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II.   INDUSTRY INFORMATION

1.
Organization

The pellet industry has its roots in the energy crisis of the early 1970s.  The Arab oil embargo forced consumers to consider how reliant they’d become on various sources of energy, particularly oil.  Burning of oil for heating purposes became extremely expensive and was quickly regarded by many consumers as squandering a valuable non-renewable resource.  The 1970s saw the return of burning wood as a source of home heating.  This renewed interest in utilizing wood as a renewable energy source fostered the resurgence of the few remaining wood stove manufacturers and the creation of many others.

The introduction of wood pellets in the mid 1980s offered a viable new fuel source.  Pellets are made from waste and scrap from saw mills and other wood product manufacturers.  They can also be made from a mixture of cardboard and other waste papers, which can alleviate the burden on landfills.  The heating value of wood pellet fuel is 1½ times that of cordwood, but produces far fewer emissions and particularly no ash.  Residential fuel pellets are packaged in 40 lb.bags and can be stored in one-third the space needed for cordwood.

Currently, there are approximately 25 to 30 U.S. manufacturers of pellet fuel.  Competitors tend to service regional markets due to the cost of transportation of what is a bulky product.  There are at least 15 Canadian competitors located near the U.S. border, who are penetrating the U.S. market.  The largest Canadian competitor, Energex of Lac-Meganic in Quebec, Canada, has purchased one U.S. pellet manufacturer and has sales offices in several U.S. locations.

2.
Import Impact
Imports from Canada have increased their share of the U.S. market versus domestic competitors.  Canadian imports tend to be lower in price due to the favorable exchange rate of the Canadian dollar (65 percent of the U.S. dollar) and low raw material (woodscrap) costs.  Canada has a large wood product industry.  The Canadian government owns a substantial amount of the Canadian forests and timber is available to Canadian mills at prices lower than U.S. costs.  This basic raw material advantage is then passed on to the Canadian Pellet fuel manufacturers from the sawmills and wood product manufacturers where they source their material.  Transportation costs are not excessive, given the location of the Canadian manufacturers near the U.S. border.  The net result has been the increase of domestic market share by Canadian competitors, pressure on domestic prices and profits, and declining employment for U.S. manufacturers.

3.
Market Size and Growth
It is difficult to determine the exact U.S. market size for wood pellets.  The market size and growth is a function of the number of pellet stoves sold, and the cost of alternate sources of energy.  The market grew out of the oil embargo of the 1970s, and when oil prices rise as they did in early 2000, the demand for pellet fuel and cordwood increased significantly.  It is estimated that the present U.S. market for pellet fuel is in excess of $75,000,000, and is growing at 2 to 3 percent per year.  Because of the regional nature of the market due to transportation costs, Wood Fuel competes in only the New England and Mid Atlantic areas as Far West as western Pennsylvania down to and including Virginia.  This market size is estimated to be approximately $15,000,000 to $20,000,0000 per year.

4.
Principal Materials

The major materials used are a variety of sawdusts, primarily hardwood and some softwoods.  The sawdust can be both dried or in a green (higher moisture content) state.  This raw material is obtained from sawmills and wood product manufacturers that are anxious to get rid of what for them is a waste product.  With the exception of December and January, due to the holidays and plant shutdowns, sawdust is readily available from a variety of sawmills and manufacturers in the New England area.  Sawmills and manufacturers are constantly calling Wood Fuel to sell or, in some cases, give the scrap material away.  However, the average price of this material is $30. per ton.  Transportation costs from the various sawmills and wood product manufacturers to Wood Fuel are high, and add to the landed material costs.  The availability of raw material is plentiful and prices are stable.  However, transportation costs are increasing due to higher oil prices.  This does impact the landed cost of the material.

5.
Principal Technology

The technology to pelletize sawdust and wood scraps is an offshoot of grain pelletizing.  This technology is 40 years old and well known.  While the capital equipment is expensive for a small business (almost all pellet fuel manufacturers would be considered small business) the requisite investment has been made by approximately 25 to 30 domestic competitors.

The technology in use today requires a significant learning period in order to master the production process.  These labor skills are available and can be targeted in the existing geographic area.  It is a process technology and the basic skills are in mixing the various wood species of sawdust and in establishing numerically controlled machines to control the process.

New Italian capital equipment designed for wood pellet applications offer manufacturers potential cost reductions.  These wood pellet mills can run substantially faster than existing mills.  For example, a new Ecotre Italian pellet mill can process 4 tons of wood pellets per 100 HP, versus 1 ton per 100 HP for the existing mills.  The dies used to form the pellets, which cost $2,000 a piece, will have a longer life and wood sawdust with a higher moisture content can be pellatized, thus reducing drying and electric costs.  Also, repairs and maintenance of this equipment will be substantially lower.  Wood Fuel has invested in this equipment at a cost of $300,000 for a new mill.  This will be installed in October of 2000.

6.
Principal Types of Competition
A large number of domestic and foreign competitors can and do manufacture products of comparable quality.  It is critical to gain distribution and display at retail.  This can be done by offering prompt, reliable delivery, and a competitive price.  Originally, the hearth shop (small retail stove dealers) were the main distribution channel.  However, large mass merchants such as Home Depot and Agway have become the dominant suppliers because they can carry larger inventory.  Pellet fuel is bulky and requires a lot of dry storage space that small hearth shops do not have.  Also, they will deliver to the consumer.  A ton of pellet fuel (50-40 lb. bags) would cost the consumer $3.40 per bag or $1.36 per ton.  This is less than cordwood and will heat the average home for 5 to 6 weeks.  Smaller retailers do not have this delivery capability. 

7.
Change in the Marketplace

The major changes and market trends that affect pellet fuel are:
· The cost of alternate energy.  As oil prices increase, the demand for pellet fuel increases.  As oil prices decrease, the demand for pellet fuel declines.

· A colder winter creates a greater demand for pellet fuel.

· The demand for pellet fuel, to an extent, is a derived demand, based on the increased sales of pellet stoves at retail.

· The larger retailer (Home Depot, Agway, WalMart) is increasingly dominating the sale of pellet fuel at retail.

· Canadian imports have had a growing impact on the U.S. domestic market due to a cost advantage.

· The growth of alternate sources of energy (solar, gas stoves, etc.) creates a greater awareness of the pellet as a fuel source.

· The increased awareness of pellet fuel as a renewable environmentally friendly source of energy is a positive factor.

· Pellet stove technology has improved.

· Conventional oil burners can be converted to utilize pellet fuel.  This trend started in Europe (primarily Scandinavia) and has grown overseas.  It is embryonic in the U.S.

· As consumers are better educated on the uses of pellet fuel, the market will grow accordingly.

