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Gail Brewer August 31, 2006
Manager of Program Planning and Business Practices

BC Timber Sales, Headquarters

PO Box 9510

Stn. Prov. Government

Victoria, BC

V8W 9C2

Dear Ms Brewer, Re: BCTS Structural Review

Thank you for the opportunity to respond to the “Structural Review of BC Timber
Sales” discussion paper dated July 31, 20086.

Tolko Industries Ltd. (Tolko) has reviewed not only the discussion paper but also
the summary notes from June 29, 2006, the BCTS Mandate and the current
organizational structure. In general, we feel that the BC Timber Sales (BCTS)
organization has done an excellent job of re-aligning its organization to fit its
mandate of supporting the MOFR goal of “providing benefits to British
Columbians from the commercial use of public forests”. We believe that for the
BCTS to be successful in achieving its stated goals it needs to clearly focus on
distinguishing itself from the MOFR Operations departments and to align itself
with the challenges and opportunities of the other licencees in British Columbia.

As an attachment to this letter, we have provided for your consideration a
summary of comments on the July 31, 2006 discussion paper.

If requested, Tolko would welcome the opportunity to provide clarity on this
submission.

cc Randy Chan Vice President and General Manager
Environment and Forestry, Tolko Industries Ltd.
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Tolko Industries Ltd.

COMMENTS ON BCTS STRUCTURAL REVIEW DOCUMENT

July 31, 2006; “The Ministry of Forests and Range (MOFR) has initiated a review
to determine if the current organizational structure of BC Timber Sales {(BCTS)
most effectively addresses its mandate, and to recommend any needed changes.
The focus of this Discussion Paper is on the critical features or characteristics of
BCTS as an organization that would affect the attainment of BCTS’ mandate.”

Tolko offers the following comments regarding the document:

Theme 1: Clear Goals and Objectives

Characteristics:

A. Goals should be clearly understandable to all

Tolko comments:

Goal 1 and Goal 2 are not complementary, maybe even counter
productive. The issue is can BCTS optimize revenue and be a credible
reference point at the same time? We believe this is not possible. (can be
a “price setter” and a price taker” without conflict but the two goals
contradict each other as above)

Goal 2 - lacks "commercial drive", only a revenue objective. Is there a
better incentive than just "General Revenue"? Should BCTS derive some
benefit or contribute to some provincial programs such as schools and
communities providing a direct link to the forest resource? If it is a "profit
centre” where should the "profits” go?

Goal 3 - how does the marketplace influence BCTS in providing
opportunities, beyond the process of being open and competitive? The
“being open and competitive” is only a measure of the process for making
volume available, not in meeting “customers” needs. How do we measure
“providing opportunity”? Should they seil volume at the bottom of the
market? Should BCTS play the market? Should there be a consistent
supply available to the market? Goal needs to be driven by market needs.
BCTS has a role to play with respect to social issues such as community
stability. Their ability to take advantage of market cycles must be
constrained much like it is for other licencees.

Goal 4 — agree

B. Clear distinction between the mandate and responsibilities of BCTS and
of the MOFR

Tolko comments:

To ensure a separation of costs the structure needs to continue to be
completely disassociated with the MOF Operations




Complete physical separation would also be preferred but not as
necessary under the current model as compared to the alternative model
of a Trust Fund, Crown Corporation or separate agency.

Currently MOF does treat BCTS as a licencee for approvals but BCTS is
still more directly guided by DM forest management direction. A greater
level of independence with the Operations may be required to facilitate the
development of a different culture.

MOF should consider BCTS to be a Trust company or Crown Corp, or
separate agency within a ministry.

New ADM role allows some separation

Current structure does not allow encugh focus on the customer(s) of the
BCTS

C. Consistent interpretation and transparent application of objectives

Tolko comments:

A variety of models can be successful in addressing these issues

Theme 2: A Timber Sales Program that Supports the Market
Pricing System

Characteristics:

A. Robust sales data

Tolke comments:

Tolko agrees that the structure may not make any difference to delivering
the mandates above however the conflicting goals noted above will
interrupt a natural delivery of this mandate.

Consideration should be given to allocating more MPB uplifts to BCTS
Tolko agrees strongly that the system requires robust sales data that
clearly represents; species profile (both multiple and single species timber
types) a variability of CP sizes and logging chance.

B. Transparency

Tolko comments:

Agree

C. Data quality

Tolko comments:

Exclusive of the Operations group at the District level we agree that due to
the mandates of the other Branches, a strong connection needs to be
maintained with specific sections of the MOFR. (this is contrary to our
position in B where we believe there should be less connection?)

System should discourage speculation bidding. At times the sales price
does not represent the market conditions of the period when it was sold.




Sales data should be based on when a timber sale is harvested not when
it is sold or shorter terms for the licenses to eliminate the practice of
speculation. As the system is setting the quota costs it needs to reflect the
market condition

As a result of the differing mandates of the BCTS the organization needs
to balance and be more responsive to the customers needs and the profile
constraints with the Pricing unit

Theme 3: Costing Program Applicable to Market Pricing System

Characteristics:

A. Transparency and symmetry

Tolko comments:

Tolko considers this to be a significant measure of the success in the
BCTS organization delivering on symmetry with the licencee obligations
and costs.

Structure will play a key role in this as many programs are currently not in
place within the BCTS organization or they may not have the necessary
discretionary funding available.

The culture within the organization may not fully understand the other
obligations of major licencees; i.e. social and economic.

Working relationships with First Nations needs to be part of the BCTS
business model, just as it is with other licencees.

B. Contracting

Tolko comments:

Operational costs are driven by economy of scale and in some
circumstances licencees have Bill 13 contractors that are not efficient. It is
difficult to develop a structure that resolves this lack of symmetry.

C. Overhead

Tolko comments:

BCTS must emulate licensee obligations; sccial, economic and legal
obligations

BCTS must share in programs that licensees participate in; i.e Forest
Educator, stakeholder meetings, donations, Planning costs, taxes  (i.e.
municipal and provincial)

Upset pricing needs to be reviewed. Consideration should be given to
elimination of the upset levels as it is unclear if upset prices arbitrarily
increase the pricing of sales beyond market levels




Theme 4: Effective and High Performing Organizational
Structure

Characteristics:

A. Appropriate, effective staffing

Tolko comments:

Agree

B. Appropriate support services and processes

Tolko comments:

Agree

C. Business acumen

Tolko comments:

Strong business acumen within the organization is critical to the success
of the organization. For example, BCTS seems more focused on
delivering their program versus optimizing their business unit. It seems
apparent that they are not as focused on the contribution to the bottom
line for incremental volume. The current structure may not promote the
right business model.

Development of the key performance indicators for the organization and
consistent reporting by the various Regions would assist in this cultural
reform.

Understanding the customer needs and the developing market cycles is
critical to the success of the organization.

A structural reform away from the status quo to a Trust fund or Crown
corporation may drive this culture more effectively.

D. Regular communication with its customers and other
Tolko comments:

Agree




From: Lara & Doug Beckett [mailto:druid@pgweb.com]
Sent: Mon, September 11, 2006 10:34 PM
Subject: Restructuring of BC Timber Sales

I learned today that BC Timber Sales is undergecing a public review to
establish how it's structure can be improved. This wonderful
opportunity to provide input ends on September 30, 2006.

More information can be obtained from:

http://www.for.gov.bec.ca/bets/about/structuralreview.htm

Input on the "Alternative Structural Models and Opportunities for
Improvement" discussion paper to be forwarded by September 30, 2006
to: Forests.BCTimberSalesHQOIfice@gov.bc.ca

BC Timber Sales is well positioned to evolve to the next level of
encouraging free market activity and pricing of trees.

Changes required to make this evolution:

1. BC Timber Sales needs to be independent of short-term political
interference - sgimilar to how legislation makes the BC Chief Forester
independent.

2. Rather than selling standing trees, BC Timber Sales needs to begin
selling wood profiles. This would remove the existing barriers to
garage based businesses from getting started - as they no longer will
need to hire individuals to harvest and truck the wood. Nor will they
have to merchandize (sell) the wood they do not require. They just
place an order for the gquantity and quality of wood they desire - and
have to pay more than anybody-else interested in the same wood.

As a consequence of such changes:

- the resource managers can manage to maximize the net revenue obtained
for the public over time;

- improved access to the quantity and quality of wood desired will
increase activity in the Value Added sector. This will in turn
increase the demand and subsequently the price paid for BC wood;

- as BC Timber Sales will be doing the management, harvesting, sorting
and transportation (to designated gate points) processors will now be
able to focus entirely on being the best processors;

- the mid-term timber supply (in the interior Mountain Pine Beetle
infested areas of the province) is more likely to be protected if such
changes were implemented;

- the vulnerability of the current stumpage system would be eliminated;
and

- greater efficliencies will be realized, providing the public with
increased net revenues.

I think such an approach would work well the currently established
‘Results Based' approach.



I look forward to reading the input from others that has already made

it into the documents on the website:
http://www.for.gov.be.ca/bects/about/structuralreview.htm

Yours truly,
Doug Beckett
Permanent Email Address: whitewater.canoe@unb.ca



From: Fraser, Bryan FOR:EX
Sent: Tue, September 12, 2006 2:29 PM
Subject: BCTS Structural Review

The discussion paper on Alternative Structural Models for BCTS identifies six available
organizational choices:

The current BCTS structure

Remaining within the MoFR, with greater separation

A Special Operating Agency

A Crown Corporation

A private entity delivering the BCTS function under contract
Full privatization of BCTS and the resources that support it

SN B WD —

Choices #4 through 6 and, to some degree, choice #3 would bring great discomfort to
many BCTS staff planning on remaining in their present bargaining units until retirement.
The upcoming schedule of retirements within the MoFR will create a large number of
vacancies within field services. Any assessment of the feasibility of these alternative
structural models must conside the number of BCTS staff who would choose to bid on
these position in order to remain in the MoFR and the safety of their collective
agreements. They would certainly have the opportunity to jump ship. The question is:
how many would if a restructuring actually occurred?

Bryan Fraser, RPF, ATE

Operations Manager

Fort Nelson Forest District

RR #1 Mile 301 Alaska Highway

Fort Nelson, BC VOC 1RO

E-mail: Bryan.J.Fraser@gov.bc.ca

Tel: (250) 774-5503; Fax: (250) 774-3704
Cell: (250) 961-9170




From: Balcaen, Trish L FOR:EX
Sent: Sun, September 17, 2006 1:22 PM
Subject: RE: Discussion paper for BCTS Structural Review

Hi Dave,

Thanks for the opportunity to comment. I must throw the caviat around my comments
that they may be more suited for a "Coast Recovery" discussion more than the structural
review of BCTS though in my mind, these two pieces are intrinsically linked.

As you may know, I was tasked with reviewing the BCTS program on QCI with Jerry
Kennah last fall. T wrote a little report that outlined what we perceived the issues of the
day to be. Interestingly, as I get to know my job here in South Island better, the more I
see the linkages from that report to the Coast as a whole.

The key concepts in the report were:

- Instrinsic linkages between all facets of the industry - success for any facet lives in
MOFR valuing that linkage.

- Certainty on the landbase for operations outside of protected and management areas for
First Nations.

- Certainty for operations around infrastructure - roads, bridges, sorts, dumps

I don't think I have much to add to the discussion on the structural review that hasn't
already been raised save one additional concept that may or may not assist BCTS 1n
solidifying it's position as a business entity under the Government wing.

In my view, BCTS should consider acquiring tenures and infrastructure like dumps and
sorts as it moves forward. 1 see this move as serving two purposes - one for BCTS as a
program and two for Government as a whole. In general, I think this tactic could help
BCTS on the Coast from looking like the QCI operation in a matter of 10 years in terms
of it's diminished role (volume) and capacity to meet it's goals.

Benefits to BCTS:

Tenures

- by purchasing tenures that are either openly or covertly for sale, BCTS can expand it's
operating area obtaining more certainty and diversity in operations

- looking at the 1st Quarter results for BCTS, it appears that the Coast represents 17% of
the volume sold which garners 26% of the Gross Revenue (it would be helpful to know
what the net revenue is though that isn't indicated in the report)

- by expanding BCTS volume, we grow a program that does not relate to First Nations,
communities, small or large business - this is the one place we have that offers everyone
and anyone an equal opportunity and will be our savior in the long run as tensions rise for
others that want opportunities in the forest sector

- these types of transactions are truly reflective of a business environment and therefore
assist in bullet proofing the program in terms of cost reflection



- I like to think these purchases can also assist MOFR in determining appropriate, market
driven values for tenures versus a legislated program for takeback with a budget cap that
the players know up front

Infrastructure - BCTS may want to bat around the idea of diversifying it's business and
contracting out log sorts and dumps.

- if key dumps and sorts were operated by an independent third party, we could assist in
ending the 'turf war' between major licensees and small independent operators

- this type of operation could supplement existing operations, become a profit center and
also provide some good benchmarking of real operating costs to facilitate the MPS piece
- I think this concept would require a separate business centre to keep costs/issues
transparent and arms length from BCTS Corporate

Benefits to Government:

- we all know that the land has become increasingly constrained on the coast and
Government's options to appease ong party almost always mean displacing another

- I also think this will help in the Interior {post beetle) as the timber harvesting land base
will be susceptible to the same issues we face on the Coast now

- by increasing our control of the Crown land base, we give ourselves an option that is
cheaper than purchasing private land to manage for these constraints in the future (don't
know if an issue would ever go that far but T know we have several groups that lobby for
it down here)

- by increasing Government control of Crown Land we can also ensure that it is harvested
in a sustainable manner today to increase the future value of the forests in the future (here
I'm talking about high-grading, risk of some variable retention techniques contributing to
the green illusion)

Key concept

BCTS will always be susceptible to attack by business and the public around it's
ability to be a true benchmark for pricing as long as it does not behave in a manner
like business in these key areas: accounting, systems, operations, human resources,
mergers and acquisitions.

I see many good ideas and comments from those that know the program far better than L.
All 'm suggesting we explore are the last two concepts - mergers and acquisitions.

For your consideration,




From: Peter Tweedie [mailto:peter@tyhee.cal
Sent: Mon, September 18, 2006 7:02 AM
Subject: BCTS Structural Review

Hello,

I read with interest the material connected to the BCTS Structural
Review,.
I offer the following as comment.

As a forestry consultant who provides a wide range of services to both
Licensee and BCTS clients, I am offered the opportunity to compare and
contrast the two systems. The wmost significant difference I see, and
it appears to be all encompassing from Victoria to the smallest field
office, is the corporate ethos. The current BCTS structure has a
desire to be corporate-like but is run by bureaucratically oriented
people who are steeped in the civil service.

The average BCTS employee is trying to achieve his or her job by
managing and process for the process' sake. The average Licensee staff
conducts his job to manage a process that gets the job done at the
lowest effective cost because they know that increased costs mean lower
profits. But... somehow they seem to be able to do that by more
effectively by paying what appears to be more for it (from a BCTS point
of view).

Ask yourselves this...why does a consultant like myself get paid hourly
rates by industry that BCTS staff openly feel are too high yet we
deliver a final product to the Licensee that is cheaper per cubic metre
than the resultant final product delivered under "low bid" to BCTS, on
a unit rate bid.

I think the answer lies in the fact that that company has continuously
hired us on a "direct award" basis for the past 10 years. We don't have
to mess around with reams of contract management, 3 hcour EMS pre-works,
endless delays from GENUS that we have to eat out of profit margins. We
work and they pay us within 2 weeks of billing, not 30 to 90 days. We
don't have UBI's, URI's and complex invoice spread sheets to ematl,
etc.

Reduce the complexity.

Peter Tweedie, RPF

Tyhee Forestry Consultants Ltd.
Smithers, BC

{(250) 847-3101
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Dave Peterson MINISTRY OF FOR /

Assistant Deputy Minister of Forests, BC Timber Sales -

PO Box 9525, Stn. Prov. Govt. OCT 02 2006

V8W 9C3
BC TIMBER SALES

Dear Mr. Peterson,

RE: BC TIMBER SALES (BCTS) PROGRAM REVIEW_ AND POSSIBLE
ELIMINATION OF CAT 2 VALUE-ADDED SALES

The Town of Ladysmith is in receipt of a letter {copy attached) from
Vancouver Island Association of Wood Processors regarding BC timber sales
(BCTS) program review and possible elimination of CAT 2 value-added sales.

Please be advised that the Town fully supports the position of VIAWP
and we call on the Provincial Government to support the voices of British

Columbia’s municipalities.
Respectfully, , . /

Y e /L.,. -
e -(/" ’ .
. / P A v (o

Robert Hutchins
Mayor

Enclosure

cC Gio Alberti, President - Vancouver Isiand Association of Wood Processors
The Honourable Gordon Campbell, Premier
The Honourable Rich Coleman, Minister of Forest



Vancouver lsland Association
of Wouod Procassors

July 31, 2006 By Email — Griginal Sent by Facsimile

Dave Peterson

Assistant Deputy Minister of Forests, BC Timber Sales
P.O. Box 9525, Stn Prov Gowvt

Victoria BC V8W 9C3

Re: BC Timber Sales (BCTS) Program Review and Possible Elimination of CAT 2 Value-Added Sales
Dear Mr. Peterson,

The Vancouver Island Association of Wood Processors wishes to express its appreciation to have input into the
Competition Council’s review of the BCTS program and strongly express its concerns about any proposal to
privatize the program or eliminate CAT2 timber sales.

QOur understanding is that the small CAT 2 volume partitioned to the value-added sector is viewed as “social
engineering”, but the significant volumes partitiocned to major licensees through Tree Farm Licences is not. The
independent value-added sector is a vital and complementary part of the province’s forest industry. Independent
research by the Pacific Forestry Research Centre has demonstrated the contribution of secondary processors and
value-added mills, in terms of sales growth, expons, employment generation, fibre maximization and innovation.
Fair application of forest policy would require that either the CAT2 partition is maintained and expanded or that
partitioning is eliminated entirely and all logs harvested from Crown Lands be available for bidding on the open
market.

Access 1o fibre remains a major obstacle to the long-term sustainability of BC's valued-added forestry sector.
BCTS CAT 2 sales is one mechanism that offers our sector the opportunity to access the logs it needs for cutting
or trading. Industry consolidation, particularly on Vancouver Island and the Coast, has created a monopoly with
one company controlling the majority of Crown and private forestland. This situation must be balanced by ensuring
the independent value-added sector has access to the fibre it needs to grow, support and diversify the provincial
economy, and the communities that have been affected by the recent changes in provincial forestry policies.

We trust that any further changes to the BCTS structure will be subject to a thorough industry and public
consultation process and the decisions of the provincial government will take into account the input received.

Yours truly,

PP. %3 O-\th

Gio Alberti, President
Vancouver Island Association of Wood Processors

CC The Honourable Gordon Campbell, Premier
The Honourable Rich Coleman, Minister of Forest.

208 - 312 Mount Benson Street, Nanaimo, British Columbia, Canada V9S 5K2
Phone: 250-754-3270 Fax: 250-754-3250 Email: viawp@telus.net Website; www.islandwoodpro.com



