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Forestry Innovation Investment Ltd.

Board Chair’s Accountability Statement

I am pleased to submit Forestry Innovation Investment’s 2016/17 Annual
Service Plan Report. The 2016/17 Annual Service Plan Report was
prepared under the Board’s direction and in accordance with the Budget
Transparency and Accountability Act and the B.C. Reporting Principles.

The Forestry Innovation Investment 2016/2017 Annual Service Plan
Report compares the corporation’s actual results to the expected results
identified in the 2016/17 - 2018/19 Service Plan. I am accountable for
those results as reported.

Tim Sheldan
Board Chair
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Chair/CEQO Report Letter

The 2016/17 fiscal year marked the second year for Forestry Innovation Investment Ltd. (FII) under
the Government’s Taxpayer Accountability Principles that act to strengthen accountability, ensure the
appropriate management of public funds and revitalize the relationship between government and
public sector organizations. During the year, FII’s operations, including its goals, strategies, measures
and targets, fully aligned with the Taxpayer Accountability Principles by emphasizing efficiency,
accountability and integrity in the delivery of the organization’s programs, and in managing
relationships with stakeholders inside and outside the provincial government. FII’s actions during the
year also aligned with the Government’s strategic direction as outlined in the 2016/17 Mandate Letter
from the Ministry of International Trade and Responsible for Asia Pacific Strategy and
Multiculturalism (refer to Appendix C for a summary of FII's response to the strategic priorities set
out in the Mandate Letter).

During the year, FII worked with the Ministry of International Trade and Responsible for Asia Pacific
Strategy and Multiculturalism (MIT) under a Strategic Engagement Plan that establishes a framework
for structured executive-level communication between the Ministry and FII. The plan, which sets out
communications protocols and reporting mechanisms, ensured that a rigorous and ongoing reporting
cycle was maintained between FII and MIT. A key element of the 2016/17 plan included holding
quarterly meetings between the Minister and Deputy Minister of International Trade, and the FII
Board Chair and CEO. These dialogues help ensure that FII and MIT remain aligned with respect to
the Company’s progress in meeting obligations as set out by Government.

Several organizational changes took place during the year. In April 2016, FII’s interim CEO was
confirmed in the position and, in July, a new vice president for International Marketing was recruited
from the B.C. forest industry. FII also added two new members to the Board of Directors: the Deputy
Minister of International Trade, and an executive from private industry who brings additional
expertise and fresh perspectives to the Board. In anticipation of Board expansion, FII completed an
update to its Board orientation package early in the year. The updated material, and a related series of
briefings by staff, were designed to ensure that the new Board appointees are fully aware of their
responsibilities as directors of the Company, and that each is familiar with best practices in Crown
governance.

We are pleased to report that FII concluded the year having met all of its obligations under the
Taxpayer Accountability Principles. FII’s performance under the Taxpayer Accountability Principles
is reviewed in the Report on Performance section of this Annual Report. Additional information on
FII’s corporate governance, including links to Board composition and status of concurrence with best
practices guidelines, is included in Appendix B.

Tim Sheldan Michael Loseth
Chair Chief Executive Officer
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Purpose of the Organization

FII is the Government of British Columbia’s market development agency for forest products. FII is
mandated to:
e Position B.C. 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.
e Help break down non-tariff trade and market barriers to ensure opportunities for B.C. forest
products.
e Work with the forest industry to promote B.C.'s forest products and forest management to the
global marketplace.
e Help ensure that the forest sector, through product development and strong international sales,
continues to be a leading contributor to the B.C. economy.

FII works with the forest industry, the Government of Canada, provincial ministries, research
institutions, and other stakeholders to deliver forward looking, innovative market development
programs. To provide the best value to taxpayers and stakeholders, and reflecting the Province’s
Taxpayer Accountability Principles, FII uses a collaborative model for program delivery. Under this
model, FII works with the B.C. forest industry and the federal government to grow exports to existing
markets, such as China and Japan, while promoting the use of B.C. products in high potential,
emerging markets, including India. This approach takes advantage of industry expertise and
marketing networks, and ensures that program costs are shared with other organizations, including the
federal government. Through this cooperative model, FII programming is working to strengthen the
forest economy and create jobs in B.C.

FII maintains two operating and one non-operating subsidiaries:

Forestry Innovation Investment Consulting (Shanghai) Co. Ltd. (FII China) (wholly owned by
Forestry Innovation Investment Ltd.). FII China focuses on growing the market for B.C. wood
products in China.

Forestry Innovation Consulting India Private Limited (FII India) (wholly owned by Forestry
Innovation Investment Ltd. and 0939031 B.C. Ltd.). FII India works to develop the Indian market for
B.C. forest products.

0939031B.C. Ltd. (wholly owned by Forestry Innovation Investment Ltd.). A non-operating
company that serves as a second shareholder of FII India.

More information on FII’s subsidiary companies is provided in Appendix A.

Strategic Direction and Context

FII works with the forest industry to develop and diversify markets for B.C. forest products while
promoting B.C. as a world-class supplier of environmentally friendly forest products. In pursuing its
market development mandate, FII focused on three specific operational priorities during the year:

e Retaining a strong focus on building markets in Asia through:
o ensuring programs reflect China’s changing economic realities and continuing to advance the
use of B.C. wood in construction and other applications;

2016/17 Annual Service Plan Report 6



Forestry Innovation Investment Ltd.

o aligning Forestry Innovation Investment’s market development activities with Government’s
three-year market strategy for India; and
o working with the forest industry in identifying and advancing opportunities in Southeast Asia.
e Implementing the five-year strategic plan FII developed in 2015/16, and the organization’s
updated Service Plan performance measures.
e Collaborating with the Ministry of Forests, Lands and Natural Resource Operations (MFLNRO)
and the Ministry of International Trade to jointly develop and implement an action plan for the
value added wood products sector and to align FII’s activities with those of Government.

(Refer to Appendix C for a more detailed review of the 2016/2017 Mandate Letter priority actions and
FII activities).

During the year, FII focused on delivering against the new strategic plan for the organization. FII also
collaborated with MFLNRO to deliver on its goal of creating a diverse, globally competitive forest
industry. As part of this effort, FII worked with MFLNRO and MIT to complete a needs assessment
for the value-added sector as a precursor to launching a new exporters pilot program. Also on the
policy and planning front, FII completed updates of three key market development strategies: China,
India and the U.S.

FII continues to align its activities with those of MIT in global markets, and with MFLNRO. By doing
so, FII ensures efficient use of resources and maximum value for B.C. taxpayers. Cost-effectiveness
in operations is further enhanced by a continued emphasis on a joint delivery model and extensive
cost sharing of activities with industry and the federal government. By leveraging these partnerships,
FII is able to lead a comprehensive effort to expand B.C.’s exports in major markets in Asia and
North America.

Global markets for forest products were influenced by a wide variety of factors in 2016/17. Among
the more significant influences were the low value of the Canadian dollar, increased competition in
our key Asian markets, a rebounding U.S. housing market, and the expiry of the Canada-U.S.
Softwood Lumber Agreement (SLA) which created a period of duty-free access for softwood lumber
into the U.S. market.

In the U.S., the economy demonstrated increasing strength in 2016/17, with housing starts picking up
momentum as the year closed. This increased activity in the housing sector combined with the duty-
free period that followed expiry of the SLA to generate higher wood product sales to the U.S. on both
a volume and value basis. While the economy in China has recovered from the steep downturn that
began in early 2015, B.C.’s exports of lumber continue to be impacted by strong competition from
Russia, backed by a weakened currency. On the positive side for B.C. exporters, prices were holding
in the market, with the value per cubic metre of shipments rising steadily in the second half of the
year. Among smaller markets, South Korea continues to show promise with the demand for wood
housing growing and where B.C. held its position during the year in the face of rising prices.

In the midst of considerable market volatility during the year, B.C. lumber producers saw the benefits
from market diversification efforts as lower shipments to China were offset by recoveries in the U.S.,
Japan and South Korea, and growth in secondary markets such as the Philippines. The year ended
with the total volume of B.C. exports of lumber up a healthy 11.6 per cent year-over-year and the total
value up almost 20 per cent. Here in North America, a new generation of wood technologies focused
on taller and larger wood buildings, continues to gain ground. Of particular note was the completion
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of the wood structure for the 18-storey Brock Commons Tall Wood House student residence at the
University of British Columbia. This building, constructed with support from both the Province of
B.C. and the federal government, is now one of the tallest mass timber structures in the world. The
Brock Commons project has become a showcase for B.C.’s leadership in the area of tall wood
buildings and is helping to pave the way for the increased use of wood in high potential residential
and non-residential construction markets throughout North America. Advancing wood use in these
segments is a key goal of FII’s domestic programming, and under the reThink Wood communications
program delivered by FII on behalf of the Softwood Lumber Board.

Report on Performance

Consistent with the Taxpayer Accountability Principles, FII's staff and Board worked with MIT early
in the year to update the Taxpayer Accountability Principles Strategic Engagement Plan for FII. The
2016/17 Plan provided a framework for FII and the Ministry to work together effectively, share
information and demonstrate accountability. FII tracks the organization’s performance against the
Taxpayer Accountability Principles through a Taxpayer Accountabilities Evaluation framework.
During the year, FII’s progress under the evaluation plan was reported to the Ministry of International
Trade and Responsible for Asia Pacific Strategy and Multiculturalism by the FII Chair and CEO at
quarterly meetings. A report on Evaluation Plan performance is included as a standing item at each
meeting of the FII Board. In 2016/17, FII met all accountabilities set out under the plan. A copy of the
FII Taxpayer Accountabilities Evaluation Plan final report for 2016/17 is available on the FII website.

During the year, FII met all of its objectives as set out in the 2016/17 Mandate Letter from the
Ministry of International Trade and Responsible for Asia Pacific Strategy and Multiculturalism. This
included building markets for B.C. forest products in Asia; updating performance metrics for the
2017/18 Service Plan; implementing a new five-year strategic plan; and collaborating with MFLNRO
to align activities. A description of FII's specific responses to Mandate Letter direction is included as
Appendix C.

Goals, Strategies, Measures and Targets

FII’s investments in 2016/17 focused on advancing forest sector innovation and market
diversification. FII worked with the forest industry, its trade associations, research institutions and
other levels of government to pursue opportunities related to advancements in products, designs and
engineering technologies. These activities, combined with accelerated efforts to penetrate new
markets such as India, have the potential to change the paradigm for the forest sector, generating new
wealth, more skilled jobs and greater stability for communities and workers.

The following describes the specific goals, strategies and performance targets pursued by FII during
2016/17. More detailed descriptions of programs, activities and the FII business model can be found
at www.bcfii.ca and in the Company’s annual Report to Stakeholders'.

Reflecting FII’s commitment to continual improvement in performance measurement, FII introduced two new
performance metrics in its 2016/17 Service Plan, while adjusting others. A comprehensive summary of changes to goals
and performance measures between the 2015/16 and 2016/17 plans are available in the Appendix C of the 2016/17
Service Plan.
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Goal 1: Forest products are viewed as an environmentally friendly, preferred
material, and B.C. is viewed as a reliable global supplier of quality products from
sustainably-managed forests.

The primary objective of Goal 1 is to expand opportunities for B.C. forest products by positioning
wood, and wood-based products from B.C., as the first choice for environmentally friendly building
materials. The strategies under Goal 1 create a solid foundation for answering the questions “Why
wood?”, and “Why wood from B.C.?”” — upon which many of FII’s market development investments
and activities are based.

Goal 1 focuses on taking advantage of two significant trends in the marketplace — the emerging
recognition that wood provides an opportunity to lower the carbon footprint of the built environment,
and increasing demands from consumers for forest products that are produced in an environmentally
responsible, fully sustainable manner. As customers are factoring environmental parameters into
purchasing decisions, there is considerable value in articulating the benefits of wood as a sustainable,
renewable building material that stores carbon; its advantages in creating a significantly smaller
environmental footprint than other building materials; and the fact that wood and pulp-and-paper
products from B.C. are manufactured by an industry that has made impressive gains in reducing its
environmental footprint.

Strategies in support of this goal are designed to build on the growing awareness of the environmental
benefits of wood products, and to position B.C. as a reliable supplier of quality forest products and a
global leader in sustainable forest management. This dual positioning helps strengthen awareness of
B.C. forest products in major markets supporting premium product positioning, enhanced access to
new segments and greater market share.

Strategies
FII and its funding recipients pursued Goal 1 by:

e Proactively creating and disseminating timely and factual information regarding B.C. forest
products and forest practices;

e Championing science- and fact-based approaches to communicate the merits of wood and wood-
based construction technologies in a green building and climate change context;

e (Collaborating with forest sector stakeholders to encourage consistent and compelling messages
regarding product and building innovations, and reducing environmental impacts; and

e Monitoring and advocating in international markets for codes, standards and policies that
recognize the merits of wood and B.C. forest products.
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Performance Measure 1.1: Customer Perceptions of B.C. Forest Products.

2013/14 | 2014/15 | 2015/16 | 2016/17 | 2016/17 | 2017/18 | 2018/19
Actual | Actual | Actual | Target | Actual | Target | Target

Performance Measure

Percent of customers who
perceive that forest products
from B.C. are a good choice
for the environment.

98%!! N/A 96% N/A N/A 90% N/A

Data Source: Leger -The Research Intelligence Group. Analysis of Market Acceptance Issues, March 2016.
1) Surveys are conducted biennially.
) Reported as 90% in the 2015/16 Service Plan, but subsequently corrected to 98%.

Discussion

This measure provides an indication of the effectiveness of FII’s international advocacy and
communications initiatives in influencing customer perceptions of B.C. and its forest management
practices. Performance data was gathered through a biennial survey of international customers (e.g.,
large institutional pulp and paper buyers, wood importers and distributors, and carbon market
stakeholders) conducted by an independent research firm. The next survey will be conducted in
2017/18.

Performance Measure 1.2': Potential Prospects Connecting with B.C. Manufacturers

Performance Measure 2016/17 2016/17 2017/18 2018/19
Target Actual Target Target

Number of potential prospects

connecting with B.C. manufacturers from 10.000

the naturallywood.com Supplier (bas’eline) 13,027 11,000 12,000

Directory, an online platform developed

by FIL

Data Source: FIL
) Performance measure 1.2 was a new metric in 2016/17.

Discussion

Performance Measure 1.2 is a new measure that links FII’s outreach and communications activities to
the objective of increasing sales of B.C. forest products. FII’s naturally:wood information resource,
works to promote B.C. forest products and suppliers through the Supplier Directory. The performance
metric tracks the number of visitor searches on the naturallywood.com Supplier Directory and the
number of those visitors that link through to a supplier email address or website. Collecting data on
connections made to suppliers tracks the effectiveness of FII’s online product and supplier sourcing
tool—the Supplier Directory—in increasing awareness of, and interest in, B.C.’s forest products by
advancing connections with B.C. companies for potential commercial opportunities.

From April 1, 2016 to March 31, 2017, a total of 13,027 supplier interactions were made, which
exceeded the target by over 3,000 connections.
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Goal 2: Returns from B.C.’s conventional and emerging forest products are
optimized in markets offering high potential.

Goal 2 drives FII’s efforts to assist the B.C. forest industry in developing and diversifying markets
and to optimize returns by achieving a balance in the products, species, and grades sold to given
markets. Within this goal there is a particular focus on Asia, where markets have distinctly different
profiles ranging from a high volume/low grade mix in China, to a medium volume/higher grade mix
in Japan. The efforts of FII and its funding recipients build on the strategies, and the science and
reputational foundation, developed under Goal 1.

Optimization of the global market development strategy includes creating or expanding new market
segments in traditional regions (e.g., non-residential and multi-family/mid-rise construction in the
US), as well as fostering demand in segments not currently using high volumes of B.C. forest
products (e.g., the multi-family and non-residential construction sector in China, and the domestically
focused manufacturing sector in India).

Activities associated with Goal 2 recognize the progress made in diversifying B.C. exports away from
historically heavy dependence on the US single-family housing sector. Programs in this area also
focus on achieving a long-term balance between existing and emerging markets and between
traditional and innovative new products. During 2016/17, the strategies under this goal included a mix
of activities delivered by third parties and by FII*.

Strategies
FII and its funding recipients pursued Goal 2 by:

e Expanding opportunities for B.C. forest products in key Asian markets, with an emphasis on
China, Japan and South Korea.

e Opening markets for B.C. products in emerging regions offering strong growth potential,
particularly India and Southeast Asia.

e Growing the use of wood in North America’s emerging market segments, with an emphasis on the
non-residential and multi-family/multi-storey markets, and value-added products from British
Columbia.

e Engaging with industry and foreign government agencies to eliminate barriers to access in foreign
markets.

e Sharing the cost of market development activities created and delivered by trade associations,
based on priorities outlined in FII’s Strategic Plan and annual investment strategies.

FII collaborates with industry trade associations, the federal government and other funding bodies to leverage its investments for the
greatest potential return for B.C. FII’s objective is to strengthen demand for B.C. forest products and expand potential end-use
applications.
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Performance Measure 2.1': Average Value Generated by Lumber Sales to China™*

Performance Measure 2016/17 2016/17 2017/18 2018/19

Target Actual Target Target
Average value (CAD, millions) per cubic metre 192 174 196 200
generated by softwood lumber sales to China". | (baseline)

Data Source: FII.
1) Performance measure 2.1 was a new metric in 2016/17.
) Average per cubic metre value of exports is based on Statistics Canada export data compiled by BC Stats.

Discussion

FII is interested in tracking the extent to which the B.C. forest industry is successful in diversifying
markets, with a particular focus on Asia. Currently, FII investments are leveraging a significant joint
industry and government (provincial and federal) market development effort to position B.C. as the
leading exporter of high-quality softwood lumber to China.

Average value per cubic meter in 2016 was $174. Though average values rose in the second half of
the year, the value for the year is below target. This reflects a lower price in China for B.C. lumber in
the face of increased competition from Russian and European suppliers, and a continued downturn in
China that extended into early 2016. In addition, B.C. shipments to China were impacted by higher
prices and stronger demand in the U.S., which led to some B.C. lumber supply being redirected from
China into the U.S. market during the year.

Performance Measure 2.2';: Product Trials in India

Performance Measure 2015/16 | 2015/16 | 2016/17 | 2016/17 | 2017/18 | 2018/19
Baseline | Actual | Target | Actual | Target | Target

Total number of product trials of

B.C. species undertaken in India. 6 8 12 15 18 24

Data Source: FII.
) Performance measure 2.2 was a new metric in 2015/16.

Discussion

India is a new market for B.C. wood product companies, and market development efforts remain in
the pre-commercial phase. However, product trials are emerging as an effective means for FII to
encourage Indian manufacturers to convert existing or new production to using B.C. wood and efforts
in this area accelerated in 2016/17. FII’s “Try Canadian Wood” program provides qualified Indian
manufacturers with small test volumes of B.C. wood as well as technical support for trying B.C. wood
in new or existing product lines. Such trials have resulted in a range of furniture and interior finishing
products being produced on a test basis using B.C. wood species. The outputs of these trials were

Performance metrics are tracked for China and India (see performance measure 2.2) reflecting FII’s direct operations and program
delivery in those two markets. In Asia, in addition to China and India, FII also tracks and reports out on data and trends in all other
key markets, including Japan and South Korea.

The ability to achieve performance measures 2.1 is contingent upon the efficacy of market development programs delivered in whole,
or in part, by trade associations partially funded by FII. As part of the funding approval process, specific performance measures
linked to FII’s broader goals and targets are set for each project. For more details, please refer to FII’s Performance Management
Framework.
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promoted at tradeshows and featured at the FII India showroom in Mumbai. FII’s success in
expanding the number of product trials across India is key to opening the market for B.C. wood
species and helping B.C. firms advance commercial sales to India.

With additional resources available in 2016/17, the market development effort was able to expand its
operations into the north and south of India during the year. As a result, product trials activity
exceeded expectations with a total of 15 trials completed in 2016/17. A number of other trials began
later in the year and will be completed in early 2017/18.

Performance Measure 2.3': Sales in the U.S. Non-Residential and Multi-Storey/Multi-Family
Segment5

Performance Measure 2016/17 2016/17 2017/18 2018/19
Target Actual Target Target

Total sales (USD, millions) of wood

attributable to program interventions — U.S. 103 198 126 144

non-residential and multi-storey/multi-family (baseline)

residential construction markets.

Data Source: FII.
) performance measure 2.3 was a new metric in 2016/17.

Discussion

Most single-family housing in North America uses wood frame construction as the primary building
method. However, wood has a smaller share of non-residential structures and of multi-storey, multi-
family residences. The forest industry in B.C., the rest of Canada and in the U.S. have a strong interest
in seeing wood products secure a much higher market penetration in this segment. To this end, FII
supports the U.S.-based WoodWorks program to deliver activities that assist architects, builders and
developers to incorporate more wood into their projects, as well as convert their projects to wood
from other materials.

The target for performance measure 2.3 was exceeded in 2016/17 due to a concerted effort by
WoodWorks to deliver their assistance and technical support to the building and design community
across a range of building types (i.e., multi-story/multi-family; non-residential, taller buildings), and
supported by stronger than forecast construction activity in the U.S. This diversification strategy is
helping to expand the influence of the program across the construction sector while protecting
suppliers against market fluctuations in any one particular segment of the building sector. In addition
to increased results in midrise residential projects, value gains were secured in business, restaurant,
senior centre, and mercantile projects.

Goal 3: B.C. is a leader in using innovative forest products and building systems.

This goal focuses on generating greater added value in the forest economy. Long-term sustainability
of the forest economy requires the active maintenance, creation and diversification of demand for
B.C. forest products. By introducing new and advanced forest products, wood technologies and

The ability to achieve performance measures 2.3 is contingent upon the efficacy of market development programs delivered in whole,
or in part, by trade associations partially funded by FII. As part of the funding approval process, specific performance measures—
linked to FII’s broader goals and targets—are set for each project. For more details, please refer to FII’s Performance Management
Framework.
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building systems, wood is positioned as a preferred building material, and B.C. as a leader in wood
innovation. As a result, B.C.’s forest products can be more effectively marketed for construction,
interior design, and daily living, at home and abroad.

During 2016/17, strategies to achieve Goal 3 were delivered primarily through FII’s Wood First
program, which works to position B.C. as a leader in using innovative forest products and building
systems. An independent Wood First Advisory Committee, made up of senior industry executives,
provides strategic guidance on program implementation priorities. To effectively deliver its Wood
First mandate, FII relies on existing research, as well as partnerships with service delivery
organizations to promote integrated planning and coordinated delivery of program activities and
initiatives.

Strategies
FII and its funding recipients pursued Goal 3 by:

Advancing innovation through research and product development.

Reducing barriers to wood use.

Educating professionals on opportunities to utilize and innovate with wood.

Promoting B.C.’s wood species, wood products and the benefits of building with wood.
Advancing the competitiveness of B.C.’s value-added wood sector.

Performance Measure 3.1'; Incremental Value of Wood Consumed in B.C.’s Non-Residential
and Multi-Storey/Multi-Family Construction Sector®

2016/17 2016/17 | 2017/18 | 2018/19

Performance Measure Target Actual Target Target

Total sales (CAD, millions) of wood attributable to

program interventions — B.C.’s non-residential and 56 60 62 68
multi-storey/multi-family residential construction (baseline)
markets.

Data Source: FII.
) Performance measure 3.1 was a new metric in 2016/17.

Discussion

This measure tracks success in increasing wood usage in B.C. in the commercial, institutional and
multi-family residential/mid-rise segment. The target is based on the incremental increase in the value
of wood sales that are generated in the year and influenced by program activities funded by FII and its
funding partners. These Wood First program activities focus on delivering promotional, research,
educational and capacity-building initiatives throughout the province.

The target for performance measure 3.1 was exceeded in 2016/17 as 42 projects were converted to
wood during the year. These 42 projects resulted in an incremental $60 million of wood use. The

The ability to achieve performance measure 3.1 is contingent upon the performance of FII’s funding recipients in their delivery of
Wood First programming and on other external factors impacting construction activity in B.C., such as the level of real estate
investment and the process for approving and implementing building code changes. Timely funding decisions by FII ensure that
funding is available to successful proponents by the start of each fiscal year. As part of the funding approval process, performance
measures are established for each project. These measures are directly linked to FII’s broader goals and targets. For more details,
please see FII’s Performance Management Framework.
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largest share of these buildings are in building classification type “C” (apartments/hotel buildings) at
54 per cent, followed by type A2 (community/lecture halls, gymnasia, schools, restaurants, libraries)
at 26 per cent.

Goal 4: FII serves its stakeholders in a highly effective, innovative and responsive
manner.

FII’s business practices incorporate robust financial controls and a performance management
framework that includes monitoring, audit and evaluation built on a comprehensive risk-assessment
strategy. FII is committed to a path of environmental sustainability, including minimizing its
environmental footprint, in order to protect the natural environment and the B.C. economy for future
generations.

Consistent with the strategic direction of Government under the Taxpayer Accountability Principles,
FII continues to place significant emphasis on delivering its primary programs and services in
collaboration with the forest industry, the federal government, the research community and other
provincial agencies, including MFLNRO and MIT. By partnering with forest sector organizations in
Canada and abroad, FII is able to leverage their expertise and financial resources to create and deliver
strategic and focused market development programming that provides the highest value for the B.C.
forest sector.

Strategies
FII and its funding recipients pursued Goal 3 by:

e Ensuring FII is efficient, transparent and results focused by:
o keeping corporate support costs at or below seven percent of total budget;
o 1implementing a rigorous performance management system,;
o monitoring and auditing funded projects according to explicit risk assessments.

e Integrating Taxpayer Accountability Principles across the organization and working with MIT to
develop strategic engagement and TAP evaluation plans.

e Continuously reviewing priorities and strategies to ensure that programs and services stimulate
innovation in products and markets and are delivered in an effective and cost-efficient manner.

e Minimizing FII’s carbon footprint and promoting environmentally responsible business activities.

Performance Measure 4.1: Leveraged Funding

Performance Measure 2013/14 | 2014/15 | 2015/16 | 2016/17 | 2016/17 | 2017/18 | 2018/19
Actual | Actual | Actual | Target | Actual | Target | Target

Other organizations’

aggregate contribution to 65% 65% 68% 65% 69% 65% 65%

recipient funding program'.

Data Source: Data to support performance measure 4.1 are sourced from FII’s on-line recipient funding system, which is

i)

co-funded and managed by FII and Natural Resources Canada, and through FII’s year-end financial reporting.

In its recipient-funding program, FII targets annual contributions of approximately 65% from other organizations;
however, contributions from others vary from 0 to 85%, depending on the specific activity. Contributions from
individual organizations can also fluctuate considerably across fiscal years, depending on their programming priorities

and budgets.
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Discussion

This measure tracks the effectiveness of FII in securing external resources to deliver market
development programs at the lowest possible cost to B.C. taxpayers, a key efficiency objective of the
Government’s Taxpayer Accountability Principles. The willingness of industry, the federal
government and other provincial governments to contribute to market development activities is a
direct indicator of the value they place on these activities, particularly at a time of severe resource
constraints.

During the year, FII allocated a total of $8.3 million to third party organizations to deliver market
development activities in China, Japan, Korea and India in Asia; and the U.S. and Canada in North
America. This funding from FII leveraged an additional $19 million in federal and industry
contributions, or 69 per cent of the total delivered recipient program. This exceeded the target set for
the year. While the proportion of funds received from industry and the federal government varies by
market agld type of activity, FII’s goal is to maintain an average of 65 per cent “other” funding in the
program’.

In addition to the contributions of others to the ongoing recipient program, FII also draws other

leveraged funding for its market development programming. For 2016/17, other funding included:

e $600,000 from Natural Resources Canada for the India market development initiative; and

e $2.5 million from the US-based Softwood Lumber Board to support FII’s delivery of the reThink
Wood initiative aimed at convincing American stakeholders to adopt new wood-based building
technologies®.

The federal government does not fund activities in all markets where FII and industry are active. As a result, FII provides a higher
share of overall funding in certain markets, increasing its average annual share of total program costs to just over one-third.

8 FII contributed $348,148 to the reThink program in 2016/17, for a total of $2.9 million.
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Financial Report

Discussion of Results

The following table summarizes the revenue that FII anticipated at the start of 2016/17 and the actual
revenue for the year:

$ million
Source 2016/17 Budget | 2016/17° Actual
Elclju}r’rrl(l;ﬁnce of British 183 185
Natural Resources Canada 0.7 0.8
Other 2.2 2.9
TOTAL 21.2 22.2

In 2016/17 FII continued to leverage substantial funds from the Government of Canada. Natural
Resources Canada (NRCan) provided $600,000 to support FII India, and a further $200,000 to support
other market development initiatives.

The year-over-year increase in revenue from other sources is largely attributable to the Softwood
Lumber Board (SLB) contractually engaging FII to deliver the SLB’s reThink Wood program in the
United States.

In 2016/17, the funds that FII provided to other organizations through competitive Calls for Proposals
amounted to approximately 40 per cent of FII’s total expenditures, with the balance used for direct
service delivery by FII in Vancouver and its two subsidiaries.

During the year, FII managed the risks associated with funding and monitoring activities developed
and delivered by third parties, and with initiatives delivered by FII in foreign and domestic markets.
FII ended the year with a surplus of $264,000; $62,000 of which was funding that recipients returned
to FII because they cancelled or postponed projects that FII had agreed to cost-share. The balance of
the surplus was from FII direct delivered projects that did not materialize and from a year-end foreign
exchange gain on transactions with the Company’s two foreign subsidiaries.

? Contributions received from the Province for tangible capital assets are recorded as deferred contributions. Deferred capital
contributions are reduced and the associated revenue recognized at the same rate and in the same fiscal period that amortization is
recognized in respect of acquired depreciable tangible capital assets. This accounts for the difference in the cash contributions
received from the Province of B.C. and the provincial contributions recorded in the Consolidated Statement of Operations and
Accumulated Surplus.
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Financial Resource Summary Table'
(in thousands of dollars)

Y The budgets in these columns have been taken from the FII Service Plan published on February 2017; over time, changes
to these numbers can be anticipated.
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Statement of Management Responsibility

Scope of Responsibility

Management has supervised preparation of the accompanying consolidated financial statements and
related note disclosures and is responsible for their integrity and objectivity. The consolidated
financial statements of Forestry Innovation Investment Ltd. (FII) have been prepared by management
in accordance with the financial reporting provisions prescribed by the Province of British Columbia
pursuant to Section 23.1 of the Budget Transparency and Accountability Act (see Note 2(a)).

We believe that these consolidated financial statements present fairly FII’s financial position as at
March 31, 2017 and the consolidated statement of operations, change in net assets, and cash flow for
the year ending March 31, 2017 and that the other information contained in the Company’s annual
report is consistent with the consolidated financial statements as presented.

Internal Controls

Management is responsible for the integrity of the financial statements and has established systems of
internal controls to provide reasonable assurance that transactions are properly authorized, assets are
safeguarded, and financial records are properly maintained to facilitate the preparation of the financial
statements in a timely manner. We continually monitor these internal accounting controls, modifying
and improving them as business conditions and operations change. We believe our system of internal
accounting controls provide reasonable assurance that errors or irregularities that would be material to
the consolidated financial statements are prevented or detected in the normal course of business.

Board of Directors and Audit Committee

The Board of Directors is responsible for reviewing and approving the consolidated financial
statements and overseeing management’s discharge of its financial reporting responsibilities. An
Audit Committee is appointed by the Board. The Audit Committee reviews the consolidated financial
statements, adequacy of internal controls, audit process and financial reporting with management and
with the external auditors. The Audit Committee has reviewed these consolidated statements prior to
recommending approval by the Board of Directors. The Board of Directors has reviewed and
approved the financial statements.

Independent Auditors

Grant Thornton has performed an independent audit of the consolidated financial statements of
Forestry Innovation Investment Ltd. The Auditor’s Report, as attached, outlines the scope of this
independent audit and expresses an opinion on the financial statements of Forestry Innovation
Investment Ltd.

Michael Loseth Douglas Greig
Chief Executive Officer Vice President and Chief Financial Officer

Vancouver, British Columbia
May 19, 2017
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Auditor’s Report
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Audited Financial Statements
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Forestry Innovation Investment Ltd.

Notes to the Consolidated Financial Statements
(in thousands of dollars)
March 31, 2017

10. Segmented information (continued)

Market Initiatives and Outreach

Funding

Recipient Corporate 2017 2016
Initiatives  FIl Vancouver FIl China Fll India Services Total Total

Revenues

Government contributions

Provincial $ 8,903 $ 3,202 $ 2,786 $ 2256 $ 1,312 $ 18,459 $ 17,562
Federal 181 51 - 600 - 832 823
Other revenue 43 2618 (453 175 9 2,860 2653
Investment income - - - - 56 56 44
Total revenues 9,127 5,871 2,801 3,031 1,377 22,207 21,082

Expenses
Amortization - 8 102 149 84 343 384
Auditing 298 - 38 27 44 407 309
Grants 693 - - - - 693 278
Office costs 33 231 311 395 199 1,169 1,403
Professional services 176 3,635 458 834 96 5,198 4,599
Program costs 8,414 291 108 104 (57) 8,860 8,306
Salaries, wages and benefits 272 1,541 1,018 860 801 4,492 4,492
Trade missions - 23 - - - 23 197
Travel and business costs - 98 184 345 130 757 666
Total expenses 9,886 5,827 2,219 2,714 1,297 21,943 20,634
Annual surplus (deficit) $ (759) $ 4 8 582 $ N7 8 80 $ 264 S 448

17
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Appendix A: Subsidiaries and Operating Segments

Active Subsidiaries

Forestry Innovation Investment Ltd. operates the following subsidiary companies:

FII Consulting (Shanghai) Co. Ltd. (wholly owned by Forestry Innovation Investment Ltd.)

Primary business: Supporting the B.C. forest industry by directing market research and leading
government relations and business development, particularly with state owned enterprises.

Objective: To grow the market for B.C. wood products in China, primarily by creating new demand
for structural lumber and related building products.

Governance: Sole Executive Director: Michael Loseth, FII CEO
Senior Management: Lisa Dou, General Manager

Strategic Direction and Operating Environment: The business activities and priorities of FII
Consulting (Shanghai) Co. Ltd. are fully consistent with the mandate, strategic priorities and fiscal
plan of FII Ltd. The subsidiary company is also in full compliance with the Government’s Taxpayer
Accountability Principles.

Risk Management: FII funds its market development programming in China from Canada and, as a
result, FII is subject to foreign exchange risk through its program advances to its subsidiary
companies. Program costs for its subsidiaries are denominated in Chinese Renminbi. FII manages its
exposure to currency risk by monitoring assets and liabilities denominated in these foreign currencies
and by purchasing foreign denominated currency when market conditions are favourable. The
downward trend in the value of the Canadian dollar against the U.S. dollar has increased FII’s
exchange rate risk as the value of the Chinese Renminbi is roughly pegged against the U.S. dollar.
Consequently, increases or decreases in the value of the U.S. dollar relative to other currencies can
affect the value of the Renminbi against the Canadian dollar.

Financial Resource Summary Table

FII Consulting (Shanghai) Co. Ltd.
(in thousands of dollars)
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FII Consulting India Private Limited (jointly owned by Forestry Innovation Investment Ltd. and
0939031 B.C. Ltd.")

Primary business: Supporting the development of the Indian market for B.C. forest products through
market research, promoting B.C. wood products and related technologies, undertaking product trials
and demonstration work, and leading communication and education outreach efforts to enhance
awareness of B.C. and Canadian softwood species in India.

Objective: To establish a new market for B.C. wood products in India by creating demand for lumber
suitable for the manufacture of furniture, doors and windows, interior millwork and other non-
structural products.

Governance: Three-member Board of Directors:

e Michael Loseth (Chair), FII CEO
e Douglas Greig, FII Vice President and Chief Financial Officer
e Pranesh Chhibber, FII India Country Director

Senior Management: Pranesh Chhibber, Country Director, FII India

Strategic Direction and Operating Environment: The business activities and priorities of FII

Consulting India Private Limited are fully consistent with the mandate, strategic priorities and fiscal
plan of FII Ltd. The subsidiary company is also in full compliance with the Government’s Taxpayer
Accountability Principles (for more information on FII’s compliance with TAP, refer to pages 3-5).

Risk Management: FII funds its market development programming in India from Canada and, as a
result, FII is subject to foreign exchange risk through its program advances to its subsidiary
companies. Program costs for its subsidiaries are denominated in Indian Rupees. FII manages its
exposure to currency risk by monitoring assets and liabilities denominated in these foreign currencies
and by purchasing foreign denominated currency when market conditions are favourable. Over the
past year, the value of the Canadian dollar against the Rupee declined marginally, slightly increasing
FII’s exchange rate costs for India operations.

'% This joint ownership exists to meet India’s requirement that there be at least two shareholders of a foreign-owned
company.
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Financial Resource Summary Table

FII Consulting India Private Limited
(in thousands of dollars)

Inactive Subsidiary

FII maintains a non-operating subsidiary company, 0939031B.C. Ltd. (wholly owned by Forestry
Innovation Investment Ltd.) whose sole purpose is to function as the second shareholder of FII
Consulting India Private Limited (reflecting India legislation that requires foreign-owned companies
to have at least two shareholders).

2016/17 Annual Service Plan Report 39



Forestry Innovation Investment Ltd.

Appendix B: Additional Information

Corporate Governance

FII is responsible to the Minister of International Trade through a six-member Board of Directors.
The Government appoints the Board to set operational policy, and, in cooperation with senior
management, to set strategic direction. The Board monitors FII’s performance based on the
Province’s planning and reporting principles. The Board appoints the CEO and delegates
responsibility to the CEO for the day-to-day leadership and management of the organization.

The Board incorporates best practices into its governance procedures as guided by the Best
Practices Guidelines on Governance and Disclosure for Public Sector Organizations. FII’s Status of
Concurrence with Best Practices Guidelines is available on the Company’s website.

Full details on the role and membership of the Board of Directors, as well as corporate reports, and
details on adherence to the requirements of the Board Resourcing and Development Office are also
available on the www.bcfii.ca web site.

Organizational Overview

FII works with the forest industry, the Government of Canada, research institutions, and other
stakeholders to deliver forward looking, innovative market development programs. To provide the
best value to taxpayers and stakeholders, and reflecting the Province’s Taxpayer Accountability
Principles, FII uses a joint delivery model for program delivery. This approach takes advantage of
industry expertise and marketing networks, and ensures that program costs are shared with other
organizations.

Details on the mandate of FII, its vision, mission and values, and its organizational structure are
available at www.bcfii.ca as are previous Service Plans and Annual Reports. Also available on the
site is additional information on FII, its programs and its partners, including an annual Report to
Stakeholders that highlights accomplishments of the program in major markets around the world.

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.
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Appendix C: Crown Corporation’s Mandate and Actions Summary

In the 2016/17 Mandate Letter from the Minister responsible, Forestry Innovation Investment
received direction on strategic priorities for the 2016/17 fiscal year. These priorities and the Crown
Corporation’s resulting actions are summarized below:

Mandate Letter Direction

Crown Corporation’s Action

1. Retain a strong focus on building markets
in Asia through:

a. Ensuring programs reflect China’s
changing economic realities and
continue to advance the use of B.C.
wood in construction and other
applications;

b. Aligning Forestry Innovation
Investment’s market development
activities with Government’s three-
year market strategy for India; and

c. Working with the forest industry in
identifying and advancing
opportunities in Southeast Asia.

Completed updates on market development
strategies for China, India and Japan. The
strategies establish the priorities for FII's
investments and operations in the markets
over the next three years.

Maintained co-location with the Ministry of
International Trade’s (MIT) operation in
Mumbai and continued expansion of the
India program by opening satellite offices in
the Delhi region and Bangalore.

Completed market opportunity research in
Vietnam focused on opportunities for B.C.
products in the manufacturing sector. This
was followed by an FII-led mission to
Vietnam in May, 2017.

2. Implement the five-year strategic plan FII
developed last year, and the organization’s
updated Service Plan performance
measures.

Funded and delivered a comprehensive
Market Initiatives and Market Outreach
program to expand B.C.’s exports in major
markets in Asia, North America and Europe.
Guided by market-specific development
strategies, FII allocated a total of $6.4
million to third party organizations to deliver
market development activities in China,
Japan, Korea, India, the US and Europe.
This funding leveraged an additional $19
million in federal government and industry
contributions.

Partnered with the US-based Softwood
Lumber Board (SLB) to deliver the $2.9
million reThink Wood program for which
the SLB contributed over 85% of total
funding for this FII-managed initiative.

Led the Wood First program to further
establish B.C. as a leader in developing and
using innovative wood products and building
systems. During the year, FII allocated a
total of $2.7 million to seven organizations
to deliver Wood First initiatives on behalf of
FII and the B.C. Government.
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e Began tracking performance per the updated
metrics contained in the 2016/17 Service
Plan

3. Collaborate with the Ministry of Forests,
Lands and Natural Resource Operations to
jointly develop and implement an action
plan for the value added wood products
sector and align FII’s activities with those
of Government.

e (ollaborated with the Ministry of Forests,

Lands and Natural Resource Operations
(MFLNRO) to support the goal of creating a
diverse, globally competitive forest industry.

e Worked with MFLNRO and MIT to

complete a review of existing export
programming, and best practices from other
sectors and jurisdictions as a precursor to
launching a pilot program to support new
value added exporters.
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