Kalesnikoff Lumber Company Ltd. SFI Surveillancedku#1 — October 2007

In October 2007, an audit team from KPMG PerforneaRegistrar Inc. (KPMG PRI) carried out the fir§ll S
surveillance audit of the Kalesnikoff Lumber Compadrtd. (Kalesnikoff) woodlands operations on Forest
Licences A20194 and A30172 in south central Brit&dlumbia against the requirements of the 20050920
edition of the Sustainable Forestry InitiafivéSFI) standard. To provide for a more efficienti an 1SO
14001 surveillance audit was conducted at the sdamme. This

Certification Summary Report provides an overviefvtlte process and

KPMG'’s findings. %

Description of Kalesnikoff's Crown Land Forest
Operations:

British Columbia (B.C.), Canada. These operaticaosrently comprise
crown forest licences FL A20194 in the Arrow Timt&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 flmrestry 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, SUSTA'N ABLE

under authority of Section 8 of the Forest Act.e TWAC for FL A20194 is

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

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

of protection for forest values including watershathd wildlife habitat, and
defines planning processes. Forest licencees aajeired 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 Briislumbia Act and its
regulations. Once transition is complete all forgsensees will operate
only under FRPA, and previous plans such as thesE@evelopment Plan
(FDP) will be replaced by plans developed under ARPRd 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 “Take Care Of The Land,

the Kootenay Boundary Land Use Planning Procedsalsb guides the And The Land Will Take Care Of You.”
development and content of other planning documimtsiding the FDP

and FSP. The SFMP reflects the bounds establisiiddgher level plans

and through the regulatory framework described abovihe company

Kalesnikoff's crown land woodlands operations dteased in south central m
®




ensures that all lower-level plans it is respomsiiolr developing (e.g.: the FSP, and all
site level plans) are consistent with the committmemade in their SFMP.
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Kalesnikoff's crown land woodlands operations aranaged by the company from
offices in Thrums, B.C.

Audit Scope

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

Wildlife Habitat and Conservation of Biological Zisity;
Wood Procurement;
Compliance with Legal and Regulatory Requiremeantsl;

Management Review and Continual Improvement.

The audit also included open action items from ghevious audit, issues of increasing
public debate and public claims and communicatiocuding logo use. The scope of
the 2007 SFI surveillance audit of Kalesnikoff'sown land woodlands operations
included all of the woodlands operations noted abas well as fibre procurement
activities for the Kalesnikoff sawmill located withthe community of Thrums, B.C.

The Audit

Audit Team — This certification audit was conducted Michael Alexander, RPF,
CEA(SFM), EMS(LA) and Kerri Brownie, RPF, EMS(ABoth team members are
KPMG PRI auditors and have conducted numerous tfonesagement audits under
a variety of standards including SFI, ISO 14001A@B09 and FSC.

Types of audit findings

Major non-conformances:

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

Major non-conformances must be
addressed immediately or
certification cannot be achieved /
maintained.

Minor non-conformances:

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

All non-conformances require the
development of a corrective action
plan within 30 days of the audit,
which must be fully implemented by
the operation within 3 months.

Opportunities for
Improvement:

Are not non-conformances but are
comments on specific areas of the
SFM System where improvements
can be made.

SFI Surveillance Audit/ISO 14001 Surveillance AudiThis SFI surveillance audit
involved an on-site assessment of all elementshef @Gompany’s SFI program
outlined above in conjunction with KPMG PRI’s sedgperiodic assessment of the

Company’s I1ISO 14001 system, which was re-registecedhe 1SO 14001:2004

SFI and ISO 14001 Findings

standard in 2005. The audit included visits tauember of field sites to evaluate the
extent to which the Company’s forest managemenisplnd practices continue to
conform to the requirements of the SFI standard.

SFI Program Representative — Yuri Hadikin servedakesnikoff's SFI program

Major nonconformities 0
Minor nonconformities 1
Opportunities for

improvement 2

representative during the audit.

Use of Substitute Indicators

There were no substitute indicators used during #ouelit, however during the

certification audit a total of 57 supplementaryigadors were evaluated in addition to the
core indicators to better evaluate performancév@f@ompany against the SFI objectives

within the BC regulatory context. All supplementandicators relevant to the SFI

objectives assessed during this surveillance awgtié evaluated again.
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Audit Objectives

The objective of this surveillance audit was toleate the on-going implementation,
effectiveness and conformance of the Kalesnikoffirenmental and sustainable forest
management systems with the selected requiremétte @005-2009 version of the SFI
standard and the ISO 14001:2004 standard.

Audit Conclusions

The audit found that Kalesnikoff Lumber Company.lgeénvironmental and sustainable
forest management system:

Was in full conformance with the requirements of tlE5O 14001 and SFI
requirements included within the scope of the auwkitept where noted otherwise in
this report;

Continues to be effectively implemented, and;

Is sufficient to systematically meet the commitnseincluded within the Company’s
environmental and SFM policy, provided that the tesys continues to be
implemented and maintained as required.

As a result, a decision has been reached by theteach to recommend that Kalesnikoff
Lumber Company continue to be registered to the18@D1 and SFI standards.

. An example of a harvest area
Good Practices near Nelson B.C. which has

During the course of the audit, a number of goattiices were identified including: been managed to protect the
visual quality of the hillside

The documentation of the internal audit conductedngd) July 2007 was exemplary.
The report clearly defined the scope and findings was supported by very detailed
site specific observations documented in auditqualt.

The most recent Management Review Annual reponiges a comprehensive and
detailed documentation of data, analysis, discaseioresults and action plans for
the implementation of the Company’s environmentald asustainable forest
management programs and forms a solid basis for ahegoing continual
improvement of these systems.

Kalesnikoff has continued to improve the contradtated to ISO 14001 and SHI
implementation by providing contractors with a neewnprehensive binder and field
cards which provide access to critical informatiequired for active operations.

Field site visits to active and completed harvesgblocks, with in-block retention

prescriptions, found that retained trees had beelh pvotected during harvesting
operations — there was very little scarring obsgroe retained trees and very little
blowdown.

Follow-up on open non-conformities from previous audits

At the time of this assessment there were a totad @pen non-conformities from
previous audit. The audit team reviewed the imgletation of the action plans
developed by Kalesnikoff to address these issued, faund that they had been
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effectively implemented. As a result, all of thenrconformities identified during
previous audits have now been closed.

Areas of Nonconformance

One minor non-conformity was identified during theombined SFI/ISO 1400
surveillance audit of Kalesnikoff's crown land fet@perations as outlined below:

Kalesnikoff was found to generally comply with KPMERI logo use requirements
in on-line promotional material and other documghtavever, the use of the KPMC
PRI logo on lumber wrap was found to be unaccongzhhiy any text explaining th
context of the 1ISO 14001 certification and couldntisconstrued as a product label

Opportunities for Improvement

A total of 2 opportunities for improvement werengiéed during the combined SFI/ISC
14001 surveillance audit of Kalesnikoff's crown deforest operations. These included

The KLC wood purchase program was found to inclaleSFI requirements and
was implemented as required, however, there has hedéormal process develope
to date to set goals to improve BMP complianceqrardnce over time, and,;

A review of site plans and site plan maps for tample of active and completec
harvest areas visited during the audit found thatgeneral, these document
accurately addressed key features related to theested areas. However, th
following weaknesses were identified where sitspland associated maps did n
completely address all key features including smalh-fish bearing streams, on
wildlife tree patch and several mineshatft locations

Corrective Action Plans

A corrective action plan designed to address thw wause of the non-conformit
identified during the audit has been developed hlegnikoff and reviewed and approve
by KPMG PRI. The next surveillance audit will inde a follow-up assessment of th
issue to confirm that the corrective action plarvaleped to address it has bee
implemented as required.



