REGION CONTACT

Herman Vess

903-896-4611

Email: region3@tnlaonline.org

Web Page: http://www.tnlaonline.org

i Region lll News

TEXAS NURSERY & LANDSCAPE ASSOCIATION

The Region III

June meeting
has been

cancelled.

Please join us next
month on July 21st
at Tawakoni

Plant Farm.

This will be a
joint meeting
with NTNGA.

Meeting Sponsors:

BWI
Nursery Supply
Nelson Plant Food

What's Really Going On With Plastic Prices?
By Mike Kmetz

Resin sellers and buyers have been on a wild ride over the past couple of
years. Hoards of plastic price increases have pervaded the plastics
industry, making the job of producing plastic parts all the more
challenging. Will the situation improve over time? Can molders expect
some degree of predictability with regard to the price they pay for resin?
There is compelling evidence suggesting that the situation may, in fact,
worsen over time, leading to a much different buyer/seller landscape in
the industry.

Any meaningful discussion relating to the price of resin really must start
with a look at what is happening in the oil industry. Although you'll hear
from some that plastic prices have become “decoupled” from crude, at the
end of the day there simply must always be a correlation. The reality is
that the oil market is an exceedingly complex organism, and to attempt to
predict resin prices based on the price of crude would not be

meaningful. This is principally because oil is selling at a price that is
based upon market factors instead of a reflection of production costs. As
the price of crude continues to increase, the price of plastics that are
produced from oil feedstocks must increase as well. The same holds true
for those resins that utilize feedstocks from natural gas. Simply put, if
the price of flour goes up, the baker has to raise the price of the cake if he
wants to keep his margin.

If one takes a very high-level look at the global oil situation, some
conclusions are immediately apparent. From the day that the Drake well
was drilled in quiet Pennsylvania farm country in 1859, the world has
been depleting its finite endowment of oil. There is no more being
produced, period. As with any commodity that is in demand and
becomes scarce, it is inevitable that its worth will increase. The situation
is not that the world is running out of oil. There are still vast amounts of
oil, in various forms, that remain throughout the world. Although huge
sources of oil such as tar sands and oil shale exist, it is conventional oil
that is economically viable to produce in the quantities needed today. The
true question, and the one that is very difficult to answer, is; When will
the global demand for oil exceed the ability to produce it?

(continued on page 4)
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Chairman’s Column
Hello Region III,

The May meeting at Bruce Miller Nursery was a huge success! About 70 people attended and enjoyed an
excellent steak and shrimp dinner. Special thanks to the hosts for the evening: Berger, Jemasco, NTNGA,
and Bruce Miller! Bob Cartwright (incoming TNLA Chairman) and Mark Chamblee (Region III State
Director) discussed the current personnel situation at the Agri-Life extension center in Overton. If you
haven’t heard already, Scott Ludwig is leaving and Karl Steddom’s position has been eliminated through
budget cuts. Our concern is that the horticultural industry will not be well represented now.

Once again, Expo is fast approaching, so check your agenda and make all your necessary arrangements
before it sneaks up on you.

There will be no June meeting of Region Il and NTNGA in June. That meeting was to be a presentation by
Scott Ludwig on the field days and plant trials at Overton. Since he will not be there, this meeting has been
cancelled. I hope this isn’t a terrible inconvenience for anyone. You can still attend the plant trials and field
days at Overton on the 23nd. Check with Brent Pemberton for details.

Our next meeting will be at Tawakoni Plant Farm on July 21st. It too will be a joint meeting with NTNGA.

Mark your calendars and plan to attend.

See you there!
Herman Vess

Chairman Reg III
Date TNLA NTNGA Joint Location Meeting Meeting
Location Location Facilitator Sponsor
July 21st - - Tawakoni Plant | Herman Vess | BWI, Nursery Supply,
Farm Nelson Plant Food
August None None None None None
September 15th -- -- Vital Earth/ Gary Price Vital Earth /Carl Pool
Carl Pool
October 20th -- -- Landmark Herman Vess Landmark
Nursery
November Holday Party Open Invited to -- --
TNLA Party
December 8th None Farm House, -- Gary Price Scotts,
Van Haviland
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Do More for Less
Try Cat’s New Fusion™ Coupler FREE
when you buy 2 Fusion Work Tool attachments*

Cat® Fusion™ Coupler System for Wheel Loaders Highlights:

e Performance identical to pin-on, with flexibility of quick-coupler system.

e Minimizes offset, increases machine performance

e Tighter, rattle-free fit, resulting in long service life

e One common interface across the range of small and medium wheel
loaders allows one machine to use a variety of tools.

WE MAKE CHANGING EASY. To take advantage of this limited time
offer call your HOLT CAT® sales rep or visit holtcat.com for a location near
you. Be sure to quote the offer code below.

Longview (903) 758-6175
Tyler (903) 595-6424
holtcat.com

HOLT @

*Offer expires on 12/31/11. Valid at HOLT CAT only. Applies to Cat Fusion Coupler System Work Tool
Attachments only. Cannot be combined with any other Work Tool Attachment offer. Other restriction may
apply. Offer Code: WT- MULT-912. © 2011 HOLT CAT.
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What's Really Going On With Plastic Prices?

By Mike Kmetz (Continued from page 1)

Many believe that this will happen sooner than later, and when it occurs, our lives get much more
interesting. The impact on many industries, including plastics, is likely to be profound.
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As a first step to better understand the situation of global oil supply and demand, the chart above shows
some very telling trends. ExxonMobil produced this graph several years ago to demonstrate the
relationship between conventional oil discovery, both past and predicted future, and actual production.
Discovery began in earnest around 1930, and since oil must be discovered before it can be extracted,
production lags by some number of years. Note that the discovery of oil appears to have peaked in the
mid ‘60s and shows a decline since. This decline is occurring despite the oil industry spending billions
looking for additional sources. Note the trend for future discovery. One can argue with the timing but it
is doubtful that a series of major discoveries will occur to sustain the world’s ravaging oil appetite. It is
also interesting to note that in the early 1980’s the world began extracting more oil than it could find. So,
production continues to increase because of demand while discovery decreases.

(continued on page 5)
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What's Really Going On With Plastic Prices?

By Mike Kmetz (Continued from page 4)

The World Oil Challenge

2.3% per annum _g_r‘wih_ e n = S l20MMBD
85 MVIBD _ _ wmm ===
il — -
&t~ L Adding 96 MMB.D is
ent a?e}'éﬁ ~ :)' a “tough challenge”
€ Prog v
c fﬂr; '&' .y
SClifig™~ /o4 MMB/D

2006 2020

The world oil challenge is summarized in the chart above. It truly is mind boggling to think that today
the world consumes 85 million barrels of oil per day (there are 42 gallons of oil in a barrel). It is also
apparent that the world has a growing oil “thirst” that wants about 2% more each year. Extended to 2020,
this would amount to a consumption level of 120 million barrels of oil per day.

Now, on to the production side of the equation. Note that today the world tends to consume all that is
produced, leaving very little surplus. Many experts can demonstrate that the world’s ability to produce
oil is in a steady state of decline at about 8% per year. This rate of decline is obviously a very
controversial issue; however, it is clear that many major oil fields throughout the world have already
“peaked.” The notion of “Peak Oil” is a fiercely debated issue. The situation is that once a field or
region’s production hits its peak, it tends to gradually yield less and less oil (for much more on this
subject, just Google “Peak Oil”). Although one can argue the specifics, there is little doubt that there will
be a growing gap between the world’s needs and the ability to satisfy those needs. By the year 2020, that
gap would be substantial. Obviously, something must give and if production cannot be increased,
demand must inevitably adjust.

Rounding out the oil discussion would be incomplete without looking specifically at the United States.
We are a unique society with regard to the geopolitics of global oil. Consider that the U.S.:

Has just 2% of World Oil Reserves

Has 8% of World Production

Has only 5% of the World’s Population

Consumes 25% of World’s Production (2/3 is imported).

(continued on page 6)
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What’s Really Going On With Plastic Prices?

By Mike Kmetz (Continued from page 5)

U.S. oil production has been in serious decline since the mid 1970s. There is no true energy policy that will
have a meaningful impact on this situation — at least in the foreseeable future. Practically speaking, U.S.
oil consumption is dominated by transportation. Simply look out the window on to the freeway to
comprehend this. Americans live in the suburbs, work an hour from home, and therefore rely on their
vehicles more than just about every other country. Additionally, a typical morsel of food we consume has
traveled 1,500 miles — largely by long-haul carriers on US highways. This situation does not bode well for
domestically produced resins.

Petrochemical Feed
(all aromatics)
4.4

Gasoline, 49.5

One can develop a better appreciation for where the plastics industry sits within the oil “food chain” from
the chart above. Just over 4% of a barrel of 0il goes into feedstocks that are used to make the plastics we
mold. Itis quite easy to conclude that refiners consider petrochemicals as an afterthought in light of an
ever tightening transportation market. Again, because these feedstocks represent basic ingredients for
most plastics, the pricing situation will likely remain very tenuous.

Where does this leave the injection molding community that relies on continuous streams of reasonably
priced plastics to keep their businesses running? After all, approximately 75% of a part’s cost is in
material so the selling price of the part has a high degree of sensitivity to resin price increases.

Perhaps the best advice for any molder is to have options. Resin buying options in a free market can
provide some leverage for price improvement. Since many OEMs will specify a particular grade (as a
result of working closely with a particular material supplier), it may be difficult to consider other resins

(continued on page 8)
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For advertising information contact Sandy Farnsworth, TCNP: 903-509-8803.

Do you know someone who would like to receive the Region III newsletter?

Are you getting more than one newsletter emailed in your inbox?

Have you read an interesting article you’d like to share with the membership?

If so, please notify the Newsletter Editor!
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What’s Really Going On With Plastic Prices?

By Mike Kmetz (Continued from page 6)

within the same family or even more of a commodity family as a replacement. In light of today’s situation,
OEMs seem to be much more open to considering options. If an OEM can be encouraged to not specify a
particular grade on a part drawing and leave the door open to consider an equivalent, perhaps less
expensive material, then everybody wins.

There also seems to be more activity in the secondary market now. There are a multitude of brokers and
traders that contribute to this important part of the plastics industry. The challenge for a molder is to find
trusted sources that can supply the needed quantities at an attractive price. Better resources for molders to
source materials in this market will inevitably emerge. The Internet is a natural means for finding
secondary market materials. For more, search “secondary market” on The Plastics Web®.

One would also expect that technology and innovation in resins will continue to put downward pressure
on resin prices. Consider, for example, the recent announcement by DuPont to produce corn-based
polymers. Others like Nature Works have been in the bio-polymers arena for some time. There will
undoubtedly be others.

Expect the road to be rough for some time. In order to remain competitive, molders must continue to seek
innovative ways to keep costs in check. Having a few resin options for any project can help. Also, tap the
power of the Internet to scour the web for alternate sources of plastic materials. Most importantly, perhaps
this article has highlighted the notion that cheap oil and low plastic prices are a thing of the past. Now we
need to have more focus than ever on new ways and opportunities to get beyond this predicament.

* Reprinted with permission.
IDES - The Plastics Web®
www.ides.com/
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