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Message from the Chair to the Minister Responsible

30 June, 2010

The Honorahle Pat Bell
Minister of Forests and Range
Province of British Columbia
Dear Minister:

In 2009/10 the forest industry, world-wide, continued to endure the economic pain of historically
low demand for wood products, particularly in the United States. This reflected annualized U.S.
housing starts of fewer than 600,000 through most of the year, compared to the peak of over 2.1
million in 2005. With such weak market demand, BC Stats reports that the benchmark price for
Western SPF lumber was down by 39% compared to 2006. Employment in the forest industry was
down by 36%, and the total value of wood-product shipments was down by 57%.

The past year simply reinforced the argument for diversifying long-term demand for B.C. forest
products, especially lumber. This Annual Report outlines some of the ways in which FIl has been
assisting the forest industry to retain existing markets and diversify beyond. The report
documents how B.C.’s share of the market in key countries has changed over the past decade,
and speaks to Fll's performance relative to the goals and objectives contained in the 2009/10
Service Plan.

Over the past year, Fll received $22.7 million in funding from the Ministry of Forests and Range, of
which $11.7 million was committed to partially or fully pay for product and market development
activities proposed and ultimately delivered by ten trade associations, FPInnovations, the B.C. First
Nations Forestry Council, and the University of B.C. Another $1.75 million was directed to some of
those same organizations to create the new Wood Enterprise Coalition in support of the Ministry’s
Woaod First program.

China remains FlI’'s most prominent focus. Funding for the entire program in China, including
Government of Canada contributions, was $14.5 million in 2009/10, up from $8.8 million in the
previous year. The increase included Natural Resources Canada (NRCan) providing FIl with

$3.0 million for Wenchuan Earthquake reconstruction projects, and $3.7 million for other
demonstration projects. This reflected our joint conclusion that real-world demonstration projects
are the most effective means of educating Chinese officials, architects, developers and builders
about the merits of building with wood instead of with concrete, steel and brick.

In August 2009 FIl completed the first Wenchuan project, a 5,300-square-metre, multi-storey
school that has been well received locally and that has garnered favorable national attention in
China. It was completed at a cost of 10% less than a comparable school builtin concrete. An
even larger wood frame rehabilitation centre will be completed in mid-July 2010, and the final
earthquake project, an elderly care facility, will be completed later in the year.

Notable among Fll's other demonstration projects is the Vancouver Pavilion in the Urban Best
Practices Area (UBPA) of Expo 2010 in Shanghai. Over 70 million people are expected to visit the
Expo by the time it closes at the end of October 2010, with the UBPA designed to attract technical
experts in city planning and building design. The Pavilion is serving a dual purpose: making
visitors aware of how the False Creek area in Vancouver has evolved since Expo 86, and showing
them what FIl and the BC trade associations have been doing to introduce wood frame building
technology to China.




China is the only significant country to which B.C. lumber shipments rose in 2009, doubling the
volume shipped in 2008, which was double the volume in 2007. This pattern of rapidly expanding
trade is continuing in early 2010 and Fll is more optimistic than ever that China will adopt wood
frame technology to meet a significant portion of its housing needs. For example, wood-truss
roofs were virtually unknown in China until Fll initiated three demonstration roofs in mid-2006.
Now over 7,500 Chinese families live under wood truss roofs. In 2009 a series of agreements were
struck with various Chinese interests to introduce multi-storey wood frame residential structures,
and to use lumber for the interior walls and roofs of new apartment blocks. In a country that
builds about 11 million new housing units every year, the potential is enormous.

Although the demand for wood products in the U.S. housing industry remains historically low,
there is cause for optimism in that country’s non-residential sector. With funding from FIl, NRCan,
and the forest industry on both sides of the border, the Wood Products Council is now in full swing
with programs to promote wood frame technology in commercial and institutional buildings in
three regions of the U.S. As energy costs rise once again, and as the world struggles to reduce
greenhouse gas emissions, we are witnessing a growing interest in using wood products instead
of concrete and steel for structures such as stores, office buildings, schools, health centres, and
low-rise office buildings.

Lesser but still significant potential is being actively pursued in:

o Korea, where the government and citizens have an increasing zeal for single-family and
“healthy” housing;

e Japan, where there is growing interest in using our structural lumber in traditional post-and-
beam housing, hotels, and elderly care homes;

e Mongolia, where the government has adopted the Canadian wood frame building code, and
wants to launch a program to provide housing for 500,000 people.

Closer to home, 2009/10 was the second full year for the Business Innovation Program by which
BC Wood Specialties Group, FPInnovations and the Centre for Advanced Wood Processing at
UBC are directly supporting value-added firms to improve their business planning, product design,
manufacturing and marketing. Certain elements of the program are directly relevant to the
Province’s Wood First policies, and for the first time Western Economic Diversification Canada
provided substantial funding for this program.

Near the end of the fiscal year, the 2010 Olympic and Paralympic Winter Games afforded the
Province a much anticipated opportunity to showcase B.C. wood products in many Games-related
venues. This was generally viewed as a great success, especially with the international coverage
of the Richmond Olympic Oval, where Fll had a major hand in having the roof built of wood instead
of steel.

On the Market Acceptance front, customers everywhere seemed to readily agree that B.C. forest
practices are now among the best in the world. FIl continues to collaborate with other
organizations to make them aware of the broader environmental merits of our forest products,
especially as documented by the emerging science of Life Cycle Assessment for building systems.

As documented in the body of this report, FIl substantially achieved all of the performance targets
set in the most recent Service Plan. In delivering on its mandate in 2009/10, FIl cash expenditures
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totaled $26.368 million (which included the $4.7 million from NRCan). Late in the year, Fll reduced
its staffing by two positions out of sixteen, and advised trade associations that it would rely more
on them to deliver market development work.

RISK AND CAPACITY

The most important factors influencing marketing success are beyond Fll's control. Demand for
our products is driven by the level of economic activity in other countries, especially residential
construction and renovation in the United States. Furthermore, the international competitiveness
of B.C. firms is directly tied to the strength of foreign currencies. FlI's objective is to positively
influence demand for B.C. products within whatever circumstances may prevail at any given time.

For program delivery, Fll relies on the willingness and ability of trade associations to propose,
deliver, and share the cost of a host of product and market development activities. By year-end,
the funding recipients returned $910 thousand in funds that Fll had advanced to them, but which
they did not spend on pre-approved activities.

In the context of general direction to all B.C. government agencies, | can confirm that Fll is
tracking its carbon emissions, including those of the subsidiary company in China. FIl will be
carbon neutral in 2010, and will reduce emissions in the next few years.

FIl exists to promote the fundamental, long-term interests of the province's forest sector. Returns
on investment are difficult to quantify because so many other factors affect the well being of the
sector, and because much of the work is aimed at long-term outcomes. Nevertheless, Fll now
operates according to a comprehensive suite of performance measures to track the outcomes of
its internal activities and of those delivered by funding recipients.

The 2009/10 Forestry Innovation Investment Ltd. Annual Report was prepared under the Board's
direction in accordance with the Budget Transparency and Accountability Act and the B.C.
Reporting Principles. The Board is accountable for the contents of the report, including what has
been included in the report and how it has been reported.

The information reflects the actual performance of Fll for the 12 months ended March 31,2010 in
relation to the January 2009 Service Plan. The measures presented are consistent with Fll's
mandate, goals and objectives for 2009/10, and focus on aspects critical to the organization’s
performance.

The Board is responsible for ensuring internal controls are in place to ensure performance
information is measured accurately and in a timely fashion.

All significant decisions, events and identified risks, as of March 31,2010 have been considered in
preparing the report. The report contains estimates and interpretive information that represent
the best judgment of management. Any changes in mandate direction, goals, objectives,
strategies, measures or targets made since the January 2009 service plan was released and any
significant limitations in the reliability of the data are identified in the report.

A %J
Dana Hayden#
Board Chair




Organizational Overview

B.C. is the world’s largest exporter of softwood products, making foreign markets of vital
importance to the $12 billion industry. In fact, more than 80% of output is sold to buyers in other
countries.

Recognizing the importance of the forest products industry to the provincial economy, and the
need to maintain strong export markets, Forestry Innovation Investment Ltd. (Fll) is mandated to
partner with the industry and other government agencies in retaining, developing and diversifying
markets for B.C. forest products around the world.

ENABLING LEGISLATION AND MANDATE

FIl was incorporated under the Business Corporations Acton March 31, 2003. A Shareholder’s
Letter of Expectations from the Minister of Forests and Range, updated in January 2009, confirmed
the organization’s mandate to:

o position British Columbia as a global supplier of world-class environmentally friendly forest
products;

e actively maintain, create and diversify demand for B.C. forest products in Canada and in key
world markets;

o help break down non-tariff trade and market barriers to ensure opportunities for B.C. forest
products;

o work with the forest industry to promote B.C.'s forest products and forest management to the
global marketplace; and

o help ensure that the forest sector, through product development and strong internationals
sales, continues to be a leading contributor to the B.C. economy.

VISION, MISSION AND VALUES
FII's vision, mission and values reflect its mandate as the provincial government’s marketing
agency for forest products:

Vision: Forestry Innovation Investment is an effective catalyst in positioning British Columbia as
the leading global supplier of environmentally superior products from sustainably managed
forests.
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Mission: To be an innovative and collaborative forest marketing agency that anticipates and
meets the needs of government, the B.C. forest sector, and international markets through well
balanced investments that maximize the value to British Columbia.

Values:

Focus on partnerships — Fll works in partnership with key stakeholders to develop initiatives and
ensure programs are effectively delivered in a coordinated manner.

Innovation — Fll encourages innovative programs and responses to changing circumstances. Fll
staff learn from the past and continuously improve the effectiveness and efficiency of Fll
programs by consulting widely and optimizing the use of resources.

Integrity and Credibility — Projects and services are delivered by capable, motivated individuals
who focus on ensuring FIl programs are credible and useful.
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Investments based on knowledge and excellence — Fll strives for transparent decision-making
and investment processes based on research.

SERVICE DELIVERY

FIl provides funding for industry marketing programs, supports applied research to improve
competitiveness and open up new markets, and delivers marketing programs to supplement those
of the industry. Fll-based activities vary by market segment, as explained in the following table.

NO SIGNIFICANT EXISTING DEMAND EMERGING MARKET SEGMENT MATURE MARKET SEGMENT

FOCUS:

Maintain or increase B.C. market
share

Develop market for B.C. forest
products to a robust commercial
scale

¢ |dentify potential opportunities for
sales of BC forest products

¢ Introduce products and applications

Forestry Innovation Investment

o Conduct market research to identify | e Provide funding for trade association | ¢ Provide funding for trade

opportunities marketing programs association niche marketing
programs
o |dentify key factors or barriers to o Partner in specific markets with e Position B.C. forest products as
growth associations on market development |  environmentally superior

o Develop market entry strategy, when | ¢ Promote environmental merits of
potential market is identified B.C. forest practices and products

Trade Associations'

e Work with FIl on market entry o Build B.C.'s market presence e Maintain market awareness and
strategies preference for B.C. forest products

¢ Respond to market access barriers | ¢ Overcome market access barriers e Intervene to prevent new market
access barriers

o Provide support for revising codes | e Provide technical transfer, quality
and standards assurance and support for updating
codes and standards

Individual Firms

e Minimal activity o Market entry sales activities o Build sales/market share to a
profitable and sustainable level

"I Asia, a federation of trade associations known as Canada Wood Group leads market development activities in Japan
and South Korea, with funding provided by Fll, Natural Resources Canada and the associations. In China, FIl and Canada
Wood Group collaborate on market development with Fll responsible for government relations, market research, demon-
stration projects and promotion. In the United States, trade associations, including the Wood Products Council, Western
Red Cedar Lumber Association, and BC Wood Specialties Group lead market development activities funded by Fll and
industry. In other markets, trade associations lead market development activities funded by Fll, Natural Resources Canada
and industry.




EXPENDITURES

More than half of FlI's base budget is made available to industry trade associations, universities,
and research institutes for market research and development activities. Their activities are typi-
cally funded by Fll, Natural Resources Canada (through its Canada Wood Export Program and its
North American Wood First Initiative), and the funding recipients themselves.

In 2009/10, FlI's funding commitments to other organizations amounted to $11.7 million. This lever-
aged over $17 million of contributions from industry and the federal government, so that the total
value of their product and market development activities was approximately $29 million.

For 2009/10 the projected cost sharing of the activities delivered by other organizations and to
which FIl contributed funding was:

Fll: 40%
Natural Resources Canada and other federal agencies: 38%
B.C. forest industry: 17%
Other government and industry sources: 5%

In addition, Fll directly managed $15 million worth of programming in Canada, China and else-
where.

CORE BUSINESS AREAS
Fll is organized into business units that reflect the organizational focus on marketing and commu-
nication activities.

FORESTRY INNOVATION INVESTMENT

Program Operations Corporate Support China Subsidiary
Market Initiatives and Qutreach

Market Access Market Acceptance and Financial Reporting Government Liaison
Advocacy
Business Innovation | Environmental Credentials Budget Planning Market Research
of B.C. Forest Products and Controls

P t Devel t . D trati ject
roduct Developmen B.C. Sustainable Human Resources _emonsiration projects

and Forest Princiol including Canada-B.C.
Technical Research orestirincipies Wenchuan Earthquake
Reconstruction Project

Market Research Green Building Office Services Promotion
and Analysis
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Two significant changes occurred in 2009/10:

o Marketing activities were streamlined by combining the Market Development and Market
Outreach program areas into a single business unit under one Vice President; and

¢ Inthe summer of 2009, FIl China and the Canada Wood industry group jointly submitted a
proposal to Natural Resources Canada to build the Vancouver Pavilion at Shanghai’s EXPO
2010 to promote the benefits of wood frame construction. While the federal government
through Natural Resources Canada provided $2.08 million (to March 31, 2010) to fund
construction, Fll lead in designing and building the three-storey pavilion. Fll also provided
$280,000 to fund the City of Vancouver's exhibitry in the pavilion.

BENEFITS TO BRITISH COLUMBIA

FIl benefits the people and economy of British Columbia by:

o working with industry to maintain existing markets for B.C. forest products, and as a result,
protecting forestry jobs in resource communities;

e opening up new markets across Canada and internationally for B.C. forest products and
creating the potential for new jobs to service these markets;

o building awareness of B.C. internationally, particularly in the Asia-Pacific region, which helps
strengthen and grow trade ties; and

e supporting the growth of a sustainable and green economy by promoting the environmental
benefits of wood in structural and non-structural applications and greater use of renewable
wood products from B.C.

PRINCIPAL PARTNERS, CLIENTS AND STAKEHOLDERS
The following table lists the many and varied organizations that FIl worked with in 2009/10.

ORGANIZATION ‘ RELATIONSHIP

Government
Government of British Columbia Sole shareholder, providing most of Fll's funding
Minister of Forests and Range Minister responsible for Fll

Ministry of Small Business, Technology and Co-ordinator of international economic development, trade, and invest-

Economic Development ment initiatives
Department of Foreign Affairs and Interna- Federal agency supporting in-market trade and investment promotion
tional Trade, Government of Canada and, in China, representing the Government of Canada in the Canada-

B.C. Wenchuan Earthquake Reconstruction Project

Department of Natural Resources, Government | Federal funding agency for international marketing programs through
of Canada the Canada Wood Export Program (CWEP) and the North American
Wood First Initiative

Western Economic Diversification Canada Provides funding for the Business Innovation Program
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15. Wenchuan Reconstruction Projects

In June of 2008, British Columbia (B.C.) Premier Gordon Campbell and the Honourable Gary Lunn,
Canadian Minister of Natural Resources, announced a CDN $8 million donation to provide wood-
frame buildings to help survivors of China's Wenchuan Earthquake.

The initiative is a collaborative effort between the Government of Canada and the Government of
British Columbia. B.C. is providing CDN $5 million and the Government of Canada is contributing
CDN $3 million. This involves constructing permanent wood-frame structures, including a school,
a seniors” home, and a rehabilitation centre for physically disabled. All are being built of Canadian
structural lumber and using modern wood frame construction technology.

The reconstruction projects are being managed by Forestry Innovation Investment Ltd. and
delivered through its Shanghai based subsidiary FIl Consulting (Shanghai) Co. Ltd. The latter is
responsible for negotiating the terms of each project and managing it to completion. Canada
Wood Group China, is providing on-the-ground quality assurance. The initiative is expected to
continue over three years with completion targeted for late 2010/2011.

As at March 31, 2010 Forestry Innovation Investment Ltd. has incurred the following funding and
costs related to this initiative:

2010 2009
Funding from the Province of British Columbia - (1,700)
Funding from the Government of Canada (1,847)
Project Costs 1,704 1,895
Exchange Gain/Loss (7) 32
(150) 227

16. China Wood Frame Demonstration Projects

In 2009/2010, Forestry Innovation Investment Ltd. and the Government of Canada, through the
Minister of Natural Resources, entered into an agreement where Natural Resources Canada
would contribute CDN $3.6 million for wood frame demonstration projects in China. A further CDN
$2.1 million contribution is anticipated in 2010/2011 towards these initiatives.

The projects are a collaborative effort to illustrate a wide range of building applications using
wood. These include wood frame elements such as wood truss roofs, interior partition walls, and
exterior infill walls in multi-storey, multi-family housing. Projects will demonstrate the merits of
wood-frame building and related technology, and the quality of Canadian/B.C. wood products, and
will advance the acceptance of structural wood building systems in China.

The demonstration projects are being managed by Forestry Innovation Investment Ltd. and
delivered through its Shanghai based subsidiary FIl Consulting (Shanghai) Co. Ltd. As with most
Wenchuan Earthquake projects, the latter is responsible for negotiating the terms of each project
and managing it to completion. Canada Wood Group China is providing on-the-ground quality
assurance expertise.




As at March 31, 2010 Forestry Innovation Investment Ltd. has incurred the following costs related
to these projects:

2010 2009
Funding from the Government of Canada (3,341) -
Program Costs 3,037 -
Exchange Gain/Loss (2) -
(306) -

17. Retained Earnings

The Company had retained earnings of $456,000 as a result of surplus funds received from the
Government of Canada. FIl's funding agreement with the Province of BC allows for the carryover
of any funds received from sources outside of Province of BC into future periods.

18. Future employee benefit

The Company has an obligation to pay a retirement allowance of $171,482 to a senior executive at
the expiry of the employment agreement. The Company recognized the future benefit by re-
cording it as an expense and a current liability in the financial reporting for this fiscal 2009/10.

19. Related Party Transactions

The Company is related through common ownership to all Province of British Columbia ministries,
agencies and crown corporations and other public sector entities. In addition, transactions with
senior management, directors, immediate family members of senior management and directors
and companies with which any of the above have a financial interest are also considered related
parties. These transactions are in the normal course of operations and are measured at the ex-
change amount, which is the amount of consideration established and agreed to by the related
parties.

Forestry Innovation Investment Ltd. had the following transactions with its related parties:

2010 2009

Revenues from the Province
Contributions from the Province of British Columbia 23,075 24,377

Contributions towards Wenchuan Reconstruction Projects - 1,700
23,075 26,077
Expenses

Wages and benefits 308 2N
Office 75 76
Program Costs 597 1,091
Grants 25 550
1,005 1,988
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20. Capital Management

The Company considers its capital to be its retained earnings, which comprise general funds from
Government of Canada agreements. The capital consists of amounts received from the
Government of Canada where funds were in excess of expenditures at year end for ongoing
projects undertaken by the Company (see Note 17).

The Company'’s objectives when managing its capital are to ensure the Company effectively
achieves its goals and objectives for which it has been established, whilst remaining a going
concern.

Annual budgets are developed and monitored to ensure the Company manages its revenues,
expenses, assets, liabilities, and general financial dealings prudently and in compliance with the
B.C. Government budget process and with Treasury Instructions.

21. Financial Instruments

As at March 31, 2010 FIl has the following financial instruments:

Fi ial | Balance Balance
inancial Instruments 2010 2009
Cash - 1,689
Accounts Receivable 4,301 396
Program Advances 533 146
Cheques Written in excess of Cash Balance 342 -
Accounts Payable and Accrued Liabilities 1,588 1,240
Note Payable 1,561 -
Program Payables 32 130
Due to the Province of B.C. 709 1,221

The carrying value of Forestry Innovation Investments’ financial instruments approximate their fair
value due to their short-term nature.

The management of Forestry Innovation Investment monitors and assesses the Company’s
exposure to risk through its financial instruments on an ongoing basis. Management uses a
variety of processes to address these risks.

Credit risk

Credit risk is the risk that one party to a financial instrument will cause a financial loss for the
other party by failing to discharge an obligation. Forestry Innovation Investment is potentially
exposed to credit risk through cash, accounts receivable and program advances. Cash is
maintained with financial institutions of reputable credit and may be redeemed upon demand.
Accounts receivable consist mainly of Government of Canada cost share agreements which are
monitored on a regular basis. Program advances are made three times through the year to
reputable recipients, and Fll staff monitor the status of such advances on a continuing basis. Itis
the Company'’s opinion that its exposure to credit risk is subject to normal industry risks and is
considered minimal.




Liquidity risk

Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated
with financial liabilities. Management maintains sufficient cash balances throughout the year to
meet its short-term obligations. Itis the Company’s opinion that its exposure to liquidity risk is
subject to normal industry risks and is considered minimal.

Market risks

Foreign exchange risk

Foreign exchange risk is the risk that a variation in exchange rates between the Canadian
dollar and foreign currencies will affect the Company’s operations and financial results. The
Company is subject to foreign exchange risk through its program payables and a portion of the
Company’s program and tradeshow costs, which are denominated in Chinese Renminbi,
Japanese Yen and other foreign currencies. Significant foreign exchange gain or losses are
reflected as a separate component of the consolidated schedule of expenditures by business
segment. The Company does not use derivatives instruments to reduce its exposure to foreign
currency risk.

Interest Rate Risk

Interest rate risk refers to the risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in market interest rates. Forestry Innovation
Investment Ltd. is exposed to changes in interest rates primarily through its variable rate short-
term debt with an increase of 1% resulting in an increase of $15,600 in annual interest expense.
Debt management strategies include monitoring of interest rates, leveraging unrestricted
surplus funding against the interest rate debt.

22. Economic Dependence

The Company's operations are funded in full by the Province of British Columbia, through the
Ministry of Forests and Range and the Government of Canada through NRCan.

23. Comparative Figures

Certain figures for 2009 have been restated to conform to the current year’s presentation.
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Contact Information

Further information on Forestry Innovation Investment is available at www.bcfii.ca. A Report to
Stakeholders to be published in June 2010 will highlight accomplishments in major markets around
the world in 2009/10. Previous Service Plans and Service Plan Annual Reports are posted to the
“About FII” section of the website.

Comprehensive information about B.C.'s sustainable forest management practices and products is
available at www.naturallywood.com, with links to many forest-product companies and trade
associations.

Information on Fll operations in China is available at www.canadawood.cn. Details on the
Canada-B.C. Wenchuan Earthquake Reconstruction Project may be found at

www.canada-bc-512quakereconstruction.org/.
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Forestry Innovation lnvestment

Contact us at:

1200, 1130 West Pender Street
Vancouver, B.C., V6E 4A4

Tel: 604-685-7507

Toll Free: 1-866-992-2266

Fax: 604-685-5373

E-mail: info@bcfii.ca

Web: www.bcfii.ca
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www.gov.bc.ca





