ANNUAL SERVICE PLAN REPORT
2006/2007

All Business Areas Certified



For more information on BC Timber Sales contact BC Timber Sales Headquarters
at 250-387-1261 or your local BC Timber Sales Office:

or visit our Web site at

www.for.gov.bc.ca/bcts/

Published by BC Timber Sales, the Ministry of Forests and Range

Library and Archives Canada Cataloguing in
Publication Data

BC Timber Sales.
Service plan. — 2005/06/2007/08-

Annual.
Running title: BC Timber Sales business plan.
ISSN 1712-915X = Service plan (BC Timber

Sales)

1. BC Timber Sales - Periodicals. 2. Timber -
British Columbia - Marketing - Periodicals. 3.
Logging - Government policy - British Columbia
- Periodicals.

I. Title. II. Title: BC Timber Sales business
plan.

SD14.B7B37 354.5" 5 C2005-960027-6



Table of Contents

Message from the Assistant Deputy Minister. .................. 1
Highlightsof the Year . ......... ... ... .. . . . .. 3
Organizational Overview ........ ... . ..., 4
Report on Performance ............ ... ... ... 6
Report on Resources . ...ttt 27
Appendix 1: Report on Financial Performance.................. 29
Appendix 2: Report on Activities. .. .......... ... . i i, 30

Appendix 3: Coast and Interior Breakdown
of Selected Performance Results . . ........................... 31

Appendix 4: Performance by Region. . ............ ... ... ..... 32



Dave Peterson

Message from the Assistant Deputy Minister

| am pleased to present the BC Timber Sales Service Plan Report for
the 2006/07 fiscal year.

In 2006/07, BC Timber Sales received a Premier’s Excellence Finalist
Award in the category of Organizational Excellence for its perform-
ance between April 1, 2003 and March 31, 2006. The strength of our
nomination was a tribute to the efforts and commitment of staff in
making BC Timber Sales an excellent organization with strong per-
formance. Therefore, | would like to take this opportunity to recog-
nize and thank staff for their excellent work during the past year.

Since inception on April 1, 2003, BC Timber Sales has sold 50 million
cubic metres of timber through open competitive auctions, generat-
ing over $497 million in net revenue for the province. Over this
four-year period, the program met its reforestation and other forest
management obligations and objectives, including planting over
150 million tree seedlings — 51 million in 2006/07.

Safety and a commitment to stewardship have been an integral part
of BC Timber Sales operations since its inception. In 2006/07, the
organization began implementing a systematic approach to the
continuous improvement of safety in all Business Areas. To that end,
BC Timber Sales registered with the BC Forest Safety Council in
March 2007 to obtain SAFE Companies certification in 2007/08. In
addition, BC Timber Sales announced that it will require companies
working on the ground in BC Timber Sales operating areas, under
contracts or on Timber Sale Licences advertised after April 1, 2007,
to be registered in the SAFE Companies program. BCTS is playing a
key role in improving the culture of safety within the forest industry
as a whole.

In 2005/06, BC Timber Sales achieved Environmental Management
System (EMS) certification under the International Organization for
Standardization (ISO 14001) in all 12 Business Areas — a significant
accomplishment. This provided a solid foundation for moving to
Sustainable Forest Management Certification (SFM) and managing
the province's forests to meet the social, economic, ecological and
cultural needs of present and future generations. In 2006/07, BCTS
successfully maintained ISO 14001 certification in all 12 Business
Areas and obtained an additional five SFM certifications under the
CSA 7809 standard. The total area of BCTS SFM certification now
under CSA is equivalent to about 50 percent of our annual harvest
volume.

In May 2006, the Minister of Forests and Range directed a review be
undertaken to determine if the current organizational structure of
BC Timber Sales most effectively addresses its mandate, and to rec-
ommend any needed changes to its structure, or delivery model.
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Released last winter, the review concluded that BC Timber Sales can
be most effective by remaining within the Ministry of Forests and
Range, subject to the implementation of recommended changes
and business improvements. The Minister endorsed the review's rec-
ommendations, and asked BC Timber Sales to take immediate steps
to implement them. Information about the review and its recom-
mendations are available on our public website.

BC Timber Sales embraced the review's recommendations and imme-
diately started acting upon the Minister’s direction in 2006/07 by
revising its goals and performance measures, clarifying their intent
and hierarchy in the 2007/08 — 2009/10 Service Plan published in
February 2007. The plan also includes revised objectives and strate-
gies to address the other recommendations and direction from the
Minister.

Despite these solid achievements, BCTS faced some significant chal-
lenges last year. While markets improved somewhat on the coast
and for pulp-quality timber, a weaker U.S. housing market and con-
tinued decline in the average quality of timber due to the pine bee-
tle epidemic in the interior caused less BCTS timber to be harvested
and adversely impacted BCTS net revenues. In addition, difficult
weather conditions and operational issues beyond the program’s
control prevented the achievement of the annual developed volume
target for the year.

These challenges were reflected in staff survey results around their
perceptions of BC Timber Sales as being a fulfilling place to work
and having a culture that fosters learning and innovation. The
results serve as a poignant reminder that we need to ensure we are
increasingly well positioned to meet the challenges ahead and
mature as a high-performing organization. Therefore, late in
2006/07 BC Timber Sales began a Business Efficiency Review to draw
upon the ideas and expertise of staff to identify: strengths and
opportunities for improvement in the current organization, business
model and business processes; and opportunities and options for
improvements and enhancements. In 2006/07, BCTS also began
development of a People Practices Strategic Plan to focus on staff
and ensuring that BC Timber Sales continues to be a high-perform-
ing organization with skilled, motivated and proud people.

Dave Peterson
Assistant Deputy Minister
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Since inception, BC Timber
Sales has developed 62
million cubic metres of tim-
ber for auction and offered
over 57 million cubic
metres of timber to its cus-
tomers. In turn, our cus-
tomers have purchased 50
million cubic metres of tim-
ber and to-date harvested
42 million cubic metres of

that timber.

Highlights of the Year

Faced with significant environmental, operational, market and orga-
nizational challenges during the year BC Timber Sales, staff worked
hard to deliver on ambitious targets. Overall, fiscal 2006/07 was a
successful year for the organization.

Since inception, BC Timber Sales has developed 62 million cubic
metres of timber for auction and offered over 57 million cubic
metres of timber to its customers. In turn, our customers have
purchased 50 million cubic metres of timber and to-date harvested
42 million cubic metres of that timber.

Some highlights and significant achievements for the year
included:

m  Auctioning 18% of the Province’s Allowable Annual Cut in sup-
port of market pricing systems.

m Generating $121 million in net revenue for the Province.

m Registering with the BC Forest Safety Council for SAFE Companies
certification.

m Maintaining International Organization for Standardization (ISO
14001) certification of an Environmental Management System
(EMS) in all 12 Business Areas.

m Planting 51 million seedlings — a 47% increase over the number
planted in 2005/06.

m Offering 16.7 million cubic metres of timber to the market.
m Selling 15.1 million cubic metres of timber.

m Increasing the average number of bidders per timber sale auction
by 3%

m Receiving a Premier’s Excellence Finalist Award in the category of
Organizational Excellence.

BC Timber Sales Annual Service Plan Report | 2006/2007 3



VISION

To be an effective timber
marketer generating wealth
through sustainable resource

management.

MISSION

To effectively develop and
market timber to establish
the price for Crown timber,
generate benefits, and pro-
vide economic opportunities

for the people of BC.
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Organizational Overview

BC Timber Sales (BCTS) is an autonomous organization within the
Ministry of Forests and Range (Ministry or Forest Service), with
financial and operational independence from regional and district
operations. The division has an integral role in the implementation
of government’s Forestry Revitalization Plan and supports the
Ministry’s goal of providing British Columbians with sustainable
benefits from the commercial use of public forests. BCTS provides
these benefits by planning and developing, and selling through auc-
tion a substantial and representative portion of the province’s annu-
al available timber volume. The bid prices received from auctioned
timber drive the Market Pricing System for setting stumpage in
coastal and interior operating areas of the province. The program'’s
costs for developing timber and regenerating harvested sites also
provide data for the Tenure Obligation Adjustment, contributing
another integral part of the pricing system. Despite its operational
and financial independence, BCTS remains a proud part of the
Forest Service and maintains mutually productive and beneficial
relations with all other parts of the Ministry of Forests and Range.

Vision: To be an effective timber marketer generating wealth
through sustainable resource management.

Our vision means that we:

believe unsafe is unacceptable;

m are respected managers of public forests;

m have engaged, skilled, motivated and proud employees;
= have a relentless focus on results;

m continually seek learning and efficient, effective and innovative
business practices: and,

m are an integral part of the B.C. economy, providing value to our
customers, stakeholders and the Province.
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Mission: To effectively develop and market timber to
establish the price for Crown timber, generate
benefits, and provide economic opportunities
for the people of BC.

In the pursuit of our mission, we value:

m safety

m our people

m forest stewardship

m being part of the Forest Service and government
m  honesty and integrity

m performance and accountability

m results

®m innovation and initiative
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Report on Performance

Overview of BC Timber Sales Goals and Linkage to Ministry of
Forests and Range and Government Strategic Goals

This third Annual Service Plan Report presents BCTS progress on
achieving planned goals, objectives, strategies, outputs and
resources for the year from April 1, 2006 to March 31, 2007.

BCTS had four strategic goals for 2006/07:

1.0 Provide a credible reference point for costs and
pricing of timber harvested from public land in B.C.

2.0 Optimize net revenue to the province, within the
parameters dictated by our benchmarking mandate
and sound forest management practices.

3.0 Provide opportunities for customers to purchase
timber in an open and competitive market.

4.0 Be a high performing organization with skilled,
motivated and proud people.

BCTS contributes to achieving the following Ministry and provincial
government goals:

m  being major contributors to the current and future economic
health of the province;

m having a strong forest economy and competitive forest sector; and
= sustainable forest benefits.

Success in achieving the strategic goals is measured by four key out-
come indicators — one for each goal.

As a result of the Structural Review recommendations, BCTS revised
its goals and performance measures in its 2007/08-2009/10 Service
Plan, clarifying their intent and hierarchy.
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Table 1 — BCTS Key Outcome Indicators

BCTS Key Performance Indicators Results
1.0. Average of BC Timber Sales timber volume advertised as a
percent of provincial Allowable Annual Cut. >

‘ 2.0 Net revenue

‘ 3.0 The volume of timber offered for sale

‘ 4.0 Percent of BC Timber Sales' targeted results achieved

(A = Achieved target, O = Over achieved target, S = Substantially achieved target, U = Under achieved target, N/A = Not Applicable)

il

In 2006/07, BCTS had 13 objectives supporting the achievement of its goals, with success in achiev-
ing these objectives being measured through 13 performance measures. Table 2 below provides a
synopsis of our performance for 2006/07.

Table 2 - Synopsis of 2006/07 Results

BCTS BCTS Measures Result
Goals Key Objectives
1. Provide a credible = 1.1 Our cost and = BCTS will obtain a third party audit opinion >
reference point for costs and pricing data are annually, beginning in 2006/07, on the
pricing of timber harvested complete, accurate, completeness, accuracy, reliability and
from public land in B.C. reliable and verifiable. verifiability of its cost and pricing data.
Note: Audit in progress. Report in 2007/08
- 1.2 Others see - Percent of stakeholders who indicate that they = N/A
BC Timber Sales as agree or strongly agree that BCTS is a credible
a credible reference reference point for costs and pricing. Setting
point. baseline in 2007/08.
- 1.3 On average, = Percent of total ministry scaled timber volume =
20 percent of the attributable to BC Timber Sales Section 20
provincial timber auction sales. This is a measure of BC Timber
volume scaled is Sales" acheiving sufficient market presence
attributable to BC to be a credible reference point for costs
Timber Sales auctions. and pricing.
2. Optimize net revenue to = 2.1 Our costs are - Average inventory cost of developed timber. ->
the province, within the para- contained, within the Inventory costs include all costs incurred
meters dictated by our bench- parameters dictated to plan, develop and sell timber.
marking mandate and sound by our benchmarking
forest management practices. mandate.
= 2.2 Auction bids are max- =  Average number of bidders per timber sale >

imized, within the para-
meters dictated by our
benchmarking mandate.

auctioned during the year.

BC Timber Sales Annual Service Plan Report | 2006/2007
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- 2.3 Demonstrate sound => Percent of BCTS Business Areas with some form =

I

forest management of Sustainable Forest Management certification
practices. and/or an Environmental Management System
overall or in part of its operations.
- 2.4 Safe forest manage- =>  This was a new objective and measure for > N/A
ment practices and work- 2006/07. The measure was to be an indicator
sites. of the programs success in contributing to

forest safety and safe worksites. The measure
has been redefined in the 2007/08 Service Plan.

3. Provide opportunities for = 3.1 Develop sufficient = Annual timber volume developed and ready for =
customers to purchase timber to optimize timber. advertising and auction

timber in an open and volume offered.

competitive market. - 3.2 Our customers see = Volume sold. >

the timber sales that we
offer as economically

viable
4. A high-performing - 4.1 Asafeand healthy = Staff rating of their work environment > N/A
organization with skilled, work environment.
motivated and proud people. = 4.2 Our performance - Percent of framework objectives in place

management and
accountability frame-
work is effective

|

- 4.3 People see - Staff satisfaction index
BC Timber Sales us as a
fulfilling place to work

- 4.4 Learning and - Staff learning and innovation index
innovation are a part of
our organizational culture

¥

|
I I II II

(A = Achieved target, O = Over achieved target, S = Substantially achieved target, U = Under achieved target, N/A = Not Applicable)

Note: 2006/07 audit is still in progress. Field work has been completed and Internal Audit and Advisory Services will
present their report to BC Timber Sales in 2007/08.
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Goal 1: BC Timber Sales is a credible reference point
for costs and pricing of timber harvested from
public land in BC.

Goal 1 is critical to the Ministry of Forests and Range achieving its
goal of Sustainable Forest Benefits by establishing a market price
for Crown timber. BCTS contributes to this Ministry goal by being a
credible reference point for the Ministry’s market-based pricing for
costs and pricing of timber harvested from public land in British
Columbia.

For BCTS data to be credible, it is important for the volume of tim-
ber advertised to be at a level sufficient to support market-based
pricing. Government set the objective of timber advertised equal to
20 percent of provincial Allowable Annual Cut for BCTS and intro-
duced legislation to facilitate the increased timber volume required
by BCTS to achieve this objective.

Key Outcome Indicator:
Measure 2006/07 2006/07 2006/07
Target Actual Variance
Percent of AAC 17 % 18 % 1 Achieved

Source:  Harvest Billing System, Ministry of Forests and Range Revenue Branch

Figure 1: % of AAC Auctioned by BCTS

Indicator: BC Timber Sales timber volume advertised as a percent of
provincial Allowable Annual Cut. This is an indicator of
BC Timber Sales’ achievement in advertising a sufficient
volume of timber to establish credible costs and pricing.

Results:

BCTS continued to make progress toward achieving a sufficient
market presence to be a credible reference point.

BC Timber Sales Annual Service Plan Report | 2006/2007 9



Objective 1.1: Our cost and pricing data is complete, accurate,
reliable and verifiable.

For BCTS to be a credible reference point, its cost and pricing data
must be complete, accurate, reliable and verifiable.

Measure 2006/07 2006/07 2006/07

Target Actual Variance
Audit Opinion  Clean
Review Note N/A

Measure: To measure our success in achieving this objective, BCTS
will obtain a third party audit opinion annually, on the
completeness, accuracy, reliability and verifiability of its
cost data. The results of the audit will be reported pub-
licly each year.

Note: 2006/07 audit is still in progress. Field work has been completed and
Internal Audit and Advisory Services will present their report to BC Timber Sales in
2007/08.

Results:

Cost accounting is critical for the continued success of BCTS and is a
key business strategy to support the achievement of three strategic
goals. During 2006/07, BCTS continued to work towards ensuring it
has systems and processes in place that demonstrate the accuracy,
completeness, reliability and verifiability of cost and pricing data.
The organization began attributing expenditures to cut block and
road project codes in the government’s Corporate Accounting
System on April 1, 2004. The BCTS Cost Accounting System (BCAS) is
currently in the testing phase and will be implemented in 2007/08.

Objective 1.2: Others see BC Timber Sales as a credible
reference point

Accurate, complete, reliable and verifiable cost and pricing data
alone are not sufficient for BCTS to be a credible reference point. It
is also important for the organization to be seen as credible by its
stakeholders.

Measure 2006/07 2006/07 2006/07
Target Actual Variance

Stakeholder OpinionN/A N/A N/A

Source:  Annual survey of stakeholders

Measure: Percent of stakeholders who indicate that they agree or
strongly agree that BCTS is a credible reference point for
costs and pricing. This is a measure of BCTS’ success in
communicating its credibility to others.
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Note: BC Timber Sales planned to establish the base line in 2006/07. As a result
of the Structural Review, the measure has been changed in the 2007/08 Service
Plan and a base line will not be established.

Results:

In 2006/07, BC Timber Sales produced its third three-year Service
Plan and second Annual Service Plan Report, and continued to post
its quarterly results on its public website to promote open and
transparent communications and accountability for results with
stakeholders and the public.

At the request of the Timber Sales Advisory Council, BCTS also pro-
vides key performance information by segregating Coast, Northern
Interior and Southern Interior regions to provide even greater trans-
parency and value-added information for stakeholders. BCTS contin-
ues to explore options for reporting financial results in a format
more easily understandable to the public and comparable to the
financial reporting of private sector forest companies.

Objective 1.3: On average, 20 percent of the provincial timber
volume scaled (harvested) is attributable to BC Timber Sales
auction sales.

The success of BCTS as a credible reference point depends not only
on offering sufficient volume to the market, it also means selling
sufficient timber volumes and harvesting at a level that supports the
Market Pricing System. While BCTS cannot directly control the pur-
chase of timber or when it is harvested, it can implement strategies
to influence results.

Measure 2006/07 2006/07 2006/07
Target Actual Variance

Percent of

Volume Scaled 15 % 14.5% (0.5) Substantially
Achieved

Source: Harvest Billing System, Ministry of Forests and Range
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Figure 2: % of Volume Scaled

Measure: Percent of total provincial annual scaled timber volume
attributable to BCTS Section 20 auction sales. This is an indicator of
BCTS success in achieving a sufficient market presence to be a credi-
ble reference point for costs and pricing of timber harvested.

Results:
BCTS substantially achieved its target in 2006/07.
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Goal 2: BC Timber Sales optimizes net revenue return to
the Province within the parameters dictated by
our benchmarking mandate and sound forest
management practices

This goal supports government and the Ministry as major contribu-
tors to the current and future economic health of the province.
BCTS strives to optimize, rather than maximize net revenue. In
doing so, it seeks a balance between generating revenues and
being a credible reference point, while ensuring sound forest
management practices.

Key Outcome Indicator:
Measure 2006/07 2006/07 2006/07

Revised Actual Variance
Target

Net Revenue

(millions $) $122.4 $121.0 (1.4) Substantially
Note 1 Achieved

Sources:  Harvest Billing System and the Corporate Accounting System,
Ministry of Forests and Range

Figure 3: Net Revenue (millions $)

Measure: Net revenue is a key outcome indicator of the success of
BCTS in optimizing revenue return to the Province. The
measure is calculated as gross revenue less capitalized
expenses (inventory and silviculture costs associated with
timber volume harvested) and period costs (e.g. adminis-
trative overhead, harvest conformance costs, and road &
bridge maintenance and deactivation).

Note: The original Net Revenue projection for 2006/07 of $158.5 million was
revised to $122.4 million early in 2006/07 as a result of lower than originally pro-
jected billed rates experienced in 2005/06, and an error in the original estimates
overstating the target for gross revenue.
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Results:

BCTS substantially achieved its revised net revenue target of $122.4.
Weak markets in the northern interior and the impacts of the pine

beetle epidemic resulted in less than projected volumes scaled and,

as a result, lower levels of gross and net revenues.

Objective 2.1: Our costs are contained, within the parameters
dictated by our benchmarking mandate.

Containing the costs of operations is a key part of BCTS efforts to
optimize net revenues. By competitively tendering contracts and
continuously improving information for business processes and deci-
sions, costs will be contained or reduced, within the parameters of
the organization’s benchmarking mandate.

Measure 2006/07 2006/07 2006/07
Target Actual Variance

Cost of Developed Timber
Volume ($/meter) $10.0 $9.29 ($0.71) Achieved

Source:  MAX and Corporate Accounting System, Ministry of Forests and Range

Figure 4: Cost of Developed Timber Volume ($/meter)

Measure: Average inventory cost of developed timber. This is a
measure of BCTS performance in containing costs, which
contributes to optimizing net revenue. Inventory costs
include all costs incurred to plan, develop and sell timber.
Period costs, such as corporate overhead, harvest confor-
mance and road and bridge maintenance, and post-har-
vest costs, such as silviculture and road and bridge deacti-
vation, are not part of the cost of inventory.

Results:

BCTS continued to explore alternate methods of delivery, and share
financial and operational best practices and cost efficiencies during
the year in order to control costs. While the target was achieved,
greater market demand for a limited pool of suppliers resulted in
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generally increased contractor costs and higher costs per cubic
metre of timber developed than in the prior year.

Objective 2.2: Auction bids are maximized, within the parameters
dictated by our benchmarking mandate.

In addition to containing costs, BCTS is able to impact net revenue
by increasing its gross revenues. One key to increasing revenues is
maximizing auction bids by achieving the optimum number of bid-
ders per sale. Efforts to maximize auction bids, however, are con-
strained by our benchmarking mandate, local market structures and
conditions, and safe and sound forest practices.

Measure 2006/07 2006/07 2006/07
Target Actual Variance
Average number of bidders 3.7 3.76 .06 Achieved

Source:  BC Timber Sales Administration System

Figure 5: Average number of bidders

Measure: Average number of bidders per timber sale auctioned
during the year. This is an indicator of the program’s suc-
cess in attracting sufficient number of bidders to maxi-
mize bid prices.

Note: Bid price differs from the average billed rate for timber harvested. Bid price
is the price offered by customers for timber while the billed rate is the average
stumpage per cubic metre received by BC Timber Sales when the timber is har-
vested and scaled. The various grades of logs obtained by a licensee on a timber
sale as measured during scaling impact on the revenues BC Timber Sales receives
from a sale.

Results:

BCTS achieved its target of 3.7 average numbers of bidders per tim-
ber sale auctioned during the year.
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Objective 2.3: Demonstrate sound forest management practices.

BCTS recognizes the importance of its environmental performance
to its stakeholders and the public, and strives for sound forest man-
agement practices in the process of achieving other corporate objec-
tives. Implementing a systematic approach and continuously improv-
ing environmental management systems in all Business Areas is part
of that commitment.

Measure 2006/07 2006/07 2006/07
Target Actual Variance

Certified timber volume
percent 100% 100% 0 Achieved

Source:  Certification Registrars” Audits

Figure 6: Certified Timber Volume

Measure: Percent of BCTS Business Areas with some form of
Sustainable Forest Management certification, such as CSA
and/or an Environmental Management System such as
ISO 14001, over all or part of its operations at the end of
each year. This measure is an indicator of the program’s
commitment to sound forest management practices.

Results:

Certification of forestry activities is a best practice in forest and sus-
tainable resource management, and is important for market access.
In 2005/06, BCTS reached its initial goal of third-party certification
of its forestry operations and achieved International Organization
for Standardization (ISO 14001) certification of an Environmental
Management System (EMS) in all 12 Business Areas. BCTS has a corpo-
rate strategy for certification under Sustainable Forest Management
(SFM) standards and already has achieved SFM certification in five
Business Areas over defined forest areas equivalent to about 50 per-
cent of the BCTS annual harvest volume. By 2010, BCTS expects to
have at least 80 percent of its forestry operations certified under
one of the three major SFM standards.
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Objective 2.4: Safe forest management practices and worksites.

BCTS recognizes the importance of safe forest practices to workers
and their families, licensees, the public and other stakeholders and
subscribes to the Health and Safety Accord of the BC Forest Industry.
The organization is committed to improving forest safety and hav-
ing safe worksites by promoting and demonstrating safe forest
management practices and implementing a systematic approach to
and continuous improvement of safety in all Business Areas.

Measure 2006/07 2006/07 2006/07
Target Actual Variance
Safety - TBD TBD N/A N/A N/A

Measure: BCTS planned to develop a safety measure in 2006/07.
The measure was to be an indicator of the program'’s
safe forest management practices and worksites.
However, with BCTS registration with the BC Forest
Safety Council in 2006/07, the measure will now be
obtaining SAFE Companies Certification in 2007/08.

Results:

In its commitment to safety and safe worksites, BCTS began imple-
menting its new safety program in 2006/07 that will meet the stan-
dards of the SAFE Companies initiative of the BC Forest Safety
Council and clarify the roles and responsibilities for everyone work-
ing in or for BCTS, or on our worksites. In addition to registering
with the BC Forest Safety Council to obtain SAFE Companies certifi-
cation in 2007/08, BCTS announced that it will require companies
working on the ground in its operating areas, under contracts or
Timber Sale Licences advertised after April 1, 2007, to be registered
in the SAFE Companies program.
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Goal 3: BC Timber Sales provides opportunities for
customers to purchase timber in an open and
competitive market

This goal supports a strong forest economy and competitive forest
sector. BC Timber Sales seeks a balance between providing opportu-
nities for customers to purchase timber, generating revenues and
being a credible reference point, while ensuring sound forest man-
agement practices.

Key Outcome Indicator:

Measure 2006/07 2006/07 2006/07
Target Actual Variance
Volume offered
(million metres?) 16.7 16.7 0 Achieved

Source:  Timber Sales Offices; MAX, Ministry of Forests and Range

Figure 7: Volume Offered (million meters?)

Indicator: Volume Offered. The volume offered for sale is the gross
total timber volume that BCTS offers to the market and
includes all forms of tenure administered by BCTS. In
addition to advertised Section 20 auction sales, volume
offered includes all volume associated with forestry
licences to cut, and previously committed volumes for
ongoing Section 21, 24 and 13(1.1) licences.

Unlike the measure ‘the percent of AAC auctioned by
BCTS’, which provides statistical support for credible pric-
ing, this output measure indicates the program’s success in
providing opportunities for customers to acquire timber.

Results:

BCTS continued to be successful in providing opportunities for cus-
tomers to acquire timber in 2006/07, offering 16.7 million cubic
metres to the market.
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Objective 3.1: Optimize program participation over time.

One key to providing opportunities for clients to purchase timber is
to optimize the amount of timber available for offer at auction.
This means developing sufficient volumes of timber as inventory to
provide Business Areas with the flexibility to react to market condi-
tions and client demands within the constraints of the program'’s
benchmarking mandate and achievement of Goals 1 and 2.

Measure 2006/07 2006/07 2006/07
Target Actual Variance
Volume Developed
(million meters®) 16.7 14.7 (2.0) Not
Achieved

Source:  Timber Sales Offices; MAX, Ministry of Forests and Range

Figure 8: Volume Developed (million meters’)

Measure: The annual timber volume developed and ready for
advertising and auction. This is indicative of the pro-
gram'’s success in developing a sufficient inventory of tim-
ber to support providing opportunities for customers to
acquire timber.

Results:

Weather conditions and delays in timber reallocation and Forest
Stewardship Plan approvals adversely impacted road construction
and BCTS’s ability to declare Timber Sales Licenses ready for sale by
March 31, 2007. These licenses will now contribute to annual timber
volume developed in 2007/08.
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Objective 3.2: Our customers see the timber sales that we offer as
economically viable.

BCTS believes that, for timber sales to be opportunities for cus-
tomers, these must be seen as economically viable by customers.
Therefore, BCTS is committed to continuously improving the overall
economic viability of the timber sales it offers to customers. The
ability of the organization to achieve this objective, however, is con-
strained by its benchmarking mandate and may be influenced by
market forces and other factors outside its control, such as the
Mountain Pine Beetle epidemic.

Measure 2006/07 2006/07 2006/07
Target Actual Variance
Volume Sold
(million meters?) 15.3 15.1 (0.2) Substantially

Achieved

Source:  Timber Sales Offices; MAX, Ministry of Forests and Range

Figure 9: Volume Sold (million meters®)

Measure: Volume Sold is an indicator of the programs success in
offering timber sales that our customers see as economi-
cally viable.

Results:

BCTS continued to be successful in offering timber for sale that was
economically viable to customers, substantially achieving its target
volume sold for the year of 15.3 million cubic metres.
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In 2006/07, BC Timber Sales
received a Premier’s
Excellence Finalist Award
in the category of
Organizational Excellence
for its performance
between April 1, 2003 and
March 31, 2006. The
strength of our nomination
is a tribute to the efforts
and commitment of staff in
making BC Timber Sales an
excellent organization with

strong performance.
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Goal 4: BC Timber Sales is a high performing

organization with skilled, motivated
and proud people

BCTS is described as a ‘hybrid’ organization — it is a public sector
program that operates under commercial enterprise principles.
Established in April 2003, BCTS is a young organization that contin-
ues to experience growing pains. It is organized around a ‘two-tier’
model that has been designed to be administratively streamlined,
with a small corporate headquarters office and twelve business
areas. Unlike many other decentralized government organizations,
BCTS does not have a regional layer.

To succeed in achieving its first three goals and to become and
remain a high-performing organization, BC Timber Sales needs
effective systems and processes, and people who are skilled, moti-
vated and proud of what they do. BC Timber Sales believes that a
high-performing organization with these assets will, all other things
being equal, achieve or exceed its output and performance targets.

In 2006/07, BC Timber Sales received a Premier’s Excellence Finalist
Award in the category of Organizational Excellence for its perform-
ance between April 1, 2003 and March 31, 2006. The strength of our
nomination is a tribute to the efforts and commitment of staff in
making BC Timber Sales an excellent organization with strong per-
formance.

Key Outcome Indicator:

Measure 2006/07 2006/07 2006/07
Target Actual Variance
Percent of targets
achieved 100% 65% (35) Under
Achieved
Source:  BCTS output and performance targets
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Figure 10: Percent of Target Achieved

Indicator: Percent of BCTS targets achieved. The measure is the
number of service plan targets substantially achieved or
exceeded divided by the total number of targets,
expressed as a percent. The measure is an indicator of
our overall level of performance.

Results:

Since its inception, BCTS has set challenging targets for itself.
During 2006/07, BCTS faced a number of significant environmental,
operational, market, and organizational challenges that combined
to adversely impact on performance and staff satisfaction. The
organization did not achieve all its targets. As a result of these chal-
lenges and the Structural Review, BCTS began planning in 2006/07
for a Business Efficiencies Review to be undertaken in 2007/08.

Objective 4.1: A safe and healthy work environment.

BC Timber Sales believes that a safe and healthy work environment
is critical to the safety and well-being of our employees and the
program becoming a high-performing organization.

Measure 2006/07 2006/07 2006/07
Target Actual Variance
Staff Rating of
Work Environment 80% N/A N/A N/A

Source:  Annual staff survey
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Figure 11: Staff Rating of Work Environment

Measure: BCTS staff rating of their work environment. The staff
rating is defined as the percent of staff indicating BCTS
does a good job in providing a safe and healthy work
environment.

Results:

In the 2005/06 BCTS staff survey, 81 percent of employees strongly
agreed that BCTS does a good job of providing a healthy and safe
workplace. Results of staff opinion in 2006/07 on BCTS providing a
safe and healthy work environment will be obtained through the
Public Service Agency Staff Survey, which were not available at the
time of publication. The Annual Report will be updated once the
results are received.

Objective 4.2: Our performance management and accountability
framework is effective.

BCTS believes that an important contributor to high performance is
the way in which an organization manages its performance and
demonstrates accountability for results. More than simply reporting
effective performance management and accountability, BCTS
emphasizes the cycle of continuous improvement and the obligation
to demonstrate and take responsibility for performance in light of
agreed-upon expectations.

Measure 2006/07 2006/07 2006/07
Target Actual Variance

Percent of framework
objectives in place 90% 90% 0 Achieved

Source:  Internal assessment review for 2005/06. Planned review by Internal Audit and Advisory
Services, Office of the Comptroller General for 2006/07 or 07/08.
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Measure: Percent of framework objectives in place. This is a meas-
ure of the organization’s success in implementing and
maintaining an effective Performance Management and
Accountability Framework.

Results:

BCTS adopted and implemented the Comptroller General - Internal
Audit and Advisory Services’' Performance Management and
Accountability Framework in 2004/05. The Office of the Comptroller
General’s framework was developed to support government organi-
zations in assessing and improving their ability to manage perform-
ance and demonstrate accountability for results. A number of well-
established accountability and effectiveness frameworks were
researched, with key principles and concepts then drawn from these
frameworks, combined with sound management practices and pre-
sented as a practical model, using client focused language.

Based on an internal review, BCTS now has all objectives of the
framework fully or substantively in place.

Objective 4.3: People see BC Timber Sales as a fulfilling place to
work.

Motivated and proud people are critical to a healthy organizational
culture and being a high-performing organization. BCTS believes it
is important for its employees to see it as a fulfilling place to work
and to be proud of the organization, each other and their accom-

plishments.
Measure 2006/07 2006/07 2006/07
Target Actual Variance
Staff satisfaction index 70% 56% (14) Under

Achieved

Source:  BCTS annual staff survey

Figure 12: Staff Satisfaction Index
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Measure: Index of staff satisfaction. The index is an average rating
score based on staff responses to various questions on
appreciation, recognition and the extent to which BC
Timber Sales is a fulfilling place to work. The Staff
Satisfaction Index is a measure of success toward ensur-
ing BC Timber Sales is a fulfilling place to work.

Note: There was a methodological change in the BCTS survey for 2006/07
compared to the previous survey, which may be one of a number of factors
affecting the year-to-year results.

Results:

BCTS did not achieve its target for staff satisfaction in 2006/07.
Despite implementing a significant number of strategies and initia-
tives to support BCTS in being a fulfilling place to work, a signifi-
cant drop in the level of staff satisfaction was reported in 2006/07.

Objective 4.4: Learning and innovation are a part of our
organizational culture.
BCTS strongly believes that having an organizational culture that

fosters continuous learning and innovation is a building block to
having skilled people and being a high performing organization.

Measure 2006/07 2006/07 2006/07
Target Actual Variance
Learning &
innovation index 70% 63 (7 Under

Achieved

Source:  BCTS annual staff survey

Figure 13: Learning and Innovation Index
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Measure: The staff learning and innovation index is a measure of
the program’s success in fostering an environment of
learning and innovation. The index is an average rating
score based on staff results to questions on empower-
ment, innovation, and learning.

Note: There was a methodological change in the BCTS survey for 2006/07
compared to the previous survey, which may be one of a number of factors
affecting the year-to-year results.

Results:

BCTS did not achieve its learning and innovation index target for
the year, with the staff survey reporting a drop of 11 percentage
points from the prior year, despite implementing a significant num-
ber of strategies and initiatives to support BC Timber Sales foster an
environment of learning and innovation.

The survey highlighted the need for improvement and BC Timber
Sales is taking appropriate steps to address these concerns. In
2006/07, BC Timber Sales began work on a People Practices Strategic
Plan in an effort to focus and prioritize its people practices initia-
tives. The plan will be released in 2007/08. In addition, late in
2006/07 BCTS began a Business Efficiency Review to draw upon the
ideas and expertise of staff to identify: strengths and opportunities
for improvement in the current organization, business model and
business processes; and opportunities and options for improvements
and enhancements. Work on implementing the review’s recommen-
dations will begin in 2007/08.
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Report on Resources

BCTS 2003/04 2004/05 2005/06 2006/07 2006/07 2006/07
Actual Actual Actual Target Actual Variance
INPUTS
Operating Revenues and Expenses ($millions)

Gross Revenue $185.7 $266.1 $273.7 $298.1 $273.7 ($24.4)
(Note)

Less: Expenses 84.7 115.9 148.9 175.7 152.7 (23.0)

(Capitalized)2 (Note)

Net Revenue $101.0 $150.2 $124.8 $122.4 $121.0 ($1.4)
(Note)

Full-time Equivalents (FTEs)

Staff (Full-time 441 523 566 625 605 20
Equivalents) (FTEs)

Annual Cash Expenditures by Activity ($millions)

Administration

& Overhead $16.2 $19.7 $25.8 $33.5 $25.0 $8.4
Salaries 33.8 39.3 38.6 46.9 46.1 0.8
Planning - 13.7 8.1 8.9 7.3 1.7
Sales 23.2 304 33.6 35.8 27.7 8.0
Access 27.9 40.0 53.1 49.9 46.3 3.7
Silviculture 35.8 39.1 41.9 57.5 51.1 6.4
FIA - 2.3 (2.3)
Total Expenditures $136.9 $182.2 $201.1 $232.5 $205.8 $26.7
(Cash)

Capital Expenditures ($,000s )

Capital Expenditures $660 ($423) $193 $801 $438 $363
OUTPUTS
Timber Volumes (Millions of Cubic Meters [Mm?])
Volume Offered (Mm?) 11.2 12.8 16.3 16.7 16.7 0
Volume Sold (Mm?) 9.0 11.3 143 15.3 15.1 (0.2)
Volume Developed (Mm?) 12.6 15.4 17.7 16.7 14.7 (2.0)
Volume Scaled (M) 7.9 10.0 12.9 13.45 11.4 (2.1)

(For a more detailed presentation of Financial Results see Appendix 1)
(For a breakdown of key performance results by Coast and Interior see Appendix 3)
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Explanations and Comments

Gross Revenue — Weak timber markets in the north, lower than pro-
jected volume scaled and an error in estimates contributed to the
overall underachievement of gross revenues.

Capitalized Expenses - (inventory and silviculture costs associated
with timber volume harvested) plus period costs (e.g. administrative
overhead, harvest conformance costs, and road & bridge mainte-
nance and deactivation). Less than projected scaled volumes result-
ed in less capitalized expenses being realized since costs flow out of
inventory and into capitalized costs in proportion to scaled volume.

Expenditures (Cash) — Continued innovation efforts such as sharing
of best practices resulting in contract efficiencies, as well as changes
to operational plans (increased efficiencies in revised access pro-
gram) and delays in Forest Stewardship Plan approvals and other
operational issues contributed to budget savings of $28 million.

Note 1: BCTS Gross revenue Target was revised from $327.9 million
to $298.1 million. The projected decrease is due to two primary fac-
tors: an error in original estimate, resulting in a $5.3 million over-
statement and billed rates being less than originally forecast, result-
ing in $24.5 million less projected revenue. Capitalized expenses
were also revised from $169.1 to 175.7 million to account for a
change in silviculture liability estimate. This combination resulted

in a revised Net Revenue target of $122.4 million for the year.
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Appendix 1 - Report on Financial Performance
2006/07 2005/06
(Millions) (Millions)
Revenue from External Sources $280.0 $284.7
Forest Investment Account Revenue $2.3 -
Total Revenues $282.3 $284.7
= Allowance for Doubtful Accounts ($1.2) ($2.8)
m Adjustment for Accrual Restatement ($7.4) ($8.2)

GROSS REVENUE $273.7 $273.7

CAPITALIZED EXPENSES:

Cost of Timber Inventory Harvested:
= Administration & Salaries $39.4 $34.3
= Planning & Sales 295 25.6
m Access 25.2 29.7

Sub-Total Cost of Timber ($94.1) ($89.6)
Inventory Harvested

Period Costs:
m Silviculture Liability Expense $41.4 $45.7
= Road & Bridge Maintenance & Deactivation 6.4 6.4
= Harvest Conformance 1.5 0.9
= Administrative Overhead 7.1 6.3
m Forest Investment Account 2.2 -
Sub-Total Period Costs ($58.6) ($59.3)

NET REVENUE $121.0 $124.8

Selected Balance Sheet Items

Silviculture Liability $94.8 $104.5
Inventory Value of Developed Timber

Timber Inventory — Opening Balance $297.5 $241.5

Plus: Timber Developed 137.4 145.6

Timber Available for Sale $434.9 $387.1

Less: Cost of Timber Inventory Harvested (94.1) (89.6)

Timber Inventory - Closing Balance $340.8 $297.5

(Unaudited)
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Appendix 2 - Report on Activities

Road & Bridge Activities 2006/07 2005/06 2004/05 2003/04
Bridges & Major Structures Installed 116 138 1M 81

(# of structures)

Roads Constructed (kilometers) 407 501 454 455
Silviculture Activities 2006/07 2005/06 2004/05 2003/04
Site Preparation (hectares) 8,527 9,800 9,800 9,600
Planting 51.0 34.6 23.6 26.1
(number of seedlings in millions) Note Note

(Note: Measurement of planting activity in 2003/04 and 2004/05 was in hectares.)
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Appendix 3 - Coast and Interior Breakdown
of Key Performance Results

The table below breaks out provincial results achieved by Coast and Interior regions of the
province for a number of primary output and performance measures.

Output/Performance Measure Total Coast Northern Southern
Achieved Interior Interior

Gross Revenue (Millions $)

(FIA = $2.3, Misc. Revenues HQ = ($0.9)) $273.7 $57.3 $105.6 $109.4
Timber Volume Scaled (Million m?) 1.4 2.0 5.1 4.2
Average Number of Bidders 3.76 4.53 3.18 3.90
Timber Volume Offered for Sale (Million m?) 16.7 2.9 7.9 5.9
Timber Volume Sold (Million m?) 15.1 2.8 6.7 5.6
Timber Volume Developed (Million m?) 14.7 2.9 6.0 5.8
Average Cost of Timber Inventory Developed ($/m?)  §9.29 $12.85 $6.48 $6.53

The Coast includes the Chinook, Seaward-tlasta and Strait of Georgia Business Areas.
The Northern Interior includes the Babine, Peace-Liard, Prince George, Skeena and Stuart-Nechako.
The Southern Interior includes the Cariboo-Chilcotin, Kamloops, Kootenay and Okanagan-Columbia Business Areas.
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Appendix 4 — Performance by Region

Coast - Output/Performance Measure 2006/07 2005/06 Change
Gross Revenue (Millions $) $57.3 $50.6 $6.7
Timber Volume Scaled (Million m?) 2.0 1.7 0.3
Average Number of Bidders 453 435 0.18
Timber Volume Offered for Sale (Million m?) 2.9 2.6 0.3
Timber Volume Sold (Million m?) 2.8 2.25 0.55
Timber Volume Developed (Million m?) 2.9 2.9 0.0
Average Cost of Timber Inventory Developed ($/m?) $12.85 $15.93 ($3.08)
Northern Interior - Output/Performance Measure 2006/07 2005/06 Change
Gross Revenue (Millions $) $105.6 $125.4

Timber Volume Scaled (Million m?) 5.1 6.7

Average Number of Bidders 3.18 3.25

Timber Volume Offered for Sale (Million m?) 7.9 8.3

Timber Volume Sold (Million m?) 6.7 7.0

Timber Volume Developed (Million m?) 6.0 9.1

Average Cost of Timber Inventory Developed ($/m?) $6.48 $4.48

Southern Interior - Output/Performance Measure 2006/07 2005/06 Change
Gross Revenue (Millions $) $109.4 $103.5 $5.9
Timber Volume Scaled (Million m?) 4.2 45 (0.3)
Average Number of Bidders 3.90 3.87 0.03
Timber Volume Offered for Sale (Million m?) 5.9 5.4 0.5
Timber Volume Sold (Million m?) 5.8 5.05 0.75
Timber Volume Developed (Million m?) 5.8 5.7 0.1
Average Cost of Timber Inventory Developed ($/m?) $6.53 $6.72 ($0.19)
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For more information on BC Timber Sales
visit our Web site at
www.for.gov.bc.ca/bcts
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