In September 2009, an audit team from KPMG PerfagaaRegistrar Inc.
(KPMG PRI) carried out an SFI surveillance auditled BC Timber Sales
Skeena Business Area (Skeena BA) woodlands opesaiionorthwestern
British Columbia against the requirements of th83202009 edition of the

Sustainable Forestry Initiati¥e(SFI) standard. This Summary Report

provides an overview of the process and KPMG'sifigd.

Description of Skeena’s Crown Land Forest Operations:

BC Timber Sales is an autonomous organization withie Ministry of

Forest and Range, with financial and operationalependence from
regional and district operations. This organizatis comprised of 12
business areas across the province and supportMitistry's goal of

providing British Columbians with sustainable betsef from the

commercial use of public forests. BC Timber Sales/ides these benefits
by planning, developing, and selling through auct® substantial and
representative portion of the province's annualilabi® timber volume.

The bid prices received from auctioned timber drilke Market Pricing

System for setting stumpage in coastal and inteypmrating areas of the
province. The organization manages about 20% (1l6omim3) of the

provincial allowable annual cut (AAC).

The Skeena BA, situated in northwestern British u@ddia (B.C.),

encompasses the Kalum, Skeena Stikine and NortlstGorest districts.
The scope of the SFI certificate covers the Skdda sustainable forest
management planning and practices within its eBuisiness Area, which
encompasses its operations in the Kalum, Nass,id&spCassiar and
Cranberry Timber Supply Areas (TSAs) and Tree Fhaicences’ (TFLs) 1

and 41. The BA’s current operating area encomgasser 2,675,000
hectares with an allocated annual cut of approxtyat.04 million .

Skeena BA crown land woodlands operations are neh&igm the timber
sales office in Terrace, BC with three field teatas) of which are located
at the office in Terrace, BC and one located iniedd foffice in New

Hazelton, BC.

Audit Objectives

The following audit objectives were included withire scope of the audit:

An SFI surveillance audit to evaluate the operasiooontinuing
conformance with the requirements of the 2005-2@#18ion of the SFI
standard.  Surveillance audits are designed to alynuassess
performance against selected elements of the 8Rtlatd in the period
between re-certifications, which occur every 5 gear
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In 2009, our surveillance audit focused on theofsihg SFI Objectives:

o Water quality and riparian protection (SFI ObjeetB);

o0 Management of the visual impact of harvesting (SBjective 5);
o Legal and regulatory compliance (SFI objective Rhyl

o0 Management review and continual improvement (Skéailve 13).

In addition, every surveillance audit also assegmrformance against any identified
areas of audit priority (such as previous areasasfconformity or new activities and
operations).

Fibre procurement activities are not included ie 8tope of the certification as BC
Timber Sales functions solely as a provider of Graimber to other wood suppliers.

The Audit

Audit Team— This certification audit was conducted by Denh&zinsky, RPF,
EMS(LA) and Del Ferguson, P.Geo. Both team membhezsKkPMG PRI auditors
and have conducted numerous forest managemens aundier a variety of standards
including SFI, ISO 14001, and CSA Z809.

Surveillance Audit Activities- This SFI surveillance audit involved site visis
follows:

Office based review of records and interviews atTerrace and New Hazleton
field offices.

(0]

0 Field assessments in the operating areas assocwitedthe Terrace and

Hazleton field offices.

SFI Program Representative Mathew Peasgood, RFT, Certification Standard
Officer served as Skeena BA’s SFI program represiertduring the audit.

Use of Substitute Indicators

The audit was based on the indicators includedh&n 2005-2009 version of the SHI
standard. No substitute indicators were used duha surveillance audit.

Audit Conclusions

The audit found that based on the limited scopeesilaince audit procedures undertaken
the BA’s woodlands operations continue to meet ridmguirements of the 2005-2009
version of the SFI standard in all material resped&s a result, a decision has been mad
to continue the SFI certification. Skeena BA’s $€Ettification is valid until October 24,
2012 subject to continued conformance with thedstesh

Findings — BC Timber Sales Skeena Business Area S&urveillance Audit — September 2009

SFI Objectives Assessed during
the 2009 Surveillance Audit of BC
Timber Sales — Skeena BA's
Operations

o Objective 3 — To protect water quality
in streams, lakes, and other water
bodies.

o Objective 5 — To manage the visual
impact of harvesting and other forest
operations.

o Objective 11 — Compliance with legal
and regulatory requirements

o Objective 13 - Management review and
continual improvement

Audit results

New major non-

conformities 0
New minor non-

conformities 1
New opportunities for
improvement 2

h

11%

Types of audit findings

Major nonconformities:

Are pervasive or critical to the
achievement of the SFM
Objectives.

Major non-conformities must be
addressed immediately or
registration cannot be achieved
/ maintained.

Minor nonconformities:

Are isolated incidents that are
non-critical to the achievement
of SFM Objectives.

All non-conformities (major and
minor) require an action plan
within 30 days and must be
addressed by the operation.

Opportunities for
Improvement:

Are not non-conformities but are
comments on specific areas of
the SFM System where
improvements can be made.
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Findings — BC Timber Sales Skeena Business Area S&urveillance Audit — September 2009

Good Practices

The following good practice was identified by theda team during the course of th
surveillance audit:

In relation to SFI Objective 4, the species at gside developed by the Skeena BA
was determined to be comprehensive and providedipghmanagement strategies
for an inclusive list of species at risk.

Follow-up on Findings from Previous Audits

At the time of this assessment there was one nmianconformity from previous audits
This was successfully closed by the audit team.

Areas of Nonconformity

Full conformance was found in relation to the mi&yoof the indicators explicitly
included within the scope of our audit. Howevenyr caudit identified 1 minor
nonconformity in relation to Objectives’ 11 (Consice with legal and regulator
requirements) and 13 (Management review and caatinoprovement) which is
reported below. An action plan to address theifiqidhas been received from BCTS a
approved by KPMG PRI.

A review of incident investigation data enteredoiithe Incident Tracking Syste
determined that in some cases inaccurate and iHetenpata was entered intc
designated data fields (e.g., respecting root canskerelated descriptions, actio
taken, impact descriptions, completion status,).et€his has resulted in the
inaccurate reporting of incidents and their stalusng Management Review.

Opportunities for Improvement
The following two opportunities for improvement veddentified during the audit:

In relation to Objective 3, it was observed durimg field audit of a road with a
series of bridges that were recently maintainedffibure planned hauling that &
number of the bridge decks required deck cleanimjsediment guard maintenanc
to better mitigate sediment entry into the streams.

In relation to Objective 10, training drills forrdi, spill and erosion events that ha
been effectively implemented for harvesting operatihave not been extended
silviculture operations. For example, there wasoosideration given to conducting
fire drills in one active manual brushing blockidi#eviewed despite the fire hazar
being identified as a high consequence due tolthekls proximity to the airport.

Corrective Action Plans

Corrective action plans designed to address thé caonse of the one nonconformit
identified during the audit have been developedHh®y Skeena BA and reviewed al
approved by KPMG PRI. The next surveillance audill include a follow-up
assessment of these issues to confirm that theeatime@ action plans developed t
address them have been implemented as required.



