them  substant ia l l y s im i l a r to i ndependent sa l es 
(see app. VII). 

The Forest Serv i ce extens i ve l y mod i f i ed the format and term s  of both 
the KPC and APC l ong-term  contracts to resemb l e short-term  independent 
timber sa l e contracts in the Tongass Nat iona l  Forest. F r om the date of 
the mod i f i cat i ons forward, new timber wi l l  be mad e  ava i l ab l e under 
each long-term  contract through ind i v i dua l offer ings, wh i ch genera l l y 
w i l l  i ncorporate the format and contract prov i s i ons ut i l i zed in short- 
term  independent sa l es in the Tongass Nat iona l  Forest. In add it ion, 
ongo i ng timber operat ions were mod i f i ed and incorporated into the ind i- 
v i dua l  offer ing format. 
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With regard to purchaser road cred its, the Forest Serv ice has adopted 
the prov is ions of short-term independent t imber sa le contracts, except 
in one important respect. The prov is ions sti l l permit the long-term con- 
tractors to carry forward for poss ib le future use from one offer ing to 
another certa in road cred its that wou ld be cance l l ed at the end of a 
short-term independent t imber sa le contract. Thus, the long-term con- 
tractors have the advantage of be ing ab le to use cred its over a per iod of 
t ime longer than that ava i lab le to the short-term contractors. 

Effect ive Forest Whi l e the contract mod if icat ions were made to comp ly with the requ ire- 

Serv ice Act ions ments of sect ion 301(c), the mod if icat ions d id not genera l l y spec ify how 
the Forest Serv ice wou ld imp lement them.3 For examp le, the mod if ica- 

Necessary to Proper ly t ions do not spec ify how the Forest Serv ice wi l l perform env ironmenta l 

Imp lement the Act assessments or how large an area they wi l l cover. 

In add it ion, quest ions ex ist as to whether the act ions to imp lement cer- 
ta in contract mod if icat ions wi l l ach ieve the ob ject ives of these prov i- 
s ions. For examp le, we cannot present ly ascerta in the extent to wh ich 
the pr ice ad justment mod if icat ion wi l l accomp l i sh the ob ject ive of 
ach iev ing comparab i l i ty with pr ices pa id by independent short-term 
contractors. 

Sect ion 301(e) of the act requ ires that with in 1 year after the date of 
enactment the Secretary sha l l transmit a study to the Senate Committee 
on Energy and Natura l Resources and the House Committee on Inter ior 
and Insu lar Affa irs. Th is study is to inc lude (1) an assessment as to 
whether the Secretary can meet the requ irements of other laws app l i- 
cab le to the management of nat iona l forests wh i le prov id ing the vo l ume 
of t imber requ ired by the mod if ied contracts and (2) an ana lys is of the 
potent ia l impacts of e l im inat ing the two contract areas prov ided for in 
the mod if ied contracts. 

Sect ion 301(f) of the act prov ides congress iona l d irect ion regard ing the 
need for add it iona l Forest Serv ice act ions to imp lement the Tongass 
T imber Reform Act. Accord ing to the act’s conference report, th is sec- 
t ion requ ires the Secretary to take “other act ions” necessary, beyond 

31mp l ementat i on of the contract mod if i cat ions cou l d b e  affected as a  resu lt of any l it igat ion f i led to 
ha lt the carry ing out of the rev i sed prov is i ons. The compan i es may a lso sue the government for 
d amages a l l eged ly resu lt i ng from the government’s breach of contract and/or the tak i ng of the ir 
property r ights as a  resu lt of the contract mod if i cat ions. Nowher e  ln the Tongass T imber Reform Act 
or its leg is lat ive h istory d i d the Congress c lear ly i nd i cate that avo i d ance of tak i ng c la ims shou l d b e  a  
factor that the Forest Serv ice shou l d cons i der ln p l ann i ng its contract rev is ions. 
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mod ify ing the contracts, to br ing management of the Tongass into con- 
formance with the prov is ions of sect ion 301(c). 

Conc lus i ons Whi l e the Forest Serv ice has made s ign if icant mod if icat ions to the long- 
term contracts, the manner in wh ich the Forest Serv ice imp lements the 
contract mod if icat ions wi l l determine whether or not the ob ject ives of 
the Tongass T imber Reform Act are effect ive ly carr ied out. The contract 
mod if icat ions wi l l requ ire a great dea l of add it iona l effort on the part of 
the Forest Serv ice. However, genera l l y the contract mod if icat ions do not 
spec ify exact ly how the Forest Serv ice wi l l imp lement these 
mod if icat ions. 

In add it ion, the Secretary of Agr icu lture d id not make the contract mod- 
if icat ions in purchaser road cred its necessary to make them substan- 
tia l ly s imi lar to independent sa les. 

Recommendat i ons Accord ing ly, we recommend that the Secretary of Agr icu lture d irect the 
Ch ief of the Forest Serv ice to make the contract mod if icat ions in pur- 
chaser road cred its necessary to prec lude the carry ing forward of cer- 
ta in cred its from one offer ing to another. 

We a lso recommend that the Secretary of Agr icu lture d irect the Ch ief of 
the Forest Serv ice to add to the study requ ired by sect ion 301(e) a 
deta i l ed descr ipt ion of the manner in wh ich the agency wi l l imp lement 
each requ irement of sect ion 301(c). In add it ion the Secretary shou ld 
inc lude in the study an assessment of how the imp lementat ion act ions 
wou ld ach ieve the ob ject ives of the act. 

As requ ired by the act, we aud ited the Forest Serv ice’s act ions to mod ify 
the contracts dur ing the per iod between the enactment of the act and 
the comp let ion of the requ ired mod if icat ions on a cont inu ing bas is. To 
conduct our ana lys is, we rev iewed (1) the act and its leg is lat ive h istory; 
(2) the two pr ior long-term contracts and the subsequent mod if icat ions; 
(3) the Tongass Nat iona l Forest Land Management Plan; (4) the Forest 
Serv ice regu lat ions, gu idance, and procedures for prepar ing t imber sa le 
contracts; (6) short-term contract prov is ions; and (6) other documents 
needed for assess ing the contract rev is ions. We worked with Forest Ser- 
v ice and Department of Agr icu lture off ic ia ls at headquarters in Wash- 
ington, DC., and at Reg ion 10 headquarters in Juneau, Alaska, to rev iew 
and ana lyze Forest Serv ice pos it ion papers and fact sheets concern ing 
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the rev is ions needed to the two long-term contracts, as wel l as var ious 
drafts of the changes to the two contracts. As a part of our rev iew of the 
Department of Agr icu lture’s act ions, we rev iewed and prov ided com- 
ments to the Forest Serv ice on drafts of both the leg is lat ive h istory and 
contract mod if icat ions. As a consequence of the 30-day statutory 
report ing requ irement, we d id not have t ime to rev iew whether the 
Forest Serv ice made substant ive changes to the long-term contracts that 
went beyond the un i latera l mod if icat ions requ ired under sect ion 301(c) 
of the Tongass T imber Reform Act. 

For further informat ion about the rev is ions, we interv iewed lega l 
counse l for APC and KPC at the ir off ices in Port land, Oregon, and Wash- 
ington, D.C., respect ive ly. In add it ion, we interv iewed off ic ia ls from the 
Southeast Alaska Conservat ion Counc i l , the Sierra Club Lega l Defense 
Fund, and the Southeast Alaska Natura l Resources Center in Juneau, 
Alaska. We conducted our rev iew between November 1990 and March 
1991 in accordance with genera l l y accepted government aud it ing 
standards. 

Forest Serv ice off ic ia ls rev iewed the factua l informat ion in a draft of 
th is report and concurred with its presentat ion. The ir comments have 
been incorporated where appropr iate. We are send ing cop ies of th is 
report to the appropr iate Senate and House committees; interested Mem- 
bers of the Congress; the Secretary of Agr icu lture; the Ch ief of the 
Forest Serv ice; the Director, Off ice of Management and Budget; and 
other interested part ies. 

Th is work was done under the d irect ion of John W. Harman, who may 
be reached at (202) 275-5138. Ma jor contr ibutors to th is report are l isted 
in append ix X. 

J. Dexter Peach 
Ass istant Comptro l l er Genera l 
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Append i x I 

T imber Sa le P lann i ng, Man a g emen t 
Fkqu iremen ts, a n d  Env iro nmen ta i l 
Assessment Procedures 

Requ i rement of Act Sect ion 301(c)( 1) of the Tongass T imber Reform Act mod if i es the APC 
and KPC l ong-term t imber contracts to 

“assure that a l l t imber sa l e p l ann i ng, man a g emen t  requ i rements a n d  env i ronmenta l  
assessment procedures regard i n g the contracts are cons istent with procedures for 
i n d ependent nat i ona l  forest t imber sa les, pursuant to the Nat i ona l  Forest Mana g e -  
ment Act of 1 9 7 6  (Pub l i c L aw 94-R%), the Nat i ona l  Env i ronmenta l  Po l icy Act of 
1 9 6 9  (42 USC. 4 3 2 1  et seq.), a n d  other app l i cab l e laws.” 

Contract Changes The format and terms of both the KPC and APO l ong-term contracts were 
mod if i ed to genera l l y resemb l e short-term independent t imber sa le con- 
tracts in the Tongass Nat iona l Forest. T imber wou l d be made ava i l ab le 
under each long-term contract through ind iv idua l offer ings, wh i ch gen- 
era l l y wi l l i ncorporate the format and contract prov is i ons ut i l i zed in 
i ndependent sa les in the Tongass Nat iona l Forest. These prov is i ons 
spec ify the procedures to be fo l l owed with respect to t imber sa le p lan- 
n ing, t imber management, and env i ronmenta l  assessments in keep i ng 
with app l i cab le l aws, such as the Nat iona l Forest Management Act of 
1976 and the Nat iona l Env i ronmenta l  Po l i cy Act of 1969. 

Al l of these prov is i ons app l y to future offer ings under the long-term 
contracts. W ith regard to long-term contracts that were ongo i ng at the 
t ime of the effect ive date of the contract changes, February 27, 1991, 
on ly t imber management procedures wi l l be app l i cab le to such act iv it ies. 
T imber sa le p l ann i ng and env i ronmenta l  assessment procedures had 
a lready been comp l eted for such ongo i ng operat ions. 

Op in i on In our op in i on, the texts of the APC and KPC contracts have been rev ised 
to ref lect the mod if i cat ions requ ired by sect ion 301(c)( l) of the Tongass 
T imber Reform Act and comp l y with the requ i rements of th is prov is ion. 
Both the APC and KPC contracts have been rev ised and reformated, as 
descr i bed above, so that t imber sa le p lann ing, t imber management, and 
env i ronmenta l  assessment procedures are genera l l y cons istent with 
short-term compet it i ve l y b id sa l es in the Tongass Nat iona l Forest. 
Ne ither the Tongass T imber Reform Act nor its leg is lat ive h istory 
def ines the term “i ndependent nat iona l forest t imber sa les.” Conse- 
quent ly, the Secretary of Agr icu lture had the d iscret ionary author ity to 
se lect short-term compet it i ve l y b id sa l es in the Tongass Nat iona l Forest 

‘T h e  APC contract h a d  a l r eady b e e n  mod i f i ed to prov i d e for t imber offer i ngs to b e  ma d e  for spec if i c 
forest areas, i n stead of prov i d i n g for a  sa l e of a l l t imber over a  B-year operat i n g per i od, wh i l e t he 
KPC contract sti l l c o nta i n e d that &year prov i s i on of t imber. 
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T imber Sale P lmm ln& Management 
R8quhmentn, and Env ironmenta l 
Ameesment Procedm 

as “the independent national forest t imber sa les” with whose proce- 
dures subsect ion (c)( 1) requires the long-term contracts to be cons istent. 
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Append i x II 

D isproport i onate T imber Ha rvest 

Requ i rement of Act Sect ion 301(c)(2) of the Tongass T imber Reform Act mod if i es the APC 
and KPC l ong-term contracts to 

“e l im inate the pract ice of harvest i ng a  d i sproport i onate amount of o l d-growth 
t imber by l im it ing the vo l ume harvested over the rotat i on in vo l ume c lasses 6  a n d  7, 
as def i n ed in T LMP [Tongass Nat i ona l  Forest L a n d  Man a g emen t  Plan] a n d  sup- 
port i ng documents, so that the proport i on of vo l ume harvested in these c lasses 
with in a  cont i guous man a g emen t  area does not exceed the proport i on of vo l ume cur- 
rent ly represented by these c lasses with in the man a g emen t  area.” (Brackets added.) 

Contract Changes The APC and KPC contracts now conta in prov is i ons spec ify ing that the 
proport ion of h i gh-vo l ume, o ld growth t imber (vo l ume c l asses 6 and 7) 
in a management area wi l l, at the end of each contract, be the same as 
the proport ion such vo l ume c l asses represented at the t ime the Tongass 
T imber Reform Act became law, November 28,199O. The rev ised con- 
tracts prov ide that with respect to t imber operat ions in a management 
area that were ongo i ng on the effect ive date of subsect i on (c)(2), Feb- 
ruary 27, 1991, such operat ions wi l l be rev i ewed to assure that the 
rema in i ng t imber harvest un its in a management area comp l y with th is 
prov is ion. 

Op in i on In our op in i on, the texts of the APC and KPC contracts have been rev ised 
to ref lect the mod if i cat ions requ ired by sect ion 301 (c)(2) of the Tongass 
T imber Reform Act and comp l y with the requ i rements of th is prov is ion. 
The l itera l word i ng of subsect i on (c)(2) wou l d have permitted the com- 
pan i es in each management area to cut excess i ve amounts of vo l ume 
c l asses 6 and 7 dur ing the rema in i ng years of each contract--arc for 20 
years and KPC for 13 years -so long as over the rotat ion, 100 years, the 
proport ion of these vo l ume c l asses harvested d id not exceed the propor- 
t ion of these c l asses on November 28,1990, the date the act was 
enacted, The Secretary of Agr icu lture adopted a formu la more appro- 
pr iate to the purpose of th is prov is i on to proh ib it h i ghgrad i ng by pro- 
v id i ng that, at the end of the contract per iod, the proport ion of 
rema in i ng t imber in vo l ume c l asses 6 and 7 wi l l be the same as ex isted 
on November 28, 1990. Sect ion(c)(Z) does not requ ire that the propor- 
t ion be determ ined separate ly for each vo l ume c lass. 
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Append i x III 

Substant ia l Ha rvest of T imber 

Requ i rement of Act Sect ion 301(c)(3) of the Tongass T imber Reform Act mod if i es the APC 
and KPC l ong-term contracts to 

“assure that a l l t imber offered u n d e r  each contract b e  substant ia l l y harvested 
with in three years or the Secretary sha l l  w ithho l d further offer ings pursuant to 
such contract, un l ess harvest i ng has b e e n  de l a yed by th ird-party l it igat ion.” 

Contract Changes The APC and KPC l ong-term contracts now prov ide that an offer ing or 
subd iv i s i on must be “substant ia l l y harvested” with in three norma l  
operat ing seasons from the date the Forest Serv ice re l eases the t imber to 
the compan i es. Genera l l y, t imber is re l eased to a contract ho lder when 
the logg ing/construct ion approva l  not ice for a t imber harvest un it in the 
offer ing area or subd iv i s i on has been i ssued by the Forest Serv ice. 

The Forest Serv ice has determ ined that a stand of t imber is substan- 
t ia l ly harvested when at least 75 percent of the est imated vo l ume has 
been cut and removed. The contracts prov ide that th is 3-year per iod 
may be extended for causes beyond a contract ho lder’s contro l, 
inc lud ing th ird-party l it igat ion, acts of God, labor d isputes, f ires, and 
f loods. The harvest of rema in i ng t imber must be comp l eted with in the 
fourth year of the offer ing. W ith regard to operat ions ongo i ng on the 
effect ive date of the mod if icat ion, February 27, 1991, subsect i on (c)(3) 
on ly app l i es to t imber harvest un its re l eased on or subsequent to th is 
date. 

Op in i on In our op in i on, the texts of the APC and KPC contracts have been rev ised 
to ref lect mod if i cat ions requ ired by sect ion 301(c)(3) of the Tongass 
T imber Reform Act and comp l y with the requ i rements of th is prov is ion. 
The Secretary of Agr icu lture exerc i sed reasonab l e d iscret ion in mea- 
sur ing the 3-year substant ia l  harvest requ i rement from the re lease of a 
t imber un it for harvest. Subsect i on (c)(3) does not c lear ly ind icate how 
the 3 years are to be measured. The leg is lat ive h istory prov i des support 
for the Secretary’s determinat ion about when to beg i n the 3-year per iod. 
The act’s conference report exp la i ns that subsect i on (c)(3) proh ib its 
future offer ings to the contract ho lders un l ess they have “substant ia l l y 
harvested” a l l t imber prev ious ly re l eased with in a 3-year per iod. Gener- 
a l ly, t imber is re l eased to the compan i es under the contracts when the 
Forest Serv ice i ssues a logg ing/construct ion approva l  not ice. 
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The Secretary a lso exerc ised appropr iate d iscret ion in (1) def in ing “sub- 
stant ia l ly harvested” to be at least 76 percent of the vo l ume to be har- 
vested in an offer ing or subd iv is ion and (2) interpret ing the 3-year 
per iod to mean 3 operat ing seasons, instead of 3 ca lendar years. 

In our v iew the Secretary a lso had the author ity to inc lude prov is ions in 
the rev ised contracts that a l l ow the 3-year substant ia l harvest per iod to 
be ad justed (extended) for certa in reasons outs ide the contract ho lders 
contro l, bes ides the reason prov ided by subsect ion (c)(3), th ird-party l it- 
igat ion. These add it iona l reasons, wh ich inc lude acts of God, labor d is- 
putes, f ires, and f loods, are inc luded in short-term Tongass sa les 
contracts to a l l ow ad justments of harvest per iods. Both the Tongass 
T imber Reform Act, e.g., subsect ion (c)(l), and its leg is lat ive h istory 
make c lear that the Congress wanted the long-term contracts to be con- 
s istent with i ndependent t imber sa les contracts. Ne ither the act nor its 
leg is lat ive h istory ind icates that the Congress expected that th ird-party 
l it igat ion wou ld be the exc lus ive reason just ify ing ad justment of the 
harvest per iod. Reasons that the Forest Serv ice added are often inc luded 
in commerc ia l  contracts, as just if iab le excuses for not performing con- 
t&t ob l igat ions or extens ions of contract per iods. 
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Append i x IV 

Se lect ion of T imber Ha rvest Un its 

Requ i rement of Act Sect ion 301(c)(4) of the Tongass T imber Reform Act mod if i es the APC 
and KPC l ong-term contracts to 

“assure that the Secretary determ ines the locat ion a n d  s ize of sa l e un its a n d  the 
t im ing of t imber harvests.” 

Contract Changes The contracts now prov ide that the Forest Serv ice spec ify the bounda- 
r ies of each harvest area and any of its subd iv i s i ons and determ ine the 
locat ion and s ize of the harvest areas and the t im ing of t imber harvests. 
The Forest Serv ice e l im inated the pr ior APC contract prov is ion, wh i ch 
requ ired that harvest p l ans be deve l oped jo int ly by the contract ho lder 
and the Forest Serv ice. The Forest Serv ice e l im inated the pr ior KPC con- 
tract prov is ion, wh i ch a l l owed the contract ho lder to se lect the t imber 
harvest un its to be cut dur ing a spec if i ed S-year per iod, accord i ng to 
gu ide l i nes prov i ded by the Forest Serv ice. The Forest Serv ice wi l l be 
requ ired to consu lt with the long-term purchasers as to the vo l ume of 
t imber to be offered in the current t imber supp l y and the offer ing areas 
that wi l l be i nc l uded in the tentat ive offer ing schedu l es. However, after 
consu ltat ion, the Forest Serv ice determ ines the s ize, locat ion, and t im ing 
of each t imber offer ing and harvest un its with in each offer ing. 

Op in i on In our op in i on, the texts of the AFC and KPC contracts have been rev ised 
to ref lect the mod if i cat ions requ ired by sect ion 301(c)(4) of the Tongass 
T imber Reform Act and comp l y with the requ i rements of th is prov is ion. 
The contracts g ive the Forest Serv ice respons ib i l i ty for spec ify ing the 
boundar i es of each harvest area and for determ in i ng the locat ion and 
s ize of the sa le un its and t im ing of t imber harvest. 
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Append i x V 

Re ject ion of T imber Offered 

Requ i rement of Act Sect ion 301(c)(6) of the Tongass T imber Reform Act mod if i es the APC 
and KPC l ong-term contracts to 

“a l l ow re ject ion of t imber offered u n d e r  the contracts, Upo n  re ject ion of any t imber 
offered, the Secretary may re-offer such t imber to any qua l i f i ed b i d der u n d e r  i nde- 
p e n d e n t  nat i ona l  forest t imber sa les. If the re j ected t imber is subsequent l y so l d 
with in 1 2  months, that amount of t imber sha l l  b e  subtracted from the vo l ume 
rema i n i n g u n d e r  the appropr i a te contract.” 

Contract Changes The APC and KPC l ong-term contracts now spec ify that the compan i es 
may, in wr it ing, re ject as a who l e t imber offered for harvest with in 30 
days of rece ipt of the offer. The Forest Serv ice can subsequent l y se l l the 
re jected t imber as part of the i ndependent t imber sa le program. The con- 
tracts spec ify that the long-term contract ho lders cannot b id on such 
sa les, wh i ch must take p l ace with in 12 months after the t imber is 
re jected. If the reoffered t imber is so ld, the Forest Serv ice wi l l deduct 
the est imated vo l ume of the sa le, inc lud ing ut i l ity logs, from the t imber 
vo l ume rema in i ng under the long-term contracts. The contracts a lso pro- 
v ide that the re jected t imber, if not reso ld with in the 12-month per iod, 
sha l l , in a t ime ly manner, be rep l aced in the contract ho lder’s current 
t imber supp ly. 

Op in i on In our op in i on, the texts of the APC and KPC contracts have been rev ised 
to ref lect the mod if i cat ions requ ired by sect ion 301(c)(5) of the Tongass 
T imber Reform Act and comp l y with the requ i rements of th is prov is ion. 
The text of the contracts fo l l ow the requ i rements of subsect i on (c)(5). 
Th i s prov is i on wi l l be app l i cab le on ly to new offer ings made after the 
effect ive date of th is prov is ion, February 27, 1991, because operat ions 
occurr ing on that date concerned offer ings prev ious ly accepted. The Sec- 
retary has the d iscret ion to exc l ude a contract ho lder from part ic ipat ing 
as a b idder in an i ndependent sa le for the t imber it has re jected. 
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Append i x VI 

Uti l ity L o g  Vo l umes 

Requ i rement of Act Sect ion 301(c)(6) of the Tongass T imber Reform Act mod if i es the APC 
and KPC l ong-term contracts to 

“assure that uti l ity l ogs offered u n d e r  the contracts sha l l  b e  counted aga i nst con- 
tract vo l ume requ i rements. As used in th is paragraph, the term ‘uti l ity l og’ mean s  
the s ame as it d o es in the off ic ia l L o g  Sca l i ng a n d  Grad i n g  Ru les, Northwest L o g  
Ru l es Adv isory Group, January 1,1982.” 

Contract Changes The APC and KPC contracts were rev ised to assure ut i l ity log vo l umes wi l l 
be counted aga inst contract vo l ume requ irements. The Forest Serv ice 
rev ised the APC contract to requ ire that “ut i l ity log vo l ume sca l ed after 
February 26,1991, wi l l be counted as part of Inc luded T imber and 
aga inst other contract vo l ume requ i rements in effect after February 26, 
1991.” The Forest Serv ice rev ised the KPC contract to prov ide that 
“ut i l ity log vo l ume wi l l cont i nue to be counted as part of Descr i bed 
T imber and aga inst other contract vo l ume requ irements.” 

Op in i on In our op in i on, the texts of the AFC and KPC contracts have been rev ised 
to ref lect the mod if i cat ions requ ired by sect ion 301(c)(6) of the Tongass 
T imber Reform Act and comp l y with the requ i rements of th is prov is ion. 
Each contract now prov ides that ut i l ity l ogs wi l l be counted aga inst con- 
tract vo l ume requ irements. 
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Append i x VII 

Purchaser Roa d  Cred its 

Requ i rement of Act Sect ion 301(c)(7) of the Tongass T imber Reform Act mod if i es the APC 
and KPC l ong-term t imber contracts to 

“assure that purchaser road cred its are prov i d ed u n d e r  the contracts in a  mann e r  
cons istent with i n d ependent nat i ona l  forest t imber sa l e procedures.” 

Purchaser Roa d  
C red its 

Under nat iona l forest t imber sa les contracts, “purchaser road cred its” 
are cred its earned by a t imber purchaser for construct ing Forest Serv ice 
roads, wh i ch wi l l prov i de access to the t imber to be harvested. The max- 
imum amount of purchaser road cred its a l l owed for each t imber con- 
tract is the Forest Serv ice’s est imate for the cost for a l l such roads. 
Earned purchaser road cred its can be used instead of cash to pay for the 
va l ue of that t imber actua l l y harvested, at rates in excess of base rates. 
Base rates represent the m i n imum pr ice the Forest Serv ice is requ ired to 
charge in cash for t imber. 

“Effect ive purchaser cred its” are unused earned purchaser cred its that 
can be used to pay for the va l ue of t imber that wi l l subsequent l y be 
harvested under the contract. Such cred its cannot exceed the d ifference 
between the va l ue of the est imated rema in i ng (unsca led) t imber at cur- 
rent contract rates and the est imated va l ue of such t imber at base rates. 
Unused earned purchaser road cred its are “ineffect ive” when they 
exceed th is d ifference. 

“Effect ive” purchaser road cred it may be transferred to another of the 
purchaser’s t imber contracts in the same nat iona l forest to pay for 
t imber. “Ineffect ive” cred its cannot be transferred to another contract, 
and accord ing ly, at the end of the contract are cance l l ed. The term of 
short-term contracts typ ica l l y is from 3 to 7 years. 

By contrast, pr ior to the Tongass T imber Reform Act, under the long- 
term contracts, “ineffect ive” purchaser road cred its from one S-year 
operat ing per iod were not cance l l ed, but reta ined over the rema in i ng l ife 
of the 60-year contracts. Thus, when t imber pr ices wou l d be ad justed 
upward, “ineffect ive” purchaser road cred its became “effect ive” up to 
an amount equa l  to the tota l i ncrease in contract pr ice. Consequent l y, 
they cou l d be used to pay for the va l ue of other t imber harvested under 
the contracts. 

Y  

Contract Changes The Forest Serv ice rev ised the two long-term contracts in response to 
sect ion 301(c)(7). Under the rev ised l ong-term contracts, “purchaser 
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cred it” is cred it earned by the compan i es for the construct ion of Forest 
Serv ice roads with respect to each contract offer ing. The max imum 
amount of purchaser cred it under a contract is the s um tota l of the 
cred its under each offer ing. “Effect ive purchaser cred it” refers to 
unused earned purchaser cred its that do not exceed the d ifference 
between the s um of the va l ue of the est imated rema in i ng t imber in each 
contract offer ing at current contract rates m inus the s um of the est i- 
mated va l ue of such t imber at base rates in each offer ing.’ The compa- 
n ies wi l l be ab l e to carry ineffect ive purchaser cred its forward unt i l the 
end of the long-term contracts, at wh i ch t ime they wi l l be cance l l ed. 

Th i s prov is i on app l i es to construct ion work recorded by the Forest Ser- 
v ice as accomp l i shed after February 26,199 l. 

Op in i on In our op in i on, the texts of the APC and KPC contracts have not been 
rev ised to ref lect the mod if i cat ions requ ired by sect ion 301(c)(7) of the 
Tongass T imber Reform Act and, therefore, do not comp l y with the 
requ i rements of th is prov is ion, 

The Forest Serv ice has not mod if i ed the texts of the long-term contracts, 
as requ ired by subsect i on (c)(7), to “assure that purchaser road cred its 
are prov i ded under the contracts in a manner cons istent with i ndepen- 
dent nat iona l forest t imber sa les procedures.” Ineffect ive road cred its 
under the long-term contracts can sti l l be carr ied forward from one har- 
vest area to another as was the case pr ior to the enactment of subsect i on 
(c)(7). Pursuant to the mod if i cat ions made by subsect i on (c)( 1) of the 
act-wh ich requ ires that the contracts be made cons istent with short- 
term sa les t imber management requ i rements-the Forest Serv ice has 
rev ised the long-term contracts into a ser ies of contract offer ings that 
are des i gned to resemb l e short-term sa les. These contracts have gener- 
a l ly i ncorporated the prov is i ons of the short-term contracts. 

Thus, with regard to purchaser road cred its, the Forest Serv ice has 
adopted the prov is i ons of short-term sa les contracts, except in one 
important respect. It sti l l perm its the long-term contract ho lders to carry 
forward ineffect ive purchaser road cred its from one contract offer ing to 
another. By contrast, under the short-term sa les contracts, ineffect ive 
purchaser road cred its are cance l l ed at the end of the contract, usua l l y 
about 6 years, We  be l i eve that the l anguage of subsect i on (c)(7), as we l l  
as its leg is lat ive h istory, makes c lear that the Congress expected the 

‘W e  be l i e ve that offer i ngs u n d e r  the l ong-term contracts wou l d  a v e r a g e  a b o u t  3  to 7  years. 
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Forest Serv ice to make changes in purchaser road cred its that wou ld 
make them substant ia l l y s imi lar to independent sa les. They d id not do 
so. 

We recogn ize that the Forest Serv ice has made certa in changes in the 
long-term contracts account ing for and for the use of purchaser road 
cred its. But, wh i le such changes may be benef ic ia l, they do not ach ieve 
the substant ia l s imi lar ity in treatment of ineffect ive purchaser road 
cred its between long and short-term contracts that wou ld resu lt from 
the e l im inat ion of the carry ing forward of such cred its from each 
offer ing under the long-term contracts. The Forest Serv ice argues that 
with regard to ineffect ive cred its the contracts d id not have to be mod i- 
f ied because they were a lready cons istent with i ndependent sa les con- 
tracts. Th is is so because under both short-term and long-term contracts, 
ineffect ive purchaser road cred its are cance l l ed at the end of the 
contracts. 

The prob lem with the Forest Serv ice’s argument is that wh i le ineffect ive 
cred its are cance l l ed at the end of both contracts, the treatment of such 
cred its is fundamenta l l y d ifferent under these agreements. The short- 
term contract ho lders can on ly use ineffect ive road cred its dur ing the 
length of the ir contracts, wh ich are cons iderab ly less than the long-term 
contracts, on average about 6 years, The long-term contract ho lders 
have the advantage of be ing ab le to use these cred its over a longer 
per iod of t ime-20 years for APC and 13 years for KPC-and thus have 
the potent ia l to part ia l ly offset the payment of stumpage fees if the 
pr ice of t imber r ises over the rema in ing l ife of such contracts. Th is pos- 
sib i l ity g ives the long-term contract ho lders an advantage over the 
short-term purchasers.2 The changes requ ired by subsect ion (c), 
inc lud ing (c)(7), are a imed at e l im inat ing the advantages of the long- 
term contracts and, as prov ided in subsect ion 301(b), promot ing fair 
compet it ion with in the t imber industry in southeastern Alaska. 

Wh i l e we recogn ize that the e l im inat ion of the carry ing forward of pur- 
chaser road cred its from each offer ing under the long-term contracts in 
the future3 may g ive r ise to c la ims of breach of contract and the tak ing 

- 
21t wou l d  b e  d iff icu lt to est imate the va l ue of the a d v a n t a g e  the l ong-term purchasers may ga i n from 
carry ing ineffect ive cred its forward over the l ife of the contracts. 

3Accord i ng to the Forest Serv ice, at the present n o  ineffect ive road cred its wou l d  h a v e  h a d  to b e  
cance l l ed if the Forest Serv ice h a d  e l im inated the carry ing forward of ineffect ive cred its from each 
offer i ng u n d e r  the l ong-term contracts. It wou l d  b e  d iff icu lt to est imate what the s ize of any such 
c la ims might b e  in the future. 
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of contract r ights, we found no ev i dence in the act or its leg is lat ive h is- 
tory ind icat ing the Congress wanted the Forest Serv ice to avo i d the pos- 
s ib i l i ty of such c l a ims when rev is i ng the texts of the contracts. 
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T imber Pr ice Ad justment 

Requ i rement of Act Sect ion 301(c)(8) of the Tongass T imber Reform Act mod if i es the APC 
and KPC l ong-term t imber contracts to 

“assure that the pr ice of t imber offered u n d e r  the contracts sha l l  b e  ad j usted to b e  
comparab l e  with that of i n d ependent nat i ona l  forest t imber sa les, with stumpage 
rates a n d  prof itab i l i ty cr iter ia comparab l e  to those of i n d ependent purchasers in 
compet it i ve sa les.” 

Contract Changes The Forest Serv ice rev ised the APC and KPC l ong-term contracts to 
inc l ude an upward pr ice ad j ustment procedure to be app l i ed to the ten- 
tat ive l ong-term t imber pr ices arr ived at under the res idua l va l ue 
appra isa l method. The res idua l va l ue appra isa l method is used by the 
Forest Serv ice to determ ine both the pr ice at wh i ch t imber wi l l be so ld 
under the long-term contracts and the advert ised pr ice for compet it i ve l y 
b id i ndependent t imber sa les.1 The prem ise of th is appra isa l method is 
that stand ing t imber shou l d be pr iced to enab l e a purchaser to (1) har- 
vest the t imber, (2) process it into f in i shed products, and (3) se l l those 
f in ished products at pr ices that recover a l l of the purchaser’s harvest ing 
and manufactur i ng costs and that a lso a l l ow a marg i n for prof it and 
r isk. Th i s method does not cons i der Forest Serv ice costs in estab l i sh ing 
pr ice. 

The Forest Serv ice wi l l ad just the appra i sed pr ice of t imber in l ong-term 
contracts on a quarter ly bas i s us i ng the average va l ue of t imber har- 
vested over the prev i ous ro l l i ng 4 quarters under the Tongass i ndepen- 
dent t imber sa le program. Th is sa le program is des i gned to prov ide 
t imber to i ndependent operators, who must compet it i ve l y b id for the 
r ight to harvest the t imber. The va l ue that i ndependent t imber opera- 
tors pay for Tongass t imber is equa l  to the appra i sed rate of the t imber 
in the harvest area, as determ ined by the Forest Serv ice, p lus the va l ue 
determ ined by the b idd i ng process. 

Before the quarter ly pr ice ad j ustment is made, however, the va l ue of 
the t imber harvested under the i ndependent sa le programs wi l l be 
ad j usted to take into account potent ia l d ifferences in the appra i sed rates 
between the long-term and i ndependent sa le t imber contracts. Th i s 
ad j ustment is used to account for d ifferences between harvest areas in 
t imber spec ies, t imber qua l i ty, logg ing costs, road construct ion, and 
other re levant factors. Thus, the long-term and i ndependent contract 

‘More deta i l e d i nformat i on regard i n g  the res i dua l  va l u e appra i sa l  meth o d  is conta i n e d in o u r  report 
ent i t l ed Federa l  T imber Sa les: Process for Appra i s i n g T imber Offered for Sa l e Nee d s  to Be Improved 
(GAO/RCED-90-136, May 2, 1990). 
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appra i sed rates wi l l  be standard i zed so that the pr i ce-ad j ustment mech- 
an i sm captures the va l ue attr ibutab le to the b i dd i ng process. The 
ad j usted i ndependent harvest va l ue is referred to as the comparab l e 
rate. 

The pr ice of t imber offered in l ong-term contracts wi l l  not be ad j usted in 
cases in wh i ch the comparab l e rate is l ess than the appra i sed rate on the 
l ong-term contracts. For examp l e, at the end of each quarter, the pr ice 
of t imber offered under the l ong-term contracts wi l l  return to its in it ia l, 
appra i sed va lue. The pr ice ad j ustment is then made us i ng the average 
i ndependent sa l e va l ue over the prev i ous ro l l i ng 4 quarters, ad j usted for 
d ifferences in appra i sa l  rates (that is, the comparab l e rate). If the com- 
parab l e rate is l ess than the l ong-term in it ia l appra i sed va lue, no pr ice 
ad j ustment wi l l  be made. 

The Forest Serv i ce i nc l uded other cond i t i ons in the l ong-term contracts 
for determ in i ng when pr ice ad j ustments are not to be made. These qua l i - 
f iers-the vo l ume of t imber harvested and the number of sa l es-were 
added so that the vo l ume of the i n dependent t imber be i ng harvested 
adequate l y represented compet i t i ve sa l es. The rate ad j ustment thus 
der i ved can on l y be a pos it i ve or a zero ad j ustment to a tentat ive long- 
term rate. Contract procedures do not prov i de for a negat i ve ad j ustment 
because the Forest Serv i ce is proh ib i ted (16 USC. 472a) from se l l i ng 
t imber for l ess than its appra i sed va lue. 

The Forest Serv i ce wi l l  not be requ ired to ad just l ong-term t imber con- 
tract pr i ces in cases in wh i ch (1) the comparab l e rate (that is, the 
ad j usted i ndependent harvest va l ue) is l ess than the appra i sed rate on 
l ong-term contracts and (2) a l ow degree of compet i t i on on i ndependent 
sa l es prec l udes pr i ce ad j ustment. 

Op i n i o n In our op in i on, the texts of the APC and KPC contracts have been rev i sed 
to ref lect the mod if i cat i ons requ ired by sect i on 301 (c)(8) of the Tongass 
T imber Reform Act and comp l y  w ith the requ i rements of th is prov is i on. 
Ne ither the Tongass T imber Reform Act nor its leg is l at ive h istory spec i - 
f ies the method or the cr iter ia for assur i ng pr i ce comparab i l i t y between 
the l ong-term contracts and i ndependent Tongass Nat iona l  Forest t imber 
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l s s penarx l5.I 
T imber Pr i ce Ad j ustment 

sa l es. The methodo l ogy se l ected by the Forest Serv i ce to comp l y  w ith 
the requ irements of subsect i on (c)(8) appears to be reasonab le.2 

‘A l t hough the method o l o g y  a p p e a r s  reasonab l e , the two l o ng-term purchasers i n the T o n g a s s  t imber 
market a p p e a r  to h a v e  a  dom i n a n t  pos i t i on through ownersh i p  of the ma j o r  t imber process i n g  fac i l i - 
t ies. T h e y  m i g ht b e  ab l e  to u s e  th i s pos i t i on to i nf l u ence the pr i ces that emer g e  from the i n d e pendent 
sa l e s b i d d i n g process resu l t i ng i n “c omparab l e ” rates that are der i v ed from other than fu l l y compet i -  
t i ve pr i ces. 
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Append i x IX 

Econom ic Cr iter ia 

Requ i rement of Act Sect ion 301(c)(9) of the Tongass T imber Reform Act mod if i es the APC 
and KPC l ong-term t imber contracts to 

“assure that t imber offered u n d e r  the contracts meets econom i c cr iter ia, cons istent 
with that of i n d ependent nat i ona l  forest t imber sa les.” 

Contract Changes The Forest Serv ice rev ised the APC and KPC l ong-term contracts pr ima- 
r i ly by de let ing the m id-market assessment c l ause from the APC contract 
and the Puget Sound c l ause from the KPC contract. These c l auses pro- 
v i ded that t imber offer ings had to meet certa in qua l i ty and va l ue cr i- 
ter ia. Each long-term contract now requ ires cons i stency with 
i ndependent t imber sa le p l ann i ng procedures that incorporate econom ic 
cr iter ia found in the Forest Serv ice Handbook, the T imber Sa le Prepara- 
t ion Handbook, and A laska Reg i on Supp l ements. The econom ic cr iter ia 
app l i ed to each long-term contract wi l l be sub ject to change to keep 
them cons istent with any future changes in cr iter ia app l i ed to Tongass 
i ndependent sa les. 

The Forest Serv ice wi l l be requ ired to consu lt with the long-term pur- 
chasers as to the vo l ume of t imber to be offered in the current t imber 
supp l y and the offer ing areas to be inc l uded in the tentat ive offer ing 
schedu l es.1 However, after consu ltat ion, the Forest Serv ice determ ines 
the s ize, locat ion, and t im ing of each t imber offer ing and harvest un its 
with in each offer ing. 

Op in i on In our op in i on, the texts of the APC and KPC contracts have been rev ised 
to ref lect the mod if i cat ions requ ired by sect ion 301(c)(9) of the Tongass 
T imber Reform Act and comp l y with the requ i rements of th is prov is ion. 

‘Subsect i o n (c)(9) on l y app l i e s to future contract offer i ngs. T h e  t imber harvested u n d e r  t imber opera- 
t i ons o n g o i n g  at the t ime subsect i o n (c) b e c ame effect i ve was  offered pr i or to the p a s s a g e  of the 
T o n g a s s  T imber Reform Act. 
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Off ice of the Genera l  Alan R. Kasdan, Ass istant Genera l  Counse l  

Counse l  

Seatt l e Reg iona l Off ice Leo H. Kenyon, Reg i ona l  Management Representat i ve 
Robert B. Arthur, Eva luator- i n-Charge 
Stan Stenersen, Sen ior Eva luator 
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G lossary 

Base Rates The lowest author ized rates for t imber per unit of measure and spec ies 
that must be pa id in cash and represent the m in imum rates p lus any 
costs of necessary regenerat ion. 

Bid Prem ium The amount by wh ich purchaser b ids are in excess of the advert ised 
rates. 

Descr ibed T imber The 1,600,000,000 cub ic feet (approx imate ly 8,250,000,000 board feet) 
of t imber, more or less, des ignated by the Forest Serv ice for cutt ing 
under the KPC contract. 

F ive-Year Operat ing 
Per iods 

After longer in it ia l operat ing per iods the long-term contracts were 
d iv ided into S-year increments in wh ich cutt ing un its were se lected, cut- 
ting boundar ies determined, stumpage pr ices estab l ished, and contract 
mod if icat ions made, if necessary. 

Inc luded T imber The 4,974,700,000 board feet of t imber, more or less, des ignated by the 
Forest Serv ice for cutt ing under the APC contract. 

Independent Nat iona l 
Forest T imber Sa le 
Prov is ions 

The standard prov is ions used by the Forest Serv ice for the compet it ive 
sa le of nat iona l forest t imber. 

Logg ing/Construct ion 
Forest Approva l Not ice 

A written not ice g iven by the Forest Serv ice to a contract ho lder as a 
prerequ is ite for the commencement of harvest ing and construct ion 
act iv it ies. 

M id-Market Clause A clause in the pre-Tongass T imber Reform Act APC contract spec ify ing 
that mid-market t imber is t imber for wh ich a mid-market assessment 
wi l l prov ide a weighted average marg in for profit and a r isk of at least 
60 percent of norma l. The assessment was based on weighted average 
pond log va lue, est imated logg ing and road costs, norma l profit rat ios, 
and base rates. 

Page 27 GAO/RCED-91-129 Tongaas T imber Reform Act 



Offer ing Forest Serv ice spec if icat ion of t imber harvest un its, subd iv is ions, roads 
and other fac i l i t ies and operat ions to meet the requ irements of the long- 
term contracts for an offer ing area. 

Offer ing Area A geograph ic area ident if ied by the Forest Serv ice with in wh ich an 
offer ing is made. 

Operat ing Season The norma l per iod of t ime spec if ied in a t imber sa le contract dur ing 
wh ich the contract ho lder’s harvest ing operat ions wi l l norma l l y be 
conducted. 

Puget Sound Clause A c lause in the pre-Tongass T imber Reform Act KPC contract spec ify ing 
that the weighted average est imated costs of Tongass pu lp logs de l iv- 
ered at KPC'S pu lp p lant sha l l not be h igher than a percentage of the 
weighted average of s im i l ar qua l ity logs purchased by mi l l s in the Puget 
Sound reg ion. 

Purchaser Road Cred it Cred it that is earned by purchasers for construct ing or reconstruct ing 
roads necessary to remove t imber and that can be used in l ieu of cash 
for above-base rates or stumpage charges, when “effect ive.” 

Effect ive Purchaser Road The unused purchaser cred it earned by the contractor that does not 
Cred it exceed the sa le’s above-base rates, wh ich may be used to pay the above- 

base charges on the sa le or transferred to another sa le w ithm the same 
proc la imed un it. 

Ineffect ive Purchaser 
Road Cred it 

Purchaser cred it that may not be used to offset above-base rates, s ince 
there is insuff ic ient above-base va lue to cover the ful l va lue of the pur- 
chaser cred it. 

Re lease The date that the logg ing/construct ion approva l not ice for every t imber 
harvest un it in the offer ing or subd iv is ion has been issued by the Forest 
Serv ice or deemed approved, prov ided that the re lease for any offer ing 
or subd iv is ion sha l l be no sooner than February 27,1991, and no later 
than the pro jected road comp let ion for the offer ing or subd iv is ions. 
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Gloewy 

Rotat i on The p l anned number of years (approx imate ly 100 years in Alaska) 
between the t ime that a forest stand is regenerated and its next cutt ing 
at a spec if ied stage of matur ity. 

Sawlog A log at least one-th ird sound that may produce e ither sawn or pu lp 
products. 

Sca l ing The samp l i ng, measur ing, count ing, or we igh ing of removed t imber in 
order to determine the vo l ume for charge purposes. 

Stumpage The va lue of t imber as it stands uncut in terms of do l lar va lue per thou- 
sand board feet. 

Subd iv is ion The ind iv idua l segments of an offer ing area. 

Substant ia l l y Harvested When a m in imum of 75 percent of the est imated inc luded t imber with in 
an offer ing area or subd iv is ion has been cut and removed from the 
offer ing area. 

T imber Harvest Un it A port ion of an offer ing area with in wh ich the Forest Serv ice spec if ies 
for harvest al l or part of the t imber to meet the requ irements of the 
long-term contracts. 

T lmp Tongass Nat iona l Forest Land Management Plan, comp leted March 1979 
and amended Winter 1986-1986. 

Transfer- in Purchaser 
Cred it 

Effect ive purchaser cred it estab l i shed on other sa les and subsequent ly 
transferred to another sa le. 

Uti l ity Logs Those logs that do not meet sawlog grade ( less than one-th ird sound), 
but are su itab le for product ion of f irm usab le pu lp ch ips to an amount of 
not less than 50 percent of the gross sca le. 
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