Em_._.m>m

sunepd(




Gouvernement du Quebec

Ministere des Ressources naturelles

Legal deposit-Bibliotheque Nationale du Québec,1998
ISBN-2-550-33796-4

Publishing number :RN98-3094



Updating the FOREST SYSTEM

Warning

This document should not be consideredas representing
the official position of the ministere des Ressources
naturelles with regard to the amendments to be made
to the current forest system.
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Presentation

This document provides an overview of the work
undertaken to update Quebec's forest system. Part A
presents a review of the objectives of the forest
system. Part B discusses the environmental, social
and economic issues surrounding sustainable forest
management. Lastly, Part C proposes new objectives
for forest conservation and development in Quebec,
and examinesvarious ways of meeting those objectives.
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Summary

The forest system has five main objectives: to protect
the forests and promote the multiple use of forest
resources, to ensure compliance with the allowable
annual cut, to make forest companies accountable for
their forest management, to promote the develop-
ment of the forest sector and to protect the public
interest.

Since Quebec’s forest system has only been imple-
mented for ten years, it is not possible to draw broad,
definitive conclusions about whether or not these
objectives have been met, first, because some results
will only become apparent in the long term, and sec-
ond, because the information currently available is
by no means complete. Overall, though, it would
seem that the introduction of the forest system, and
especially the Forest Act and regulations, has brought
about a significant improvement in the management
and development of Quebec’'s public forests. For
example:

- more of the timber obtained from the public forests
is processed;

- better use is made ofthe timber harvested from the
public forests, and of by-products such as chips,
shavings and sawdust;

- the rate of use of public forest timber allocations has
increased,;

- agreater percentage of the timber harvested,and of
the timber allocated in public forests, is now
processed in lumber mills;

- despite the increased use of timber from the public
forests, the consumption of timber and fibres from
priority supply sources (private woodlots, chips,
sawdust, shavings and recycled wood fibres) is
increasing at a faster rate;

- more mills,especially inthe lumber sector,now have
secure long-term supplies;

- new provisions now exist to protect the forest envi-
ronment, including the provisions of the Regulation
respecting standards of forest management for
forests in the public domain and the Forest Protection
Strategy;

Vit

- public forest timber allocations are consistent with
the allowable annual cut;they take into account the
real needs of the mills by providing the portion of
their supplies that cannot be obtained from sources
other than the public forests;

- a broader range of individuals, companies and
organizations now has access to timber from the
public forests;

- general and five-year forest management plans sub-
mitted by timber supply and forest management
agreement holders now take into account
the needs of regional county municipalities and
the general public;

- the provisions concerning the funding of forest
management activities ensure that expenditure is
shared between industry and the State, and that
funds are readily available;

the State receives more dues for use of timber
obtained from the public forests.

However, it is clear that some provisions of the forest
system need to be improved, as do the Department’s
management practices and the methods used by the
forest industry. For example:

- the volumes of wood not allocated in areas gov-
erned by timber supply and forest management
agreements can be transferred only to the owners
of processing plants; under the current rules, they
cannot be used to satisfy the many other, increas-
ingly diversified needs that are emerging;

- the Department’s ability to promote the construc-
tion of wood processing plants and the creation
of increased capacity is reduced, since almost all
available volumes of the most sought-after species
have now been allocated; if the forest products
industry isto be consolidated and grow, production
in the public and private forests must increase;

- every year, a certain percentage of allocated
volumes in the public forests is not used, and it
will be necessary to relax the rules to enable these
volumes to be harvested as needed;
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the forest management plans prepared by timber
supply and forest management agreement holders
are deficient (imprecise or incomplete forest data,
inadequate integration of the strategies of agree-
ment holders inthe same area, etc.);

mechanisms to assess the effectiveness of the
Regulation respecting standards of forest manage-
ment for forests in the public domain and to measure
the achievement of forest protection objectives
were adopted only recently,and are still incomplete;

- the method used to establish the allowable annual
cut must be improved; simulation hypothesis
documentation needs to be enriched, forest data
must be updated, and more weight must be given
to the effects of natural disturbances;

the measures adopted to inform and consult the
general public on the general and five-year forest
management plans submitted bytimber supply and
forest management agreement holders have not
been as successful as was originally hoped; very few
people have shown an interest; elements such as
the lack of publicity for consultations and the
absence of plans written in non-technical language
are blamed for this;

- the regional county municipalities participate
much more than the general public in consultations
on the forest management plans submitted by
agreement holders, because the holders are
requiredto consult them and becausethey havethe
resources to intervene as needed; however, the
RCMs still consider the consultation procedure to be
deficient,and would like to be able to contribute to
the preparation of the plans;

- the control mechanisms used by the Department to
enforce the Act and regulations are only partly
effective; not all offences are currently punished;

- forest management continues to be sector-based,
and integrated management approaches are still
the exception.

On the basis of the information currently available and
in light of the results observed up to this point, it
is possible to state that the forest system has been
generally successfully in meeting its objective of
industrial development. Some improvements still
need to be made to increase spin-offs from the
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processing of timber and fibres; essentially, this
involves increasing the rate of use of the volumes of
available timber, finding new outlets for currently
unmarketable species, and promoting the production
of high value-added products.

The other objectives of the forest system have also led
to significant improvements, especially in the areas of
forest protection and public consultation.The remain-
ing problems must be dealt with by changing current
practices, especially in connection with the setting
of production objectives, the control, monitoring
and assessment of forest management activities,
integrated resource management and a transparent
approach to forest management.

In addition, it is clear that decisions concerning the
updating of the forest system cannot be made solely
on the basis of current results. A range of environ-
mental, social and economic issues linked to the sus-
tainable management of the forest environment must
also be taken into account. Steps must be taken
to maximize the benefits derived from the use and
development of all the resources of the forest environ-
ment; to ensure that the communities concerned play
a role in forest management;to ensure that the values
and individual needs of each community are respect-
ed; and to preserve the diversity of forest ecosystems
and protect their integrity. The action taken must,
obviously, be in keeping with the current budgetary
situation and with Government policy, in particular in
connection with deregulation, decentralization,
regional development, land use planning and relations
with Native communities, besides taking a realistic
view of each player’s ability to pay and complying with
the user-pay principle.

All these considerations, then, explain why the objec-
tives of the forest system must be reviewed.The public
forests, and the resources they contain, are a national
heritage that must be developed and managed in
the best interest of the population, in other words
in accordance with its values and expectations.
This heritage must be protected and used in such
a way that the greatest possible benefits and
advantages accrue to the population. The revised
forest system must be based on the four following
general objectives:
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- it must reflect the values and meet the needs of the
population;

- it must preservethe viability of forest ecosystems;

- it must increase the social and economic spin-offs
generated by the use of the forest environment;

- it mustincreasethe transparency of the forest man-
agement process.

The main changes proposed are intended to improve
the use made of all forest resources, to clarify manage-
ment and production objectives, to increase public
involvement in forest management, to ensure
increased protection for the forest environment,
to increase the transparency of the forest manage-
ment process and to ensure a fairer distribution of
the benefits derived from the forest.
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Introduction

The Forest Act was assentedto in December 1986, but
was fully implemented only after a transitional period
lasting from 1987 to 1990. This period was devoted
mainlyto negotiatingthe first timber supply and forest
managementagreements and to developingthe regu-
lations and other instrumentsthat come under the Act,
in particular the Regulation respecting standards of for-
est managementfor forestsin the public domain and the
Regulation respecting forest management plans and
reports.

It is impossible to make a definitive judgment of a
forest system that has been in existence for barely ten
years. Infact, it is only in the longer term that we will
know if measures such as the restorationof production
on harvesting sites have really been successful, or if
the anticipated forest yields have actually been
achieved. In addition, it has become clear that some of
the objectives were not clearly defined, and that the
necessary steps were not taken to ensure verification
of compliance with the Act. As a result, not all the
information needed to complete a full review of the
forest system is currently available. A review remains
necessary, however, in particular because:

- the general public is entitled to obtain as full a
picture as possible of the results achieved since
the implementation of the system and, more specif-
ically, since the coming into force of the Forest Act;

- itis important to ensure that the provisions applied
allow changes affecting forest management issues
to be monitored.

The 1986 adoption of the Forest Act was a major turn-
ing point in the management and development of
Quebec's forests. By revoking all existing timber limits
and guarantees of timber supply, the Act terminated a
timber allocation system that had been inforce for sev-
eral decades in the public forests. At the same time, it
abolished the operational exclusivity enjoyed by a
number of forest companiesin certain areas.The Forest
Act also introduced new rules governing the manage-
ment and development of the public forests,including:

- the requirement to comply at all times with the
allowable annual cut or forest possibility;

- the requirement to restore to production all sites
harvested or otherwise used for forestry purposes;

- the requirement to protect the forest and its
resources, for conservation purposes, and to permit
multiple use;

- the requirementfor individuals and organizationsto
obtain a forest management permit before under-
taking forest management activities;

- the requirement to pay dues established on the
basis of the market value of the timber harvested.

The Act introduceda new method of allocating timber
in the public forests, known as the timber supply and
forest management agreement. The agreements are
issued to the holders of wood processing plant
permits. Agreement holders are allocated a volume of
timber from specific species.The volume in question is
established on the basis of the plants raw material
requirements and the possibility of obtaining supplies
from so-called priority sources, such as private wood-
lots and chips.

Agreement holders are required to comply with
environmental protection standards when carrying
out forest management activities.To achieve the forest
production objectivesestablished in their agreements,
they must also plan and carry out forest management
activities such as the planting of trees and pre-com-
mercialthinning.

The Government helps fund activities such as these.
It agrees that the amounts invested in silvicultural
treatments applied to achieve production objectives
may count in lieu of the payment of dues on harvested
timber. Only the cost of applying the treatments
is admissible as payment of dues, and it is the
Government that establishes the scale of correspond-
ing values. Expenses incurred for planning forest
management activities or constructingand maintain-
ing forest infrastructures are therefore not admissible
as payment of dues, and must be paid in full by the
agreement holder.

A timber supply and forest management agreement
covers an initial period of 25 years. However, it is
revised every five years and extendedfor a further five-
year period if the holder has fulfilled its commitments
and complied with the provisions of the Act.

The Forest Act and regulations have been amended
several times since they were first adopted. The
amendments were introduced either to enable the
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Government to achieve its objectives, or to take new
requirements into consideration. For example, amend-
ments were made:

- to make available to the public, before approval,
the general and five-year forest management plans
submitted by timber supply and forest manage-
ment agreement holders; to ensure that public con-
sultations are held, and to require that the regional
county municipalities be consulted on the plans;

- toallow forest management contracts to be granted
in forest reservesto a broader range of individuals,
companies and organizations (including Native
communities, local municipalities and regional
county municipalities),so as to promote economic
development;

- to reserve volumes of timber from the public forests
on a temporary basis for individuals planning to
build a wood processing plant or to increase the
processing capacity of an existing plant;

- to allow restrictionsto be placed,duringthe year,on
the harvesting of timber from the public forests, in
order to use up occasional surpluses of timber and
fibre from other sources of supply, such as timber
from private woodlots and by-products from pro-
cessing plants;

- to introduce a method of calculating timber alloca-
tions for the public forests that takes into account
the availability of recycledfibre;

- to provide better protection for the forest environ-
ment, and to promote multiple use of the forests
by improving the standards of forest management
and stipulatingthat such standards may be adapted
as necessary to local conditions or the nature of the
proposed management activities;

- to allow the dues collected on timber harvested
from the public forests to be used in part as direct
funding for management activities in both public
and private forests, and activities designed to
protect or develop all the resources of the forest
environment (the forest resource development
program was introduced following the adoption of
these legislative changes);

- to create the Societe de protectiondes foréts con-
tre les insectes et maladies and the Societe
de protectiondes foréts contre le feu;

- to permit the creation of regional agencies for

private forest development; to require every agency
to prepare a protection and development plan for
the private forests (identifying the methods to be

used to ensure a sustainable supply of timber) con-
sistent with the objectives of the development
plans in force inthe regional county municipalities;

- to introduce a fund that will finance the production
of seedlings, the preparation of forest surveys and
the carrying out of forestry research;

- to stipulate that the forests constitute a heritage
and that the Department must promote their
sustainable development in order to satisfy the
economic, ecological and social needs of present
and future generations;

- to establish the six main criteria for measuring
sustainable development in Quebec’s forests.

Since the coming into force of the Act, the changes in
the underlying economic, environmental and social
context for forest management have been profound.
They include:

- the on-going elimination of trade barriers;

- an increase in the number of countries competing
with Quebecin its traditional market niches;

- the increasing importanceof environmental issues;

- the social and economic difficulties of rural and
Native communities;

- pressure to increase the development of forest
resources and to provide broader access to the pub-
lic forests, including access for users from outside
the forest industry;

- the budgetary restrictions that require the
Government to review its role, its priorities and its
policies;

- the trend within Governmentto reduce administra-
tive and regulatory constraints on business and to
decentralize certain responsibilities;

- general calls for the implementation of sustainable
forest management.

As part of the review of the forest system, it will be
important to verify whether the objectives of the
Forest Act and the various amendments to the Act
have been, or are likely to be met. The Department
must also make sure that it is not required to respond
to problems that it failed to detect at an earlier date.
In addition, the review is expected to reveal whether
the current provisions are sufficient to meet the
challenges of sustainable forest management and, if
necessary,to determine the changesto be madeto the
Act or to the other components of the forest system.
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PROCEDURE

The ministere des Ressources naturelles is seeking a
broad consensus on the changes to be made to the
forest system. Its specific goals are:

- to produce a complete, transparent review of the
present forest system, including an assessment of
its performance;

- to identify the issues facing forest managers and
developers;

- to obtain as broad a participation as possible by
individuals and organizations with an interest in
forest conservation and development.

The procedure implemented by the Department has
five main stages:

- the production of a review of the forest system;

- the productionof a documentary record of the main
issues in forest management;

- the drafting of preliminary proposals concerning
the changes to be made to the Acts, regulations,
policies, programs and standards currently in force;

- the holding of public hearings;

- the adoption of a plan of action leading to an
updating of the forest system beginningin 1999.

The three first stages have now been completed.The
main work carried out to produce the review of the
forest system included:

- surveys of the impact of the forest system, as
observed by the holders of timber supply and forest
management agreements, regional county munici-
palities and the Department’s regional offices;

- thematic reviews produced by Departmental task
forces on various subjects, including the granting
of forest rights, timber tariffs, the funding of forest
management activities, the planning of forest
management activities, the monitoring and control
of forest management activities, forest protection,
industrial development and the situation of the
workforce inthe forest industry;

- an analysis of the thematic reviews by the Forum
des directeurs du Secteur des forét and des
services regionaux and the Comite directeur de
la mise a jour du regimeforestier.

The examination of forest management issues invol-
ved the following work

- the production of a document outlining the issues;

- the production of a working document describing
the action neededto meet the challenge of sustain-
able forest management;

- an analysis of the change to be made to the forest
system, in response to the issues identified, carried
out by the Forum des directeurs du Secteur des
forétsand des services regionaux and the Comite
directeur de la mise a jour du regime forestier.

Taken as a whole, the above work formed the founda-
tion for the drafting of this reference document
(September 1998) that constitutes a preliminary pro-
posal for an updating of the forest system.

The remaining stages in the updating process for
Quebec'sforest system will involve:

- public hearings on the objectivesto be set and on
the changes to be made to the forest system;

- consultation with other Government departments
(ministere de I'Environnement et de la Faune, etc.)
and central, non-Governmentagencies;

- an analysis of the results of the public hearings;

- the drafting of recommendations on the objectives
to be set and on the changes to be made to the
current forest system;

- an analysis of the impact of the proposed changes
onthe various groups dealt with by the Department;

- a comparative analysis of the proposed system with
the provisions in force in other Canadian provinces
or in US states bordering on Quebec;

- the preparation of a bill to amend the Forest Act,
relatedActs (wherenecessary) and the Departmental
summary;
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the preparation of amendments to the current reg-
ulations (where necessary);

the drafting of a final document on the updating of
the forest system, designed for mass distribution;

changes to related standards and instructions.
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1. GRANTING RIGHTS IN THE PUBLIC FORESTS

The Forest Act states that the minister of Natural
Resources may grant a timber supply and forest man-
agement agreementto a qualified person, i.e. a person
authorizedto construct or operate a wood processing
plant. The minister is authorized to act where forest
production is sufficient and where it is in the public
interestthat an agreement be granted.

The minister may also conclude a contract entrustinga
person with the management of forest areas not
covered by agreements. Forest management contracts
are granted with a view to promoting economic devel-
opment. The duration of each individual contract
is established by the minister. The minister may also
promote multiple use of the forest environment, by
authorizing the harvesting of timber for purposes
including the production of firewood, wildlife and
recreational developments or public utility works, by
authorizing the cultivation and operation of sugar
bushes for acericultural purposes, or by creating edu-
cational and research forests, experimentalforests and
forest stations.

BACKGROUND

The Forest Act was originally adopted with the main
goal of solving the supply problems experienced by
timber processing mills. At the time, a combination of
factors suggested that a timber shortage was likely to
occur inthe medium term. For example, a spruce bud-
worm epidemic had destroyed 235 million cubic
metres of softwood timber — the equivalent of ten
years of harvesting.Also, the development of the saw-
mill sector in the period 1976 to 1986 had increased
the total softwood harvest by more than 30%.

A number of deficiencies had also been observed in
the public forest management process. For example,
when the Act was adopted, it was thought that the
average annual harvest of fir-spruce-pine-larchcould
be increasedfrom 21 to 26 million cubic metres simply
by ensuring that all cutting areas were regenerated.
However, the Government's commitments in the form
of timber supply guarantees for these same species
amounted to some 29 million cubic metres per year.
This level of harvesting could not possibly be main-
tained, given the practices of that time. Finally, the

possibility of providing stable suppliesto many timber
processing mills was limited by the territorial exclusiv-
ity granted to some forest companies. In adopting the
Act, the Departmentwas therefore committing itselfto
an extensive reform of the public forest allocations
granted inthe past.

1.1 GRANTING TIMBER SUPPLY AND FOREST
MANAGEMENT AGREEMENTS

THE SYSTEM

Every year, timber supply and forest management
agreement holders are entitled to obtain forest man-
agement permits that allow them to harvest a volume
of roundwood from one or more species in a given
area, thus enabling them to operate their timber
processing mills. The volume in questionis established
on the basis of the mill's needs and the availability of
roundwood or fibre from priority supply sources
including the private woodlots, chips, sawdust and
shavings, or recycled fibres. Volumes of roundwood
allocatedinthe public forests are therefore considered
to be residual supplies, in that they fulfil the require-
ments of mills unable to obtain all their supplies from
other sources.

The person to whom the minister grants an agreement
is requiredto pay annual harvesting dues established
on the basis of the volume harvested.The agreement
holder also has a number of other obligations, includ-
ing the planning and carrying out of the silvicultural
treatments needed to achieve the annual forest yield
established for each forest area used for timber pro-
duction. In fact, all agreement holders are required to
assess the quality and scope of the treatments carried
out during the year, and to submit an annual report.

A timber supply and forest management agreement
covers a period of twenty-five years. Once every five
years, on the anniversary of the date on which it came
into force, it is extended by a further period of five
years ifthe holder has complied with its commitments
and with the provisions of the Act.When extendingthe
agreement, the Department may revise the volume of
timber allocated to take into account any changes in
the mill's requirements, the volumes of timber or fibre
available from other supply sources, differences in the
allowable annual cut calculationfollowing the acquisi-
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tion of new data, or the forest management activities
carried out in the previous five years.

The minister may terminate an agreement if the
holder does not complywith its commitments or apply
the standards of forest management. An agreement
may also be terminated if the holder does not pay the
harvesting dues owed to the Government, if the mill
has not been in operation for a year and a half or
longer, or if a change occurs in the mill's controlling
interests.

Agreements are granted, among other things, to
provide stable supplies for mills and to ensure that
the best possible use is made of timber from different
supply sources.

RESULTS
Providingthe mills with stable supplies
Highlights

a) The granting of timber supply and forest manage-
mentagreements at the end of the transitional period

- During the 1987-1990 transitional period, the
Department granted 288 agreements, 247 of which
were for the supply of lumber mills and 41 for the
supply of pulp mills.

- The number of mills having access to secure long-
term supplies in the public forests increased from
200 in 1987to 288 in 1990 — in other words, a total
increase of 44%. The lumber industry benefited
most from the change, since the number of lumber
mills with secure long-term supplies increasedfrom
166t0 247.

- Allocations of fir-spruce-pine-larch dropped signifi-
cantly. On March 31, 1987, they totalled 28.9 million
cubic metres and exceeded the allowable annual
cut by 14%. On March 31,1991, however, they had
fallen to 259 million cubic metres, well below the
allowable annual cut, estimated at that time to be
275 cubic metres.

10

- The volumes of fir-spruce-pine-larchallocated on a
long-term basis to the lumber industry increased
from 15.6 million to 176 million cubic metres. In
contrast, the volumes allocated to pulp mills fell
slightly,from 84 million to 81 million cubic metres.

- From March 31,1987,to March 31,1991 ,allocations
of species from the pine and hemlock, cedar,
hardwood and aspen groups increased by 35% to
49 million cubic metres.The allocations accounted
respectively for 73%, 20%, 30% and 56% of the
allowable annual cut for the groups in question.

b) The granting of timber supply and forest manage-
ment agreements between 1991 and 1996

- Between 1991 and 1996, nearly 20 new agreements
were granted annually by the minister. Hence, of
the 262 agreements in force on March 31, 1996,
113 (43%) were granted after the transitional
period, including 73 following transactions affect-
ing the assets of the mills in question.On the other
hand, 40 new mills had obtained agreements
during the period,including 36 inthe lumber sector.

- Between 1991 and 1996, the number of agreements
granted for lumber mills dropped from 254 to 232.
This was due to a wave of mill consolidations made
inevitable by the significant under-utilization of
processing capacity. In addition, some mill owners
gave up their agreements because they considered
the ensuing responsibilities under the Forest Act to
be too onerous.

- Between 1991 and 1996,the number of agreements
granted to pulp mills dropped from 41 to 30.This
was due mainlyto the fact that changes in mill sup-
ply methods (greater use of chips and recycled
fibres), as a result of technological developments,
effectively eliminatedthe need for the agreements.

- After 1990, approximately 550 modifications were
made to agreements outside the five-year exten-
sion dates stipulated in the Act. The modifications
in question were aimed at improving mill supplies
or changing the sources of allocated volumes. The
volumes themselves were modified 379 times - in
287 cases to increasethe allocation and in 78 cases
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to reduceit.A further 14 modifications changed the
species allocated but did not change the volumes.
Overall, the modifications increasedthe allocations
of timber from the public forests by 3.7 million
cubic metres. The supply territories were changed
329 times. The Department and the agreement
holders negotiated these modifications even
thoughthe Act did not specifically state that agree-
ments could be modified during five-year periods,
except where necessary to comply with legislation
other than the Forest Act or to take the public
interest into account.

On March 31, 1996, some 27.5 million cubic metres
of fir-spruce-pine-larch had been allocated, out of a
possibility of 28.2 cubic metres.This represented an
increase of 6% from March 31,1991 .Allocations had
also increased for the pine and hemlock (+2.5%),
cedar (+42.5%), hardwood (+52%) and aspen
(+60%) species groups.

In fact, On March 31, 1996, overall allocations had
increased by approximately 15 million cubic metres
from their 1991 levels. Despite the increases,
however, they still remained within the allowable
annual cut for the species groups in question,
although allocations of fir-spruce-pine-larch were
very close to the upper limit (92.5%).

In 1995-1996,80% of all roundwood consumed in
Quebec was consumed by lumber mills, compared
with just 64% in 1990-1991.

Termination of timber supply and forest manage-
ment agreements

Between 1989 and 1996, a total of 150 agreements
were terminated for different reasons (an average
of 21 per year). In half the cases, the terminations
were mandatory, following transactions affecting
mill assets. In 67 of the 69 cases falling into this
category, the transactions in question involved
acquisitions of sawmills by paper mills seeking to
enhance their supply security. In most cases, new
agreements were granted to the acquirers.

In47 cases,the agreements were terminated dueto
mill closures (28) or bankruptcies (19). All these
terminations occurred between 1991 and 1993,
when the forest products industry experienced a
number of economic problems. One agreement
was terminated because the holder's mill had not
been in operation for more than a year and a halfA
further 19 terminations were due to the fact that
the mills’ requirements had changed to such an
extent that supplies from the public forests were no
longer justified. Four agreements were terminated
because their holders had not fulfilled their
commitments, and two others had not paid their
harvesting dues.

The agreement terminations released approximately
13.9 million cubic metres of timber, most of which
have since been reallocated.

d) Extensions of timber supply and forest manage-

ment agreements

On March 31, 1997,173 of the 276 agreements in
force had been reviewed and extended. In no case
was an extension refused because the agreement
holder had failed to fulfil its commitments.
Allocations were reduced or increased in 20% and
38% of cases, respectively. The reductions were
necessary either because the allowable annual cut
in the common areas in question had been
reviewed downwards, or because the mill simply
needed less timber from the public forests. Where
the allocations were increased, this was generally
due either to an increase in the allowable annual
cut, Oor to agreement terminations by paper mills,
releasing additional volumes of timber.

The allocations granted when these 173 agree-
ments were extended increased by a total of
686,000 cubic metres per year. However, this
increase satisfied only part of the demand for
additional supplies. This was especially true in the
case of lumber sector demand for fir-spruce-pine-
larch and hardwood species.
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Table 1 shows the changes in the number of timber
supply and forest management agreements, the
volumes allocated and the allowable annual cut for the
period 1987 to 1996.

Table 1
CHANGES IN THE NUMBER OF TIMBER SUPPLY AND
FOREST MANAGEMENT AGREEMENTS,
VOLUMES ALLOCATED AND ALLOWABLE ANNUAL CUT,
FROM 1987 TO 1996
Date Number of timber Volumes allocated Allowable annual cut
supply and forest (Millions of cubic metres) (Millions of cubic metres)

management

agreements F-S-P-M Other F-S-P-M Other
31-03-87 200" 29.0 43 254 93
31-03-91 295 259 50 275 17
31-03-96 262 275 73 28.2 15

*Timber limits and supply guarantee agreements

Observations

The main conclusions from the review of agreements
granted since the forest system came into force are as
follows:

- the Government is able to fulfil its mill supply
commitments, taking into account the forest
management strategies deployed,;

- in future, more forest companies will be able to
benefitfrom secure long-term supplies;

- the demand for timber from the public forests is
significant, and is still partially unsatisfied;

- some species are rare, and competition between
the forest companiesfor these species is fierce.

When the ForestAct was adopted, it stipulated that the
holders of wood processing plant operating permits
on March 31,1987, who had processedwood harvest-
ed from the public forests on a continuous basis dur-
ing the five preceding years were entitled to obtain
timber supply and forest management agreements.

Other agreements have been granted since the transi-
tional period ended, mainly to satisfy demand.
However, a number of criteria have been established
as a basis for the allocation of public forest timber
volumes when more than one application is received.
The criteria are:

- the applicant's financial situation;
- the project's regional impact;
- the number of jobs created or maintained;

- the importance of the company in the community;

the project's added value contribution.

Most of the people questioned so far have said they
agree with these criteria. However, they do not agree
ontheir relative importance. For example, timber sup-
ply and forest management agreement holders tend
to consider job creation (for companies processing
less than 100,000 cubic metres) and job maintenance
(for companies processing more than 100,000 cubic
metres) to be more important, while regional county
municipalities give priority to the regional impact of
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the project. The municipalities also expressed doubts
as to whether the Department actually applies the
criteria, and would like to be involved more closely in
the public forest timber allocation process.

Itis also important to note that there are no criteria for
determining the method that should be used (timber
supply and forest management agreement or forest
management contract) in different circumstances to
allocate timber in the forest reserves. Similarly, there
are no guidelines for the signature of forest manage-
ment contracts with specific partners. For example,
should the Department give preferenceto municipali-
ties for the management of forest reserves located
within municipal boundaries?

Ensuringthe best possible use of timber from the
different sources of supply

Highlights

- On March 31, 1991, the timber supply and forest
management agreements granted during the tran-
sitional period had reduced annual public forest
allocations from 33.3 to 30.9 million cubic metres.

- The Department respectsthe allowable annual cut
establishedfor each species group when it allocates
timber from the public forests.

- Allocations granted since 1994-1995 have some-
times exceeded the allowable annual cut. This has
happened where the allowable annual cut was
reduced after preparation and approval of the gen-
eral forest management plans. These situations,
temporary in nature, were due to the fact that the
five-yearly review dates for the agreements were
not synchronized with the coming into force of the
general plans. However, when issuing forest man-
agement permits, the Department can ensure that
timber harvests do not exceed the new allowable
annual cut calculation. Such situations are likely to
create inequities betweenagreement holders in the
same common area, since some holders will be
forced, temporarily, to absorb the reductions, while
others will not. To some extent, they also discredit
the public consultation process applicable to the
general plans, since the plans are not applied in
their entirety immediately after approval.

- Since 1987, the volumes shipped to lumber sector
mills have increased.

- The increase in the volumes of public forest timber
allocated (by 1995-1996, allocations had reached
89% of the allowable annual cut for all species) has
reduced the Department’s capacity to promote the
construction of new timber processing mills or to
expand production in existing mills. Consequently,
it may have hindered the implementation of some
higher added-value projects.

- Not all the volumes allocated in a given year are
used (some 4 million cubic metres per year, across
all species, are not used).

- The Department has respected the residual nature
of the public forest supplies, in that its allocations
take into account both the needs of the mills and
the timber and fibre available from other supply
SOUrces.

Observations

Several factors must be considered when allocating
timber from the public forests. These include the
distances to be travelled, the accessibility of timber
and fibres of the species and qualities required, the
need for mills to have a certain security of supply
in order to obtain funding for their projects, and the
management needs in the public forests. Despite this,
it is possible to conclude that the principle of residual
supply has been upheld.

First, mill requirements are, generally speaking, esti-
mated fairly accurately. In 1995-1996, the rate of autho-
rized consumption use across all species was 85%.This
figure rose to 90% for mills using species from the
fir-spruce-pine-larchgroup, and was 80% for pulp mills
using hardwood species. However, it fell to 60% for
lumber mills also consuming hardwood species. This
latter result may depend on a number of factors,
including inaccurate forest survey data or the quality
selection made by the sawmiills. Overall, however, the
results appear to be satisfactory, in that they are close
to real mill consumption figures,and take into account
potential market variations (the need for flexibility).

Second, the volumes of timber and fibre available from
supply sources other than the public forests have also
been accurately estimated. Infact, consumptionof tim-
ber from these other sources is progressing more
quickly.Total consumption of timber and fibres across
all species and supply sources increased from 482 mil-
lion cubic metres in 1990-1991to 60.3 million cubic
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metres in 1995-1996. However, most of the 12.1 million
cubic metre increase (7.4 million cubic metres) came
from supply sources other than the public forests.
More specifically:

- inthe private forests, the rate of use of authorized
harvests across all species increased from 66% in
1990-1991 to 75% in 1995-1996;

- the consumption of roundwood, chips, sawdust
and shavings imported from outside Quebec
increased from 53 million cubic metres in 1990-
1991to 6.1 million cubic metres in 1995-1996;

- between 1990-1991 and 1995-1996, the level of
consumption of chips, sawdust and shavings
remained steady at around 90% of available
volumes.

Infact, the real problem lies not in the residual volume
calculation, but in the fact that residual volumes are
adjusted only once every five years.This long lapse of
time means that it is difficult to make full use of the
volumes availablefrom other supply sources when the
industry’s needs decline as a result of economic cycles.
Section 46.1 of the ForestAct does infact providea par-
tial solution to these occasional problems, but it is dif-
ficult to apply and can produce inequities.The section
was re-amended recently to allow variations in forest
company performanceto be taken into account in its
application.

Better use has also been made of the timber available
in the public forests. Nevertheless, a percentage of
supply requirements are still not met even though
some allocated volumes are not harvested. In addition,
very little can be done to promote the use of timber
harvested in the public forests for the production of
high added-value products.

1.2 RESERVING VOLUMES OF TIMBER
THE SYSTEM

The Forest Act authorizes agreements with individuals
planning to construct timber processing mills or to
increase the capacity of existing mills. It is permitted,
for that purpose, to reservevolumes of timber from the
public forests for a period of six months.The purpose
of this provision is to create conditions favourable to
the implementationof industrial projects.

14

This type of agreement may be entered into where
timber supply sources are sufficient and the allowable
annual cut is respected.The agreements are renewable
for five periods of six months. For the holders, they
include the obligation to pay dues equalto 20% of the
product of the reserved volume, multiplied by the unit
rate established in accordance with section 72 of
the Act.

RESULTS
Promoting new industrial projects
Highlights

- On March 31, 1996, 63 agreements had been
entered into, nearly 5.2 million cubic metres of tim-
ber had been reserved, and $4.9 million had been
paid to the Government.

- Thirty-nine of the agreements led to the implemen-
tation of industrial projects giving rise to total allo-
cations of 28 million cubic metres of timber. Twenty
new mills were built, and 19 existing mills were
expanded. Twelve other projects, requiring alloca-
tions of approximately 1.2 million cubic metres, are
still under consideration. Finally, 12 agreements
were terminated before the related projects were
implemented.

Observations

The provisions of the Act allowing for guaranteed
supply stability for the promoters of industrial projects
seem to be helping achieve the objectives.

1.3 GRANTING MANAGEMENT CONTRACTS
THE SYSTEM

When the Forest Act was first adopted, it allowed the
minister to sign management contracts entrusting
individuals with the management of forest lands with
forest reserve status. The main purpose of this provi-
sion was to stem the subdivision of private woodlots
other than by allowing individuals to acquire tracts of
public forest land. It was also intendedto promote the
creation and consolidation of silvicultural companies.
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RESULTS
Stemmingthe subdivision of private woodlots
Highlights

- Contracts such as this had existed since 1981 in the
Bas-Saint-Laurent (nine) and Gaspé (five) regions.
All the contract holders were joint management
organizations.

- No new contracts were granted between 1986 and
1993,when the provision was abolished.

Observations

Thanks to these contracts, some 91,700 hectares of
public forests were brought under management. Most
of the funding came from the Government, through its
Financial Assistance Program for the Development of
Private Woodlots. However, the management contracts
did not stem the subdivision of the private woodlots.

Promoting the creation of silvicultural companies

Similarly, the management contracts did not lead to
the creation of more silvicultural companies. On the
other hand, they did help secure the viability of the
joint management organizations.

1.4 GRANTING FOREST MANAGEMENT
CONTRACTS

THE SYSTEM

The minister has been authorized since 1993 to enter
into forest managementcontracts in order to promote
the management of forest reserves. A further goal of
the provision is to broaden the range of persons able
to take responsibility for managing the public forests
for economic development purposes. In particular,
forest management contracts can be entered into
with local municipalities and regional county munici-
palities.

The forest areas covered by forest management
contracts must be managed in accordance with a plan
approved by the minister. Contract holders must
comply with the standards of forest management
stipulated by regulation or by the minister.They must
also pay the prescribed dues, unless they are exempt
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from this requirementdue to their status as municipal-
ities.A contract may be signed by several holders, who
are then required to agree among themselves in order
to harmonize their operations.

RESULTS

Allowing personsto participateinthe management
of public forests

Highlights

- In December 1996,43 such contracts were in force,
covering a total of 281,722 cubic metres.

- Eighteen contracts had been signed with joint
management organizations and forest coopera-
tives, mainly in the Bas-Saint-Laurent (9) and Gaspe
(5) regions, and a further 13 had been signed with
wood processing plant operating permit holders,
all in the Céte-Nord region. Five contracts had also
been signed with local municipalities in Abitibi-
Temiscamingue and with a regional county munici-
pality in the Quebec City region.

Observations

The signature of forest management contracts is a
recent innovation, and this partly explains why so few
contracts have so far been concluded. On the other
hand, the possibility of signing contractsis limited by a
number of factors, including the following:

- the contracts apply only to forest reserves, and the
areas currently enjoying reserve status are fairly
small;

- some forest reserves are already committed to
exclusive uses, such as research and experimenta-
tion, and are therefore not available for forest
management contract purposes;

- the forest reserves are scattered and not very
productive. In many cases, forest management
activities would require expenditure in excess of
the revenues that could be produced in the
short term from timber harvesting;

- the municipalities interested in signing contracts
would like to manage or develop all forest
resources, including wildlife resources. However,
the contracts do not allow them to do this.
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The forest management contracts have enabled new
parties to become involved in public forest manage-
ment.They have also helped supply timber processing
mills. In 1995-1996, some 146,703 cubic metres of
timber were harvested from forests covered by forest
management contracts, and 93% of this total was
processed by lumber mills.On the other hand, most of
the timber was shipped to mills that already had stable
supplies, and was not considered when calculating
public forest timber allocations.

1.5 MANAGING PUBLIC FOREST RESERVES
THE SYSTEM

Under the Forest Act, the forest reserves are composed
of forest areas not covered by timber supply and forest
management agreements. The minister may, if he
wishes to promote the management of these areas,
grant one or more timber supply and forest manage-
ment agreements (uponwhich the area’s forest reserve
status expires) or he may, without affecting the forest
reserve status:

- enterinto forest management contracts;

- constitute educational and research forests, experi-
mental forests or forest stations;

- authorize the execution of a guaranty of auxiliary
timber supply;

- carry out forest management work himself,
and offer the harvested timber for sale by public
auction.

When the Forest Act was adopted, the Government’s
only purpose in creating the forest reserves was to
conserve sufficient flexibility to be able to promote
specific industrial projects. In the last few years, this
same flexibility has allowed it to satisfy various other
demands.
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RESULTS

Promotingthe development of industrialand
other projects

Highlights

- At the end of the transitional period, the total area
of the forest reserves was 41,806 square kilometres,
or 11% of workable public forest lands. Since 1991,
however, the minister has granted timber supply
and forest management agreements on some
reserve areas,and by March 31,1996, their total size
had been reduced to 31,678 square kilometres.

- The minister has signed 47 forest management
contracts covering a total area of 217,624 hectares.

- On March 31,1996, the reserves included 16 educa-
tional and research forests covering a total area of
36,190 hectares. In addition, one forest station and
385 experimental forests were located in forest
reserves (plus another 211 located outside the
reserves).

- Between 1991 and 1996, nearly $9.4 million were
invested in forest reserve management, mainly in
the Quebec City and Cbte-Nord regions. However,
the data relating to this figure are somewhat
fragmented.

Observations

By including some forest reserves in common areas, it
has been possible to increase the volumes of timber
allocated to the processing mills by some 525,000
cubic metres, and hence to promote the development
of the forest industry. The timber in question falls
mainly into the fir-spruce-pine-larch species group.

The forest reserves provide the Government with a
certain amount of flexibility, allowing it to satisfy
demands other than those of the forest companies.
This flexibility is becoming increasingly valuable. The
forest reserves satisfy some of the requirements,
but they are scattered, often not very productive, and
their size cannot be increased without affecting
the rights granted under timber supply and forest
management agreements.
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1.6 GRANTING FOREST MANAGEMENT
PERMITS FOR DIFFERENT PURPOSES

THE SYSTEM

The Department may promote multiple use of the
forests by authorizing forest management activities for
purposes other than the supply of timber processing
mills. For example, under sections 10to 23 of the Forest
Act, forest management permits may be issued:

for the harvesting of firewood for domestic or
commercial purposes;

for sugar bush cultivation and management for
acericultural purposes;

for public utility works;
for mining activities;

for wildlife or recreational development projects.

The Act stipulates the conditions attached to the
various permits.All the permits are valid for a period of
one year, except the sugar bush management permit,
which is valid for five years and is renewable if the
holder has met its obligations, submitted a report
of activities and used 50% or more of the average
tapping capacity every year. However, renewal of a
sugar bush management permit may be refused in
order to authorize public utility works. The permit
may also be revoked if the holder fails to fulfil its
commitments.

RESULTS

Allowing forest management activitiesin a
common area or forest reservefor purposes other
than the supply of a timber processingplant

Highlights

- Approximately 13,000 permits for the harvesting of
domestic firewood are issued every year, especially
inthe Saguenay-Lac-Saint-Jean(4,500 permits) and
Abitibi-Temiscamingue (2500 permits) regions.
These permits generate annual dues of approxi-
mately $200,000. Approximately 170,000 cubic
metres of timber are harvested annually for this
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purpose. Inthe Bas-Saint-Laurent, Quebec City and
Cantons-de-I'Est regions, the demand for permits
exceeds the supply.

- Approximately 175 permits for the harvesting of
commercial firewood are issued every year, mainly
to organizations responsible for managing wildlife
on public lands. The annual authorized harvest of
53,500 cubic metres generates more than $100,000
in dues.

- Approximately 100 permits are issued every year
to authorize forest managementactivities for public
utility purposes.The volumes harvested under such
permits vary significantly from year to year, depend-
ing on the type of project, but generally speaking
the revenues generated are in excess of $200,000.

- Approximately 200 permits are issued every year for
forest management activities related to mining
activities. Annual revenues for this type of permit
vary considerably, depending on the volumes
harvested. For example, they totalled $278,000 in
1994-1995, butjust $107,000 in 1995-1996.

- More than 200 permits are issued every year for
wildlife or recreational development projects.
Between 10,000 and 15,000 cubic metres are har-
vested every year under these permits, generating
annual revenues of between $17,000 and $35,000
for the Government.

- Approximately 1,000 sugar bush management
permits for acericultural purposes were still in force
in 1995-1996.They covered an area of approximate-
ly 22,000 hectares and generated revenues of
$440,500 in that year.The demand for new permits
is high, since acericulture is a profitable business,
and the Government is unable to satisfy it in
six regions of Quebec. As a result, some 450 applica-
tions, covering a total potential area of 16,000
hectares, are being held in abeyance.

Observations

Everyyear, the Department receivesa large number of
applications for different types of forest management
permits. The 15,000 or so permits issued annually
generate revenues of slightly more than $1 million.
Nevertheless, some problems persist.
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Not all applicationsfor permits can be satisfied, due
to a shortage of timber resources.

- Because of the large number of permits issued, itis
difficult to control the work of permit holders, and
especially difficult to ensure that they comply with
the standards ot torest management for forests in
the public domain.

- The tariffs established for the harvesting of domes-
tic firewood and for wildlife or recreational develop-
ment projects do not take into account the market
value of the timber. Similarly, the rent paid by sugar
bush management permit holdersiis still below that
paid in the private sector, even though the gap has
closed in recent years.

- A number of problems have arisen with respectto
the coexistence of the holders of permits issued for
purposes other than the supply of timber process-
ing mills and the holders of timber supply and
forest management agreements.

- The records kept in respect of the harvesting
activities authorized under the various permits are
deficient.

- The Department is unable to satisfy some appli-
cations for commercial permits (e.g. deforestation
for agricultural purposes, the harvesting of mush-
rooms and moss, etc.) becausc the demand was not
anticipated.

2. PUBLIC FOREST TIMBER TARIFFS
BACKGROUND

The 1987 report of the Belanger-Therrien Committee,
on public forest timber tariffs, states that before the
present forest system was introduced, tariffs were not
calculated by any generally accepted method, such as
the cost, parity or revenue methods, but were general-
ly established in a completely arbitrary way. In fact, the
Committee pointed out that, from a meagre %% per
cord in 1887, cutting dues increased slowly. The
process was hampered by administrative decisions
that often seemed arbitrary rather than based on a
strict mathematical equation between market value
and the predeterminedrate.

To understand the recent history of public forest
timber tariffs, it is important to remember that the
forest reform took place in the economic and forest-

related context of the mid-1980s. After years of abun-
dance and expansion, and after a period of believing
that the forest resource was practically inexhaustible,
people suddenly began to worry about stock failures
in some areas, as supply demands continued to
increase. An extensive change was therefore neededin
the method used to manage the public forests.

As far as tariffs were concerned, this was the end of a
period during which the State had used cutting dues
to promote industrial investment rather than to profit
financially from a collective resource. Moreover,
accused of indirectly subsidizing their lumber mills to
the detriment of American competitors, Canada and
Quebec were under strong pressure from their south-
ern neighbour and main trading partner.The pressure
culminated in the imposition of a 15% export tax in
1986.

The private woodlots owners,for their part,denounced
unfair competition by the Government in its role as
manager of the publicforests. The 1985 white paper
Building u Forest for Tomorrow, stated that the current
tariff system favoured over-utilization of the public
forest resource at the expense of other supply
sources, and did nothing to encourage optimal use of
the available timber. The authors recommended that
dues be based on the marketvalue of standing timber,
or stumpage value. Finally, market analysis revealed
a clear discrepancy between the dues collected
from the industry and the market value of the timber
harvested.

THE SYSTEM

Section 72 of the Forest Act states that the unit rates
applicable to the calculation of dues for each species
or group of species must correspond to the stumpage
value of the timber.The unit rates vary accordingto the
region inwhich the timber is harvested.The Regulation
respecting forest dues, for its part, states that the parity
technique, which establishes the value of goods by
comparing them with other goods whose sale price is
known, must be used to calculate the stumpage value
for the purposes of the annual unit rate grid review.
The results of the stumpage value calculation for each
species or group of species/quality in each tariffing
zone is published annually in the Kegulution respecting
unit rutes.
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In addition, dues are now adjusted every four months
(by indexing them to the stumpage value). In fact,
there usedto be a two-year delay between considera-
tion of private market prices and actual adjustment
of the dues charged on public forest timber.This was
conductive to nver-billing or tinder-billing in some
cases.The indexing method now in place, based on
monthly finished goods price indicators published by
Statistics Canada, has reduced the average dues
adjustment period from two years to six months.

RESULTS

Forest dues are notatax, but afair sale pricefor a much
sought-after collective resource. The tariffs must
rherefore be falr for rhe Quebec people who own rhe
resource, for the forest companies that process it, and
for the private woodlot owners who need to sell the
timber they harvest on their own land.

Providingafair return for the State
Highlights

_ Since 1987, the average dues for public forest
timber have soared from $2