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FOOD MARKETING INSTITUTE 

James A. Baker Ill 
Chief of Staff and 

Assistant to the President 
West Wing 
The White House 
Washington, D.C. 20500 

Attention: Margaret D. Tutwiler 

Dear Jim: 

June 18, 1982 

1750 K STREET, N.W. 
WASHINGTON, 0.C. 20006 

TELEPHONE: (202) 452-8444 
TELEX: 892722 FMI USA WSH 

Following up on our recent conversation, and my discussion today 
with Jim Cicconi, this is to invite you to speak on September 14, 1982 before 
the joint meeting of the boards of American Newspaper Publishers Associ­
ation and the Food Marketing Institute. 

We would like you to make an after dinner presentation on Tuesday 
evening, September 14 at the Four Seasons Hotel in Washington, D.C. 

The audience will number about 80 and include the major American 
newspaper publishers and the chief executive officers of the major super­
market and food wholesaler companies in the United States. We would like 
you to speak for approximately 20 minutes and then respond to questions. We 
know the audience would enjoy hearing and being with you. We feel it would 
be a good opportunity for the Administration, being two months before the 
election. The event is 11off the record." 

I look forward to hearing from you. 

cc: James W. Cicconi 

Sincerely, 

<fa"--
Robert 0. Aders 
President 



;~overnber 1 s , 19 al 

Dear !:lob: 

'fhank you for your letter of november 12. 

I appreciate your interest in keepin9 the lines of comMi.mica­
tion open and apologize that my scheih1le has been so hectic 
that we have not connected on the telephone. Please do not 
hesitate to contact my Special l\.i:;sistant, Jit~ Cicconi, should 
you need assistance. Jim's direct dial number is 45€-2174. 

Hurriedly, but l-lith best regards. 

~'-'ir. Hobert o. Aders 
Food Marketing Institute 
1750 K Street, N.W. 
Wr1shin9ton, D. C. 20006 

Sincerely, 

Ja.<nes ·A. BaJ:er, III 
Chief of f;t«=tf f and 
~ssistant to the President 

vcc: Jim Cicconi--FYI/routine 
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FOOD MARKETtNG INSTITUTE 

Honorable James A. Baker, III 
Chief of Staff 
The White House 
Washington, D.C. 20500 

Dear Jim: 

1750 K STREET NW 
WASHINGTON. O.C. 20006 

TEL\202)452-8444 
TELEX 892722 FMI USA WSH 

November 12, 1981 

It was good to see you at the Chamber breakfast. You 
were looking tan and fit. Cancun must have agreed with 
you. 

Jim, there have been few occasions during the last 
year when I needed to talk with you about a couple of things. 
I called but never could get through and I left word but 
never got a call back. Would you please be so kind as to 
give me the name and telephone number of one of your special 
assistants who might be able to expedite a quick conversation 
between us when the need arises. I feel the need of a little 
more direct access than I now have through the Off ice of 
Public Liaison. The institutional communication between FMI 
and the White House is excellent. What I'm talking about is 
related to occasional opportunities for the two of us to 
talk, which often cannot be worked well through intermediaries. 

Keep on doing a great job. Kindest regards. 

ROA/km 

a~ly, 

Robert O. Aders 
President 
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Mrs. AB . aker, Ill 
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Mrs 1 . uarriec.:; A ~ . Baker, Ill 



October 14, 1982 

TO THE PRESIDENT: 

There are some exciting things going on at 
meetings between IX>D/HHS regarding assisting the 
Food Banks across the country. 

I just wanted you to know what is happening 
in this area. 



Background: 

DEPART.ME.1\JT OF DEFE~SE/HEAL'IH A""''D HUMAN SERVICES 

FOOD BANK PROPOSAL 

HHS/DOD are jointly exploring the feasibility of using any foodstuffs from 
the commissaries across the country for distribution to Food Banks. Based on 
the research and field reports, this effort has a potential for success. This 
project is now ready for immediate activation on a pilot basis. 

The excess food that will be available from the commissaries is not due to 
mismanagement or waste. The food is the partial excess associated within the 
food retailing business. In fact, commissaries are well managed and currently 
have a "shrinkage-loss ratio" well below the private sector food chains. Com­
missaries strive for a 0.4% "shrinkage ratio'' in comparison to 4.1% in the 
private sector. Even taking into account the low "shrinkage ratio" of the com­
missaries, Albuquerque's Food Bank has still been able to identify 2,666 pounds 
of salvagable food per week. 

Thus, the premise of this project is to obtain the salvagable excess food 
from the DOD for direct use by the primary 103 Food Banks nationwide who supply 
the over 8,000 emergency food centers and soup kitchens across the country. 

Benefits: 

o Promotes the President's "New Federalism"; 

o Operates at no additional program cost to the Federal Government; 

o Improves military/civilian relations at military installations where 
project will operate; 

o Promotes voluntarism in the social service areas; 

o Offers potential for replication at DOD facilities worldwide; 

o Has potential to feed a minimum of ten (10) million needy persons. 

Conclusion: 

Now that salvagable food has been identified within commissaries, it is 
our hope that this pilot project can begin immediately. 

An interagency memorandum should be concluded between DOD/HHS specifying 
in detail implementation procedures. Among the specifics to be included are: 

o Relieving DOD of any liability related to the commodities donated 
to the food banks; 
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o Donated food will be put in specially designated food bins for timely 
pickup and transport to food banks; 

o No corrnnissary persoIU1el will be used in the operation. 

Finally, the Surgeon General's (HHS) staff has stated that no health im­
pediments are present, provided the acceptance of food is conducted consistent 
with the same procedures currently being practiced by food banks with the food 
chains/wholesale houses in the private sector. 

Attachments (2) 



ATI'ACHMENT 1 

ROADRUNNER FOOD BANK 

', 

.. ;_.:;:.;;-;:::~,·~.£~~~-~~-

August 31, 1982 

Mro Jim Hern (574A) 

FEEDING THE HUNGRY IN NE\V MEXICO 
1119 Edilh S. E., Albuquerque, N. M. 87102 (505) 247-2052 

Buddy Gallegos, Executive Director 

Dept of Health and Human Rervices 
1200 19th Sto, NW 
Washington, D,.C., 

Subject: Requested Field visit to commissary by HHS to meet with Kirtland 
Commissary Officer. 

Dear Mr., Hern: 

Per your request I met with Mro Joe Gonzales on August 30, 1982. Mr. Gonzales 
was very cooperative in allowing me to see the salvage that had been acquired 
for a two day period. There were three large grocery carts of assorted can, boxes 
and packages of food destine for the dump., My estimate is that there were approx­
imately 3 to 4 hundred lbs of food. If we were allowed to receive this food, as 
we are from other super markets, and pull out what is salvagable I would estimate 
at least half to be edible food. 

I have not visited the other two commissarys in New Mexico, but I would estimate 
that there valume is compared to Kirtland. This being true, it would mean an 
additional food supply of approximately 2,000 lbs per week. This would not only 
inable us to feed 400 to 500 more families a month, but would eliminate the cost 
of transporting the food from Albuquerque to the Southern parts of the state. 

I would like to invite you to visit Roadrunner Food Bank to see for yourself how 
desperately we need the salvage from the Air Force Commissarys. 

Sincerely 

Roadrunner Food Bank 

-~ /~ 
·~~;;t?ie;~~O'~ 

Executive Director 

Putiing to good use the 137, 000, 000 ton.s of food wasted yearly fa the U.S. A. 

"The poor we have always, but why ::he hungry? l)LEASE DON'T THHOW A\VAY FOOD!!! l 
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PROJECTS or FICE 

The PresidGnt 
'L'h(~ White House 
.Washington, D. C. 20500 

Dear Mr. Pre dent: 

.;;;5 B SENA TE COURTS 
WASltl»JGTON, DC. 20510 

17021 22~ 33..'.lO 

October 8, 1982 

... 

We understand the Department of Defense and the Department 
of Health and Human Services are working together to increase 
utilization of surplus food from DOD commissaries and food depots 
to feed the hungry poor through existing non-profit conrnuni ty-based 
food centers. 

We are very pleased that New !Jexico has been chosen, along 
with Washington, D. c. to conduct a pilot project. Food bank 
directors at these two locations will be meeting with local 
commissary managers to discuss how surplus food could be pro­
vided for the needy. 

The Roadrunner Food Bank in New Mexico began distributing 
food in 1980. It distributed 130,000 lbs. of food in its first 
year, and served 50 agencies. In 198~, it dtstributed 337,640 
lbs. of food to 81 agencies, and from January to July of this 
year, it has distributed 359,122 lbs. of food to 111 agencies. 
In addition, the Food Bank has eight mini-banks and_several food 
box outlets which give food directly to families in cris~s or 
emergency situations throughout the stateo 

You can readily understand that obtaining surplus and donated 
food for this operation is no small feato It is anticipated the 
surplus food from the commissaries in New Mexico would generate 
a ton of food a week. 

We wholeheartedly support the program and strongly urge the 
Administrationts support of this most worthwhile project. 

Sincerely, 

\ . . . 
( t ' ,' 

Manuel,L~jan, Jr. 

{t;;:een . 



DEPARTMENT OF HEALTH & HUMAN SERVICES 1200 19th Street, NW 
Services 

Washington, D.C. 20506 

MEMORANDUM 

DATE 

FROM 

THROUGH 

SUBJECT 

TO 

. . 

Director 
Office of Community Services 

Phil Link 
Policy Coordinator 

HHS/DOD Proposal to Link Food Banks and DOD's 
Dispensing Areas for Surplus Food for Low Income 
People 

David Newhall, III 
Chief of Staff 

To date, the negotiations on this project have been 
progressing generally well. A series of fact gathering 
meetings has taken place with Jim Hearn and Louise Bundy -­
project negotiators, and high departmental staff of DOD and 
other agencies as follows: 

Two meetings have been held with the 
pentagon person designated by Deputy 
Secretary, Frank Carlucci, to represent 
DOD. Meetings were held in July and 
August. 

The recent DOD meeting resulted in two 
Air Force sites being chosen for spot 
check by the designated Food Banks and 
the commissaries to determine the arrount 
of salvageable edible excess - Albuquerque, 
New Mexico, and Washington, D. C. The 
report from Albuquerque indicates that 
there is an excess that could be made 
available to the food bank {Reference B). 
The other report has not as yet been 
received. Four rrore site visits were 
scheduled to be completed by October 10th. 
The sites will consist of Navy and Army 
commissaries so all services will be covered. 



Meetings by Jim Hearn with a merrber from the 
legal staff have been conducted with GSA 
regarding regulations on surplus material 
(fork lifts, trucks, buildings) that could 
be used at food banks and their agencies. GSA 
is developing a surplus property regulation 
to cover all U. S. Government grantees. 

A meeting with Leora Day, Director, Inter­
governmental Relations, at the Department of 
Agriculture, was held Septerrber 7, 1982, to 
discuss the use of cheese, milk and butter (and 
any other surplus items available) for food 
banks. Leora Day committed her office's 
support for the project. 

In August, Louise and Jim were invited to a meeting at 
Susan Baker's home to discuss food banks and commissaries. At 
that time Mrs. Baker expressed her strong support for the 
project's objectives. 

Mrs. Betty Roberts, who is working with the Cabinet wives 
on food bank programs, and Richard Birney of ACTION were also 
present. Birney, a White House Fellow detailed to ACTION was 
also working with the Cabinet wives on these food bank programs. 

Meetings were held with experts 
at GAO regarding food wastage in the 
united States and the DOD commissary 
operation in particular. 

Meeting was held with USDA's Research 
Services experts on factors involving 
produce loss in the retail market. 
Evidence points out that there is between 
5-12 percent of produce loss found in all 
retail operations, including commissaries. 
Presently, we are preparing a chart showing 
the national retail produce loss percentages 
for eight comrrodities. Hopefully, DOD will 
furnish data on the arrount of pounds 
purchased in above comrrodities for use 
in our computations. 
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Daily staff work continued on project 
design, research preparation for meetings 
and formal sessions with DOD by project 
negotiators. 

Future Actions: 

-- Field trips planned for on-site inspection 
by OCS and DOD to verify findings. 

In October a formal nee ting with DOD 
will be scheduled after the site visits 
and all reports are in to continue 
negotiations on all aspects of project 
components. 

Submission by DOD/GSA of reports on 
the utilization of surplus property/ 
warehouse space for food banks. 

Scheduling of meetings with the Surgeon 
General's Office, HHS, to obtain their 
involvenent in negotiating the health 
standard issue raised by DOD. Their 
concern is that the commissaries will 
not be ab le to disperse their food 
supplies because of the military's 
current health criteria. 

Continuation of informal meetings with 
concerned agencies/private sector to 
assist in the coordination and 
implementation of the project. 

Conclusion: 

Based on our research and field reports from the 
Food Bank network, this effort has a potential for successful 
implementation under the proposal approved by the Secretary. 
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Our preliminary calculations show the possibility that 
this project could serve a minimum of 10 million additional 
poor people with supplemental assorted food through food banks 
and the emergency feeding sites across the country. 

It must be understood that this national effort is a roc>st 
complex and difficult undertaking in view of the size of 

the bureaucratic apparatus involved and the lack of precedent 
for DOD's involvement in this area. 

I would appreciate your input as to the directions the 
Department would like us to take. Field trips are being planned 
in the near future which will give OCS a much higher visibility 
participation in the program, thus the Secretary's priority 
regarding this project is important. 

Attachments ( 2) 
--Attachment A 

HHS/DOD Food 
Distribution Project 
Components 

--Attachment B 
Roadrunner Food Bank 
Letter, August 31, 1982 

/ 

.// /7//:-...d -. 
~~~~-

Harvey i. Vieth 
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ATTACHMENT (A) 

HHS/DOD FOOD DISTRIBUTION PROJECT COMPONENTS: 

Commissary food utilization and other food 
supplies. (Priority #1). 

Use of military/GSA warehouse space (nation­
wide). (GSA draft expected on or about three 
weeks). 

Transr:ortation supr:ort. 

Involvement of state/local and national 
supr:ort of project. 

Implementation, technical assistance, and 
assessment of project of DOD/OCS. 

Involvement of private sector/voluntarism 
throughout the Food Bank network 

Involvement with workstudy programs/ROTC/ 
WICs and any job programs with the Food 
Bank network. 

Interagency agreement with GSA for surplus 
equipment for grantees including food banks. 



ATTACHMENT B 

ROADRUNNER FOOD BANK 

August 31~ 1982 

Mr. Jim Hern (574A) 

FEEDING THE HUNGRY IN NEW MEXICO 
1119 Edith S. E., Albuquerque, N. M. 87102 (505) 247-2052 

Buddy Gallegos, Executive Director 

Dept of Health and Human Rervices 
1200 19th StG~ NW 
WashingtonJ D.C. 

Subject: Requested Field visit to commissary by HHS to meet with Kirtland 
Commissary Officer. 

Dear Mr. Hern: 

Per your request I met with Mr. Joe Gonzales on August 30, 1982. Mr. Gonzales 
was very cooperative in allowing me to see the salvage that had been acquired 
for a two day period. There were three large grocery carts of assorted can, boxes 
and packages of food destine for the dump.. :My estimate is that there were approx­
imately 3 to 4 hundred lbs of food. If we were allowed to receive this food, as 
we are from other super markets~ and pull out what is salvagable I would estimate 
at least half to be edible food. 

I have not visited the other two commissarys in New Mexico, but I would estimate 
that there velume is compared to Kirtland. This being true, it would mean an 
additional food supply of approximately 2,000 lbs per week. This would not only 
inable us to feed 400 to 500 more families a month, but would eliminate the cost 
of transporting the food from Albuquerque to the Southern parts of the state. 

I would like to invite you to visit Roadrunner Food Bank to see for yourself how 
desperately we need the salvage from the Air Force Commissarys. 

Sincerely 

Roadrunner Food Ban1c 
/.. ~ 7) . 

~~'S:r~e~ 
r Buddy Gallegos ~ 

Executive Director 

Putting to good use the 137, 000, 000 tons of food wasted yearly in the U.S. A. 
"ThP n<i()r WC>. h~ve ~1Wl'lVS. lmt \\'Ill' the hunrrrv? Pl.i:;'A~V T'lf"'\"-T'""' mu~~···. 
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GEORGE E. BARNES 

Sunday 
March 6, 1983 

Dear Mr Baker1 

This is a note to let you know that I sent 
Senator Dole a copy of the tax prog:mn which 
I gave you in Chicago for the consideration 
of the President. 

It was good to learn from your aid that 
the proposal for repeal and reenactment 
of excise taxes is now in the hands of the 
Treasu~y !,)eJ29_.rtm~nt. ~ ~ ; 'f,J!J.. ~ (~ 
~.~~~(,..)~~LA', 
With Senator Dole making all the threats of 
new taxes on banks in retaliation of all the 
flood of letters and his press remarks that 
he was going to see the President about 
vetoing the imminent repeal of withholding, 
I thought it would serve a purpose in ac­
quainting him with our alternative:; to 
withholding. 

I do hope that this meets with your approval. 

C~ially, .·· 

.~-z.~ /7,~ 
~ ~gd E. Barnes 

2100 South Ocean Lane 
Fort Lauderdale, Fl 



Partners 

George E. Sarnes 
Harry A. Baum 
Wilham 8 Hummer 
Philip Wayne Hummer 
Harry Flagg Baum 
f _ Girard Schoett!er 

John 0. Carroll 
Robert t-1- Chase 
Wilham A. Rogers 
Robert F. Kahffeldt 

Philip M. Burno 
Joseph A. Pfekarczyk 

G Ted Becker 
Steven A Becker 
Ralph J_ Lemley 
Max E Bmz II 
Wayne Hummer 

Family Trust 

Dial Jong distance toll-free 
800-621-4477 
B00-972-5566 (Illinois) 
Local calls 431-1700 

Wayne Hummer & Co. 175 west Jackson Boulevard • Chicago, Illinois 60604 

March 5, 1983 

The Honorable Robert Dole, Chairman 
Senate Finance Committee 
Senate Office Building 
Washington, D. c. 

Dear Senator Dole& 

Before Treasury Secretary Regan and you go any further in con­
demnation of bank-genera~ed fonn letters in opposition to 10% 
withholding on investment income, my partners and I beg you to 
consider the form-letter mote through the eyes of your own 
administration. 

Further, we beg you to read and review this letter and its accom­
panying exhibits so that you will be more fully cognizant of the 
withholding jumble, before you see the President about vetoing its 
imminent repeal. 

When you stop to think about it, it was your office that is really 
re§l!Xllsible for starting this avalanche of letters, when you 
twisted the President's arm to give a six months holding period 
on capital gains to your friends in Wall street as a swop for 
10% tax withholding from savers and investors on Main street. 
Consequently, you have no one else to blame for depriving those 
needing their full current income and the constitutional right 
to pay their own taxes. You appear further responsible for the 
false image at the White House that the President only helps the 
rich. 

Whether you realize it or not, Senator Dole, you have literally 
placed a yoke around the neck of every saver and investor in 
this nation in invoking unnecessary burdens and discriminations 
resulting in these storms of nation-wide proportions that we are 
now witnessing. 

You even have the White House staff spending their valuable time 
sending out form letters like mad, if the personal mailings to 
me are any example example. I received seven (~) hand addressed 
letters the same day from the White House to justify withholding 
as-means of increasing governm01t revenues and providing greater 
compliance. Also, I received the same letter in an earlier mail. 

With your threatening the banks with higher taxes than other corp­
orattl:ons and the President:..advodating the elimination of corporate 
taxes, you are making the administration appear to be inconsistent 
and confused. Banks have always paid a lower percentage of their 
earnings because of sizable investments in tax-free municipals to 
finance community improvements and thus keep local government 

Members New York, American and Midwest Stock Exchanges 



Wayne Hummer & Co. 
Chicago, lllino1s 60603 

Page 2 Dole 

costs to the minimum for its citizens, and income to the maximum. 
Furthermore, all corporations are taxed identically, with few 
exceptions. 

As you know, the bankers were not around very much and paid but 
little attention a year or two ago when there was public discussion 
and pup1ic open hearings on withholding. In fact this firm did 
its best to interest the American Bankers Association in better 
compliance through reporting and were politely told by their legal 
counsel that the banking industry was not interested in extending 
government regulations. We received a similar reaction from the 
securities industry, we are sorry to say, or we would not be in 
this withholding mess. 

Senator, no matter how hard you try,there is no way that with­
holding can be made to work on all sources of investment income 
from dividends and interest. Further, it would not be productive 
of government revenues because the costs would eat us up. Computer­
wise or otherwise, for example, there is no practical way to apply 
current withholding to government bills, bought and sold bonds 
between interest periods, zero coupon corporate issues, Series "E" 
savings bonds as well as non-taxable portions of dividends and 
dividend reinvestments. 

with the unsupervised granting of exemption certificates foo :those 
in the lower and medium income brackets, the elderly, there would 
be more loopholes for cheating than ever existed heretofore. It 
would require an army of robots,or men and women equal to those 
engaged in World War l,just to police these taxpayer exemptions 
and the thousands and thousands of new collecting or withholding 
agents extending to the smallest community, This is far removed 
from an employer withholding from employee relationship. 

Under the regulations, tax collections would be held by disburs­
ing agents in some instances as long as a year to compensate for 
services. If this what is meant by increasing tax collections and 
Treasury tax flows in solving our budget deficit problems, my 
partners and I either attended the wrong schools to secure our 
economic training, or the staff has been reading the wrong books 
to make us more dependent upon government. 

If you need examples of the burdensome costs of withholding of 
withholding agents, we could send you a bushel of them. We need 
not go any further than our own firm whose subsidiary MONEY 
FUND TRUST recently received a minimum bid of $6000 from Certified 
Public Accountants, required by the Securities and Exchange Comis­
sion,to examine withholding accounts on approximately $70 million 
in client deposits. This does not seem very much but when applied 
to the $185 billion in current assets of all money funds, means 
that their depositors would be penalized a minimum of $ 15 million 
annually just to have their witholding tax accounts audited, with­
out any consideration to the main costs of sueh funds. 
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Chicago, Illinois 60603 

Senator, this leaves no choice but to repeal the withholding 
provisions on interest and dividends. If the withholding provisions 
are suspended to a later date than July 1, 1983, the problems would 
only multiply. Withholding is self defeating in that investors would 
seek other forms of investment that are not subject to a tax 
deduction of non-publicly owned issues. In fact, we have already 
witnessed trends in this direction. 

You will find that there is ample precedent for repeal based upon 
the action taken by the Congress in 1962, after both the House and 
the Senate had passed withholding legislation and learned after 
conferences of the Joint Committee that over-withholding would 
result in more annual claims for taxpayer refunds then there were 
taxpayers. Over-withholding would prevail on many taxpayers, despite 
the granting of exemption certificates to those in the lower income 
b~ackets and the elderly. A copy of our testimony to the 1962 
Congress is enclosed in the hope that it will be helpful to your 
staff in understanding the burdens and hardships. 

Furthermore, withholding becomes superflous and a duplication of 
effort now that the Treasury Department cinitiated our plan of 
providing better income tax compliance through reporting, effective 
from January 1, 1983, and includes bearer interest coupons on both 
takable and tax-free securities. This is by far the most effective 
way to catt:hthe cheaters. It will be welcomed by the banks and brokers 
since it eliminates costly computer reruns each year to omit 
such reporting. 

In living with taxpayers now for more than 60 yearsqnd volunteering 
to help prepaEe tax returns, I can speak of the fears and trembles· 
on the part of taxpayers where income items are reported. In fact, 
I cannot recall over the years of a singie instance when a 
taxpayer intentionally omitted such income in tax returns. 

For your information, the partners of this firm recently authorized 
me to submit to President Reagan a pro~osal to repeal withholding 
to save $5 billion annually, reduce the capital gain long-term 
holding period from one year to three months and reenact a tax 
measure on security transactions to include commodities and options 
that would produce another $5 billion in current revenues without 
collection problems and recupercussions in the market place that 
withholding would entail, a summary of which is enclosed. I will 
be guided by Mr. Bakers staff as to whether leave it with the 
White House or introduce it through normal channels of the Committee 
on Ways and Means,initiating all tax legislation. 

Senator Dol:e-;: it is possible that this proposal may meet your 
objective for a withholding suostitute. 

May I hear from you. 

Copies to: 
James Baker, Chief Aid to the 

President 

;-.s:Hally. y~s ~ . .:(' 
' >- / )' 

A_"... ~ - ~ L ~~-'>- •' ;_j ~~ .._ 
--'Oeorge_,,£ • · Barries 

Senior.' Partner 



LAW OFFICES OF 

PRESTON, THORGRIMSON, ELLIS & HOLMAN 

R!C::HAR'.J L. SARNES 

WASHINGTON, O. C 

SUITE 500 

1776 G STREET N. W. 

WASHINGTON. D C. 20006 

AREA CODE 202-628-1700 

TELECOPY 202-331-1024 

August 24, 1982 

Mr. James A. Baker, III 
Chief of Staff and Assistant 

to the President 
The White House 
1600 Pennsylvania Avenue, N.W. 
Washington, D.C. 20500 

Dear Jim: 

SEATTLE., WASHJNCTON O~FlCE 
2000 LB. M. B\J!LDING 

SEATTLE. WASHING,ON 98101 
AREA CODE 206~623-7580 

TELEX 328428 ffHO:'.:?SEA: 
TELECOPY 206-623-7022 

AJ'.,;CHORAGE. ALASKA OFFICE 
SUITE 404 

420 L STREET 
ALASKA 99501 
907-276-1969 

I want to call your attention to a legislative decision made 
last week at higher levels within the Administration. This deci­
sion to oppose modification of contracts for the sale of federal 
timber appears to have been based on a fundamental misunderstand­
ing of the consequences of taking no action. This decision is 
very harmful to the communities, employees and businesses 
dependent on public timber. In addition, and from your perspec­
tive, this decision poorly serves the President's economic 
policy, not to mention his political interests. 

My involvement in this issue results from my representation 
in Washington, D.C. of Western Resource Alliance, an association 
of timber companies in the West which has taken the lead for 
nearly a year in framing a balanced legislative solution to the 
industry's present economic depression. Although I have this 
particular interest, Jim, I think you will recall from my AP 
delegate-countir1g with you in 1976 that I operate in a cautious, 
what-are-the-f&cts manner. Let me assure you that I do not take 
your time lightly in urging your attention to a top level review 
and reversal of this ill-conceived decision. 

For more complete information on this issue, I enclose 
copies of Assistant Secretary of Agriculture John B. Crowell, 
Jr.'s testimony announcing the Administration's decision, and a 
"Statement in Support of a 'rimber Industry Proposal for l1odifica­
tion of Federal Timber Sale Contracts," which represents the 
near-consensus within the industry and states its case in detail. 
In the remainder of this letter, I want to briefly highlight the 
issues surrounding this decision. 

1. The industry collapse is not merely a cyclical downturn. 

Because of high interest rates and low housing starts, the 
market for lumber and plywood has collapsed over the past two and 
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one-half years, and prices have fallen steadily, often to barely 
half of prior levels. The depth and duration of this industry 
depression is far more severe than the typical downturns which 
cyclically occur perhaps every fifth year. To characterize the 
present situation as merely a typical downcycle (as some in the 
Administration have done) is akin to calling a ruptured appendi}: 
a tummy ache. 

2. Much federal tiCTber cannot be harvested without 
economic ruin. 

Purchasers of federal timber, primarily in the Northwest, 
are additionally beset by the high prices they bid for standing 
timber the late 1970's and start of the 1980's, when the 
economic experts' consensus pointed toward continuing inflation 
and two million-plus annual housing starts. Had these trends 
continued, the timber prices would now be realistic. But the 
Reagan Administration properly fought inflation. Resulting high 
interest rates, coupled with deregulation of the savings industry, 
completely changed the market for forest products. As a result 
of the government's changing these rules of the marketplace, 
high-priced timber now coming due for harvest typical is worth 
only half its contract price. To harvest such sales would mean 
economic ruin. Coupled with the normal high ratio of contract 
exposure to company assets, many independent operators, including 
compan in the eight- and nine-digit size range, will go bank-
rupt if forced to harvest or default these sales. 

3. Industry's plan is not a bailout; it saves federal money. 

The industry has worked for nearly a year to develop a legis­
lative proposal that will prevent these bankruptcies and at the 
same time not dislocate regional markets. Industry's plan 
includes termination of some contracts and extension of the expira­
tion date of others. Unlike relief plans discussed other 
industries, the timber industry proposal for terminations and 
extensions does not include any payments, loan guarantees or other 
federal budgetary impacts. In fact, the industry plan would save 
the government money when compared to the status quo scenario of 
coming contract defaults, forced resales of timber, reduced 
competition for future sales, and time consuming but likely unsuc­
cessful litigation by the government. This is totally aside from 
additional costs which will accrue to government from unemployment 
and community collapse brought on by industry-wide bankruptcies. 

4. IHdustry has reached a near-consensus that best 
balances equities. 

Pointing to disagreement among different segments of the 
industry, the Administration position said any form of relief 

PRESTON, THORGRIMSON 
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would be inequitable. Industry has recognized since the begin­
ning of the process that no legislation could treat everyone 
equally, since operators enter the process from so many different 
starting points. Although attention has focused on the points of 
disagreement within the industry, a heavy majority of industry is 
in agreement on nearly all points of a legislative program. The 
major remaining issue is a technical point concerning the volume 
of timber sales in the Pacific Northwest. To say that nothing 
should be done for anyone because it may be inequitable to some 
is like calling the lifeboats away from the Titanic because some 
passengers already have drowned. To say, as the Administration 
did, that inefficiency has knocked operators out of the market is 
equally ludicrous. The world's most efficient operator could not 
economically harvest the timber we are concerned with--and in 
fact it is precisely some of those world's most eff ient 
operators who hold this timber and can't operate. 

5. Stretching out default payments will not prevent 
bankruptcies. 

As its sole bone to the industry, the Administration pro-
posed that be authorized to stretch out the time period during 
which companies defaulting on timber contracts could pay their 

fault penalties to the government so as to prevent bankruptcy. 
That offer is fallacious. As one highly efficient and reputable 
operator told the House Agriculture Committee, his volume of 
potential defaults exceeds the total profits made during the 
forty years his company has been in existence. An annual inter­
est charge on those defaults would exceed profits of his best 
year. In short, the former values of the timber already are 
lost. Hauling the purchasers into court for a default judgment 
won't bring the money to the Treasury, because you can't get 
blood from a turnip. 

This issue is complex. In talking to people like Danny 
Boggs at the White House and Don Crabill at OMB, we have found an 
initial lack of information and understanding about the timber 
industry, its unique contractual relations with the federal govern­
ment, and the modifications it seeks. But we found people at 
least willing to listen and begin to understand this situation. 
The two key points which the higher-ranking decision makers 
clearly have iled to understand, however, is that (1) this plan 
saves the government money, does not cost the government money 
and simply is not a bail-out; and (2) the choice is between 
modification and a ruinous status quo, not between modification 
and an ideal world in which the government gets full payment for 
its contracts. The members of this industry have strongly 
supported the President's economic program and continue to do so. 
Their plan is not contrary to that program. 

PRESTON, THORGRIMSON 
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The man in government who probably knows the most about this 
situation is Assistant Secretary Crowell. I am fully confident 
the Administration's dee ion does not reflect his recommendation. 
On only one point can industry agree with the decision: Price 
rollbacks indeed are inequitable, and industry doesn't want them. 
We also prefer legislation with more limitations than in S.2805/ 
HR.6913, but the Administration response in effect rejected our 
proposal as well. Perhaps amidst the tax bill controversy, 
top-level officials didn't have time to fully understand this 
particular and rather specialized issue. Perhaps they relied 
more on philosophical generalities than on precise analysis in 
reaching their decision. Whatever the cause, the decision was a 
bad one. It poorly serves the President because it reinforces 
the presumably incorrect view that he does not care about people. 
It poorly serves many communities and a large employment infra­
structure because it needlessly consigns them to economic 
disaster. It poorly serves the federal treasury because the 
results of this debacle will cost the government, while taking 
constructive action will save the government in both the near 
term and long term. 

Jim, I realize how besieged you are with an endless variety 
of problems competing for attention. This one is important 
enough to merit a slice of your attention. The solution isn't 
even difficult--it just takes a bit more understanding than it's 
received so far. I ask you to squeeze in some time to meet with 
a small group of industry principals and officials; we can 
arrange upon one or two days notice for a representative group to 
meet with you either in Washington, D.C. or in California if you 

(

will be there with the President. I suggest also that you take a 
few minutes to telephone Assistant Secretary Crowell to get a 
better picture of what really is at stake here. Finally, I urge 
that with such information, you review and reverse this decision. 

Please call if you have any requests or questions. Thanks 
for your time. 

RLB:pd 

Enclosures 

PRESTON. THORGR!MSON 

ELLIS & HOLMAN 

Sincerely, 

PRESTON, THORGRIMSON, 
ELLIS & HOLMAN 

--~~~ 
By: \;J . '\o~ 

Richard L. Barnes 
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August 17, 1982 

MR. CHAIRMAN ANO MEMBERS OF THE SUBCOMMITTEE: 

Thank you for providing us the opportunity to join the Subcommittee's 

deliberations on legislation to grant relief to purchasers of National Forest 

System and public lands timber. The adverse economic situation that a segment 

of the forest products industry is in today and the intimate role the Federal 

Government plays in its cause and its potential cure is indeed a complex 

subject and one that will require our very best efforts. We assure you of 

our complete cooperation in your deliberations. 

I would like to begin my statement with a brief overview of the circumstances 

which led to the introduction of S. 2805 and S. 2818. 

About 25 percent of the timber used to manufacture lumber and plywood consumed 

in the United States is harvested from Federal lands, nearly all of which is 

managed by the Forest Service and Bureau of Land Management. These two agencies 

contract with timber purchasers to harvest timber which has been designated 

specifically on the ground and on which an appraisal has been made. There is 

· considerable competition for these contracts which are sold by oral auction or 

sealed bid. -- Contract lengths commonly range from 1 to 5 years, with an average 

of about 2 1/2 years. Normally, payment is made before timber is removed from 

the sale area. The largest volumes of Federal timber are sold in the Far West. 
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Sales in Pacific st States and northern Ca?ifcrnia comprise over 60 

rcent of t av2ra ~ urne of total F ral ti er s0ld annually. Over 80 

percent of F ral timber purchases are made by small businesses. These firms 

purchase over half the volume of Federal timber. 

The severe slump in homebuilding since 1979, because of continued high interest 

rates for long term borrowings, has significantly reduced demand for and the 

prices of lumber and plywood. This in turn has had a direct impact on existing 

Federal timber sale contracts, creating a situation in which many of these 

sales cannot be economically operated. The Forest Service has estimated that 

88 percent of National Forest timber volume under contract in western Oregon 

and Washington is at prices above the average purchaser's current break-even 

point, where the cost of production exceeds product selling value. Additionally, 

it is estimated that 6 of the 22 billion board feet currently under contract 

in the three Pacific Coast States could.not be operated at even the highest 

prices the market has ever seen. It is important to recognize also that many 

mills in this region own little or no forest lands and are heavily dependent 

upon Federal timber as their source of raw material. This dependency has 

increased over the past two decades as privately owned mature timber available 

for purchase has been harvested. 

The expectation of the forest products industry, and particularly of those mill 

operators who owned little or no timber was that, as timber from private sources 

became scarce, increasing volumes would be made available from the accumulated 

large inventories of old growth timber on western Federal forest lands, particu­

larly on the ~acific Coast. In fact, Federal timber sales did gradually increase 

from 1950 until 1969, but have remained virtually at the same level for the 

last 13 years. This occurred despite the fact that half the standing softwood 
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sawtimber inventory in the United States today 1s on the National Forests ere 

the inventory epproximates one trillion board The ti portion of 

e Naticnal Forests and their natural grc~th ra~es could s~~port 2 considerable 

increase in harvest rates. Sale progrems in the last decade have averaged only 

between 10 and 11 billion board feet annually while industry sources argue that 

a substantially higher level should be sold annually. 

Thus, because the Federal Government did not sell timber in volumes sufficient 

to support existinq mill capacity, and there was insufficient volumes of private 

timber in certain areas, excessive bidding by mill owners occurred with each trying 

to acquire an adequate supply of raw material. The competition for limited 

timber offerings has been fierce. The operator with timber under contract at 

least had a hope of protecting his investment, whereas the one without timber 

was forced to close his operation and to liquidate his mill facility. 

Another cause of the present situation, has been the unremitting inflation of 

the last 18 years. Timber prices, because of the constraints on supply, moved 

up even faster than the wholesale price index. The inflationary increases in 

timber prices, plus the obvious demand for new housing as a consequence of 

population growth and new family formations, played a significant part in 

causing escalated prices to be bid for available Federal timber. 

Still another factor contributing to high bid prices was the uncertainty caused 

by controversy over designation of additional National Forest System lands as 

wilderness. Such designations reduced the level of Federal timber harvest, and 

controversy over management of other roadless areas created concerns by purchasers 

about future -timber supplies. 



The continuing low demand for wood products and the housing slump has resulted 

in a sharp drop in prices bid for Federal timber. During the first quarter of 

1980, the average bid price for Douglas-fir stumpa on National For2sts in 

western Oregon and Washington was $486 per thousand board feet. During the 

first quarter of 1982, this price had dropped to $153 per thousand board 

Many West Coast producers have been priced out of the market because they hold 

contracts on high-priced timber. As demand for wood products has declined, 

they have been forced from the market place. leaving the reduced demand to be 

met by those producers who have lower operating costs. In fact, some of the 

West Coast producers do hold some lower priced timber, so they can continue to 

operate on a curtailed basis utilizing only that timber. The same economic 

law, of course, has operated identically on all other producers for the North 

American lumber and plywood markets, forcing the least efficient ones in every 

region of the United States and Canada to curtail production or to shut down 

completely. 

Because so much Federal timber under contract at high prices is in the Pacific 

Coast States, the consequences of being an inefficient producer because of high 

timber prices have tended to center there. Mills have ceased or curtailed 

operations, their employees have been out of work, dependent communities have 

suffered, and timber sale receipts to the Federal Treasury and to the local 

counties have declined. Mill owners have sustained operating losses and have 

suffered impairment of their capital; they are short of cash, and probably 

have had trouble repaying loans or getting new ones. Some of the high-priced 

timber sale~ ~ill not be operated during the original or extended contract 

term and will default. The defaulting purchaser will then be liable for damages 

to the United States, which he may not be able to pay promptly, or ever. The 
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amount of damages is ordinarily determined by reselling the timber, with the 

original purchaser becoming liable for the difference between the contract value 

at the expiration date of the orig~na1 contract and the resale value, plus costs 

of the resale. Under current policies the defaulting purchaser is prohibit2d 

from bidding on the resale. 

The Federal timber selling agencies have been acutely aware of the problems 

experienced by holders of high-priced contracts and have taken a number of 

steps in the last two years to help alleviate them. Both agencies have granted 

extensions of termination dates for the contracts. The Forest Service has 

implemented two such extensions, the first for one year with fairly stringent 

conditions, the second for two years on condition that interest payments be 

made on the price for the unharvested timber. The Bureau of Land Management 

has extended its contracts to December 31, 1983. Both agencies could grant 

further extensions. 

On April 15, 1982, Forest Service timber sale procedures were changed with the 

objective of discouraging future purchasers from buying and holding large 

volumes of timber under contract. The Forest Service now requires an advance 

cash deposit to be made by the successful bidder within 30 days of sale award. 

The amount of the performance bond has been increased. A system of discounting 

bid prices to encourage early performance of the contract has been established. 

And, the purchaser is now required to make a midpoint payment on the contract. 

Keep in mind that these changes in the way the Forest Service sells timber apply 

to sales made since April; they are not retroactive. The BLM also is changing its 

procedures to require up front payment of 5 percent of purchase price up to 

a maximum of $25,000. They also will require payment of at least 40 percent of 

purchase price by the end of the second year on a three year contract. They 



will prohibit purchasers who have defaulted from bidding on new sales until arrange­

ments for payment of damages on defaulted sales are made. Also, it will require 

that the maximum raqui as installment payments $50,000 instead of $10,00C. 

Also, the National Forests and BLM in Oregon and Washington rearranged their 

timber sale program for fiscal year 1982 so as to sell contracts of short term 

and smaller volumes early this year. This was done to provide operators with 

an opportunity to acquire volumes at prices which they could operate in the 

current depressed market for wood products. The desired effect was achieved. 

Stumpage prices came down substantially, thereby enabling buyers to reduce 

their overall costs, and providing opportunity for them to return to the market 

place with at least some manufactured products. 

It is imperative that the regular timber sale programs of the Forest Service and 

the BLM be carried on without curtailment during these difficult economic times. 

Some portion of the volumes sold can be harvested promptly, thereby keeping 

mills operating at least part time as the market for lumber and plywood allows. 

It is also important to assure future timber supplies on a regular basis and in 

needed quantities to meet increased market demands in the future so that stumpage 

prices can be maintained at reasonable levels. Availability of lower priced 

volumes also will permit averaging such volumes against the older, high-priced 

sales so that the latter volumes can be processed. 

The legislative proposals in S. 2805 would authorize the Secretaries of Agri­

culture and the Interior to reduce prices, to terminate, or to extend certain 

existing timber sale contracts. S. 2818 would only authorize the Secretaries 

to adjust teciilination dates of timber sale contracts in effect prior to 

January 1, 1982, for a period e~ual to the original term but not to exceed five 

years. 
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Each of these authorizations has advantages and disadvantages, each would be 

impossible administer with even-handed fairness, but all would grant a 

greater or les~er reasure of relief to holders of high-oriced contracts. Each 

of the authorizations is opposed by one or another groupings within the forest 

products industry, unless the authorization is carefully limited in very detailed 

specifics. 

The Administration strongly opposes any rollback of prices on high-priced con­

tracts. Rollback is grossly inequitable; it allows those who purchased the 

tiwber at high prices subsequently to enjoy the advantages of holding it without 

having to pay the agreed price, while those who would not bid the excessive 

prices have, in many instances, suffered the consequences of not having an 

adequate timber supply. Further, the objectives of providing employment and 

receipts to the Treasury and to the counties can be accomplished by continuing 

the regular sales program so as to get timber into the market at currently 

operable prices. 

Although contract terminations without penalty do make the high-priced timber 

available again to all prospective purchasers and would permit early operation 

of the resold tirrber to occur, terminations totally relieve the original purchaser 

of his contractual obligations, all at the expense of the United States. In a 

free market system where mistakes are supposed to be paid for by the person 

entering into the contract, that form of relief is extremely generous. Therefore, 

the Administration also opposes the provision in S. 2805 which would authorize 

contract terminations without penalty. We must make it clear, in fact, that 

the Administration opposes any legislative remedy which would provide broad 

general relief, as would S. 2805, to one sector of the economy which is not 

available to other troubled sectors. 



Since S. 2805 and S. 2818 address extensions and adjustments of termination 

dates, t•,\o definitions are appropriate at this point. '" ucontract term 

adjustment" under Forest Service timber sale contracts simply extends the 

termination date of the contract. It is the device BLM has used to lengthen 
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all of its contracts to December 31, 1983. An 11 extension, 11 as used in Forest 

Service contracts, requires a reappraisal, possibly leading to a higher contract 

price, and the imposition of additional obligations. 

Forest Service contracts contain carefully drawn provisions prescribing the 

conditions under which "contract term adjustments" and "extensions" will be 

available. "Contract term adjustments" are available only as a consequence of 

force majeure occurrences, not including depressed market conditions. Thus, 

11 extensions 11 have been the device used to lengthen Forest Service contracts. 

The Forest Service is constrained from converting "extensions" to 11 contract 

term adjustments" both by the provisions of its contracts and by the principle 

that it cannot modify an existing contract to the detriment of the Government. 

Both S. 2805 and S. 2818 would apparently authorize use of contract term 

adjustments to extend BLM and Forest Service timber sale contracts. The 

Administration does not at this point favor legislation which would authorize 

contract term adjustments. At present, defaults are imminent on no BLM contracts 

and on only those few expiring Forest Service contracts on which the purchaser 

is either unable or unwilling to meet the modest conditions for a two-year 

extension. The Administration holds the view that if contracts are not 

operated within the periods of extension currently available by administrative 

action that_t.be contracts should be defaulted and that the defaulting purchasers 

should pay whatever damages may accrue by reason of default. Timber subject 

to the defaulted contracts should be resold in conjunction with the regularly 
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prescribed timber sale program. In shortt since it is presently impossible 

to fashion relief that treats all purchasers of Federal .timber, all segments of 

the industry, and tt2 g2neral public with fairness and u~~y, only appropriate 

action is not to in~2rfer2 th the cb1igations and consequences 

existing contractual commitments. 

The Administration does suggest, however, that both the Secretaries of Agriculture 

and the Interior be granted new authority to deal with defaulted contracts. The 

Secretaries could be authorized to enter into and to amend agreements with 

purchasers and their sureties who have incurred obligations for damages by 

reason of such default. Such agreements could specify the schedule for payment 

of damages, the rate and schedule for interest payments, the security, if 

any, to be provided, conditions under which subordination of the security will 

be granted, and other provisions as the Secretaries and defaulting purchasers 

and their sureties might aqree. The purpose of such authority would be to 

assure an eventual recovery of damages without forcing the defaulter into 

bankruptcy. It is not intended that such new authority extend relief on the 

basis of individual situations. Rather, the amount of damages would be determined 

either by resale of the timber subject to the defaulted contract or uniformly 

applicable rules prescribed by regulations developed by the respective Secretaries 

under the authority of the new legislation. It is anticipated that the availability 

of such authority could save many businesses and prevent much expensive and 

time-consuming litigation. 

In summary, Mr. Chairman, the Administration suggests legislation to provide 

authority t~ ~he Secretaries providing flexibility to deal with a defaulter's 

obligations for damages. The unharvested timber will find its way into the 
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market place by being reoffered to other buyers. The obligation of the defaulting 

buyer for damages 'tli 1 l become fi xsd. The appropriate Secretary, ho1;1ever, 

rather than implacably pursuing recovery of the amount mved ;1ou1d, in the 

exercise of discretion conferred upon him, be able to reach agreement with the 

defaulter and his surety for payment of the obligation on such terms as would 

allow the defaulter to remain in business. The United States and the counties 

which share in timber sale receipts thus would eventually recover the original 

contract price in many cases, althou~h somew~at later than was originally 

expected. 

We believe the recommendation we are making is fair to those sectors of the 

forest products industry who have opposed any remedy for the purchasers of 

high-priced timber relieving them of all liability to perform their contracts. 

Volumes of defaulted timber would be put back on to the market as part of the 

regular timber sale program, thereby avoiding an oversupply of lower-priced 

stumpage which could result in an undue competitive advantage to its purchasers. 

One final point before closing. Since 1974, there has been a provision in 

the Interior and Related Agencies annual appropriations measure which prohibits 

the export of unprocessed logs originating from Federal lands west of the lOOth 

meridian. Because of the large volumes of Federal timber under contract at high 

prices in the West, it is obvious that the holders of such contracts would 

benefit from access to additional prosective markets for the next six to eight 

years. 

In closing, Mr. Chairman, I thank you for the opportunity to present the views 

of the Admini~tration on this bill. We look forward to working closely with 

the Congress as the legislation is developed. I would be happy to answer the 

Subcormiittee's questions. 



STATEMENT IN SUPPORT OF A TU1BER INDUSTRY PROPOSAL 
FOR MODIFICATION OF FEDERAL TIMBER SALE CONTRACTS 

Submitted By: 

INDUSTRIAL FORESTRY ASSOCIATION, Portland, Oregon 

NORTHWEST INDEPENDENT FOREST MANUFACTURERS, Tacoma 
Washington 
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NORTH WEST TIMBER ASSOCIATION, Eugene, Oregon 

WESTERN FOREST INDUSTRIES ASSOCIATION, Portland, Oregon 

WESTERN RESOURCE ALLIANCE, Eugene, Oregon 

WESTERN TIMBER ASSOCIATION, San Francisco, California 

I. Most of the Timber Industry has Formulated a Proposal to 
Deal with an Important Federal Aspect of the Present 
Industry Depression. 

The timber industry is beset by a worsening depression. 
Industry associations and companies began considering nearly a 
year ago whether federal legislation would be both necessary and 
feasible to alleviate the distress being suffered by many commu­
nities, workers and companies. Despite differing perspectives 
based on such factors as geography, company size and past busi­
ness practices, most members of the industry have gradually 
coalesced in the past months in support of a compromise plan. 
This proposed legislation is designed to save federal expend­
itures, reserve regional, community and company stability, and 
avoid a windfall for any particular industry segment. 

Not every element of industry is in complete agreement on 
every point of this proposal. But it is the proposal with by far 
the greatest support of the largest portion of the industry. 

This statement will discuss in detail the condition of the 
industry and need for legislation, the financial advantages to 
government of enacting this plan as opposed to taking no action, 
the evolution of industry near-consensus, and the specific 
details of the industry proposal as well as views on specific 
elements of legislation proposed by others. 
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II. The Timber Industry Depression has Created an Urgent Need 
for Federal Action to Adapt to New Economic Ground Rules. 

A. Industry's Market has Collapsed as a Result of the 
Plunge in Housing Starts. 

The timber industry is in a state of depression caused by 
broader economic factors beyond the control of the industry. 
Policies of the Federal Reserve Board aimed at curbing inflation 
resulted in high interest rates generally and record high home 
mortgage interest rates in particular. These high mortgage 
rates, together with other unfavorable general economic develop­
ments, have plunged housing starts to their lowest rate since 
World War II. Because housing is the largest single user of 
lumber and plywood, the timber industry that produces lumber and 
plywood has followed housing into collapse. 

According to the U.S. Forest Service, softwood lumber 
production has fallen from 31.3 billion board feet in 1978 to 
23.6 billion board feet in 1981. Softwood plywood production has 
fallen from 19.5 billion square feet to 16.1 billion square feet 
during the same period. Production has continued to decline 
during the first half of 1982. 

B. Industry Production has Fallen Sharply, Causing Mill 
Closings and Curtailments, and Severe Unemployment and 
Short Work Weeks. 

For a variety of reasons including bulk and high carrying 
costs lumber and plywood are not inventoried for long periods of 
time by their producers. Drops in production directly reflect 
loss of market rather than inventory manipulations. 

As a result of production declines, mill closings and 
curtailments have soared during the past two years, and 
employment has declined markedly. According to the Western Wood 
Products Association, between 32,000 and 64,000 of the 102,000 
employees in 756 western sawmills have typically been on layoff 
or reduced work weeks during most weeks of 1982. Between 265 and 
428 of those mills have typically been closed or on curtailed 
operations. According to the American Plywood Association, 
between 5,000 and 6,100 of the 21,000 employees in 110 western 
plywood mills have typically been on layoff or reduced work deeks 
during most weeks of 1982. Between 50 and 65 of those mills have 
typically been closed or on curtailed operations. Assuming a 
typical ratio of two indirect jobs for each direct job, that 
means some 210,000 jobs in the west alone are affected by the 
industry's depression. 
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C. The Loss of Market has Pushed Prices Down by as Much as 
Half in an Industry where Low Prices Do Not Generate 
Demand. 

With the decline in markets for lumber and plywood has come 
a plunge in the price of these products. According to textbook 
economics, a drop in sales should lead to a lowering of prices 
which in turn will fuel new demand that restores sales levels. 
For lumber and plywood, however, price does not create demand. 
Rather, demand sets price. Historically, as demand and produc­
tion increase, so does price, with little curtailment of demand. 
But as demand and production fall, so also does price, with 
essentially no creation of new demand. This scenario results 
because housing construction, which controls lumber and plywood 
demand, increases or decreases as a result of interest rates, not 
lumber and plywood prices. Although these prices have some 
significance in setting the price of a house, they play virtually 
no role in determining whether that house will be built or not. 

Since their high points during 1979, prices for key lumber 
products have fallen by more than half. Unseasoned Douglas fir 
2x4's, for example, an important product from western Oregon and 
western Washington, sold at $326 in August 1979, but are selling 
for $140 in August 1982, according to the trade publication 
Random iengths. The basic western plywood product, Douglas fir 
1/2" CDX, sells presently for $165, down from $225 in August 
1979. 

D. Costs of Much Raw Material, Established in a Different 
Economic Environment, Now Are Impossible to Meet as a 
Result of Plunging Prices for Finished Products. 

Western Oregon and western Washington is the single largest 
source of lumber and plywood in the United States. Although 
large companies own significant timber acreage in that area, over 
half of timber is publicly owned, with most of the public portion 
administered by the U.S. Forest Service. Most companies in the 
area are heavily dependent on Forest Service timber for their raw 
material, and many are dependent on one or another source of 
public timber for 100 per cent of their raw material. The large 
number of companies in the region breeds significant competition 
for this timber, which companies must have to remain in 
operation. 

Forest Service timber is typically sold three to seven years 
ahead of the season during which it actually will be harvested 
and manufactured into lumber or plywood. During the late 1970s 
and into the start of the 1980s, companies bid for Forest Service 
timber in part based on their calculation of what products 
manufactured from the timber would be worth at the future time of 
harvest. Government and reputable private economists foresaw a 
continuation of high inflation, moderate mortgage interest rates, 
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and the entry of the post-World War II baby boom generation into 
its prime home-buying years. These conclusions added up to a 
housing boom for the 1980's and high demand for lumber and 
plywood. 

As a result, bids for National Forest timber rose spectacu­
larly. For example, prices for Douglas fir, the principal 
species in western Oregon and western Washington, soared from 
$41.90 per thousand board feet in 1970 to $432.20 in 1980, more 
than a ten-fold increase. In addition to the economic forecasts 
for the 1980's, bidders were influenced by a feared future 
shortage of timber resulting from unresolved public policy 
decisions over how much federal land suitable for timber should 
be allocated to wilderness or other uses barring timber harvest. 

The timber bid to high levels in that different economic 
climate now comprises much of the timber available for manufac­
ture in the present period of low product prices. Because raw 
material can typically account for 60 per cent or more of the 
manufacturing cost in a western Oregon or western Washington 
mill, the price of much timber now is too high for it to be 
harvested and manufactured at anything short of catastropic 
economic loss. In numerous cases, the cost of the raw material 
alone is higher than the current market value of the finished 
products without even taking other costs of manufacture into 
account. · 

Various estimates by the Forest Service and industry 
analysts show that as much as 90 per cent of the present volume 
of timber under contract in western Oregon, western Washington 
and Northern California is economically unharvestable. In 
western Oregon, the average delivered pond cost (stumpage price, 
plus logging and delivery cost as appraised at time of bid) of 
timber under contract is $469, twice the average market value 
today for such logs. See Appendix A. 

E. The Volume of Stumpage Too High-Priced to Harvest is 
Widely Distributed and Increasingly Critical as 
Deadlines for its Harvest Approach. 

In western Oregon alone, 39 companies hold 50 million board 
feet or more of Forest Service timber under contract at average 
prices per company typically higher than $300 (not including 
logging or delivery costs}. Appendix B lists specific data for 
this area. 

As these contracts begin to approach their final year or two 
for performance, purchasers increasingly face the choice of 
whether to default the contract and risk owing a large money judg­
ment, or harvest at a major loss. The Forest Service so far has 
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twice provided for extensions of contract expiration dates, 
though at some cost to purchasers. Although contracts allow for 
a no-cost adjustment of the termination date for such events as 
fire or Act of God, a major change in economic climate is not a 
qualifying event. 

On May 7, 1982, the Forest Service relaxed its extension 
payment provisions, but still requires payment of interest on the 
unpaid purchase price of the timber as a condition of extension. 
For purchasers with reduced or non-existent cash flow, even the 
payment of interest may result in a decision to default a sale. 
The timing of contract expiration dates and extensions is such 
that these decisions will start to come with increasing frequency 
over the next few months. 

F. Legislation is Necessary Now to Broaden the Array of 
Actions that can be Taken by Purchasers and the 
Government. 

The timber industry is traditionally cyclical. Operators 
are used to weathering perhaps one bad year in five. But the 
present depression is unparalleled since the Great Depression of 
the 1930's, and is totally unparalleled in terms of the mammoth 
overhang of federal timber contracts that cannot be operated. 

Revised economic forecasts for the rest of the decade, based 
now on recent government policy changes such as concerning 
inflation and structural changes in the savings industry, make it 
doubtful whether much of the high-priced timber now under 
contract can ever be economically harvested. 

Clearly the ground rules of the game have changed so 
markedly that broader possibilities than mere extension of 
contracts must become available in order for the fundmental 
adjustment of the industry to these new rules to take place. A 
significant portion of these contracts should be terminated and 
the remainder extended without cost. Additionally, the Forest 
Service should more fully pay the cost of its roads. This 
proposal is discussed in detail below at Section V. 

III. Tl1e Industry Proposal Would Save Money for the Government 
and Benefit Communities, Workers and the Public Interest. 

A. The Choice Facing Congress is How to Make the Best of a 
Disastrous Situation, Not Whether to Preserve Illusory 
Benefits that In Fact Have Already Disappeared. 

The timber industry has been accused by some of seeking a 
bailout from the federal government for companies that bet and 
lost. The industry plan, in fact, is not a bailout and is 
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markedly different from relief proposals which have been adopted 
or discussed for other industries. 

The principal money item at issue is the value of the timber 
under contract. Industry's plan has been portrayed by some as if 
a portion of the original contract value is being handed back to 
industry. In fact, the portion of that value which exceeds the 
present value of the timber has already been lost because of the 
supervening market forces discussed above. The timber under 
contract has a nominal value based on the contract prices bid up 
to several years ago, but that is far in excess of its real 
value. The difference in values has disappeared--it has not nor 
would not go to either the industry or the government. 

The notion that the government can capture the original 
contract value simply by enforcing the contracts ignores the 
realities of the situation. More to the point is what the 
government can do to minimize its loss and avoid sending good 
money after bad. 

B. The Industry's Termination and Extension Proposal Would 
Not Cost the Government. 

No grants, loans or loan guarantees typical of other 
relief programs are involved in the industry proposal. 

The Off ice of Management and Budget detailed six major 
reasons why President Reagan vetoed in late June a bill 
characterized as a $3 billion bailout for the housing industry. 
These reasons included: (1) government spending cannot create new 
jobs, only reallocate existing employment; (2) the bill would 
create pressure for similar bills for other industries and worsen 
budget deficits; (3) adding to the budget deficit will aggravate 
interest rates; (4) new federal programs to channel credit to one 
segment of the economy will choke off activity elsewhere; (5) a 
reduced deficit is the best relief for housing; and (6) the 
housing package is a budget buster with unsupported estimates of 
its effect. None of these reasons is applicable to industry's 
termination and extension plan for the general reason that it 
doesn't call for federal spending. 

C. The Government Would be Unable to Collect Damages from 
Massive Contract Defaults, and Would Trigger Other 
Adverse Impacts Even if it Tried to Collect. 

The argument that the government should stand firm on 
high-priced timber contracts assumes that the government can 
recover the original contract price through a combination of 
resale and damages if the contracts are defaulted. A purchaser 
who defaults is liable to the government for the difference 
between the original sales price and the price upon resale of the 
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contract if the latter price is lower. If the resale price is 
higher, then there are no damages. But in the present economic 
environment, resales of a contract defaulted for economic reasons 
would almost certainly bring a far lower price. For example, 
Douglas fir on the west side of Forest Service Region 6 presently 
is selling for less than one-fourth what it sold for early in 
1980. See Appendix c. 

In order to make its case for damages, however, the Forest 
Service would first have to reoffer the sale promptly and in an 
essentially identical fashion. Satisfying those two criteria 
could create other problems, however. 

The prompt reoffering of numerous defaulted sales would tend 
to flood the market with more timber than it would want to 
absorb. That could force prices artificially low. Since most of 
the reofferings presumably would be in Region 6, site of the 
highest-priced existing contracts, there would be potential for 
regional market dislocation by products produced from such 
artifically low-priced timber. The Forest Service already has 
said it would reoffer timber from terminated sales in consonance 
with its normal sale program and in light of the market's ability 
to absorb the reofferings. That course would seem likely to 
produce more revenue for the government than would forced sales 
into an unwilling market. 

Reoffering defaulted sales under their original conditions 
would require using former contract provisions which were 
abandoned earlier this year when the Forest Service increased the 
financial obligations of purchasers. Those changes were intended 
to reduce speculation in timber. Offering a number of contracts 
with the old terms could create an unwarranted two-tier sale 
arena. 

Even if sales were promptly resold under the older contract 
terms, the Forest Service would incur the legal costs and time of 
trying to win a judgment in court for the contract value lost on 
resale. Once a judgment was won, the problem would remain of how 
to collect it. Companies defaulting on sales could well be 
bankrupt or otherwise out of business by the time any judgment 
was rendered. 

Defaults are also a much worse outcome for county govern­
ments, which share in timber revenue to the federal government. 
Counties would get no share of any default judgment which might 
be collected, and they would receive less from a forced default 
resale than they likely would get from an orderly termination 
resale. 
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In sum, by standing pat on a harvest-or-default policy, the 
government could do itself more harm from both a revenue and 
policy standpoint than if it permitted an orderly termination and 
resale of a significant portion of the highest-priced sales. 

D. Massive Defaults Would Consolidate the Industry in a 
Manner Harmful to the Government's Longterm Financial 
Interest and the Public Interest. 

The timber industry presently includes numerous independent, 
privately held companies which compete strongly against each 
other. Although a few large and sometimes diversified companies 
in the industry are well known to the general public, the 
industry is not highly concentrated. 

If companies are forced into massive defaults on existing 
federal timber contracts, however, the result for many will be 
bankruptcy or other forced exit from the industry. That would 
tend to consolidate the industry to no public benefit. Less 
competition in the· long run would reduce government revenues from 
timber over what revenues would be from a more internally 
competitive industry. 

The shutdowns and work curtailments of the present depres­
sion have had a devastating effect on many communities. This 
would be magnified if the shutdowns were permanent. Unlike many 
industries which cluster in large metropolitan areas, the timber 
industry has many of its facilities in small communities which 
have little or no other economic base. A mill closing can mean 
the death of such communities, leaving residents jobless and with 
property losses that can wipe out their lifetime savings. 

E. There is Nothing Unique About Parties to a Contract 
Modifying the Contract when Unforeseen Circumstances 
Arise. 

Government's relation to timber companies ~n this situation 
is much like that of another private party in a routine business 
arrangement. It is not unusual for a contract to be changed when 
events arise which were not expected when the contract was 
signed. Government is more frequently the purchaser than the 
seller in contracts. Terms often are changed in longterm 
procurement contracts when unexpected situations arise. But the 
principle should be no different here where government happens to 
be the seller and it is to the parties mutual advantage to work 
out an orderly change rather than stand by a chaotic status quo. 
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IV. The Timber Industry Has Negotiated at Length to Develop a 
Proposal That Does Not Benefit One Segment of the Industry 
Alone at the Expense of Others. 

A. Industry First Began Discussing Contract Terminations 
in Autumn 1981. 

In late 1981, it began to become apparent that the timber 
industry was suffering more than its typical one-year down cycle. 
Some members of the industry from western Oregon began exploring 
whether allowing termination of federal timber contracts might be 
the best way to resolve that clearly was getting out of the 
ordinary. Reps. James Weaver and Les Aucoin of Oregon introduced 
separate contract termination bills, and hearings were held in 
Chairman Weaver's House Agriculture forests subcommittee. 

B. A Western Industry Proposal Evolved Under the Auspices 
of Senators Hatfield and McClure. 

Early in 1982, Sen. Mark Hatfield of Oregon suggested one 
means of helping Oregon mills beset by high raw materials costs 
and counties plagued by declining timber revenues: roll back the 
contract price of timber on the Bureau of Land Management's O&C 
timber lands in Oregon. Counties apparently believed this would 
be the quickest route to increasing timber harvests so that 
county revenues would rebound. 

The notion of a benefit only for companies operating on the 
O&C lands was opposed by operators in the inland area of the 
west, who expressed their views to Sen. James McClure of Idaho. 
Sen. Hatfield and Sen. McClure discussed the matter. They ulti­
mately oversaw the formation of an industry committee from Oregon 
and Idaho which they asked to return with a proposal for contract 
modification which both sides could agree on. 

This eight-member committee met several times in Washington 
D.C. and in the west, as did executives from several of the 
timber industry associations based in those regions. 

Participants recognized that any significant program would 
have to effect more than just BLM contracts in order to avoid 
benefitting only one segment of the industry. The BLM sells 
approximately one-tenth as much timber in its Oregon operation as 
the Forest Service sells nationally. While the Oregon operators 
favored a program permitting unrestricted termination of contracts, 
the Idaho operators expressed concern that this would give a big 
market advantage to operators in the higher-priced areas, where a 
termination would be worth more than in low-priced areas such as 
Idaho. The Idaho operators also said their bigger problem during 
the industry downturn was having to pay more of the share of 
building roads to be included in the permanent National Forest 
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Road System. The elimination of the "ineffective purchaser road 
credit" was both needed and justified in principle as a source 
for relief. 

The committee ultimately reported to Sens. Hatfield and 
McClure and at a meeting with the senators, completed work on a 
three-point program for industry legislation. The three elements 
would entitle each operator to: 

(1) terminate federal timber sale contracts covering 
approximately 40 per cent of the operator's volume under 
contract; 

(2) Extend for five additional years without financial 
penalty the expiration date of any contract not terminated; 
and 

(3) Receive full purchaser road credit without regard 
to the price of timber in the contract under which the road 
was built, with such credit to be transferrable and 
applicable anywhere in the National Forest System. 

The working out of details and drafting of legislative 
language embodying this proposal then began within industry. 
During both the negotiation of the three major points and the 
evolution of details, it was apparent that while virtually no one 
believed this proposal would have been his personal first choice 
to most benefit his company, it was a reasonable compromise among 
divergent views and industry situations that the greatest number 
could accept and endorse it as providing the highest degree of 
benefit under these different circumstances to the lumber 
community. 

C. Industry in the West Made Concessions to Concerns 
Voiced by Industry in the South, but a Difference on 
One Point has Forestalled General Industry Agreement on 
the Proposal to this Point. 

The western industry draft was generally circulated. Some 
operators in the south voiced concern that any large volume of 
terminated timber might reenter the market in addition to the 
regular Forest Service sales program. This, they feared, would 
lead to abnormally low timber prices in the west and result in 
market dislocation at the expense of the south. In light of 
statements from the Department of Agriculture that terminated 
volume would be reoffered as part of the regular sale program, 
the west did not believe the south's fears would be realized. 

The south, however, proposed that any legislation include 
some additional limitation on timber sales in the west to insure 
against market dislocation. The west indicated it would not 
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object to legislative direction that resales be part of the 
regular sale program. The south suggested a precise board-feet 
limitation on sales in Forest Service Region 6 during fiscal 
years 1983 and 1984. The two sides sparred for a time over 
different numerical limitations and whether they should apply to 
all of Region 6 or only to the west side of Region 6--western 
Oregon and western Washington. Ultimately, they could not agree 
on a numerical sales limitation. 

Although the west was willing in the spirit of compromise 
to accept a fairly strict numerical limitation, the west is very 
concerned that a limit set now on sales in 1983 and 1984 could 
artifically constrain raw material supply later in the 1980's. 
In light of the inability to agree on a number, the proposed 
industry bill reverts to the more general form of limitation on 
resales, which the west believes adequately protects against 
market dislocation. 

D. The Industry Proposal Includes Compromises Developed 
with the Administering Agencies and Congressional Staff 
Hembers. 

During the course of drafting its proposals, industry worked 
closely with the staff of Senator Hatfield, which in turn 
involved the Forest Service, Bureau of Land Management, and 
legislative counsel of the Senate. Although Senator Hatfield 
ultimately introduced legislation not proposed by industry, many 
of the results of the consultations with his staff and the others 
are reflected in the industry proposal. 

v. The Industry Believes its Proposal Best Meets the Needs of 
the Federal Government, Local Communities and their 
Governments, Workers, and Businesses. 

The text of the industry proposal is enclosed with this 
statement and is formally submitted for the record and for 
consideration of the Committee in its markup of legislation. 

A. Purchasers Should be Entitled to Terminate 
Approximately 40 per cent of their Federal Timber Under 
Contract. 

Section 1 of the proposal authorizes the Secretaries of 
Agriculture and the Interior to terminate contracts for the 
purchase of timber which were bid prior to January 1, 1982. 
Section 2 mandates and sets the limitations on the termination 
program, and Section 6 requires prompt implementation. 
Provisions of the termination program include as follows: 
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1. Timing. 

The Secretaries would be directed to publish procedures 
implementing the program within 30 days after enactment of the 
Act. Purchasers then would have 45 days in which to file written 
requests for terminations of contracts. Contracts which other­
wise would expire after enactment but before implementation of 
the program would be preserved for participation in the program. 
The condition of the industry makes rapid action highly 
important, thus the strict time limit for getting the program 
underway. Purchasers would have to make their decisions promptly 
as well, so they could not have the opportunity for extended 
speculation over whether a sale should be held or terminated. 

2. Volume to be Terminated. 

Purchasers would be entitled to terminate 40 per cent of 
their timber volume under contract with both Secretaries as of 
April 1, 1982. Because it is highly unlikely that any combina­
tion of terminated sales would total exactly 40 per cent of 
volume under contract, purchasers could "round up" their termin­
ated volume by terminating one additional sale so long as the 
total volume terminated including the additional sale did not 
exceed the 40 per cent limitation by more than 10 million board 
feet. The one additional sale would have to be more recently bid 
than any of the other sales terminated by the purchaser. 

Small businesses holding only one or two sales might find 
that they could not terminate a sale under the 40 per cent 
limitation. Therefore, an alternate termination entitlement of 
either 15 million board feet or one contract is provided. 

3. Qualifying Date of Sales to be Terminated. 

To be eligible for termination, a sale would have to have 
been bid prior to January 1, 1982. Beginning in 1982, the 
agencies began to off er a number of short-term sales in an effort 
to bring more realistically priced timber onto the market. These 
more recent sales would not be eligible for termination, 
although, as noted above, sales bid prior to April 1, 1982 would 
be used in calculating a purchaser's volume of termination 
entitlement. 

4. Condition of Sales to be Terminated. 

Sales on which no harvesting has taken place could only be 
terminated in full. A purchaser could not turn in one part of a 
sale while retaining another part. 

Sales on which partial harvesting had taken place could be 
terminated only after work was completed on identifiable units or 
other logical portions of the sale as determined by the 
Secretary. 
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The Secretary could refuse to terminate the contract of a 
partially cut sale if he determined that remaining unharvested 
units were not representative of the entire contract area in 
terms of species and logging methods. 

Partially cut sales must be eligible for termination or else 
the termination program will be too limited in its practical 
application. At the same time, the Secretary must be given 
authority to reject termination where he finds a purchaser has 
taken the cream from a sale area and left only the skim milk. 

5. Costs. 

A terminating purchaser would be required to pay a 
termination fee of $3 per thousand board feet of terminated 
volume. This payment would cover the cost of reoffering the sale 
and would be in lieu of any damages, penalties or other claims. 

The $3 charge is based on cost determinations made by the 
Forest Service that it will cost $1 per thousand board feet to 
reof fer an untouched sale and $6 per thousand to reof fer a 
partially cut sale. A termination charge formula is considered 
much more administratively efficient than trying to calculate the 
actual reoffering costs of each sale. 

6. Road-Building Requirements. 

The Secretary could require a terminating purchaser to 
complete any roads specified in a contract and to deck the right­
of-way timber cut during such road building. This requirement is 
designed to insure that the termination of a sale would not block 
access to another sale which is dependent on a road that was to 
be built in the terminated sale. The decked right-of-way timber 
could be sold by the agency to a willing buyer. 

7. Road Credits from Terminated Contracts. 

Purchaser road credits remaining on a Forest Service sale 
after setof f against amounts owed by the purchaser to the 
Secretary of Agriculture could be transferred to other contracts 
held by the purchaser, retained on account with the Secretary by 
the purchaser, or transferred to another party with all rights. 
Subsection C below more fully discusses the industry's purchaser 
road credit proposal, which this provision implements as to 
terminated contracts. 

A purchaser terminating a contract with the Department of 
the Interior who had completed roads under that contract would be 
credited, after setoff, for the value of the roads as set in the 
contract appraisal allowance. That credit could be transferred 
to other contracts with the Secretary of the Interior held by the 
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purchaser, retained as a credit with the Secretary, or trans­
ferred to another party with all rights. This would reimburse 
the purchaser for value provided to the Secretary without 
consideration. Normally, a bidder for an Interior sale pays the 
cost of the road but takes that cost into account in making his 
bid. Thus, he is actually paid for the road through the value of 
t.he harvested timber. 

8. Limitation on Resales of Terminated Timber. 

Terminated Forest Service contracts would be resold only as 
part of the agency's normal sale program. This is intended to 
prevent fl9oding of the timber market with sales in excess of the 
normal sale program, and any possible regional dislocation that 
might result. 

9. Eligibility for Bidding on Resales. 

Terminating purchasers would be eligible to bid on the 
resale of their terminated contracts. 

B. Sales Not Terminated Should be Extended by an 
Additional Five Years Without Financial Penalty. 

Section 1 of the proposal authorizes the Secretaries to 
extend timber sale contracts under the program mandated in 
Section 3. The provisions of the extension program are as 
follows: 

1. Timing. 

Implementing provisions would be published by the Secre­
taries within 30 days of enactment of the Act in accordance with 
Section 6. Extension requests would be made prior to the 
termination date presently in effect for the contract. 
Extensions would be for five years from the termination date in 
effect at time of enactment of the Act. 

2. Contracts Eligible for Extension. 

To be extended, contracts would have to have been bid prior 
to January 1, 1982. Contracts sold this year would not be 
eligible for extension. To permit extensions of these contracts 
would def eat the purpose of the short-term sales offered this 
year. There is no timber volume limit on the aggregate of 
contracts to be extended. However, contracts involving substan­
tial amounts of timber subject to rapid deterioration could not 
be extended except with approval of the Secretary. Permitting 
unqualified extension of such deteriorating timber would waste 
the resource. Permitting termination of such contracts, however, 
enables the agency to resell quickly to a willing harvester. 
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3. Conditions of Extension. 

The Secretary may require an extending purchaser to complete 
road construction required by the contract. This is to avoid 
access being blocked to other sales as a result of the extension. 

Extending purchasers would have to remove 25 per cent of the 
estimated timber volume by the end of the third operating season 
of the five-year extension period, or pay 25 per cent of the 
contract price by the start of the fourth operating season of the 
extension period. This provision is designed to insure that some 
work will progress during the course of the extension, and that 
operators will not leaves sales untouched until the end, then 
seek further extensions or terminations. This provision reflects 
a particular concern of industry in the south. 

C. As Part of a Program to Meet the Industry Depression, 
the Forest Service Should More Fully Pay the Costs of 
Roads Built Under Timber Contracts and Designed for 
Inclusion in the Permanent National Forest Road System. 

On many timber sales, roads must be constructed in order to 
provide access. The Forest Service requires roads built to be 
adequate to log the balance of the timber adjacent and tributary 
to the road but not included in the sale, and for future 
management of the land, as well as such non-timber uses as 
hunting, fishing, and other outdoor recreation activities. These 
are designated for inclusion in the permanent National Forest 
Roads System. Such permanent roads are built to higher standards 
than would be necessary for the specific timber sale. Therefore, 
when the timber purchaser builds a permanent road for the Forest 
Service, he is given a credit for those construction costs. The 
purchaser's position is theoretically similar to that of any 
contractor building a federal highway--he provides a benefit to 
the government and gets paid for it. Rather than receiving a 
cash payment, however, the timber purchaser receives a credit 
which he can apply against certain timber he harvests. 

A problem with purchaser road credit is that there are many 
instances where the credit can never be taken, or can be taken 
only after significant time delay. The result is that the 
purchaser is in some cases donating part of the road to the 
government, and in other cases is providing the equivalent of an 
interest subsidy to the government. 

So-called "ineffective" purchaser road credit arises when 
the value of timber on a sale in excess of the statutory base 
rate is less than the estimated cost of the road construction 
required under that sale contract. The base rate is a portion of 
the timber value which must be paid in cash, not credits. The 
remaining value can be paid in purchaser road credits. But 
credits in excess of the remaining value presently are valueless. 
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Sales whose stumpage price escalates or de-escalates based 
on the market may have originally had adequate stumpage value to 
absorb road credits. But in a market decline such as now, the 
stumpage value may de-escalate below the amount needed to absorb 
road cost, and may require cash repayment in lieu of road credits 
already used which have now been transformed from effective to 
ineffective. 

"Effective" purchaser road credits can be used to pay for 
timber not only from the sale where the road was built, but for 
any other sale in the same National Forest. If a purchaser has 
more than one sale operating in a suitable sequence in the same 
National Forest, he ideally can utilize his credits soon after 
they are earned. But in other situations, the purchaser may be 
unable to use his credits for perhaps one or two years, thus 
providing the equivalent of an interest-free loan to the 
government. 

Some purchasers, faced with the knowledge that some of their 
road credits on a particular sale will be ineffective, bid the 
price of the sale up to the level where all the credit will be 
effective. This costs the purchaser nothing, and may provide a 
cash flow advantage if he has another sale in the same forest on 
which to use the credit. These cash strategies, however, are 
somewhat artificial. 

Industry proposes that the timber purchaser subsidy to 
government road building be ended by making all purchaser road 
credits effective, permitting them to be utilized anywhere in the 
National Forest System, and making them freely transferable among 
purchasers. This creates a much greater degree of equity between 
purchasers and the government, and between different purchasers. 

Most sales with ineffective road credits--called deficit 
sales--typically are east of the summit of the Cascade Range and 
in the Rocky Mountains, areas where timber prices are lower than 
in such areas as western Oregon and western Washington. 
Increasing numbers of sales in California and the west side of 
Region 6 also are deficit in the present market. Providing 
relief to purchasers from the subsidization of government roads 
would importantly help them weather the present timber depression 
as well as end an unwarranted private subsidy to the United 
States. Operators in the inland area will be less helped by 
contract termination than operators in high-priced areas, so this 
element of the industry proposal would significantly balance the 
benefits of legislation. 

The industry proposal would make effective the ineffective 
purchaser road credits earned under contracts still in effect, 
and would make all future road credits effective. 

Some opponents of the purchaser road credit proposal argue 
that it would make marginal timber sales in the inland area more 
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attractive to operators and thus would increase the development 
of presently roadless areas. Industry believes, however, that 
there are likely to be fewer roads built in roadless areas of the 
inland region because the government will have to, in one way or 
another, more fully pay the cost of these roads. 

D. By Exercising the Termination and Extension 
Entitlements Proposed, a Typical Western Oregon Company 
Would Break Even Financially Through Most of the Rest 
of the 1980's. 

The industry's proposed 40 per cent/60 per cent division 
between terminated timber volume and extended volume provides a 
average western Oregon operator with an apparent opportunity to 
break even by the end of the decade on timber retained with 
extensions. The chart attached as Appendix D contains supporting 
calculations. 

Reaching a break-even point in 1989 assumes that an operator 
terminates his highest-price timber and cuts most of his extended 
volume in the final two years of the extension period. The 
calculation further assumes the assistance of a 7 per cent 
inflation rate. The operator is assumed to make a 10 per cent 
profit on all new purchases of timber and to apply this profit 
against losses incurred on the extended timber. If the inflation 
rate were 10 per cent, the break-even point would be reached in 
1987--still five years from now. 

E. Some Jobs Would be Restored by the Industry Proposal, 
and Many Other Jobs Would Be Poised for Quick 
Restoration When Markets Improve. 

It is important to remember that any form of contract 
modification, whether it be termination, extension or price 
rollback, cannot in and of itself create additional markets for 
lumber and plywood. What modification can do is enable operators 
to retain their share of the present depressed markets as opposed 
to losing further market share or leaving the market entirely due 
to business failure. Moreover, contract modification will enable 
companies to promptly increase their production as markets 
revive. 

The industry's proposed terminations and extensions both 
provide for prompt building of roads at the discretion of the 
Secretaries. These roads would not be built if contracts were 
defaulted until the timber was reoffered and resold. Thus, the 
industry program will more quickly create and retain 
road-building employment than would taking no action and inducing 
massive defaults. 
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VI. Other Legislative Proposals Contain Shortcomings as Compared 
To the Industry Proposal. 

A. The Hatfield Bill Offers A Generally Suitable Framework 
for the Industry Proposal, But Contains Two Provisions 
Not Favored by Industry. 

The Hatfield Bill, introduced by Senator Hatfield as s. 2805 
and by Representative Weaver as H.R. 6913, broadly authorizes the 
Secretaries of Agriculture and the Interior to modify timber 
sales contracts bid prior to January 1, 1982. It specifically 
lists as permissible modifications the termination, extension, or 
purchase price modification of such contracts. The Secretaries 
are directed to publish procedures for the modification of 
contracts within 30 days of enactment of the Act. 

This bill provides a suitable framework for the industry 
proposal. The specific provisions of the industry proposal 
should be included in S. 2805 and H.R. 6913, however. In their 
present very general form, virtually complete discretion is left 
to the agencies. In light of the delicate balance among various 
regions, communities and businesses who are vitally concerned 
with this issue, it is preferable for Congress to more specific­
ally direct the agencies what actions they should take. Even in 
the industry proposal, much implementing detail is left to the 
agencies' discretion. But the broader policy parameters should 
be spelled out in legislation. 

In addition to the broad issue of how much discretion to 
leave to the agencies, two specific provisions of S. 2805 and 
H.R. 6913 are of particular concern to industry. 

Section 2 authorizes the Secretaries to act only "upon a 
showing of economic hardship by the private contracting party 11

• 

It is not specified whether this is to be economic hardship 
relating to the specific timber contract at issue, or whether it 
is to be economic hardship relating to the purchasing operator as 
a whole. If the hardship relates only to the specific contract, 
industry's concern is less, since there would be no seek termina­
tion or extension of the contract if it were economically viable 
to operate. If the hardship is to relate to the entire company, 
however, industry would be gravely concerned about the kinds of 
tests to be set and the inequities among purchasers which would 
likely result. In the course of developing its proposal, indus­
try considered whether hardship qualifying tests should be set 
and concluded there was no equitable measure that could be 
practically used. Company size was not proper, because some 
large companies as well as small are in poor condition. Volume 
of timber under contract is not relevant. Profit or loss for the 
most recent period is not an accurate indicator because it is un­
related to the immediate future problems of the timber volume 
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under contract and its price. A portion of the industry depres­
sion problem is faced by company's who have no timber under 
contract because they were frozen out by high bidding in previous 
years. These companies could get inadequate access to resale of 
terminated volumes if companies in their vicinity were judged to 
have no economic hardship and thus could not terminate sales. A 
company's relative hardship position also could change depending 
on whether its nearby competitors qualified and were able to 
terminate sales, thus sharply reducing their price of raw mater­
ial while the supposedly healthier company was left with only 
high-priced raw material. Given the relatively short time left 
before this program should be implemented in order to be 
effective, the time required to develop any economic hardship 
test would be a further problem. 

Industry also has strong doubts about rolling back the 
prices of existing contracts. The goals of price rollback and 
termination are the same: to make more timber available to the 
present market at prices that reflect the present market. 
Rollback would achieve this by lowering the prices for existing 
contract holders. Termination would achieve this by reoffering 
terminated sales to any purchaser under bidding that would 
reflect the current market. The industry has been criticized for 
creating its own problem due to high bidding that took place in 
the late 1970's and start of the 1980's. Rolling back prices for 
the winning high bidders of that period would grant them a 
benefit while providing no opportunity to reenter the market for 
purchasers who stayed out of that bidding. Termination would 
start the game over again for everyone equally under the new 
ground rules of the present market, favoring neither past bid 
winners nor companies who forewent those price levels. Industry 
believes, therefore, that terminations are a more equitable 
approach to the goal of putting timber back on the market at 
today's market prices. 

B. The McClure Extensions Bill Offers One Form of 
Immediate Relief But Only Postpones the Problem. 

Legislation introduced by Senator McClure as S. 2818 would 
provide only for a five-year extension of timber sale contracts. 
Extensions alone serve only to postpone the immediate crisis 
deadlines caused by the timber depression, but do not offer a 
solution reasonably likely to enable operators to emerge from the 
depression in minimally acceptable business condition. 

A table compiled by a wester Oregon lumber company and 
attached as Appendix E illustrates how extensions are 
insufficient by themselves. From 1977 through the first half of 
1980, market prices for a benchmark lumber commodity remained 
higher than, and rose in general accord with, the cost of the 
product, including stumpage, logging cost and cost of manufacture. 
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Based on Federal timber sales under contract in western Oregon, 
the product cost continues to rise steadily through 1986. But 
the drop in product price from mid-1980 to date leaves the price 
well below the cost of manufacturing from present federal 
contracts. Thus, the product can't be manufactured except at 
great economic loss. Even assuming a 15 per cent annual increase 
in product price (well above projected inflation rates} , the 
price won't come near catching up with costs. Extending 
contracts enables producers to put off cutting the high-priced 
timber, but doesn't leave sufficient time for the price to catch 
up to costs. As discussed above, 60 per cent extensions coupled 
with 40 per cent terminations would allow a typical operator to 
break even by near the end of the decade. But 100 per cent 
extensions and no terminations would put the break-even point off 
until well into the 1990's or perhaps even the turn of the 
century, depending on the inflation rate. 

Forcing operators to retain all present contracts, even with 
extensions, hinders their ability to purchase present timber 
supplies at prices reflecting the current market. It also 
reduces the selection of timber available to the agencies to 
of fer in expectation of providing realistically priced raw 
material. 

VII. CONCLUSION: For the Reasons Stated Above, Congress Should 
Enact the Proposal Developed by Industry. 
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aEMAINING VOLUME UNDER CONTRACT SY 
FOREST SERVICE - REGION 6 

Period Ending 3/31/82 

WESTERN OREGON 

Stumpage 
Price 
Range 

MBF % S/M 

35,954 0.5 N/A 
456,801 5.8 1-100 
461,467 5.9 101-150 
651,183 8.3 151-200 
745,887 9.5 201-250 

1,043,079 13.3 251-300 
l,106,783 14.0 301-350 
l, 0 30 I 418 13.1 351-400 

961,624 12.2 401-450 
658,876 8.4 451-500 
386,588 4.9 501-550 

9 0 I 90 3 1.2 551-600 
73,172 0.9 601-650 
46,770 0.6 651-700 

7,270 0.1 701-750 
103. 901 1.3 751+ 

·7,860,676 100.0 

E~.STERN OREGON 

31,505 0.9 N/A 
l,189,649 32.7 l-100 

502,786 13.8 101-150 
572,565 15.8 151-200 
576,268 15.9 201-250 
396,725 10.9 251-300 
193,416 5. 3 301-350 
145,060 4.0 351-400 

25,700 0.7 401-450 
0 451-500 
0 501-550 
0 551-600 
0 601-650 
0 651-700 
0 701-750 
0 i51·~ 

3,633,674 100.0 

Source Data: Timber Data Co. from USFS 
Compiled by: W.R.A., 5/3/82 

PRICE 

Delivered 
Pond Cost 

$/M 

0 
239 
285 
317 
373 
411 
467 
512 
563 
600 
661 
709 
779 
830 
939 

1,103 
469 

0 
199 
251 
307 
341 
378 
418 
456 
516 

0 
0 
0 
0 
0 
0 
~ 

./ 

290 



APPENDIX A (cont.) 

REMAINING VOLUME UNDER CONTRACT BY PRICE 
FOREST SERVICE - REGION 6 

MBF 

26,352 
992,706 
568,075 
707,249 
432,125 
445,424 
290,401 
325,939 

84,136 
39 I 427 
33,500 
37,500 

0 
0 
0 
0 

3,982,834 

12,516 
723,928 
337,891 
146,661 

34,810 
6,400 

12, 300 
0 
0 
0 
0 
0 
0 
0 
0 
0 

Period Endincr 3/31/82 

WESTERN WASHINGTON 

0.7 
24.9 
14.3 
17.8 
10.8 
ll.2 
7.3 
8.2 
2.l 
1.0 
0.8 
0.9 

100.0 

Stumpage 
Price 
Range 

S/M 

N/.~ 
1-100 

101-150 
151-200 
201-250 
251-300 
301...::350 
351-400 
401-450 
451-500 
501-550 
551-600 
601-650 
651-700 
701-750 
751+ 

EASTERN WASHINGTON 

1.0 
56.8 
26.5 
ll.5 

2.7 
o.s 
1.0 

100.0 

N/A 
1-100 

101-150 
151-200 
201-250 
251-300 
301-350 
351-400 
401-450 
451-500 
501-550 
551-600 
601-650 
651-700 
701-750 

Source Data: Timber Data Co. from USFS 
Compiled by: W.R.A., 5/3/82 

Delivered 
Pond Cost 

S/M 

0 
231 
26 3 
323 
366 
406 
444 
524 
529 
599 
622 
664 

0 
0 
0 
0 

344 

0 
201 
254 
297 
379 
343 
424 

0 
0 
0 
0 
0 
0 
0 
0 

234 



PURCHASER 

A 
B 
c 
D 
E 
F 
G 
H 
I 
J 
K 
L 
M 
N 
0 
p 
Q 
R 
s 
T 
u 
v 
w 
x 
y 
z 
AA 
BB 
cc 
DD 
EE 
FF 
GG 
HH 
II 
JJ 
KK 
LL 
M.M. 

APPENDIX B 
TIMBER VOLUME UNDER CONTRACT 

BY PURCHASER 

Western Oregon 
Region 6 - U.S. Forest Service 

As of March 31, 1982 

VOLUME 
UNDER 

CONTRACT (MMBF) 

623 
429 
316 
299 
281 
280 
276 
268 
240 
236 
225 
212 
195 
188 
182 
176 
167 
150 
143 
136 
133 
132 
130 
116 
113 
108 
105 
103 
101 
101 

99 
86 
85 
84 
83 
72 
62 
56 
51 

AVERAGE 
MERCH. 

STUMPAGE 
$ PER MBF 

346 
212 
261 
322 
352 
334 
306 
358 
297 
470 
299 
375 
274 
320 
384 
298 
364 
341 
368 
278 
320 
304 
330 
192 
378 
387 
448 
391 
594 
274 
280 
434 
252 
253 
386 
180 
247 
287 
271 

* Names have been removed, but each 
letter represents an actual, separate company. 

Source Data: Timber Data Co. & U.S. Forest Service 

June 1982 
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APPENDIX D 

CALCULATION OH PROJECTED AVERAGING OF STUHPAGE 

.wESlERN OREGON 
REGION 6 - U.S.F.S. 

AV[RAGE AVERAGE IOI 101 LOG COST LOSS/H LOSS(H 
HfRCll. HfRCH. FROf IT PROFIT W/401 (COL.S LESS (COLS LESS 

HARl<El LOG MARKET LOG OH ON TERHINATION TOTAL COL. TOTAL COL. 
COST COST LOG COST LOG COSl (LOGGING l I 3) Z I 4) 

(INCREASE (INCREASE (INCREASE (INCREASE COSl !NCR. (INCREASE (INCREASE 
YEAR 71/YEAR) . 101/YEAR) 71/YEAR) 101/YEAR) 51/YEAR) 71/YEAR) 101/YEAR) 

1962 $230 $230 $23 $23 $380 $(127) $(127) 

1963 246 253 25 25 385 (l 14) ( 107) 

1984 263 278 26 28 390 (101) (84) 

1965 281 306 28 31 396 (87) "(59) 

1966 301 337 30 34 402 (71) 01) 

1987 322 371 32 37 408 (54) (0) 

1966 34S 408 34 41 414 05) --
1989 369 449 37 45 420 (IS) --

NOTES 

1. Logging cost assumed to be $100.00/H for Increases in Column 5. 

2. At 401 termination, 180'1 of one year's cut will remain assuming a 3 year timber supply. 
Averaging co"lllete when In Columns 10 and 11 the accumulated I passes 180'1. 

Calculated by: Western Resource Alliance 
6/24/62 

I THAl CAH 
BE TERH. 

FOR BREAKEVEN 
ON ANNUAL 

VOLUME CUT 
(INCREASE 
71/YEAR) 

181 

201 

241 

291 

361 

481 

691 

I HIAT CAN 
BE TERH. 

FOR BREAKEVfN 
OH ANNUAL 

VOUME CUl ACCUH •. I ACCUH. I 
(INCREASE (INCREASE ( IHCREASE 
101/YEAR) 71/YEAR) IOI/YEAR) 

191 181 191 

251 381 441 

341 62'1 781 

521 911 1301 

1001 127'1 2301 

-- I751 

-- 244'1 
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A BILL 

To provide for the orderly termination or extension of certain 
contracts for the sale of federal timber, and for other purposes. 

Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress Assembled, 

Sec. 1. The Secretary of Agriculture for National Forest 
System lands and the Secretary of the Interior for public lands 
are authorized to-- -

(a) terminate contracts for the purchase of timber 
which were bid prior to January 1, 1982, and for which the 
conditions in section 2 are met; and 

(b) to extend contracts under the conditions stated in 
section 3. 

Sec. 2. (a) (1) A purchaser may terminate a contract 
pursuant to this Act if the purchaser--

(A) files a written request for termination 
within 45 days following the concurrent 
publication of procedures by the Secretaries 
pursuant to Section 6, specifically identifying 
each contract for which termination is requested; 

(B) agrees to pay the Secretary holding the 
contract, within 30 days of billing, a sum equal 
to $3 per 1,000 board feet or equivalent measure 
for the costs which will be incurred by such 
Secretary in terminating such contracts and for 
reoffering the timber terminated for resale, and 

(C) agrees to release any claim against the 
United States arising out of or connected with 
each contract to be terminated. 

(D) If a request for termination made 
pursuant to clause (A) is denied, a written 
request for alternative contracts may be filed 
within fifteen days of receipt of notice of 
denial. 

(E) Payment made pursuant to clause (B) shall 
be in lieu of any damages, penalties, or claims 
that such Secretary might otherwise assess. 
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(2) Contracts to be terminated pursuant to this 
Act under which no harvest has taken place shall be 
terminated in full. Contracts to be terminated 
pursuant to this Act under which harvest has begun, 
shall be terminated conditionally with the termination 
becoming final after the purchaser has completed all 
contractual obligations for the units or a logical 
portion of a unit on which harvest had begun as 
determined by the Secretary. All remaining unharvested 
units covered by contracts also covering such partially 
harvested units must be terminated. The Secretary need 
not terminate a contract if he determines that the 
remaining unharvested units are not representative of 
all units that were to be harvested on the contract 
area in terms of species and logging methods. 

(3) The Secretary may, in his sole discretion, 
require the completion of any roads specified in a 
contract to be terminated and the decking of 
right-of-way timber. 

(4) Purchaser shall be current in all payments and 
not be in default on a contract at the time of its 
termination pursuant to this Act. 

(5) (A) The volume of timber in contracts to be 
terminated shall not exceed 40 per centum of the 
estimated timber volume specified in the 
purchaser's contracts bid as of April 1, 1982 for 
timber from National Forest System land and public 
lands less any volumes cut, removed, and paid for. 

(B) In addition to the contracts meeting the 
condition of subparagraph (A) , one contract which 
was bid prior to January 1, 1982 but after the 
date of bid of all other contracts to be 
terminated may be terminated. 

(C) The estimated timber volume terminated 
under subparagraphs (A) and (B) shall not exceed 

_by more than 10,000,000 board feet (or equivalent 
measure) the 40 per centum limit imposed by 
subparagraph (A) . 

(D) Purchasers may, in lieu of the 40 per 
centum limitation specified in subparagraph (A), 
terminate contracts having an aggregate volume of 
up to 15,000,000 board feet or terminate one 
contract. 

(b) (1) For each contract meeting the conditions in 
subsection (a) the Secretary shall set-off cash 
deposits, and purchaser credit or the timber sale 
appraisal allowance for the value of completed roads 
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against the amount payable to the applicable Secretary 
under subsection (a) (1) (B), applying the cash 
deposits before the purchaser credit or the timber sale 
appraisal allowance for the completed roads in the 
set-off. The Secretary shall provide each purchaser 
with a statement of account which shall provide an 
accounting of any set-offs made pursuant to the 
preceding sentence. 

(2) Any cash deposits that exceed the amount 
payable to the respective Secretary under subsection 
(a) (1) (B) shall be refunded to the purchaser within 
60 days after the termination. 

(3) Purchaser credit earned by purchasers of 
National Forest System timber and shown in the timber 
sale statement of account described in paragraph (1) 
that remain after set-off against amounts owed to the 
Secretary of Agriculture shall, at the purchaser's 
election--

(A) be transferred to other contracts with 
the Secretary of Agriculture held by the 
purchaser; 

(B) be retained by the Secretary of 
Agriculture for future application by the 
purchaser to other contracts for the sale of 
National Fo~est System timber; or 

(C) be assigned to another party with all 
rights attributable. 

(4) The timber sale appraisal allowance for the 
values of completed roads made in connection with the 
sale of timber from public lands described in paragraph 
(1) that remain after set-off against amounts owed to 
the Secretary of the Interior may, at the purchaser's 
election--

(A) be transferred to other contracts with 
the Secretary of the Interior held by the 
purchaser; 

(B) be retained by the Secretary of the 
Interior for future application by the purchaser 
to other contracts for the sale of timber from 
public lands; or 

(C) be assigned to another party with all 
rights attributable. 

(5) Purchaser shall be billed for any remaining 
portion of the amount payable to the Secretary after 
the set-off in paragraph (1), and purchaser must pay 
that amount prior to termination of the contract. 



- 4 -

(c) A purchaser granted termination of a contract 
pursuant to this Act shall not, if otherwise eligible, be 
prevented on account of the termination from bidding on any 
resale of timber included in a terminated contract. 

(d) (1) Timber included in any contract terminated by 
the Secretary of Agriculture under authority of this 
Act may be reoffered for sale without regard to the 
annual limitation imposed on costs of construction of 
forest roads by timber purchasers as specified in the 
fourth provision of the paragraph entitled 
"Construction and Land Acquisition" of title II of the 
Act entitled "An Act making appropriations for the 
Department of the Interior and related agencies for the 
fiscal year ending September 30, 1982, and for other 
purposes", approved December 23, 1981 (Public Law 
97-100; 95 Stat. 1405) or to such annual limitations as 
may be imposed in appropriation acts for fiscal years 
1983, 1984, and 1985. 

(2) All terminated and/or defaulted Forest Service 
timber shall be resold in an orderly fashion and be 
included in the total allowable sales in the fiscal 
year in which it is offered. 

(e) Until the procedures authorized by this Act shall 
have been in effect for 45 days, no contract that is 
eligible for termination or extension under this Act shall 
terminate or be terminated, without the consent or request 
of the purchaser. 

Sec. 3. (a) Termination dates of any contracts for the 
purchase of timber from National Forest System lands or 
public lands that were bid before January 1, 1982, shall, 
without penalty or any payment which may otherwise be 
required, be extended, at the written request of the 
purchaser, by the appropriate Secretary for 5 years from the 
termination date in effect on the date of enactment of this 
Act, except that the Secretary may require the purchaser 
requesting such extension to complete all or a portion of 
the road construction set forth in the contract by a date to 
be specified by the Secretary. 

(b) Any contract with the termination date adjusted 
under this section shall require--

(1) removal of 25 per centum of the estimated 
timber volume by the conclusion of the third operating 
season of the additional period provided by the 
adjusted termination date; or 

(2) payment by the purchaser of 25 per centum of 
the contract price, including all payments to date 
under the contract, by the start of the fourth 
operating season of the additional period provided by 
the adjusted termination date. 
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(c) A contract shall not be available for extension 
under subsection (a) if it involves substantial amounts of 
timber subject to rapid deterioration except with approval 
of the appropriate secretary. 

(d) On National Forests west of the summit on the 
Cascade Range of Forest Service Region 6, the transfer of 
purchaser credits during a contract term adjustment period 
provided by this section for roads on which construction was 
not begun prior to the date of enactment of this Act will be 
limited to transfer to sales purchased prior to the date of 
enactment of this Act. 

Sec. 4. (a) Notwithstanding any other provision of law, 
amounts paid to and retained by the Secretary of Agriculture 
under the provisions of this Act shall be covered into the 
Treasury and shall constitute a special fund, which is 
hereby appropriated and made available for use by the 
Secretary of Agriculture in preparing, advertising, 
offering, and selling timber. 

(b) Notwithstanding any other provision of law, the 
amounts paid to and retained by the Secretary of the 
Interior under the provisions of this Act shall be deposited 
in the Treasury to the credit of the appropriations then 
current and chargeable for the costs of preparing, 
advertising, offering, and selling timber. 

Sec. 5. The last sentence of Section 4 of the Act entitled 
"An Act to enable the Secretary of Agriculture to construct and 
maintain an adequate system of roads and trails for the national 
forests, and for other purposes", approved October 13, 1964 (78 
Stat. 1089; 16 U.S.C. 535) is amended by--

(a) striking out "authorized" and inserting in lieu 
thereof "directed"; 

(b) striking out "effective"; 

(c) inserting after "1975" the following: "under a 
contract not completed by the date of enactment of this Act" 

(d) inserting after "same" the following: "or 
different"; and 

(e) striking out all after "purchaser" the third time 
it appears to the end of the sentence and inserting in lieu 
thereof: "; where a purchaser exercises an available option 
to have the Forest Service construct a road, provisions for 
transfer of any available credit similar to that provided 
above in this sentence will be made using the engineer's 
estimated cost of construction in lieu of the agency's 
estimated cost of purchaser construction." 

Sec. 6. The Secretaries shall publish procedures which have 
the effect of law implementing the provisions of this Act within 
30 days after the date of enactment of this Act. 
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WAS!-I:;GTOr. ~1s VlLLALPANDO 15 WIT,..OUi DCUBT Tt-"E ~OST POPULAR 
~JSP,~lC APPG!~T~f Or TH~ MEAGAN AC~l~ISTRATIO~, 

T~t HISPA IC eusr~ESS SECTOR HAS CEVELOPEO A D~EP RESPECT FOR 
MIS ~1LLALPAN0U, ~ER KNO~LEDGE A~D SENSITIVITY TO HlSPA~IC 

bUSINESS I~~G~S HAS EAR~En HER A SPECIAL PLACE I~ THE HEARTS OF 
H!SPA~ll PUSINF~S ~E~ A~D ~O~EN T~OUGHOUT THE u.s. FOR THES~ 
REASO~S l ~~SPlCTFLLLY PEQUEST T~AT YOU SEND ~S VILLALPA~DO TO 
1AMPA. B VILLtLFANDO IS TH~ PERFECT HISPA~IC PERSON TC 
ACcn~PA~Y T~f Pk~SIDE~T TO TA~PA. 

I p E ~u. p, y (I u f.: r: I-! 1 E ~d; A N [) s u pp 0 R T c: R • 
HECTCR ~AR~ETU. P~ESIDE~T 

us HJSPA~Jc CH,M8E~ CF tOMMEMCt 

15~30 t.S1 

I . I 

TO REPLY BY MAILGRAM MESSAGE, SEE REVERSE SIDE FOR WESTERN UNION'S TOLL· FREE PHONE NUMBERS 
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The Honorable James 
Chief of Staff 
The White House 
Washington, D.C. 

A. Baker, I II 

Febru~ry 16, 1982 (,A.A.4/>,(~/1. 
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Dear Jim: ~ ..--;;;·!:..,..,. 7
, / , 

Just a short note to let you know that we have been making cons~:b;:~:.:~~,,. 
progress in solving the Grove City College problem. With the assistance ~: 7 : 
of our colleagues in the Justice Department we have arrived at a settle- ~,,c~ 
ment proposal as follows: ' 

1. Both parties {Grove City College and the U.S. Department of 
Education) would drop their appeals to the Third Circuit. 

2. The Department of Education will take the necessary steps to 
propose a regulation which will eliminate the assurance of 
compliance requirement as a prerequisite for receiving Pell 
Grant students and students who are recipients of Guaranteed 
Student Loans. 

3. The Department of Education will promulgate a regulation that 
will limit record-keeping, data collection, and comprehensive 
compliance reviews as they apply to institutions of higher 
learning which are not recipients of direct Federal financial 
assistance, but which receive students who are recipients of 
student loans and Pell Grants. Only when the Department has 
received in writing factual allegations that are sufficient to 
provide a reasonable basis to believe that discrimination 
exists will Grove City College be subject to investigation and 
compliance review from us. 

We believe that the above revisions will be sufficient to settle the 
case. The matter will be taken up by the Board of Trustees of Grove 
City College and we are hopeful that they will agree to the arrangements 
that we have worked. 

I will keep you posted on this, Jim, and I will do my utmost to keep the 
matter from escalating into a major problem. 

I appreciate all that you do to help us in this Department to give 
leadership and assistance to American education. Busy as you, you are 
always gracious and responding to my requests for help. 

Sincerely, 

T. H. Bell 



Feb. 10, 

TO: 

For your phone call to Bill Blakemore, 
suggest the following talking points 
on his "VenturePAC" idea: 

1. Sounds very interesting. 

2. It would be good to have organ­
ized support for free enterprise 
principles. 

3. Please understand, though, that 
I cannot be in the position of 
endorsing a particular PAC, or 
encouraging people to sign up 
with it. (See attached.) 

4. Thus, I really don't have sug­
gestions for you about the meeting 
you plan in Houston. 

5. Wish you good luck with the idea, 
though. While we cannot get in­
volved in any way, you know that 
no President has been more out­
spoken for free enterprise than 
Ronald Reagan. 



Problems--

1. VenturePAC would contribute to 
candidates who support the free 
enterprise system; this could 
conflict with WH policy on 
primaries & could involve con­
tributions to Dems. 

2. Could conflict with GOP fund­
raising. 

3. Backing from WH {or Chief of 
Staff) could imply sufficient 
connection with any reelection 
campaign for the President that 
VenturePAC could not engage in 
independent expenditures in the 
1984 Presidential election. 



PftOPOSAL FOR THE CRBATION OF VBNTUREPAC 

I. ~eaknessess in Most PAC Activity 

A. Too much overhead. 

B. Too little direct input by contributors. 

c. Non-business PAC's are too narrow idealogically; they 
become basically single issue or narrow issue efforts. 

D. Single-issue PAC's can be fooled too easily. The candi­
date need be right only on that issue. 

E. Business PAC's which are commonly called pressure groups 
are too easy to identify and therefore combat on just a 
few issues that apply only to that business or profession. 

F. Many PAC's tend to promote idealogy first and candidates 
second. 

G. Independent advertising by PAC's tends to be negative and 
very destructive. 

H. Public institutions - whether they be business, profes­
sional, or trade associations - are vulverable to public 
pressure and therefore take very few risks in the expen­
diture of most of their money. 

I. Trade associations and business l'AC's contibute mostly to 
sure winners who don't need the money in order to make 
their percentage look better. 

II. VenturePAC Suggestions to the above Problems. 

A. VenturePAC will be conducted primarily by volunteers 
with the largest possible amount of the overhead being 
paid out of corporate or private tunds. We feel that 
5% of gross income is the maximum overhead that will be 
spent with much less than that anticipated. There will 
be no management or office expense. 

B. Membership in VenturePAC is anticipated as being about 
200 highly motivated individuals who will be kept 
constantly informed about the activities through 
totally private channels. 

c. The decision making body of VenturePAC (the Executive 
Committee) will be made up of seven or nine people 
including three or four members of congress and four 
or five members of the private sector in addition to 
the director. Mr. Paul Broyhill of Lenoir, North 
North Carolina, and Mr. William Blakemore of Midland, 
Texas, will serve as co-chairmen for organizational 
purposes with Miss Elizabeth Powell of Washington, 
D. c., as Treasurer. 
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D. Under no foreseeable circumstances will funds be given 
to any non-incumbent candidate who has not been thorough­
ly interviewed by at least two members of the Executive 
Committee and then approved by a majority of the 
Executive Committee. 

E. During the first two years of operation VenturePAC will 
be involved in races for the u. s. House of Representa­
tives with monies going to non-incumbent candidates 
except in a few instances during election year only 
when outstanding congressmen or senators are in trouble 
and need our help. 

F. We will become involved as early as possible even parti­
cipating in the selection and motivation process where 
we can be helpful. 

G. Even though it means that we run the risk of some early 
failures, we will participate in primaries. 

H. Under no circumstances will we do any independent 
advertising against any incumbent. Our money will be 
channeled toward the selection and election of free­
enterpr ise candidates with the candidates being the 
center of the campaign. we expect to make our judge­
ment based on broad philosophy and not narrow issues 
of either one business or one initiative. 

III. Membership in VenturePAC 

A. The meeting in Dallas was the exploratory first 
meeting of VenturePAC. We hope to have fifteen to 
twenty such meetings throughout the United States. 

B. The only common denominator for membership in Venture­
PAC is belief in the free market system. It is hoped 
that our members will wish to keep a low profile 
throughout our activities as VenturePAC itself will never 
seek publicity and will reveal activities only as 
required by law. 

c. The very fact that it is expected that our members will 
be in scores of different businesses will help prevent 
any investigation into the FEC records from accusing 
us of being either a single interest or a single 
industry group. 
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D. Since we will be in business during all of 1983 and 19b4 
each VenturePAC member is allowed by law to contribute 
$5,000 per year for a total of $10,000. However, we will 
possibly ask members to make inf ividual contributions to 
candidates. 

E. If the VenturePAC member wishes to take a special 
interest in any individual candidate he may make an 
additional contribution of $1,000 before and $1,0UO 
after the primary directly to the candidate. This 
independent capability may offer our combined group an 
excellent chance to increase our impact on individual 
races. 

lp 
12/9/82 



SUMMAHY Of VENTUREPAC DISCUSSION MEbTlNG 

The initial meeting for the organization of VenturePAC was held in 
Dallas, 'I'exas, on Friday, December 3, 1982. 'l'he following people were 
in attendance: Congressman John Erlenborn, R-Illinois; Congressman 
Delbert Latta, R-Ohio; Mr. & Mrs. H. B. Zachary of San Antonio, Texas; 
Mr. & Mrs. William Blakemore of Midland, Texas; Mr. David Witts of 
Dallas, Texas; Mr. Andrew Jitkoff of San Antonio, Texas; Mr. William 
Cooper, representing '11 rammell Crow of Dallas, Texas; and Mr. Dan 
Kuykendall of Washington, D. C. 

Congressman John Erlenborn presided and led a discussion relative 
to the creation of a Political Action Committee {VenturePAC) which is a 
totally new concept in political activity. The discussion paper 
attached was used as an outline. Mr. Erlenborn pointed out that the 
idea was fathered by Congressman Jim Broyhill and was conceived because 
of the inability of most such committees to make a real impact on the 
United States Congress. 

Considerable discussion followed with a strong focus on the 
technique to be used for selecting those candidates to be supported and 
the qualifications applicable thereto. Mrs. Blakemore suggested that a 
philosophical "common denominator" be established and discussed in a 
future meeting; she specifically touched on philosophy and its affect 
on voting records. 

Mr. Zachary recommended that the selection technique be expanded 
upon and consideration be given to the adoption of a two step process: 

Congressman Latta was particularly interesteu in involvement 
beginning with the actual selection of candidates and made his point by 
stating clearly, "You can't beat somebody with nobolJy. 11 

Mr. Blakemore pointed out the necessity of carefully screening 
VenturePAC members in order to avoid unnecessary publicity. 

The question of research was thoroughly discussed. It was noted 
that the existing campaign committees in Washington continually do 
research and will make it available on request at no cost. 

Mr. Paul Broyhill (in absentia) strongly urged that operating 
overhead be kept at an absolute minimum inasmuch as administrative cost 
is a legitimate corporate expense. 

Mr. Andrew Jitkotf initiated a discussion on the question of 
communicating with individual members of the organization. It was 
agreed that personal contact with members will be the "core" of its 
success and that a concise method be formulated for making 
recommendations for individual contributions. 

It was decided that steps should be taken to formally file with 
the Federal ~lection Commission. 

It has been recommended since that meeting that Mr. Paul Broyhill 
of Lenoir, North Carolina, and Mr. William Blakemore of Midland, Texas, 
be named as co-chaicmen and Miss Elizabeth Powell of washington, D. 
C., be named as treasurer in order to comply with FEC regulations. 


