Kalesnikoff Lumber Company Ltd. SFI Certification Audit — OctoPe06

In October 2006, an audit team from KPMG Performneaiegistrar Inc. (KPMG PRI) carried out the firdElS
certification audit of the Kalesnikoff Lumber Compaltd. (Kalesnikoff) woodlands operations on Forkgences
A20194 and A30172 in south central British Columbigainst the requirements of the 2005 - 2009 editib the
Sustainable Forestry Initiati¥egSFI) standard. To provide for a more efficientia, an 1ISO 14001 surveillance audit
was conducted at the same time. This CertificatBiimmary Report

provides an overview of the process and KPMG'sifigd.

Description of Kalesnikoff's Crown Land Forest
Operations:

Kalesnikoff's crown land woodlands operations dteased in south central
British Columbia (B.C.), Canada. These operaticaosrently comprise
crown forest licences FL A20194 in the Arrow Timi&upply Area (TSA)
and FL A30172 in the Kootenay Lake TSA which ardghbpart of the
Southern Interior Forest Region of B.C.

Four statutes form the legal framework for forestnagement on Crown
lands in B.C.: the Forest Act, the Forest Practicede of British Columbia
Act, the Ministry of the Forests Act, and the Foresd Range Practices Act
(FRPA). Numerous other provincial and federal aatsgulations,
guidelines and policies also have implications fimrestry operations on
Crown lands. Replaceable forest licences in Bt€tenures granted by the
B.C. Minister of Forests under the authority of tRerest Act. The
allowable annual cut (AAC) of each timber supplyear(TSA) is
determined by the provincial chief forester, atsteance every 5 years,

under authority of Section 8 of the Forest Act.e TRAC for FL A20194 is SU STAl NABLE

34,703 m3 and for FL A30172 is 55,247 m3.

FRPA and its regulations in particular set the negments for planning, FORESTRY
road building, logging, reforestation, and graziffRPA prescribes levels

of protection for forest values including watershathd wildlife habitat, and lN ITIATIVE
defines planning processes. Forest licencees eapeired to develop a

Forest Stewardship Plan (FSP) to meet the requitenté FRPA.

FRPA took effect on Jan. 31, 2004. Any activitieady approved under
the pre-existing Forest Practices Code were grémelfad and continue to
be governed by the Forest Practices Code of Brifisltumbia Act and its
regulations. Once transition is complete all forgsensees will operate
only under FRPA, and previous plans such as thest@evelopment Plan
(FDP) will be replaced by plans developed under ARRd the FSP.

Kalesnikoff has developed a Sustainable Forest imant Plan (SFMP)
which describes how the company will achieve thealr objectives of
higher level plans developed under public involvatngrocesses such as
the Kootenay Boundary Land Use Planning Procedsalsb guides the “Take Care Of The Land,
development and content of other planning documerdsiding the FDP And The Land Will Take Care Of You.”
and FSP. The SFMP reflects the bounds establisiiddgher level plans

and through the regulatory framework described abovihe company

ensures that all lower-level plans it is resporsiiolr developing (e.g.: the
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FSP, and all site level plans) are consistent thithcommitments made in their SFMP.

Kalesnikoff's crown land woodlands operations aranaged by the company from
offices in Thrums, B.C.

Audit Scope Types of audit findings

The audit was conducted against the requirementheo2005-2009 edition of the SFI
standard (SFIS), and incorporated an assessmeansatie SFI program objectives for:

Major non-conformances:

Land management; Are pervasive or critical to the
] . achievement of the SFM Objectives.
Procurement of wood and wood fiber;
Forestry research, science and technology; Major non-conformances must be
.. . addressed immediately or
Training and education; certification cannot be achieved /
Legal and regulatory compliance; maintained.

Public and landowner involvement in the practiceudtainable forestry; and,

. . . Minor non-conformances:
Management review and continual improvement.

o ) ) Are isolated incidents that are non-
The scope of the 2006 SFI certification audit oflésaikoff's crown land woodlands | critical to the achievement of SFM

operations included all of the woodlands operationged above, as well as fibre | Objectives.
procurement activities for the Kalesnikoff sawmnidicated within the community of [ Al non-conformances require the

Thrums, B.C. development of a corrective action
plan within 30 days of the audit,

. which must be fully implemented by
The Audit the operation within 3 months.

Audit Team— This certification audit was conducted by Midhaéexander, RPF, Opportunities for
CEA(SFM), EMS(LA) and Kerri Brownie, RPF, EMS(ABoth team members are | jmprovement:
KPMG PRI auditors and have conducted numerous tfonesagement audits under

. . . - Are not non-conformances but are
a variety of standards including SFI, ISO 14001A&809 and FSC. comments on specific areas of the

SFM System where improvements

SFI Certification Audit/ISO 14001 Surveillance AudiThis SFI certification audit can be made.

involved an on-site assessment of all elementhefGompany’s SFI program in
conjunction with KPMG PRI’s first periodic assessm®f the Company’s ISO

14001 system, which was re-registered to the 1ISm142004 standard in 2005. The —
audit included visits to a number of field sitesetealuate the extent to which the| SFlandISO 14001 Findings
Company’s forest management plans and practicerorto the requirements of | major nonconformities 0
the SFI standard.

Minor nonconformities 3

Surveillance Audits- Annual 1ISO 14001 and SFI surveillance auditscaneducted | | opportunities for
by the audit team to ensure that SFI requiremesmsirmue to be met. improvement g

SFI Program Representative Yuri Hadikin served as Kalesnikoff's SFI program
representative during the audit.

Use of Substitute Indicators

There were no substitute indicators used duringathait, however 57 supplementary
indicators were evaluated in addition to the codigators to better evaluate performance
of the Company against the SFI objectives withenBIC regulatory context.
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Audit Objectives

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

An SFI certification audit to evaluate the Companyonformance with the
requirements of the 2005-2009 version of the Skiddard.

An ISO 14001 surveillance audit against selectgdirements of ISO 14001:2004.

Audit Conclusions
The audit found that:

The Company’s B.C. woodlands operations meet theirements of the 2005-2009
version of the SFI standard in all material respeds a result, a decision has been
made to grant certification to the SFI standardtfe next 5 years. Kalesnikoff's
SFI certification is valid until November 1, 2011.

The Company’s EMS continues to be effectively immated, and the elements of
the EMS that were assessed during the 2006 swawedlaudit meet the requirements
of ISO 14001:2004 in all material respects.

Good Practices
During the course of the audit, a number of goatiices were identified including:

A very high level of awareness of site-specificiemwmental issues within the staff
and contractors interviewed was noted during tisessment;

The reforestation and plantation management prograene found to be prompt and
effective and producing healthy, locally-adaptexhds made up of diverse mixtures
of tree species, and;

Kalesnikoff's comprehensive SFI Responsibility Mativhich lists for each SFI
performance indicator the associated sustainabdstfananagement plan reference,
the staff member responsible for the indicator tedstrategies the organization uses
to achieve conformance with the indicator, whiakacly defines responsibility and
accountability for the achievement of each perfarcaaindicator.

Areas of Nonconformance

Full conformance was found in relation to 96% oé timdicators included in the
Kalesnikoff SFI audit protocol. A total of 3 minmon-conformities were identified
during the combined SFI re-certification/ISO 14GQtveillance audit of Kalesnikoff's
crown land forest operations, however. These dei

Performance Measure 8.4 of the SFI standard rexjtiire organization to monitor
the effectiveness of efforts to promote reforestatand BMPs, using public or
private sources of information. While the Compamyg lkdeveloped a wood purchase
program which meets most requirements of the SiEllsas yet to fully implement
this purchase wood monitoring program, as it isee.

The SFI standard at Performance Measure 13.1 exjthie organization to ensure
that a monitoring program is in place to assessrtigementation of management

This is an excellent
example of a cut-block
designed to minimize the
visual impacts of timber
harvesting by making use
of natural forms and
imitating a nearby open
forest.

This steep hillside was
harvested using a cable
yarding system to minimize
soil disturbance while
retaining a selection of
dispersed trees for
biodiversity values
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plan objectives and to asses the effectivenedseofitosen management strategies in
achieving SFI objectives over time. Kalesnikofshdeveloped and implemented a
system to periodically evaluate compliance withutations and other requirements
to which they subscribe. However, this system dus/et include an evaluation of
the SFI commitments which are not already coveraeteuthe EMS.

The ISO 14001 standard at 4.5.3 requires the argaon to review the effectiveness
of corrective and preventive actions. The I1ISO 146@dhdard at 4.6 requires the
organization to conduct a review of the organiza§dMS with consideration given

to a specific list of inputs. Kalesnikoff has iddied the management review
meetings as the method for evaluating the effe@ise of corrective and preventive
actions. A review of the minutes for the Marcl2Q06 management review meeting
identified the following weaknesses:

an evaluation of the effectiveness of correctivd aneventive actions was not
conducted,;

some action items from the 2005 management revieetimg were not addressed
at the 2006 meeting, and;

some action items did not have due dates assignthemn.

Opportunities for Improvement

A total of 3 opportunities for improvement were ntiéed during the combined SFI
certification/ISO 14001 surveillance audit of Kald®ff's crown land forest operations.
These included:

The audit found that emergency preparedness angonss procedures were
generally well implemented and related equipments wggnerally in place as
required, however, one mobile tidy tank did notédavvisible 1202 placard and it
was not properly secured (CP 34-1) in the pick-ap &nd a cable yarder (CP 32-6)
did not have a pulaski and shovel as required,;

Performance Measure 12.6 of the SFI standard regjulte organization to keep
records for all the categories of information nekéts SFI annual progress reports.
Discussions with staff and a review of records éatid that the Company has not
yet developed procedures to track the specific Bformation required for
comprehensive program reporting, and,;

Performance Measure 2.1 of the SFI standard rexjtive organization to reforest
through artificial regeneration within 2 years oy planned natural regeneration
within 5 years of final harvest. While silviculeurecords indicated that these targets
were generally met by the Company, there were dkislidentified where the 2 year
planting target was not met (1 — 3 months overdu&here is an opportunity to
consider including the SFI regeneration targetiwithe targets measured during
regeneration surveys to better measure performagaiast SFI requirements.

This culvert has been
altered in an innovative way
to ensure that fish continue
to have access to their
habitat through the creation
of an internal “fish ladder”

The use of natural rock
“armouring” of a cut-bank in
a road construction project
is designed to minimize the
potential for soil erosion to
maintain clean water

This “free-growing” stand was
planted using a mixture of
Western larch (showing fall
colour) and Lodgepole pine




Findings — Kalesnikoff Lumber Company Ltd. SFI Certification Audit — October 2006

Corrective Action Plans

Corrective action plans designed to address thé¢ caases of the non-conformitie
identified during the audit have been developed Kajesnikoff and reviewed and
approved by KPMG PRI. The next surveillance audgill include a follow-up
assessment of these issues to confirm that theeatiwe action plans developed t
address them have been implemented as required.




