· print
· email
Low timber prices, high fire danger?

Costlier forest thinning contracts mean agencies may cut back, officials warn
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WASHINGTON — Rock-bottom timber prices are making it more expensive for federal agencies to thin fire-prone forests and ultimately could leave Central Oregon in danger of more big wildfires, U.S. Forest Service officials and other officials predicted.

That’s just another domino to fall in a chain set off nearly two years ago by the bursting of the housing bubble, these officials said. 

Once housing prices fell, demand for new houses disappeared. That cut demand for the lumber to build the houses, sending the market for timber into its own crash.

Many forest health and restoration projects are carried out under stewardship contracts, under which a company agrees to clear small trees and brush, in exchange for the right to sell that material, usually as wood chips. 

When selling small trees doesn’t cover the cost, the contracts call for the government to pay companies to make up the difference in costs to the company.

This year, the Forest Service has been paying a lot more, said Bob Flores, natural resources team leader for the Sisters Ranger District. 

The price for restoration work depends on the project, Flores said, but work that cost $200 per acre early last year is going for more this year.

“These bids may be going $300, $400, $500 per acre,” Flores said. “It’s an issue right now, given our budget’s going down, how much we can afford (to spend) on stewardship contracts.”

Scott Melcher’s company, Melcher Logging, has two of the biggest stewardship contracts in Central Oregon, one near the headwaters of the Metolius River and another at Glaze Old Growth Area near Black Butte Ranch.

For the two projects combined, he’ll be paid about $750,000 to restore 1,400 acres this year.

“If we had the same chip prices we had last year, it would have reduced that contract (amount) by probably 30, 40 percent,” Melcher said, of the contract he signed in August. “With the building situation the way it is, the demand for those products is down.”

Demand is so low that early this year Melcher was unable to sell a batch of higher-quality logs that were suitable for boards. Instead, he turned them into wood chips, he said.

According to The Associated Press, the Commerce Department reported this month that groundbreaking for new homes in September was the second worse monthly total since 1959. It was January 1991 when the country — in a recession — last saw fewer housing starts. Construction of new homes and apartments dropped by 6.3 percent last month, pushing the total production to a seasonally adjusted annual rate of 817,000 units.

Nationally, the Forest Service will be able to do less fuels reduction and forest restoration work because of the lower prices, said Dick Fitzgerald, the agency’s assistant director for forest products.

“The value of lumber, which reflects on how much a company can pay for (timber), makes a difference in how much resource work that we can do,” Fitzgerald said. “It’s all related.”

That’s put conservationists like Tim Lillebo, the Eastern Oregon representative of OregonWild, the environmental group that helped design the Glaze project, in the unusual position of wishing for higher timber prices.

“If they’re worth more, you can usually do a little more work,” Lillebo said. “The timber market seems to dictate more than the supply of trees as to what’s going to happen in the woods.”

A new policy
To ease the pressure on companies that signed contracts before the price of wood fell, the agency on Wednesday proposed a new policy in a notice in the Federal Register. 

The policy will help logging companies with stewardship contracts where, in return for performing thinning or restoration work, are given the right to cut down some bigger trees. In those deals, the government sometimes requires a down payment from the company, if the value of logs is estimated to be more than the value of the work. 

The proposal released Wednesday would drastically cut the down payments logging companies are required to pay, and reduce some other required payments.

“This won’t prevent all purchasers from failing or prevent all contracts from defaulting during drastic market declines,” the notice read. “But, the amount of financial security the Government may forgo by temporarily reducing downpayments on contracts that ultimately default will be more than offset by the economic benefits derived from the increased number of contracts that don’t default because of helping purchasers with their cash flow.”

Help for our area?
That policy won’t make much difference in Central Oregon, said Phil Chang, program administrator at the Central Oregon Intergovernmental Council, because of how the contracts are structured in the Deschutes and Ochoco forests. But it could help timber companies in Western Oregon, and in the northeast part of the state, he said.

Another avenue to fund thinning work was trust funds filled with a portion of profits from timber sales. As the market for timber has slackened, and prices fallen, those trust funds are nearly empty, Flores said.

“If you don’t have enough receipts to put into our trust fund, then you don’t get the work done,” he said.

Flores did not know how much money was left in the fund for the Deschutes, and the forest’s budget officer couldn’t be reached for comment on Wednesday afternoon. 

As funding streams for thinning work dry up, costs to fight wildfires have ballooned this decade. In the 2008 budget year, which ended in September, the Forest Service spent about 

$1.5 billion fighting fires. That was $300 million more than the agency budgeted, forcing it to pull about $30 million nationwide from fire prevention accounts in August and September.

Keith Chu can be reached at 202-662-7456 or at kchu@bendbulletin.com.

At a glance

Many forest projects are carried out by companies that have stewardship contracts with the U.S. Forest Service. Under these contracts, companies agree to clear trees and brush in exchange for the right to sell the resulting material, such as wood chips. This year, low timber prices are driving up the cost of stewardship contracts, which means the Forest Service may not be able to afford as many thinning projects. Less thinning could mean an increase in big Central Oregon wildfires, according to Forest Service and other officials.

