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Development of a timber sale accounting system for the U.S. Department of

Agriculture, Forest Service ordered by the U.S. Congress, has entailed numerous

evaluations and research projects. Critics of the current process claim administra-

tive costs are not recovered by the prices paid for Federal timber. However,

management of multiple resources for multiple uses makes traditional accounting

difficult; i.e., keeping track of cash flows. A further complication involves allocating

costs to the various resources (joint cost allocation), for which no nonarbitrary

method currently exists. A concurrent issue involves the building of roads for timber

harvest into areas released from wilderness consideration. Environmentalists see the

road building program of the Federal land management agencies as an additional

reason Federal management costs are not recovered from timber-generated re-

venues. The heart of the issue is which lands are economically suited for timber
management, and what nonmarket benefits and costs accrue from timber manage-

ment.

The United States has a large amount of
public forest land. About 76 million hectares
are managed by the U.S. Department of Ag-
riculture, Forest Service. This represents
about 8.5 percent of the land area of the U.S.,
and about 26 percent of the total forest land.
By law, these lands are managed for many
outputs, some of which are market valued,
and some of which are amenities. Over the
past few years, the Forest Service has sold
about 50 million cubic meters of sawtimber
annually. These lands have also supported
about 230 million recreation visitor days, and
many other uses. They represent an impor-
tant national resource, and interest in their
management is high.

The first Chief of the Forest Service, Gif-
ford Pinchot, set the precedent for manage-
ment of these lands with his famous directive
of ”the greatest good of the greatest number
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in the long run”. This multiple use policy can
be difficult to implement when uses conflict.
As Pinchot also said, "There are a great
many interests on the national forests, some
of which conflict a little . . .” Management
direction to resolve conflicting interests for
these national lands is influenced by Con-
gress, the public, and professional resource
managers.

Congress influences the management of the
National Forests on an annual basis through
the appropriation process. Appropriations
are made for specific purposes, with close
review by the oversight and budget commit-
tees, to assure funds are expended properly.
The annual budget has a great influence on
the management of the Forest Service. Con-
gress also determines how the National
Forests will be managed overall through
legislation such as the National Forest Man-
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agement Act of 1974. This Act requires each
National Forest to prepare a land manage-
ment plan, which describes the objectives for
the unit. Specific areas for special uses are
also designated by Congress, such as wilder-
ness areas, Wild and Scenic Rivers, National
Recreation Areas, and other uses.

The public influences the management of
the National Forests through a public com-
ment and appeal process in National Forest
planning, and through direct contact with
local National Forest managers. Each Na-
tional Forest has or is developing a plan,
which details how that land will be managed:
what practices will be used, what outputs
(both market and nonmarket) will be pro-
duced, what costs and revenues are expected,
and what the environmental effects will be,
by time period. If the public does not agree
with the objectives and management direc-
tion set forth in the plan, they can appeal the
decisions to another level in the Forest Ser-
vice. If they still are not satisfied, the public
can pursue legal changes through the courts.
Forest Service management is always striving
to meet the broad range of needs of the entire
public. Special interest groups, however, of-
ten feel their desires are unmet, and proceed
with appeals and political pressure.

Timber sales are an important part of each
National Forest Land Management Plan. It
is often through management of the vegeta-
tion, most often through timber sales, that the
objectives of the plan are met. Recently, de-
bate has arisen about the economics of Na-
tional Forest management, particularly
timber harvesting. The issue has come to be
called ”below cost sales,” a pejorative term
that has been applied to selected timber sales.
These are timber sales which, measured by
short term cash flow, do not return to the
government the costs of planning and ad-
ministration borne by the Forest Service.
However, the intensity of the debate over the
issue is heightened because of the impacts on
forest land management in the United States,
including unroaded, primitive areas deferral
from development, soil erosion from road
building and logging, fisheries and wildlife
impacts, and the Federal government budget
deficit. It also has the potential to cause a
serious examination of the multiple use man-
agement direction of the Forest Service.

While some have argued that it is an ac-
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counting question, the issue is in fact a con-
tinuation of the debate over how the National
Forests should be managed. After World War
I1, the population and incomes of Americans
grew rapidly, and so did the demand for
housing and wood products. This led to in-
creasing demands on the National Forests.
To meet this demand, timber harvesting on
public lands increased. Concurrently, higher
incomes were combined with more leisure
time and the means to travel to remote areas
for recreation. Dual pressures for commodity
production and amenity values then in-
creased at the same time on public lands. The
latest emphasis on “below cost sales” is the
result of these forces.

Over the past few years, a number of
studies have been published which argue that
the Forest Service is unjustifiably losing
money on some timber sales (Barlow et al.
1980, Sample 1984, Wolf 1984, General Ac-
counting Office 1984). Each study has treated
costs and revenues somewhat differently, but
none include nonmarket benefits and costs,
nor do they include improvements in the
asset value of the forest through salvage har-
vests.

This level of interest in the economics of
the National Forest timber sale program led
Congress to direct the Forest Service to de-
velop a timber sale accounting system. In
response, the Forest Service set up a task
force to consider the problem and design a
system to meet the needs of Congress. The
task force has been working on this charge for
two years. Numerous difficult issues have
been raised, including keeping track of cash
flows for multiple outputs and multiple time
periods.

The Forest Service has made a number of
management responses to the below cost sales
issue. Congress has requested improved in-
formation about timber sales, costs and be-
nefits, and additional effects, both positive
and negative, on other resources. The task
force has delineated four stages for its study of
below cost sales: investigation, design of al-
ternatives, testing, and evaluation. The inves-
tigation stage began with hearings before a
House Subcommittee in February 1985. In
these hearings, the Forest Service described
how cash flows differed between multiple use
and profit maximizing objectives.

The alternative design stage was to develop
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several accounting alternatives that could
display a range of information relevant to
timber sales: cash flows, costs incurred to
mitigate or enhance other resources, changes
in other resource benefits, and economic im-
pacts on communities. Each alternative was
tested repeatedly. Tests have now been done
on 35 National Forests. a

This experience has shown the Forest Ser-
vice that its existing accounting systems are
generally adequate for tracking timber sale
expenditures and revenues. What is needed is
a better method to delineate the expenditures
of a sale’s objectives and other outputs. For
example, the objectives of one sale could be to
manage an insect attack, to create an opening
in the forest to benefit wildlife, or to support a
timber processing mill in a small community.
Current accounting systems generally do not
report such rationales.

The accounting alternatives can present
several different types of informational dis-
plays. One is the timber sale program’s finan-
cial costs and revenues, including the costs of
planning, administration, roads, overhead,
stand examination, and resource support
(wildlife, fisheries, cultural resources, water,
and others). Balanced against these costs are
the revenues received for timber and required
deposits for activities such as brush disposal
and reforestation. The investments that will
return benefits over time are separated from
current expenses. To date, these have been
lumped together. Finally, the community im-
pacts of income and employment are display-
ed. All these benefits and costs, including
cash, non-market, and social, can be used to
show the results of vegetation management.

Community stability is an especially im-
portant issue related to the economics of the
timber sale program. Many small com-
munities, particularly in the western U.S,,
are dependent on sawmills and other timber
industries for their economic base. Because of
the large proportion of timber under control
of the Federal government in the West, Fed-
eral policies for selling timber and managing
the lands can have a large impact on these
communities. One of the policies of the Forest
Service has been that we will support these
dependent communities with sufficient
timber sales to keep the mills going. Of
course, this is contingent on the mills surviv-
ing the other economic pressures that they
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face. However, timber sales are often made
“below cost” to inefficient mills that would
otherwise shut down if forced to pay higher
stumpage prices.

Federal lands are not taxable by local gov-
ernments to support schools, roads, and other
local governmental responsibilities. As com-
pensations for this, the Federal government
returns 25 percent of the revenues from sel-
ling timber to local governments in support of
roads and schools. This typically amounts to
about $150 to $200 million per year. These
payments are made regardless whether a sale
is ”below cost” or not. A reduction in timber
sales would also lead to a reduction in the
funds paid to States and counties every year.

A major difficulty in devising a system to
provide better information for the timber sale
program has been the continuing pressure for
joint cost allocation. This is the problem of
allocating the costs of doing a project among
the several outputs produced. A dozen or
more methods have been proposed for al-
locating joint costs, none of which produce a
non-arbitrary result. In an effort to fully ex-
amine the advantages and disadvantages of
the methods of joint cost allocation for Forest
Service use, a number of studies have been
commissioned (Hof and Field 1986, Hof et al.
1983, Leefers 1985, Rideout 1984, Schuster
and Rideout 1986, SK&A 1986, SYDEC
1986). All have reiterated the arbitrary na-
ture of existing joint cost allocation methods,
and most have pointed out the dangers of
decisions made based on results of using
them. Nonetheless, pressure continues to pro-
duce the ”true cost” of timber production and
sales.

At risk in this issue is that the proper
method for evaluating the economics of mul-
tiple use management will not be fully
utilized. The proper way to examine the be-
nefits and costs of timber management in a
multiple use context is with a capital account-
ing framework (Bowes and Krutilla in prep.,
Bowes, Krutilla, and Stockton 1986). In this
way, any immediate costs and benefits of an
action must be compared with any change in
the asset value of the forest. The net asset
value is essentially the present value of the
costs and benefits, both market and nonmar-
ket, of the forest as far into the future as is
prudent to project. If desired, the separable
costs of various outputs can reasonably be
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estimated, although with some degree of diffi-
culty. Cash flow comparisons alone do not
provide the proper information to make deci-
sions on th economic suitability of an indi-
vidual timber sale. Changes in the flows of
benefits from the forest must also be consi-
dered, along with altered cost requirements.
Not all chosen harvests result in immediate
revenues, sufficient to cover the costs of har-
vest-related activity.

For the management of public forest lands
in the United States, the issue of ”below cost
sales,” or more accurately, the economics of
the National Forest timber sale program,
may have important impacts. Whether multi-
ple use management produces the benefits
foresters have long claimed is under serious
question by the Congress and several en-
vironmental groups. The forestry community
is having difficulty convincing skeptics that
the nonmarket benefits are produced, and
that their value exceeds the cost of their
production. The potential exists to limit
timber harvest to lands that show a strict
financial gain. If so, the activities of the Na-
tional Forest System, and hence the benefits
to wildlife, forest protection and improve-
ment, and recreation will be reduced.

Literature cited

Barlow, T. J., Helfand, G. E., Orr, T. W. & Steel, Jr., T.
D. 1980. Giving away the National Forests: An
analysis of U.S. Forest Service timber sales below

cost. Natural Resources Defense Council.
Washington, D. C.

Silva Fennica 20(4)

Bowes, M.D. & Krutilla, J. V. (In preparation). The
economics of multiple use public forest land man-
agement. Resources for the Future. Washington,
D. C.

Bowes, M.D., Krutilla, J. V. & Stockton, T. 1986. The
economics of below cost timber sales. Resources
for the Future. Washington, D. C.

General Accounting Office. 1984. Congress needs better
information on Forest Service below cost timber
sales. RCED-84-96. Washington, D. C.

Hof, J. G. & Field, D. (In preparation). An evaluation of
alternative cost allocation schemes for multi-pur-
pose USDA Forest Service projects. USDA
Forest Service, Rocky Mountain Forest Experi-
ment Station, and Southeastern Forest Experi-
r\r;ant Station. Fort Collins, CO, and Asheville,

— , Lee, R. D., Dyer, A. A. & Kent, B. M. 1983. An
analysis of joint costs in a managed forest ecosys-
tem. USDA Forest Service, Rocky Mountain
Forest Experiment Station. Fort Collins, CO.

Leefers, L. 1985. Allocating joint costs on national
forests. Michigan State University. East Lansing,

Rideout, D. 1984. Analyzing and accounting for the costs
of multiple-use forestry. Colorado State Universi-
ty. Fort Collins, CO.

Sample, V. A, Jr. 1984. Below-cost timber sales on the
National Forests. Issue Brief. The Wilderness
Society. Washington, D.C.

Schuster, E. G. & Rideout, D. (In preparation). Evalua-
tion of joint cost allocation techniques. USDA
Forest Service, Intermountain Forest Experiment
Station. Ogden, UT.

Snavely, King & Associates (SK&A). 1986. Develop-
ment of USDA Forest Service transportation sys-
tem cost allocation methods. Washington, D.C.

System Design Concepts, Inc. (SYDEC). 1986. Trans-
portation system cost allocation methods.
Washington, D.C.

Wolf, R. E. 1984. State-by-State estimates of situations
where timber will be sold by the Forest Service at
a loss or a profit. Memorandum report to the
Honorable Sidney Yates, Chairman, Subcommit-
tee on Interior Appropriations. Congressional
Research Service, Library of Congress. Washing-
ton, D.C.

U.S.D.A. Forest Service. 1986. Timber sale program
information reporting system. Draft report to
Congress. Washington, D.C.

Total of 14 references

305



PART III

EFFECTIVENESS OF FOREST POLICY PROGRAMS
ON TIMBER SUPPLY FROM NON-INDUSTRIAL
PRIVATE FORESTS





