


SENATE COMMITTEE REPORT

FIRST COMMITTEE OF REFERRAL
5-DAY NOTICE

FURTHER:
**FISCAL NOTE(S) ATTACHED **
IN ACCORDANCE WITH AS 2A.08.035
(see below)

DATE TURNED INTO OFFICE
Mr. President:

RESOURCES Committee considered” ~

forest management agreements.

and recommended:

[1Y" replace with CS *bé& \\ J [tp"same title
, ; [J] new title

[ 1 attached amendment(s) and
(vKdo pass
( ) do not pass
I ) no recommendation
I J individual recommendations

I ) further referral to

I J letter of intent adopted and attached

** Committee [ J attached or ( ] adopted fiscal note(s)
("J zero [ J"fiscal impact

MEMBERS SIGNING DO PASS OTHER RECOMMENDATIONS



STATE OF ALASKA 1987 LEGISLATIVE SESSION
FISCAI.NOTE SENATE

BILL VERSION: CSSB 112(Res)
------------------------------ PUBLISH DATE: 3/5/87

Revision Date: 2/19/07 Agency Affected: Natural Resources
Title: An Act Relating to Forest URU : Forest Management
Management Agreements

Sponsor: Jones Components :.

Requestor:
EXPENDITURES/REVENUES: (Thousands of Dollars)

OPERATING FY 87 FY 88 FY 89 FY 90 FY 91 FY 92

TERSONAL SERVICES

travel

CONTRACTUAL

SUPPLIES

EQUIPMENT

LANDSI STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0 0
CAPITAL 0 0 0 0 0 0
REVENUE 0 0 0 0 0 0

FUNDING:  (Thousands of Dollars)
GENERAL FUND

FFj ERAL FUNDS

OTHER
TOTAL 0 0 0 0 0 0

POSITIONS:

FULLTIME
PART-TIME
TEMPORARY

ANALYSIS

An agreement with a timber operator could provide savings to the State
and reduce manpower needs, while at the same time providing a long term
commitment of timber to private enterprise.

Prepared by : James L. McAllister Phone: 4A5-2491

Division: Forestry Date:. 2/10/07
]

Approved by Commissioner Date: 2/10/07

Agency e Natural Rbsotltces

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impxtrd Agency(ics)
Senate Secretary



1

~

10

14

151

171

18
19
20
il
22
23
24
25
2
2

28

WORK DRAFT WORK DRAFT WORK DRAFT

5-0567B
Bradley
2/25/87
Original sponsors: Jones and Sturgulewski
IN THE SENATE BY THE RESOURCES COMMITTEE
CS FOR SENATE BILL NO. 112 (Resources)
IN THE LEGISLATURE OF THE STATE OF ALASKA
FIFTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to forest management agreements."”

BE

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 38.05 is amended by adding a new section to read:

Sec. 38.05.122. FOREST MANAGEMENT AGREEMENTS. (a) Notwith-
standing AS 38.05.110 - 38.05.120 and 38.05.300, the commissioner may,
if consistent with a Jland use plan then in effect, enter into an
agreement with a purchaser doing business in the state for the sale of
timber from state land, including land within a state forest, on which
the right to harvest timber has not been specifically prohibited by
law. An agreement entered into by the commissioner under this section
shall be used to foster the development of the state"s forest products
‘industry.

(b) The commissioner shall establish by regulation requirements
for the selection, harvest, and reeei eration of timber on state land
that 1is subiect to an agreement under this section.

(©) In an agreement for the harvest of state timber entered into
under this section, the commissioner may provide for

(1) the term of the sale and an extension of the term;

(2) the stumpage prices to be charged for the timber;

) incentives to the purchaser for the completion of the
agreement;

@) compensation from the purchaser for the scaling ser—
vices required to account for the timber sold;

(5) the construction and maintenance of access roads

-1- CSSB 112(Res)
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necessary to the harvest of the timber, 1including the sale of mate—
rials from state land for the construction of the access roads;

(6) timber harvest to be at a volume in excess of that
permissible wunder the nondeclining evan-flow method of calculating
sustained vyield;

@) penalties for violation of the terms of the agreement
and termination of the agreement;

(8) areas sized to the capability of small purchasers;

9 other terms, conditions, and limitations determined to
be in the public interest by the commissioner; and

(10) the preparation of reports determined necessary by the
commissioner.

(d) In entering 1into an agreement under this section, the com—
missioner shall consider

D the economic activity to be generated 1in the state by
the proposed operation of the purchaser;

(2) the technical and financial qualifications of the
purchaser;

3) the stumpage payments proposed to the state by the
purchaser;

(4) the experience of the purchaser in the state.

(e) The commissioner shall consult with other agencies of the
state or with federal agencies when considering an agreement under
this section.

* Sec. 2. The commissioner of natural resources snail request proposals
for the management of state timber land under AS 38.05.122, as enacted 1in

sec. 1 of this Act, within one year after the effective date of this Act.

112(Res) -2-



Hiasfea ibtate "Cegjsflature e

Senate Resources Committee mEEE . g

Von o lohn IV (JiukICoghlll. Chairman

Sen Paul Fischer. Vice-Chairman

Sen Lloyd Jones

Vn.Wliss SinrqulevMci liox V

Sen Jim Duncan J,mot,u. NUN-k.i00{S!
Von o Iml/tamlf t

Sen link F.liwm (00/7) 10 ) FOO/

February 23, 1987

MEMORANDUM

To: All Resource Carmittee Members
Fran: Committee Staff
Re: SB 112, Forest Management Agreements

Under SB 112, sponsored by Senator Jones, the Commissioner of Natural
Resources is authorized to enter into forest management agreements. Also
addressed are the criteria the commissioner may provide for in
regulation when negotiating a management agreement.

Included in your packet are:

Senator Jones" Statement

DNR Position Paper

Zero Fiscal Note

AS 38.05.110, 120, 300

Treatise by Terry Brady on FMAs

Statement of Paula Easley, Resource Development Council Before Western
State Foresters, May 1985



ALASKA STATE LEGISLATURE

Home Address While in Juneau
3813 Denali Street P.O. Box V
Ketchikan, AK 99901 Juneau, AK 99811

907-225-9082 907-465-3743

Senator Lloyd Jones
MEMORANDOMWM

TO: Senator John B. "Jack"™ Coghill,
Senator Paul Fischer,
Senator Arliss Sturgulewski,
Senator Jim Duncan,

Senator Dick Eliason, _
Senate Resource o«n«-I Hmme

FROM: Senator Lloyd
Senate Resource

DATE: February 19, 1987

SUBJECT: SB 112, An Act relating to forest management
agreements

I have introduced SB 112 to facilitate the development of
forestry on state lands. At present the forest products
industry is underdeveloped. It is my belief this bill could
bring increased forestry and value added industry to our state
through its implementation.

The main thrust of this bill would allow the Commissioner of
Natural Resources to negotiate proposals for forestry
development on state lands. Presently, the law only allows
for the acceptance or rejection of bids.

By being able to negotiate, the Commissioner will have the
necessary latitude of directing development towards state
goals rather than reacting to bids presented. Also, our peers
in Canada have been successfully using Forest Management
Agreements for many years.

I respectively request your support for Senate Bill 112.



STFVE COWPER, GOVERNOR

IIEIFARTMENT OF NATURAL KKSOIIRCES 400 WILLOUGHBY AVE

JUNEAU, ALASKA 99801-1796
PHONE: (907) 465-2400
OFFICE OF THE COMMISSIONER

February 18, 1987

The Honorable Jack Coghill, Chair
Senate Resources Committee

Alaska State Legislature

P.0. Box V

Juneau, Alaska 99811

Dear Senator Coghill:

Subject: SB 112 - An Act Relating to Forest Management
Agreements.

Response: The Department supports this bill with the change as
noted below.

Discussion: The 1idea of private management of public lands for
commercial development is a good one. Such an agreement
with a timber operator could provide savings to the state
and reduce manpower needs, while at the same time
providing a long term commitment of timber to private
enterprise.

We do have some concerns with the wording in section (a).
Under section (a), we would prefer to have the word
primary substituted for the word exclusive in describing
the potential beneficial use.

Though this bill does not address lands designated as
State Forests, those lands are mandated to be managed
under the multiple use concept, and not exclusively for
timber development.

Recommendation: That section (a) be amended to provide for timber harvest
as a primary use while at the same time preserving the
ability of other land user groups to participate 1in
planning for any land management programs.

Siincerely,

Judith M. Bra
(Commissioner

10-J9LH
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FOlc'St Ma/BBUGfl&0Oc Agreements _

cost eftactive manner. is a challer.i'* to i.ubiic Ir>no
liioiOiEN s+ and a ofiallenge 1lhat i»dS nor be n satisl.ct.iii,
met on federal and public lands, in the west, to date.

This paper is an examination orone or the newest
methods ot overseeing public«private interests on the same
rorest land base. This is a system or Forest Manasemenc
Agreements <FMA's) now in effect in the Canadian province
of Ontario.

In its simplest form, a Fares.c Management Agreement IS
a contract, between a public land agency, and a private
concern wishing to util ice a resource (timberi or resources
associated with the land.

Eecause it is a contract an FMApredetermines rights
and obligations of the participating parties.

The agreement spells out. in pr.rases and words, the
goals or the contract, the term or the contract,
considerations due each party, and the events that car. lead
to default, termination and even damages.

In these matters an FMA is similar to any other
contract, but where it differs from a contract of sale, or
even lease, as found in most U.S. timber disposal
agreements, is the FMA squarely puts the management of the
public land in the hands of the private party.

Uhile resources, and particularly timber, may be sold
through contract in the United States, the management of
the land fails under the jurisdiction of a public agency,
and the private party, in addition to being governed by the
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presumptious to suggest that the U.J. fe eral government,
or anv state or local government, should adopt the Ontario
system in toto, it is strongly suggested that the system he
studied, and perhaps even amended to fit into the American
scheme of things.

The need for tenure and continuity are important ir
the American forest products industry is' to fuitil its
potent ia 1.
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licerisee.

How*vec.it is raic to state, thatwitn rew exc*ptioiss.
little integration or these two activities were
accomplished by private industry.

Also, while iailure to accomplish true rorest
management generally can be attributed to reluctance on the
part of industry.it is necessary to point out that
professions land technical expertise to provide such
management was iust then under development.

This development primarily was being done by
government foresters in the Crown Forest Management Units.

Also, at that time a significant portion of the
northern forest land ws just beginning to be inventoried
for the first time, and much of the land was without
access.

In the early 1950’s reforestation in northern Ontario
(the bulk of the iorest land) relied primarily on
experience gained in. and planting stock from, dirferent
soil and climactic zones in southern Ontario. Reforestation
efforts were often failures, even when attempted with the
best of motives.

By 1960 it oeoame evident that industry was not
adequately reforesting land it was cutting oyer,
particularly in the northern areas.

In 1962 the Croon Timber Act was amended and the
provincial government assumed full responsibility tor

forest regeneration,
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the [Movince, were made aval lable to tho i.iivote SNCt<«i .

L'Ufin? ly7o and I'liT) negotiations hetween tho Ontar i«
Ministry of Resources and the Ontario pulp and paper
industry tthe maior consumer of government timberr resulted
in the development of the Forest Management Agreement
concept, taken partly from an Alberta system.

The announced purpose or the FMA's is to "provide ror
a continuous supply of forest resources to the agreement
holder and to ensure that rorests are harvested anc

regenerated on a sustained yield basis.”
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priuf to tMé conimenoeiuc’iil o1 oUui.n.

The FMA's contain wiut ij kn-jwn as an 1 voul >
which gives a licensee an automatic extension ‘usual I/ i
years; beyond the basic 20 year period, when in the opinion
of the government, the licensee is living up to the
contract, based on a review, usually every rive years.

Under the agreements government pays the costs o1 all
reading associated with the agreement. Government also pays
reproduction costs, while the private sector both designs
and builds the roads, and conducts regeneration activities.

Other sections of the agreements reiate to stumpage
prices, remedies for default, etc.
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binding on the companies to pioctice torest i.;new»i."

Looking at benefits one sees much the same list »m tl.*
negatives. Exclusive cutting rights icoup led with
contractually binding management requirements; creates the
tenure so important ror long term financing.

The solution to the timber harvest/regerisration
problem, is another major plus.

Looking at the Ontario experience, it does appear that
the greatest benefit of the system, however, is the
increased productivity of the forest, and the increased
participation in forest management by the private sector,
at net cost savings to the province.

Another benefit, related to tenure, 1is increased
investment in the forest products industry. Ontario
requires private parties to use the timber rrom license
areas la contract clause in FMA*s) in a vaiue added manner.
This means investments in pulp and paper plants, modern
sawmiils. etc.

In 1933 the province reported that 80,000 persons were
directly employed in the Ontario forest products industry,
but only 15 percent of thosr were woodsworkers. Another
80,000 support jobs were also reported.

During that year the Industry generated more than C*7
billion n cash flow, and some Ci30C million was paid by
industry in stumpage rees and taxes.

During that yoar government spent about *I9u million

on roads, regeneration and planning.
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by Jim Sltallon. vic?"pii?sideni, ol the Alas>a Joiss*Ll»x«cei0

Founda Lion.

15. Forest Management in Ontario; paper prepared by Lite

Ministry of Natural Resources, Province or Ontario.

1003.
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latch <Lsrjx>, pine iFjnus», hiten z-eru/ae pupici
i Fopuius). arid in the sonih othei haid and sot t.uuO'Js common
to the temperate forests ot north-central North America.

Ontario lies in the cool temperate climactic cone,
characterized by uarm summers and cool winters, witn
extreme cold not uncommon in the northern areas, ihe land
is covered with a thick blanket or snow rrgm tour to Six
months or the year. Precipitation averages run rrom 6a
cm/yr in the south to 51 cm/vr- in the north, and is
well-distributed throughout the year. Total land area
of Ontario is some wlS.900 sgq. miles, or which about 63.000
sq. miles is covered with water. Some 610.000 sq. miles s
covered with forest, of which 291,500 sq. miles s
controlled by the government (The Crown;. Out or this some
146.000 sq. miles, or 95 million acres, is considered
productive forest lano

Recent estimates state the annual allowable cut is
some 36.6 million net merchantable cubic meters, or which

slightly less than 50 percent is harvested annually.



FOREST MANAGEMENT AGREEMENTS

A New Canadian Approach-Wili It Work
In The American West?

Paula Easley, Executive Director
Resource Development Council for Alaska, Inc.

Before the
Council of Western State Foresters

Girdwood, Alaska
June 25, 1985

Good Morning. On behalf of our Council, welcome to the sunny
north. I recently left Palm Springs where it was 120 degrees, so
this cool, brisk weather is just as refreshing to me as | hope it
is to you.

The Resource Development Council, which has been active for
Yo« F*h(
more than 10 of the 26 years of Alaska Statehood, is acutely aware
of the problems that face public land managers. That"s because we
represent thousands of private-sector land users who are directly
and immediately affected by every decision, every law and
regulation made concerning these lands.

Your theme of “providing public services in an era of
declining budgets"” is one RDC has been addressing since late 1983
when the full impact of Alaska®"s declining petroleum revenue
picture came into sharp focus. We took the approach that 1in
Alaska®3 case, we had only three options for dealing with the
reduction in petrodollars that have fueled both our public and
private sector economies.

These options are (1) to spend less but spend more wisely, (@)
generate new income, and (3) find more oil. We"ve been holding

meetings with mayors around the state and devoted a major



conference last year to looking at Alaska®s economic priorities and
what can be accomplished in the next five years to achieve economic
goals.

We have explored a variety of options for providing government
services at less cost. And we have considered positive programs
for generating additional tax revenues and creating more jobs in.
the private sector.

Our Council believes Alaska®s forest products industry holds
great potential for doing both- increasing tax revenues and
creating much needed private sector employment. A key element of
this approach 1s cooperation. Cooperation between public and
private interests charged with gaining the most economic and social
value from our extensive, but nonetheless finite forest resources.
While we are proposing this new program for Alaska, we see no
reason why it can"t hold intriguing possibilities for application
in other Western states.

What we propose is to copy a program from the Canadian
province of Ontario. Foresters and land managers 1in our Renewable
Resources Division have studied this program, and the comments that
follow reflect the results of their investigation. I"m sure some
of you are familiar with the Ontario program and can offer
additional insight as to why it is successful and is now being
considered by both Alberta and British Coiui”“biv an a *ranaoem”nt
scheme for their forests.

Forestlands and the timber 1industry are vitally important to
Ontario, which has attempted for more than 135 years to find an
equitable solution to allocating timber resources, and at the same

tine Drotect the environment.
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Like irany of our Western states, the land base of Ontario is
predominantly owned by government. Ontario is somewhat smaller
than Alaska, and contains around 310,000 square miles of
forestland. The Province owns about 90 per cent of the forestland
and some 148,000 square miles of potentially productive forestland.
Commercial use of Ontario®"s timberland has been underway for som"e
200 years. The government enacted the first Crown Timber Act in
1iM9.

Ontil the early 1900s stumpage fees provided the largest
single source of income to the province.

In 1953 the province enacted a new Crown Timber Act, that like
the original, put the responsibility of both timber harvesting and
forest regeneration onto the licensee. However, without oversight
and cooperation, the industry basically "set its own course" and
there was very little integration between harvesting and
regeneration. In other words there was a lack of management by
either the private or public sectors.

By 1960 the province determined that private licensees were
not doing an effective job of regeneration. * Accordingly, 1in 1962,
the Crown Timber Act was amended, and the province assumed full
responsibility for regeneration.

The 1960s were a stimulating period for government service
foresters and forestry technicians. They developed many
regeneration practices tailored for the northern Ontario forest
conditions. At the same time, 1industry continued developing its

harvesting techniques.

It turned out that what was most efficient for harvesting was



not necessarily the best for regeneration.

This caused rising resentment against the timber produces
companies and demands for more regulation and tighter enforcement
of the Crown licensing system.

In 1976 two important studies recommended that the
responsibility for both harvesting and regeneration be returned.to

licensees so they could be integrated into total management.

N

Thrkve-yearrg- lat-e enda-tionJZ-UPr_P-.ar.f-Prl npnn, hy
a new Crown
Management Agreements (FMAs) that allowed the government to
contract forest management, 1including road building and
reforestation, to private companies.

The FMAs replace .the policing duties of the government with
contractual agreements beneficial to both parties. The contracts
contain stiff penalties for poor performance and incentives to
stimulate good performance.

The greatest reported gain from the FMAs 1is the integration of
timber harvesting with regeneration, which 1is proving successful,
and providing for a larger annual timber harvest in the future.
Ontario officials told us this has been successful because the
private manager now has a vested interest or incentive to regrow
the forest.

They contain what 1is known as an "Evergreen" clause. The
basic contra L is for 20 years, but after each five-year period the
results of private harvesting and regeneration are evaluated by the
government, and if standards are met, the contract is given a five-

year extension. This 1is one of the program®s features we like the

most.



It is beneficial to the private party because financiers
always know the firm has 20 years of raw material ahead of it.
Obviously this makes it far easier to raise capital for the timber
processing £Iants* required by the contract.

PJtA

The-Act reajdiref that all timber cut, except that used

/.
domestically yfor fuel,/building or other purposes, be manufactured
yu* fLI- 1/ / / 4 /
y\to tiesypoleswpit props, I%inber, veneer or like
products fitlnto pu/p.
pfohibl~cd-frorn bNing exported.

From our initial analysis of this system, we are today
recommending it be intensely studied for adoption, particularly in
Alaska and states similarly situated, because evidence has shown it
works? it creates jobs and industry, and results in better forest
management and forestland amenities.

It is also saving the government of Ontario money. No longer
need it hire as many foresters and engineers to pre-plan timber
sales. (These folks are now in highly paid positions in the
private sector.) No longer need government act as "policemen" to
enforce a myriad of contradictory regulations.

All they do, in the words of K.A. Armson, the author of the
1976 report that advocated the contractual agreements, is "put a
high priority on renewal and protection of Crown forests, but play

only a limited role in determining the forest industry®"s financial

future."

Can we, Alaskans and other Westerners, gain the public-private

cooperation that those in Ontario have gained, by lessening

confrontational activities, and substituting cooperation?
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And, will such programs increase public services 1in our
w«s-be-«r state”, in an era of declining government budgets?

Can this, as in Ontario, be done by government providing
access, reforestation costs, and most of all, long-term fiber
supplies, which convert to private investment and jobs, the source
of real wealth and growth in the economy? «

Again, a look at the Ontario experience is worthwhile.
Ontario contains about 148,000 square miles of Crown timberlands.
This 1is about three times the acreage of commercial forestland
(state, public and private) 1in Alaska.

As of the end of 1983 almost morethan 30,000square miles of
this land had been placed under Forest ManagementAgreements and
more 1is being added all the time.

This represents about 45 per cent of the Crown land under
private licensed areas. New Forest Management Agreements are
continually being negotiated.

What are the costs and benefits to the province utilizing this
system?

In 1983 the Ontario government invested about C$194 Million in
forest management. This was spent primarily paying licensees to
construct roads, and for direct reforestation costs.

I say invested, because industry only returned about C$40
million back in direct fee and stumpage payments.

Yet Ontario lacks an organized "no-growth™ voice decrying
deficit timber sales.

Why?

Because for the C$194 nmillion investment, on three times the
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timber land base of Alaska, the provincial government collected
C$60 million in corporate taxes and C$200 million 1in individual
income taxes. The return to the government,then, was about C$300
million- including the stumpage fees- plus the capital

improvements to its land in the form of roads and other

infrastructure. t

Also, 80,000 people were directly employed in the forest
products industry, collecting some $1.7 billion in wages and
benefits. Another 80,000 were employed supporting the industry.

About 15 per cent of those directly employed by the forest
products companies were in the woods. The remainder owed their
jobs to timber conversion and manufacturing activities. And the
private sector operating expenses for that year were C$6.7 billion.
More than C$700 million was spent in capital and repair
expenditures.

Also, the industry created almost 40 million tons of freight,
to and from the mills.

This program, with the slogan "The Name of the Game 1is
Cooperation”™ should closely observe what true public and private
sector cooperation can do- not only 1in Alaska, but in other areas
where government controls large blocks of valuable renewable
resources.

Certainly the Resource Development Council for Alaska stands

ready to join in expediting such cooperation.
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