Canadian Forest Products — Central Region
Prince George, Quesnel, Vanderhoof, Mackenzie and Houston

Woodlands Operations

November 2008

As part of Canfor's commitment to sustainable foraanagement and independent

forest certification, an audit team from KPMG Penfiance Registrar Inc. completed

the following assessments of Canfor's Prince Geor@eesnel, Vanderhoof,

Mackenzie and Houston, BC woodlands operationsigcilely known as the

Canfor Central Region) in July 2008: \\

Re-registration assessment and scope expansioh cfuali Canfor operations Iifll SO 1 4 O 01\\}\\

within the Defined Forest Areas (DFAs) located hie Central Region against

the requirements of the Canadian Standards Assmtmt standard for lll REGISTERED
Sustainable Forest Management Systems (CSA Z80rg all existing single \“ "I
site CSA Z809 certifications under a multi-sitetifmate for the region. \\\ WG II/
Field assessment of all Canfor woodland operataanpart of a corporate-wide \\

re-registration and scope extension audit to th® I$4001 standard for
Environmental Management Systems (EMS) to includ€anfor operations in
BC and Alberta under one 1ISO 14001 certificate.

The assessments determined that the Sustainal#stPdanagement (SFM) system
established and implemented by the Central Regi@nations continues to meet the
requirements of the CSA Z809 and ISO 14001 starsdafdhe assessment applies to
the following DFAs (NB: The DFA areas listed areséd on the gross area under

management, and are prorated estimates in theo€askime-based forest tenures): \\
Defined ~ Forest  Areas DFA Areas Allowable Annual Cut /II REGISTERED \\\
(Canfor operations only) (hectares) (m3) I” S F M \\\
TFL 30 182,000 250,000
Prince George 1,268,000 1,510,858 | || T m
Fort St. Jamés 680,000 900,000 A\ \ Y /]
Houston (Moricé) 493,000 1,071,484 A\ KHVIG y /4
Mackenzie 1,256,000 1,082,904 N
Quesnel 312,000 753,860
Vanderhoof 1,387,000 1,142,223
Total 5,578,000 6,711,329

1. Co-managed by Canfor Houston and CIWG.

2. The above figures do not include the Canfor cheztiavithin the Lakes TSA
(which covers approximately 29,000 hectares and dasAAC of 53,627
m?/year) this is certified to ISO 14001 only.

The CSA Z809 registration on the above noted DFAsbined with the corporate

ISO 14001 registration, demonstrates a strong comenit to sustainable forest

management by the Canfor Central Region woodlapésadions, and represents a
significant achievement for the Company.



The Audit

Background — The CSA Z809 and ISO 14001 standards require aegul
assessment by an accredited Registrar to assessgpénation’s continuing
conformance with the requirements of the standardsthe implementation
of action plans designed to address findings froavipus assessments.

Audit Team —The audit was conducted by a five person audintéal BC
Registered Professional Foresters), all of whomamaredited SFM and/or
EMS auditors.

Document Review -An off-site document review was completed priotte
initiation of the re-registration audit in order tassess SFM system
documentation (e.g., SFM plan and associated SFMesa objectives,
indicators and targets, documentation pertainintpéoPublic Advisory Group
process, Forest Management System (FMS) procedimésrnal audits,
management reviews, etc.).

Field Audit — The on-site field audit included interviews withsample of

staff, contractors and Public Advisory Group (PAG)embers and

examination of EMS and SFM system records, momigpinformation and

public involvement information. The team conducferld assessments of
114 sites to assess the operation’s planning, ktnge silviculture, camps
and road construction, maintenance and deactivatiactices.

Audit Conclusions
The audit found that:

The Company’s Central Region woodlands operati@minue to meet the
requirements of the CSA Z809 standard on all oDidined Forest Areas in
all material respects.

The Company’s corporate FMS continues to be effeltimplemented, and
meets the requirements of the ISO 14001 standaatl imaterial respects.

As a result, Canfor was recommended for continegistration to the CSA
Z809 standard for its Central Region woodland oj@ma and (combined
with the other Canfor regions) to the ISO 1400hd#sad corporately.
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2008 CSA 7809 and ISO 14001
Assessment Findings

Open nonconformities from
previous audits

®
Major nonconformities 0
Minor nonconformities 6

®

Opportunities for improvement

Types of audit findings

Major nonconformities:

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

Major nonconformities must be
addressed immediately or certification
cannot be achieved / maintained.

Minor nonconformities:

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

All nonconformities 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 nonconformities but are
comments on specific areas of the
SFM System where improvements can
be made.

Good Practices

A number of good practices were noted during th@828udit. The following list
highlights some of the examples noted:

High level of compliance with applicable regulatagd FMS requirements
on the field sites visited during the audit (in@#ntral Region operations).

The Prince George operation has made good useeoKd#izen process to
identify opportunities for continuous improvememtnnanagement processes.

The field audit of the Prince George and Houstoarations observed several
examples of recent road maintenance projects that helped to reduce road-
related impacts on other resources (e.g., watditgugsh habitat, etc.).

There is a clear trend towards increased partioipaif local First Nations in
forest management activities as both logging alwitslture contractors.
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A number of examples were noted during the Prine®rGe and Houston
field audits of the protection of previously unidiéed resource features (e.qg.,
goshawk nests) that were identified during bloglola, road construction or
harvesting.

Extensive use is made in the Prince George operaifo mixed-species

reforestation and protecting understory trees duharvesting as means for
promoting stand level diversity and reducing futumesceptibility to the

mountain pine beetle.

The Houston and Quesnel operations were found tiligent in identifying,
assigning and tracking corrective actions througbampletion.

The Houston operation has implemented an effectared efficient
reforestation program that promotes prompt refatast.

Despite the challenges faced by staff due to redmwnsizing in the
Mackenzie operation, the remaining staff demorsttat high degree
awareness of EMS and SFM requirements and committeercontinued
implementation of the requirements.

There was excellent documentation in the last mamegt review meeting
minutes of the Mackenzie, Quesnel and Vanderhooferaijpns’
comprehensive evaluation of FMS and SFM performance

The internal audit report for Quesnel woodlandsdiat 2007) contains an
excellent level of detail on the audit processdiattd and the findings.

Excellent levels of detail were noted in the Quésperation’s harvest plan
maps and associated text respecting key operaissas.

Good awareness of EMS requirements and site-spemifrironmental issues
were demonstrated by the contractor employeesvieteed during the audit
in Vanderhoof.

There is continued strong emphasis on salvagingepadle pine that has been
killed by the mountain pine beetle in the Vandeftarea.

Follow-up on Findings from Previous Audits

At the time of this assessment there were a tdtalloopen minor nonconformities

from previous audits that were applicable to CarBamtral Region woodlands

operations. The audit team reviewed the implentemaf action plans developed

by Canfor to address the nonconformities and fotlnad they had been effectively

implemented in the case of 7 of the nonconformitidsich have consequently now
been closed. However, although progress had beste rowards addressing the
remaining 4 nonconformities (1 in Prince Georg# Houston, 1 in Mackenzie and

2 in Vanderhoof) identified in previous audits meverk remains to be done before
they can be closed. The Company’s continued pssgtewards addressing these
remaining findings will be revisited during the Z08udit.

New Areas of Nonconformity

The 2008 audit identified a total of 6 new minornAmnformities that were
applicable to the woodlands operations includedhia Canfor Central Region,
including:

The audit confirmed good
conformance with silviculture
obligations overall, including free
growing requirements.

Field example of an effectively
buffered stream.
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While significant opportunities and options for fiakadvisor group (PAG)
member participation in SFM decisions are beingite@ for the Mackenzie
DFA, there remain problems in achieving a quorurRAG members to make
formal decisions.

The assessment of the Mackenzie SFM annual repo2006/07 found that
18 of the 75 measures were not met within the pilest variances. In
addition, the report incorrectly states that theasuee respecting the updating
of the list of affected parties had been met degpi¢ fact that the list had not
been updated.

The audit found that comprehensive managemenegiest for species at risk

have not been established and implemented at thesr@l operation. In The field audit observed numerous
addition. examples of bridges that were

effectively installed and maintained
An inspection of the Mackenzie operation’s Philign@ identified a number to minimize sediment risk to streams.
of fuel and hazardous materials storage and lajpelficiencies.

A review of the latest versions of the Mackenzi'Sflan and annual report
determined that the current status has not yet bstblished and reported by
Canfor for a number of measures. In addition, thethodology for
determining current status for the measure forimtdorest was found to be
inconsistent with the measure.

A review of the latest versions of the Mackenzie'Sblan and annual report
identified a number of deficiencies with respecttihe establishment and
implementation of strategies designed to meet atdahgets included in the
plan.

Systemic Opportunities for Improvement

The 2008 audit identified a total of 5 new systempportunities for improvement
that were applicable to the woodlands operatiomtudted in the Canfor Central
Region, including:

Review of the record of the Vanderhoof operatioA@08 environmental

aspects review (which resulted in no significanpesrts and hence no The small contingent of Mackenzie
environmental management program for 2008) suggkatsthe aspects were woodlands staff remaining after recent
re-ranked based on managed risk as opposed temthisk as required by its downsizing at the operation exhibited
procedure. However, despite this weakness, Vaond€eh operational a high level of continued commitment
controls continue to be focused on addressing the éavironmental risks ~ to SFM and FMS system
present. implementation and improvement.

The Company has not established, implemented anitaireed a clear
procedure regarding how it will determine how ippkcable legal and other
requirements apply to its environmental aspectsg@uate issue identified at
the Mackenzie operation).

A number of the Mackenzie operation’s environmentgkctives, targets and
programs for the last year were found to be naiqadarly measurable.

A field review of active operations found an incistsnt application of
portable fire extinguisher requirements — i.e.,pawions tags were either
missing or out-of-date or extinguishers were narghd (Prince George and
Vanderhoof).
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The Mackenzie SFM Plan contains a humber of measamd targets that the
operation will find difficult to meet as a resulf the recent curtailment of

operations. However, the operation has yet to gond risk assessment to
determine those targets which would be most negigtiimpacted by the

shutdown and develop an associated action pladdcess this.

Isolated Issues

A number of isolated (i.e., non-systemic) weakngssethe implementation FMS
requirements were also identified during the 2008ita These have been reported
to the woodlands operations where the issue(s) weted, and the Company has
developed divisional-level action plans to addtbsse issues.

Corrective Action Plans

Corrective action plans designed to address thecause(s) of the non-conformities
identified during the 2008 audit have been devealopg Canfor's Central Region
woodlands operations and reviewed and approved BWM®& PRI. The next
surveillance audit will include a follow-up assessmof these issues to confirm that
the corrective action plans developed to addresmithave been implemented as
required.




