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these clearly should be defined. The time during which these benefits
will be in effect also should be stated. If there is a sliding scale of
benefits over time, a schedule of these benefits should be attached to
and made part of the agreement. The same would apply to protective
tariffs if these are a consideration under the terms of the contract.
Similarly, any special provisions, such as accelerated amortization to
minimize income taxes, will be provided for in the contract.

Timber Loss by Fire or Theft. Fires, hurricanes, theft, and other
unpredictable losses can and have materially reduced the volume and
sometimes payment for a tract of timber during the life of an
agreement. The contract should state clearly who will bear the loss,
under what circumstances, during the duration of the contract
period. Obviously the purchaser should assume or share losses due to
his negligence or that of his agents or due to failure to comply with
contract requirements. The contract should not attempt to collect
payment from the purchaser for timber which was not harvested
because of circumstances beyond the purchaser’s control.

Arbitration. An arbitration body, acceptable to and binding on
both parties, should be established to settle disputes of a technical
nature. This body should be a disinterested organization or group.
Customarily, one participant is selected by the purchaser, a second
by the government and a third person is jointly selected by these
two. The basis for paying the expenses of arbitration will be agreed
upon, and clearly stated.

Renewal. The contract should provide for limited time
extensions, by mutual agreement, made necessary by uncontrollable
factors. It should also state whether or not formal renewal is to be
considered and if so, what rights or options will then be available to
the purchaser. If a renewal option is provided, the considerations on
behalf of each party should be clearly specified.

Assignment of Contract. It should be at the discretion of the
government to stipulate whether or not the contract may be assigned
to a third party. Unless this is specified, contracts are usually
interpreted as assignable. In the past this ambiguity has led to many
misunderstandings and failures to fulfill obligations of a timber
cutting contract.

The contract should state specifically whether the contract may
or may not be assigned to another, either in whole or in part. The
government may have no objection to assignment of one part of the
contract while having strong objections concerning another part.
Even if the government permits reassignment of the contract in
whole or in part, this permission should be limited to firms or
individuals acceptable to the government.

The contract should also make clear whether the purchaser
remains responsible for fulfillment of contract terms after an
assignment, or if he is freed of responsibility if the contract is
assumed by a third party; usually the purchaser should continue to
be responsible.
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FORMS OF CONTRACT

After preliminary agreement on general terms of a cutting
contract, and the execution of an option, the detailed contract terms
can be worked out by individual or joint effort of the purchaser and
the government during the period required for surveys and the
development of plans. Frequent meetings between representatives of
the parties are desirable to insure that there is a thorough
understanding of all contract provisions, and to permit adjustments
as needed to arrive at terms acceptable to both parties.

For the most part, the development of the contract terms should
be the responsibility of representatives of the purchaser and the
government’s forestry agency, though each should have legal
assistance as necessary.

The actual contract documents should be drawn up by the
nation’s legal agency, with the cooperation of the forestry agency
and the purchaser’s representatives. A timber cutting contract is
usually an important, long-term legal document, in many cases very
important to the nation’s economic and social welfare. As such it
must be carefully prepared, explicit, as detailed as necessary to avoid
misunderstandings, and above all it must be legally enforceable.

Because no two timber sales can be identical, and since legal
requirements differ among nations, representative or sample
contracts can serve only as general guides and indications of the
provisions that have been incorporated in some successful contracts.
In Figs.1, 2 and 3 of this publication are reproduced parts of the
timber sale contract forms used for sales by the United Sates Forest
Service. These contract forms are used in combination with standard
and alternative clauses developed to meet special situations and local
requirements. Study of these should provide helpful suggestions for
administrative foresters contemplating large sales in Latin America.
In some cases, copies of actual sales contracts for specific situations
can be obtained from the Chief, Forest Sevice, U.S. Dept. of
Agriculture, Washington, D.C.

To provide further suggestions applicable to timber cutting
contracts for Latin America, the remainder of this chapter presents a
hypothetical contract form that would be generally suitable for use in
many Latin American nations. Footnotes indicate the information to
be inserted in the many blank spaces which occur in the contract
form.

While it is necessary that some logical format be used in
preparing a contract document, this is less important than the nature
of the contract provisions, and the clarity with which they are
expressed. The understanding of the full potential of forest products
manufacture in the nation’s economy, the skill and judgment with
which decisions have been made to achieve this potential through a
viable forest industry, as well as the effectiveness of the measures
devised for the per setuation of the forest resource are the true
measures of the su:cess of a timber sales agreement.
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Hypothetical Timber Cutting Contract

This contract entered into this date by ............ ,1
hereinafter called the seller and ............... ,2  hereinafter
called the purchaser,

Conveys, under the terms and conditions here set forth and
agreed to by both parties, certain timber standing upon a tract of
land of which the seller is the legal owner, located 3
and containing ............ 4 Thectares, more or less.

1. The purchaser’s principal headquarters is ............
The ........... 6 ghall be the legal agent for the purchaser. The
seller is represented in this agreement by its agency .......... ¥
which is responsible for custody and management of said land, and is
legally empowered to act for the government of ............ in
the sale of timber from said land in accordance with B

The legal agent for the seller shallbe .............

The seller and purchaser shall each designate a local
officer-in-charge who shall receive copies of all correspondence and
other documents transmitted between the principles regarding
activities relating to this contract. Each local officer-in-charge shall
represent his principal in matters relating to this contract as
authorized by said principal.

commencing on the date of signing of this contract, subject to the
following conditions and limits of time:
The purchaser agrees to initiate construction of facilities for
manufacture of forest products including roads and other
facilities as agreed upon, on or before ............ 1

9. This contract shall be for a period of 10

1The name of the nation selling the timber.
2The name of the purchaser.

31, ocation of tract. This can be brief, since a detailed description is to be included in
Article 4.

4Area of Tract.
5Legal address of purchaser.

6itle and address of the corporate officer, such as vice-president for overseas
operations, empowered to act if the purchaser is a corporation.

T0fficial name and address of the agency or government department entering into
the agreement.

8Ident;ify specific legislation.

9Title and official address of responsible officer, usually the chief of the forestry
agency.

10St;ate period, such as 20, 30, or 50 years.

11St,ate time in months.
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on trees or vines at intervals of not more than 10 meters. The
maintenance ar210d painting of these lines shall be the expense of

purchase:
Alternative Clause A 21

All timber marked for cutting and all timber to be marked
for cutting on the area covered by this contract, said
marking to be substantially in accordance with sample
marking areas A, B, C and D, the descriptions of which, to-
gether with inventories of trees to be cut and to be left
standing, are included in Schedule C which is attached
hereto.

Alternative Clause B
All timber designated for cutting as described in Schedule
C, which is attached and made a part hereof.

7. All timber must be cut and management and silvicultural
practices conducted in accordance with the management plan
prepared by_.......... 22 gnd approved by ........... 23" on
.......... 24 which is appended to and is a part of this contract

No deviations from the stipulations of the management plan
may be permitted except as may be provided by amendments thereto
recommended by the officer in charge of the sale and approved by the
chief of the federal forestry agency. At intervals of not more than
.......... 25 years the forestry agency shall formally review the
provisions of the management plan in the light of new technical
knowledge and experience on the cutting area, and shall make such
revisions as may be feasible to improve the efficiency and
effectiveness of forest operations.

8. Payment for timber cut under this contract during the first
............ 26 years after it becomes effective shall be at the price
rates listed in Schedule E 27 which is attached and made part
hereof.

20prchaser or seller; if cost is shared, state proportions.

21 pjternate Clause A applies where timber to be cut is to be marked; Clause B
where timber to be cut is designated by species and dimensions. The inapplicable
clause is to be deleted.

22 puthor of plan.

23N ame and title of official approving plan.

24pate of approval.

25gtate period, usually 5 years.

261 sert length of period - usually 3 or 5.

27gchedule E should list, in detail, the contract price rates to be paid for timber
sold.
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During the second and subsequent .......... 26‘-year periods
of operation, the schedule of prices shall be adjusted in proportion to
the average price index of .......... 28 during the six months
period beginning one year before the termination of the
.......... , 26 -year period, so that the unit price of each size and
species shall increase or decrease in the same proportion as the
change in said price index, provided that there shall be no change in
price if the said index has changed by less than ............ 28
percent and further provided that further changes in prices may be
mutually agreed upon at the beginning of any ........... 26 .year
period if justified by changes in prices or manufacturing costs for
specific products or species, or by other economic factors.

9. Before cutting is started the purchaser shall deposit to the
account of the sellerin .......... 30 the sumof ......... 81 to
cover payment for stumpage to be cut. The value of stumpage cut
and removed, based on measured volume, is to be deducted from this
deposit. At any time when the amount on deposit is less than
........... 32 the forestry agency shall require an additional
payment of not less than ........... .. 33

The forestry agency may halt all cutting under the contract at
any time when the balance in the stumpage fund is less than
........... , 34 and cutting may not be resumed until an additional
payment of at least ............ 33 has been deposited.

When the price of stumpage is adjusted in accordance with
Clause 8 of this agreement, the minimum deposits and specified
balances shall be adjusted in the same proportion.

10. The value of stumpage cut and removed shall be determined
in the following manner.

[The following clause applies to tree measurement sales; it is
to be deleted if timber is measured after cutting.]

In advance of the date specified in the management plan for
cutting in any specific timber cutting block, the forestry
agency will mark or designate the trees to be cut within said

283tate the commodity, as #2 common southern pine boards, or construction
grade 3/8 Douglas fir plywood or other world standard. In some contracts prices are
adjusted annually on the basis of a commodity index; additional negotiated changes
should not occur more frequently than once in 3 years.

298tate minimum percent change, usually 5 percent or less.

30Name and address of bank or government agency.

3IState sum, which should at least equal the value of two month’s cut at full
capacity operation.

32Usually the same as the total deposit required by the preceding sentence; should
never be less than the value of 1 month’s cut.

335tate amount, which should be a round number equal to or greater than the value
of 1 month’s cut.

34Usually the equivalent of 1 month’s cut.
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block and will determine by appropriate tree measurement the
numbers and sizes of trees of each species to be removed, and
their sound volume. The value of timber to be removed will be
determined by applying the prices in Schedule E to these
volumes. The total value of all trees to be removed is the value
to be paid for the timber in the block.

No cutting in a new block may be undertaken unless the
amount of deposit in the stumpage fund, above amounts
deposited for other blocks, is sufficient to cover the
determined value of the block, plus an amount not more than
50 percent of the determined value, sufficient to cover
estimated liquidated damages and costs of required
regeneration, erosion control or other operations on the block.
Unused funds held for liquidated damages and cultural
operations shall be returned to the purchaser upon
satisfactory completion of the work.

[If timber is to be scaled after cutting, the preceding clause
should be deleted and the following substituted.]

All timber cut and removed under this contract will be
measured after cutting to determine its net sound volume

inside bark, in accordance with .......... 35Measurements
will allow for unsound defect, and will reflect net sound
volume.

Measurements will be made by representatives of the seller
at points to be specified by the forest officer in charge of the
sale. To facilitate measurement, purchaser’s trucks or rail cars
may be required to stop for scaling at designated points on
cutting areas, at the manufacturing plant, or elsewhere, or
logs at assembly points may be required to be arranged so as
to be accessible for inspection and measurement. The seller
agrees to provide sufficient scalers to avoid excessive delays
for scaling.

The forest officer in charge will provide the purchaser
summaries of volumes measured and values by species and
size classes at ............... 36 intervals; he will request
additional stumpage deposits well in advance of the depletion
of available deposits, but failure to receive such requests shall
not absolve the purchaser of responsibility to maintain a
balance in the amount required by Article 9 of this contract.

11. All trees marked for cutting or designated to be cut as
specified in Article 6 of this contract shall be cut and paid for; all
merchantable material in said trees shall be utilized in such a manner
as to minimize waste. Where payment is determined by
measurement of logs or bolts, material avoidably wasted shall be

35state log rule, or other method of volume determination.
36gtate period; monthly reports are usual, but bi-monthly or weekly statements

may be desirable. Unless electronic computers are available, frequent reports may be
costly, especially if there are many species.
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18. If there is a dispute between grantee and grantor, then an
arbitration board shall be set up, acceptable to and binding upon
both parties. This board shall consist of a representative appointed
by the purchaser, a representative appointed by the seller, and a
third party selected by these two representatives.

If an arbitration board is formed, each party shall pay the cost
and expenses of its representative and the parties will equally share
the cost and expenses of the third participant.

19. No part of this agreement may be ass1gned to any third
party without written permission of .........

20. In consideration of estabhshmg the forest products
manufaturing complex specified in Schedule A, Article 2 of this
contract the purchaser shall be exempt from .......... 56 for a
period of .......... 57 years from the date of this contract.

21. All activities of the purchaser and his agents in connection
with the execution of this contract shall be conducted in accordance
with all applicable laws and regulationsof .......... . 58 including
those referring to social security, minimum wages, and
hospltahzatlon The minimum wage rates and prescribed benefits for
employees in effect on the date of this agreement are shown in
Schedule H attached hereto.

22. The .......... 59 shall have the right and obligation to
make periodic inspections of all phases of cutting and manufacturing
under this contract, including production, extraction and
management. If these inspections reveal any differences between
what the purchaser is obhgated to do and what is actually being
done, then .......... 0 should notify the purchaser in writing.
Failure to remedy such spec1f1c deviations from contract obligations
within a reasonable time after such notification will constitute
default on this contract.

23. At the time of the signing of this contract, the purchaser has
deposited with .......... 61 the sum of .......... 62 as an
escrow account. If the purchaser fails to fulfill each and every term of
this contract, including the schedules attached, or otherwise defaults
in any way, the seller may terminate this contract and the escrow
account may be retained, in whole or in part, by the government, as

55gtate whom, usually the chief of the federal forestry agency.

565tate which such as corporate taxes, personal income tax, import and export
taxes, and specify amount of reduction.

57State period.

58Name of nation.

59St,alt,e whom, usually federal forestry agency.
6OSt,at:e whom, usually Chief Forester.

61Statae where, usually the central bank.

625tate amount, which should equal reasonably expected losses to the government
from failure to complete the agreement.
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