Maine Forest Products Council
535 Civic Center Drive, Augusta, Maine 04330

E-mail: info@maineforest.org

www.maineforest.org
(207) 622-9288 Fax (207) 626-3002

December 12, 2011

The Honorable Paul LePage
Office of the Governor

#1 State House Station
Augusta, ME 04333

Dear Governor LePage;

Maine sawmills are appreciative of your concern about the health of our businesses and it is refreshing
to us to have a leader who wants to know what we think are important opportunities to strengthen our
competitive position. Most of the Maine mills that have survived to date are strong competitors and we
have made capital investments in our businesses that have cut our costs and increased our yields. We
are positioned to capitalize on a strong economy and the resurgence of housing starts.

We know, and appreciate, your willingness to level the playing field for sawmills. The
recommendations in this report to you are based on our strong belief in the role of a free market
system and the need for Maine to become more competitive in manufacturing. We have met several
times to establish and prioritize our recommendations. Representatives from pulp mills and fiber
board mills participated in the process, and many of the concerns are common, but we have focused
our ideas in this report on the perspective of sawmills in Maine based on your meeting with Patrick.

We are also an integral part of the communities where we operate and we are concerned that while we
offer very good jobs to the citizens in our communities we are unable to compete with social service
benefits to those otherwise able to work. Your efforts to streamline the regulatory process are also
appreciated and we support you in your efforts to correct these issues. Our Maine Manufacturing
sector is challenged by self imposed factors (inefficient regulatory process, energy policy decisions,
unemployment compensation criteria, ineffective economic development policy, detrimental tax
policy) and our path to recovery should be based on benchmarking our industry against our
competition both regionally and globally, then using this information to implement growth oriented

policy.



We look forward to going over the details in this report with you and we appreciate your assistance in
moving Maine’s forest industry to a new level.

Sincerely,

Luke Brochu

Chair of the MFPC Manufacturing Committee, Pleasant River Lumber

Jim Robbins, Robbins Lumber

Petr Smetanka, Stratton Lumber

Don Tardie, Maine Woods Company
Win Smith, Limington Lumber

Peter Triandafillou, Huber Resources
Jim Contino, Verso Paper

Jeff Easterling, Northeastern Lumber Mfr.

CC: Carlisle McLean
John Butera
Commissioner Bill Beardsly

Terry Walters, Sawmill Consultant

Eric Kingsley, Innovative Natural Resource Solutions
Charles Lumbert, Moose River Lumber

Jason Brochu, Pleasant River Lumber

Ryan McAvoy, SAPPI

Jim Perz, Old Town Fuel & Fiber

Kevin McCarthy, SAPPI
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Introduction

In response to Governor LePage’s request to submit ideas concerning opportunities to strengthen
Maine’s sawmill industry, the Maine Forest Products Council’s Manufacturing Committee is
presenting this report with recommendations. The group has met twice to establish a list of problems
and solutions, and then prioritized our recommendations in this report.

We understand that the Governor is interested in ways to make Maine’s sawmills more competitive
and able to consume more of Maine’s log resources. We share this goal and believe that a strategy to
evaluate and strengthen our competitive position in a free market economy is the best approach to
take. Maine’s export of logs is matched by a net import of pulp wood and our wood basket
opportunity includes Canadian provinces and southern New England states. Addressing transportation
infrastructure will enable our wood supplies to expand; addressing state policies on labor, economic
development and energy could significantly lower our costs.

We have organized our recommendations in the broad categories of Public Policy; Transportation;
Energy, Wood Supply and Labor. In each of these categories we have indicated both short term
(immediate) and long term (1-2 year initiatives) that we think are important factors in bringing Maine
into a world class competitive position.



Public Policy

Short Term Recommendations:

1. Continue to lower Maine’s Corporate Income tax rate as part of a broader tax reform
policy. Currently the combined federal and Maine state tax rate is 40 - 45% and not competitive
with Canada’s rate of 29%.

2. Protect the net operating loss carry forward tax option. Sawmills are significantly effected by
this provision because of the cyclic nature of the business. This tax option should be protected
from being disallowed in future budget actions.

3. The Governor needs to speak out against a National Park or a feasibility study. Investments
in Maine are dependant on a strong sense of stability in wood supply and commitment to the
forest industry.

4. DECD should actively advocate for the industry in the legislature as a credible voice for the

forest economy in Maine.

Long Term Recommendations:

1. Redesign the delivery of Economic Development Services (DECD)

a. Establish a focus on the forest industry sector and obtain in-house expertise. The concept is to
build a service oriented organization that can help industry with regulatory and financial
assistance.

b. Advocate for the industry in the Legislature.

c. Establish benchmarking capabilities to establish strengths and weaknesses with other US
States and Canadian Provinces. (For example, see appendix A)

d. Adopt pilot project to build an energy business park in northern Maine (see Energy) to inform
government officials about the public policy and regulatory barriers to innovative business
development.

e. Recognize that current assistance programs focus on job creation, but the sawmill industry
has focused on job retention and increased production efficiencies. Programs should
recognize job multiplier effect on communities.

f. Provide additional support to the industry in terms of wood supply and market analysis
(Maine Forest Service).

2. Focus Maine’s Department of Education on a primary school Natural Resources
Curriculum promoting Maine’s role in forest ecology and economy.

a. The aspirations of Maine’s youth should include exposure to Maine’s outdoors and resources.
Maine kids should know milk comes from cows, not grocery stores and that future careers in
farming fishing and forestry represent exciting opportunities.



TRANSPORTATION

Maine’s highways, bridges, ports and rail lines are essential components of a complex system that
moves trees from a stump in the woods to manufacturers and processors , and eventually to
market. Wood costs for sawmills are 50-60% of total expenses, and transportation expenses limit
the distance s mill can travel to procure sawlogs.

Short Term Recommendations:

1. Maine sawmills believe efforts for transportation development should focus on a North-
South rail strategy. Affordable and reliable connections to major lines south of Maine are
imperative.

2. Avoid the increase of Turnpike Fees

Long Term Recommendations:

1. Rail service in Maine is severely limited and inhibiting competitive movement of raw
materials and finished products. More pulp and logs could move from northern Maine sidings
into Central Maine mills. Likewise, hardwood logs and pulpwood in southern New England could
be more economically transported back into Maine mills. Competing Canadian Provinces have
access to efficient and economical rail transportation from Nova Scotia to Quebec (looping over
the top of Maine).

a. DECD should work with mills and landowners to define the book of business
available for rail transportation and market this opportunity to the rail industry. It
may be possible to assess the economics of spur lines into more remote forested areas.

b. Regional intermodal container capabilities along with expanded regional container
port capabilities (Portland, Searsport) are required to build value added wood
product markets'.

2. Develop a comprehensive transportation strategy for all of Maine’s manufacturing

businesses.

! Maine pulp and paper industries are concerned about Maine policies that support bulk exports of pulp chip and biomass
to European markets that are subsidized. Maine is currently a net importer of these raw materials.



ENERGY

The cost of energy for Maine’s forest products manufacturers is non-competitive with
neighboring markets in Canada and even the US. In order to grow Maine’s forest products
sawmill industry, the legislature and the Governor must explore new strategies to lower the cost
of Manufacturing by expanding our portfolio of energy production opportunities.

For Maine sawmills, energy cost can represent 10-15% of their total manufacturing expenses and
Maine rates are not competitive (see appendix B). We believe Quebec rates are around ¢6 per
Kwh. While larger pulpmills can capitalize on cogeneration to supply energy, sawmills need to
partner with associated industries to match thermal and electrical loads.

Short term recommendations:

Continue aggressive efforts to import cheaper hydroelectric power and to supply natural
gas to strategic forest industry clusters.

Establish a manufacturing representative on the Public Utilities Commission. The sawmill
companies have little confidence in the PUC’s understanding of the need for a competitive
manufacturing rate.

Renew Pine Tree Zone (PTZ) Energy Credits due to expire in 2012, but improve sawmill
eligibility by modifying PTZ and Efficiency Maine (EM) benefits to support sawmill and
other manufacturing investment that modernizes a facility. Currently, benefits from these
programs reward businesses that expand energy usage (PTZ) or build energy generation
capabilities (EM). Many sawmills are focused on modernizing their mills and increasing
production efficiency or converting to renewable fuels, but will not technically qualify for
assistance under these programs. However these types of investments create business stability,
improve energy efficiency, and preserve jobs.

Tie Northern Maine to the ISO New England Grid. Maine Public Service rates currently at
13.2¢-14.5¢/kwh are under review for a 12% increase with the PUC. This will threaten current
sawmill operations in the region.

Long Term recommendations:

Examine the opportunity to allow Transmission Utilities to re-enter customer cited
generation on a regulated basis with wood manufacturing facilities and other commercial
businesses interested in Combined Heat and Power Generation projects. Current franchise
agreements and a legislated singular focus on transmission costs are a disincentive to establishing
creative CHP projects that could immediately lower sawmill energy costs and allow transmission
of power to multiple wood processing facilities.

DECD should participate in a 14 MW sawmill, chip plant and energy park pilot study in
Portage, Maine. This public/private effort could evaluate regulatory and policy constraints for
establishing a model for mid-sized energy campuses for wood manufacturers.



Wood Supply

Maine sawmills are concerned with the supply of spruce logs for their operations. From 2006 to 2009, the total
wood harvest in Maine decreased from 6.5 million cords to 4 million cords (See appendix C) The total harvest
of spruce-fir sawlogs in Maine for the same time period (See appendix D) dropped from 751 MMBF to 340
MMBF, a 55% reduction; outpacing the total harvest decline of only 30% over the same time period”. In 2009
exports of spruce logs into Canada are about 36 % of the total Maine harvest (33% to Quebec and 3% to New
Brunswick).

USDA Forest Inventory Analysis data indicates that Spruce-Fir harvest has exceeded growth in the Northern
Mega-region, whereas in the Eastern Mega-region over the last period 2006-2010 growth now exceeds
harvest. It is the consensus of the industry that we are entering a period of time in the Spruce-Fir cycle where
supply will be constrained, but fortunately better days are ahead with oncoming young growth reaching
merchantable size. Most of Maine’s active Spruce-Fir sawmills have invested heavily in capital improvement
projects that have increased efficiencies and yield. Mills are better equipped to deal with smaller sized wood.
Price differentials between similar sized wood for both sawlogs and pulpwood will continue to create market
overlap

Short term recommendations:

1. Eliminate unnecessary State regulations impacting bonded labor where it has been
demonstrated that qualified and willing US workers are not interested in locating (Some
sawmills are not affected by this labor constraint).

2. Establish equipment loan guarantees for new and established contractors and improve access
to capital.

Increase harvests on Public Lands and State Parks to silviculturally justified levels.
4. Focus efforts in southern Maine to promote private woodlot management. The decreased
levels of development in southern Maine have severely limited cleared land wood supplies.
a. Ensure compliance with the Tree Growth tax law participants (2 million acres).
b. Develop effective education and outreach strategies to non tree growth landowners,
town forests and land trusts (5 million acres) through the MFS Wood Wise Program,

SWOAM, the American Tree Farm System and the industry.

2 More work should be done by the MFS to ensure the accuracy of the Wood Processor Report



LABOR

Sawmills are experiencing significant challenges in finding qualified labor. In most cases on the
job training is available but incentives to work verses incentives to remain unemployed are
significant. Drug abuse is also significantly contributing to the inability to retain workers and is
reaching epidemic proportions. Many mills have resorted to foreign labor as a supplement to
domestic labor.

Reorganize the state social welfare and unemployment system so that people are encouraged
to work. Enable the newly employed to keep certain benefits, such as Medicaid, to bridge the
gap until employer coverage begins thereby removing incentives not to work.

Support and encourage training for people interested in Forest Products Industry for both

harvesting and manufacturing positions.



Appendix A

WHY WISCONSIN FOR FOREST PRODUCTS?

Wisconsin’s forest ® Wisconsin is the number one paper making state in the nation and has been for
products industry BxeF30 yRafs:
has s['a['ewid'e‘r ® Wisconsin's forest industry ranks first in fine papers, first in sanitary paper

national and products, first in millwork and third in hardwood veneers in the U.S.

international ® \Wisconsin leads the nation in forest product manufacturing capital expendi-
- tures, ranks second in annual payroll, and second in total farest products em-
prominence. playment, which is growing faster than the national average.

® In Wisconsin, the wood products industry one of the state’s largest employer
with over 72,000 employees and Wisconsin’s forests are the state’s largest land
cover and by far the state’s largest land use.

e The forest product industries in Wisconsin account for 14.4% of manufacturing
jobs and is the number 1 employer in 23 counties in Wisconsin.

& Wisconsin’'s printing and paper converting industry employs an additional
46,000 workers with employee compensation of 2.5 billion dallars.

&  For every 10 Wisconsin jobs in the forest related industries, an additional 23
jabs are produced in ather sectors of the state’s economy.

® Wisconsin has over 2,000 forest product companies and a $22 billion annual
forest products industry that includes one in every six manufacturing jobs.

® Wisconsin continues to grow more wood than it removes. About 650 million
cubic feet is grown each year, while only 346 cubic million feet is removed.

® \Wisconsin is experiencing an increase in standing wood. Of every 1,000 live
trees over ten feet tall in the state, only four will be harvested by loggers this
yvear and 98 new trees will grow past the ten foot mark during the vear.

® Most of Wisconsin’s commercial forests are privately owned, unlike many
southern and western states where commercial forestlands are largely in the
hands of the federal government or large forest industries.

® \Wisconsin recently implemented the most aggressive regulatory reform in the
Midwest United States. The time required to get permits has been reduced and
permit backlogs have been eliminated.

® \Wiscaonsin has an extensive pool of public, private, basic & applied research and
technology available to the forest products industry. The USDA Forest Service
Products Laboratory, the University of Wisconsin System, the Wisconsin Techni-
cal College System and the Wisconsin Department of Natural Resources all
have valuable resources and programs serving the forest products industry.

® Wisconsin has a highly-skilled, productive workforce and it is the state’s most
impartant asset, according to national measures and polls of Wisconsin CEOs.

® Wisconsin has property tax exemptions for manufacturing machinery and
equipment, inventories, and computer equipment. Tax credits exist for R&D
and sales tax exemptions for manufacturing machinery and equipment, as well
as manufacturers’ raw materials and fuel and electricity used in manufacturing.

® \Wisconsin offers one-day shipping to over a third of the nation’s population.
Widely-available air and rail service is complemented by a comprehensive net-
A Forward ! 2 " 2

/ & & work of toll-free, controlled access highways and multi-modal facilities.
w isconsin e Wisconsin Is quality living at an affordable price. Energy, health care, housing,

ForwardWI.com insurance costs and commute times are well below the national average.

2010
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Appendix C

Harvest Volume

(Cords)

Mova Scotia™

Annual Harvest Summary by Major Species Groups
(Total Reported Sawlog, Pulpwood, and Firewood Volumes)
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0 1 1996 | 1997 [ 1998 [ 1999 | 2000 | 2001 [ 2002 [ 2003 [ 2004 | 2005 | 2006 | 2007 [ 2008 | 2,009
Ointolerant Hwd | 451,717 | 515,074 | 553,482 | 506,263 | 528,355 [ 423,715 | 508,025 | 450,112 | 647,282 | 49,030 | 400,363 | 346,720 | 271,705 | 269,522
BNorthern Hwd | 2,573,88] 2,637,33] 2.413,24] 2,128,83 2.441,92[ 2,666,42[ 2,516,567 2,534,21 2,693,65| 2,398,31] 2,933,90[ 2,486,81[ 1,862,31 [ 1,875,48
WOther SFT 3,946 | 13,294 | 58,132 | 25,237 | 21,780 [ 31,759 | 31,439 | 75773 | 37,343 [ 93,381 [ 137,702 | 49,065 | 34,234 | 24,586
QCedar 91,861 [ 109,607 | 72,374 [ 103,404 [ 109,669 | 111,692] 78,286 | 74,300 [ 92,105 [ 83,265 | 74,332 | 70,470 | 63,440 | 40,855
@White & Red Pine [ 699,495 | 777,249 | 771,896 | 740,254 | 658,332 | 614,848 | 746,136 | 686,399 | 671,723 | 659,492 | 553,171 | 500,417 | 561,003 | 606,552
BHemlock 544,140 | 479,033 | 505,030 | 412,010 | 412,839 | 363,284 | 327,656 | 325,263 | 422,537 | 336,046 | 333,082 | 409,394 | 383,208 | 346,170
©Spruce-Fir 2,452,25| 2,335,36| 2,009,40( 2,210,17| 2,123,35| 2,118,07| 2,184,32[ 1,872,96 | 1,757,37 | 1,887,61] 2,071,71 [ 1,792,92[ 1,615,31 [ 1,405 61

Harvest Year

Canada™™



Appendix D

Destination of Annual Spruce-Fir Sawlog Harvest
(Volumes are in MBF)
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OSaw Instate

332,802

413,598

404,172

489,366

412,445

287,801

341,075

326,515

384,038

368,995

357,240

326,698

280,313

205,195

@ Saw Export

543,220

357,854

306,766

325,948

312,230

448,153

434,467

289,976

254,097

289,381

394,208

214,560

206,183

134,838




