DMI Peace River Pulp Division — 2008 ISO 14001/CSA Z809 Audit

In August 2008, an audit team from KPMG PerformaRegistrar Inc. (KPMG PRI) carried out a combin&®114001
surveillance/CSA Z809 certification audit of the iffwa-Marubeni International Ltd. (DMI) — Peacevéi Pulp
Division (PRPD) Forest Resources operations agdirestrequirements of ISO 14001:2004 and CAN/CSA%82.
This Certification Summary Report provides an oi@mwof the audit process and KPMG'’s findings.

Description of DMI's Peace River Operation

Located 25 km north of the town of Peace River 488 km north of
Edmonton, the DMI bleached kraft pulp mill is desd to minimize the
impact on the environment, and uses previously em@wmical hardwood
timber and residual softwood chips purchased framall sawmills.
Annually the mill requires approximately 1.8 milion? of hardwood
(deciduous) fibre and 0.5 million $of softwood (coniferous) fibre to
produce pulp for export.

The softwood fibre needs of the company are soupédarily through
purchases of residual chips from local mills. Heer in some instances
fibore may be purchased from private land and/orlipuienures and DMI
uses portable chipping operations to process tie@ond fibre. Currently
DMI harvests approximately 1.48 million>nper year of hardwood fibre
from public land. Of this approximately 64% of tfiere is harvested from
the Company’'s Forest Management Agreement (FMA 820Pand 36%
of the volume is harvested from Deciduous Timbetoddtions. The
balance of the hardwood volume needed comes framesiaoperations on
private land (approximately 0.3 million®per year).

DMI manages approximately 9 million hectares of lpubforest land

located in the boreal region of Alberta. Of thigat, approximately 2.46
million hectares is managed under an FMA signedh wibvince in 1989.
The area of operations stretches from the B.C. évoral just east of Red
Earth Creek and from Peace River to north of Higkidl and La Crete.

Audit Scope

The audit included a limited scope assessment sigsdétected elements of
the ISO 14001 standard, and a full scope assessmgainst the
requirements of the CSA Z809 standard. The Opmratiperformance was
assessed under the following main topic areas:

Public participation in the development of a susthie forest
management (SFM) plan for the FMA,;

SFM performance requirements (values, objectivedjcators and
targets);

SFM system requirements (e.g., environmental ard Bélices, SFM
plan, staff and contractor training, operationahtools, monitoring of
SFM performance, etc.), and;

Continual improvement of the SFM system.
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Scope of DMI's ISO 14001 and CSA Z809 Certifications
DMI's ISO 14001 and CSA Z809 certifications coviee following scope:

Audit results

Minor non-conformities
ISO 14001 All Sustainable Forest Management and operatiactalities carried from previous audits that| O
out by DMI-PRPD and its contractors on public and/gie lands required to. | remain open
supply the fibre requirements of the Peace Rivdp Pil.

New major non-

U 0
CSA 7809- DMI Forest Management Agreement (FMA 8900027). conformities
) New minor non- 1
The Audit conformities
Audit Team- The surveillance audit was conducted by DavebB&PF(BC & New opportunities for 9

Alta), CEA(SFM), EMS(LA) and Byron Grundberg, RPR@. Dave is an improvement
employee of KPMG PRI, and has conducted numerogstfananagement audits
under a variety of standards including SFI, 1ISO @YO0CSA 7809 and FSC.
Byron is an independent Alberta forestry consultaitth experience in conducting
audits against the ISO 14001, CSA Z809 and SFbsials.

Types of audit findings

2008 1SO 1_4001 Surveillance/CS_A Z_809 Cgrt_ificatkmdit - _The 2008 1SO Major nonconformities:
14001 surveillance/CSA Z809 certification auditohwed an on-site assessment of
DMI's SFM system, and included visits to a total56f different field sites (19| | Are pervasive or critical to the
roads, 16 harvesting blocks, 14 silviculture sitd & camp) to evaluate the extent| achievement of the SFM

to which the Operation’s forest management plarts @actices conform to the | Objectives.

requirements of the ISO 14001and CSA Z809 standards

Major non-conformities must
Company Representative Samuel Elkins, RPFT, Continuous Improvement be addressed immediately or

Coordinator, served as DMI’s representative dutigaudit. registration cannot be achieved
/ maintained.

Audit Objectives Minor nonconformities:

The objectives of the 2008 ISO 14001 surveillan&H&809 certification audit were| | A.q isolated incidents that are

to: non-critical to the achievement|
Evaluate the progress of DMI's Peace River Pulpidiim Forest Resources | Of SFM Objectives.
operations towards implementing the correctiveoatideveloped to address the| Ayl non-conformities (major
findings of previous audit visits. and minor) require an action
Assess the extent to which the Operation’s SFM esystonforms to the plan within 30 days and mu§t
requirements of the 1ISO 14001 and CSA Z809 stasdard be addressed by the operation

. . Opportunities for
Audit Conclusions Improvement:
The audit found that the Operation’'s SFM system: Are not hon-conformities but

are comments on specific areal
of the SFM System where
improvements can be made.

2]

Was in conformance with the 1ISO 14001 and CSA ZB&ifuirements included
within the scope of the audit, except where notbérmvise in this report;

Continues to be effectively implemented, and;

Is sufficient to systematically meet the commitnseimicluded in the Operation’s
environmental policy and SFM principles, providéattthe system continues to
be implemented and maintained as required.
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Good Practices
A number of good practices were identified durihg tourse of the audit including:

The Operation has developed a very thorough, réged internal audit process
that covers regulatory compliance as well as conéorce with 1ISO 14001 and
CSA Z809 requirements.

The DMI website contains a wide range of informatan the Company’s forest
management plans and practices. In addition,ehel lof public disclosure (e.g.,
posting of copies of detailed internal and extemnadiit reports on the website)
goes significantly beyond standard industry practand reflects a very open and
proactive approach to informing the public and easi stakeholder groups DMI has implemented a variable
regarding the Company’s forest management activitie retention strategy that requires a

. . _ _ minimum of 15% retention of the
The operation has been working towards the impleatiem of a wet areas pre-harvest area as measured at

mapping tool as a means to reduce costs and tfi@emental impacts associated the landscape level. This level of
with roads and harvesting activities. retention, which is intended to

mimic the level, type and
distribution of retention present
following wildfires, is
considerably above what many
The recently developed Forest Resources Field Gpideides key emergency Other forest companies have
response information for staff and contractors inaady, easy to read flip-chart committed to.

format.

DMI has developed and implemented a broad, mutitied approach to the
identification and management of the habitat neédke forest dependent species
present on the FMA.

DMI has implemented a variable retention stratdmpt requires a minimum of
15% retention of the pre-harvest area as measur#te dandscape level. This
level of retention, which is intended to mimic tlewel, type and distribution of
retention present following wildfires, is considelia above what many other
forest companies have committed to.

DMI's extension of its EMS to operations on privéaad helps to ensure a high
standard of forest practices on private land andatable in that many other
Alberta forest companies specifically exclude pigvand from the scope of their
certifications.

Follow-up on Findings from Previous Audits

At the time of this assessment there were no omemconformities from previous
audits. There were however 3 open opportunitiesniprovement that were identified
during the August 2007 ISO 14001 surveillance audihe audit team reviewed the
implementation of the action plans developed by DMladdress these findings and
found that 2 out of the 3 previously-identified optunities had been adequately
addressed. However, the audit did identify sonsenrence of the issues that gave rise
to the remaining opportunity for improvement (idgeth weaknesses in the
implementation of fuel handling procedures and pinevision of required spill kit
materials on active sites). As a result, this appoty for improvement remains open.
Future surveillance audit will include an evaluatiof the Company’s efforts to
address the issues that gave rise to this finding.




Findings — DMI Peace River Pulp Division — 2008 ISQ4001/CSA Z809 Audit

New Areas of Nonconformity

The 2008 1SO 14001 surveillance/CSA 7809 certifaratidentified 1 minor non-
conformity with the requirements of the CSA Z80&rstard. The particulars of this
finding are as follows:

Then audit found that DMI's 2007 Detailed Forestridgement Plan (DFMP)
includes VOITs (values, objectives, indicators #angjets) in relation to all of the
CSA SFM elements. However, a number of the indisaand/or targets included
in the plan are either vague, poorly defined, diffi to measure or of questionable
utility in achieving the objectives outlined in ti#MP. NB: A new DFMP is
currently under development. It will be complete®009, and will take effect on
May 1, 2010. It is expected that the weaknesseatanVOITs included in the
2007 DFMP will be corrected in this new plan.

DMI’s Detailed Forest
Management Plan, which includes
VOITs (values, objectives,
indicators and targets) in relation

. to all of the CSA SFM elements, is
New Opportunities for Improvement the product of an ongoing public

A total of 9 new opportunities for improvement wedentified during the 2008 1SO| €onsultation process.
14001 surveillance/CSA Z809 certification audithe§e included:

The 2007 DFMP places a significant degree of reamn the use of a coarse filter
approach for the management of biodiversity. Hawethe 2007 DFMP plan
currently lacks a long term effectiveness monitprprogram (EMP) to: (1) test
the assumptions upon which the selection of indisa&nd targets were based, and
(2) evaluate whether the indicators and targetshiiae been selected are effective
in achieving the underlying objectives outlinedhie plan.

Although information on the current status for anfer of indicators (particularly
those associated with coarse filter landscape Ieieeliversity targets) is included
in the background DFMP forecasting documentatioformation on current status
(or where to find it) for many of the DFMP indicagois not included in the
detailed indicator and target matrices included tiee DFMP summary
documentation.

There are a number of organizations (e.g., DMljousr oil and gas exploration
and development companies, etc.) whose activitiethe FMA (harvesting, roads,
seismic lines, well sites, etc.) contribute to thenulative ecological footprint.
DMI is able to exercise a degree of control ovansmf the other players on the
FMA (although only at the operational level) througeir review and approval of
oil and gas permit applications. However, DMI does currently have the ability
to exercise management control over the other pdaye the FMA at the strategic
(i.e., landscape planning) level, and the oil and gector has to date declined to
participate on the Public Advisory Committee (PAC).

The audit found that a documented terms of referdraa been developed for the
PAC that addressed the large majority of the resuénts of the CSA Z809
standard. However, the current version of the Ré&fns of reference (dated
February 5, 2008) does not appear to adequatehgssidonflict of interest.
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PAC questionnaire responses and interview evidettained during the audi
identified a number of concerns regarding the mupkrticipation process. |
particular, several PAC members expressed a hibhef (1) they weren’t given a
adequate opportunity to review and provide inpwarding the 2007 DFMP
revision and the VOITs included within it, and (Bt the current list of VOITs
does not adequately address the values express#t lgroup. Although these
concerns may be in part the result of a lack ofeusiinding on the part of som
PAC members regarding some of the more technieahehts of the DFMP, there
appears to be an opportunity to engage the PAC imoae comprehensive
discussion regarding the VOITs to be included smapcoming 2009 DFMP.

The 2007 DFMP only includes one indicator/targe80(# government approva
and industry sign-off of ACC calculation) in retatito CSA SFM Element 5.1
Timber and Non-Timber Benefits. Although the mair@nce of an approvec
AAC is important for a variety of reasons (maintece of a viable wood
processing industry, community stability, etc.)wibuld appear that there may b
other non-timber benefits (e.g., recreational opputies, local employment, etc.
that are not adequately addressed by the curreaf $®©ITs.

The audit found that the Operation has conductedmber of drills to test both
first aid and fire emergency response procedurdhirwithe past few years.
However, a review of the SFM system records dididentify any evidence of
recent tests of the Operation’s spill responseguores.

DMI's SFM system requires that documented startagietings and inspections b
completed for all field activities on DMI crown temes. However, the audit
identified some weaknesses in the implementatiahede procedures where DM
had delegated responsibility for their implemeratatio third parties.

DMI's SFM system requires weekly inspections ofvest, chipping and hog fue
procurement activities and inspections once pejeptdfor establishment and
performance surveys. The audit found that compBamith SFM system
inspection procedures for harvest and silviculiperations was high. Howeve
there were some gaps in the timing or detail ofitispections completed.

Corrective Action Plans

Corrective action plans designed to address thecase(s) of the findings identifiec
during the audit have been developed by DMI's PeRoeer Pulp Division and
reviewed and approved by KPMG PRI. The next slareie audit will include a
follow-up assessment of these issues to confirnt the corrective action plans
developed to address them have been implemented)aised.



