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At tention: Doug Andress

V¢ have been engaged by the Department of Planning and Program Eval uation to
supply stipulated information on Slave River Saw MI| Ltd. for the period from
the comencement of activities in July 1974 to the present.

Qur report is enclosed based on a format determined by the Department and sub-
ject to the ternms of our agreenent. The information contained therein has been

collected during our audit which is principal concerned wth the accounting
records of the Conpany. Because the Government played such an active role in the
affairs of the Conpany we undertook a thorough review of their files as well.

The reports of C.D. Schultz & Conpany and John Bl ackstock were not examned in
any depth.

Ve trust this report will help you conplete your review

Yours very truly,
MACKAY, PEACHEY & CO

Mchael T. Hartley E

MIH hb

encl .

Ofices: Vancouver, \hitehorse, Fort St. John, Yellowknife
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PRODUCTI ON HI STORY

Nahanni Lunber was forced to stop operating in the sumrer of 1973 because the
Conpany was unable to raise nuch needed working capital (see Investment Hstory).
It is apparent that the Conpany also rap out of logs, as the winter |ogging had
been relatively unsuccessful and an attenpt at sunmmer |ogging was disastrous’. The
Conpany apparently |ost a good deal of the logs cut during the sumrer programin
astorm

whiet he future of the m Il was being determned, the Governnent of the N WT.
and the residents of Fort Resolution, realizing that the winter nonths were
crucial for conpleting the |ogging necessary to reopen the mll, created Res
Logging Co-operative Linmted. The purpose of Res Logging was to continue the
essential cycle of logging in the winter and mlling and planing in the spring,
sunmer and fall. The capacity of milling and planing production is necessarily
determ ned by the nunber of board feet of |ogs cut and brought to the mll site
during the winter.

Part of the_current problem facing the MII is that during the inter of 1977 an

insufficient number Of | 0gs were obtained to allow the MI| to continue goerating

beyond August. As we have been led to understand, the problem arose out of the
extraordinary thaw experienced in February during which the winter roads became
i npassable.  Apparently there are still a good nunber of fallen trees lying in

,the bush which couldn’t be delivered to the MII site by the term nation of the
| oggi ng season, which is necessarily dictated by the advance of spring and the

normal period of thaw

OPENI NG __| NVENTCORY

During the winter of 1974acontract Wwas arranged with Res Logging to cut and
deliver 2,500,000 board feet (FBM for $112,500. ($45/1000 FBM. The MII was
opened in July 1975 with apparent inventory of 2,500,000 FBM of |ogs. However
the-10gs had been cut and delivered to the MII site by Res Logging without pay-
--merit of stunpage fees to the Department of Lands and Forest. Consequently, the
M1l had to scale the logs, under supervision by the Departnent as the scaler
was new at his job, after which the stumpage fees were paid by the MIIl and not
Res Loggi ng
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| mredi ately the cash- flow projections of the MII- were jeopardized for the pay-
nent of the stunpage fees had not been provided for. -(Cher problens surrounding
the unreliable cash flow projections will be discussed under Marketing history).

The exercise of scaling the logs prior to mlling showed-that there was a dis-
repancy in the opening inventory. Instead of 2,500,000 FBM only sone 1,759, 000
FBM were scaled, a shortage of some 741,000 FBM |Imnediately-the cost of the logs
per.thousand rose fromthe $45/1000 FBM to $64/1000 FBM further destroying the
initial cash flow projections. The latter were prepared on a very optimstic note
to begin with and as such there, was little chance that the MIl's operating per-

formance woul d be reviewed as anything but poor and certainly not up to expect-
ations. For purposes of our audit we are going to back the opening inventory
shortage out of operating expenses and present it as an extraordinary cost, which
certainly will inprove the reliability and meaningful ness of the operating state-
ment. This extraordinary item (741,000 @ $45/1000 = $33,345) represents a naterial
anount in determining the MIIl’s net |loss from operations.

JULY 17,1974to JULY 31, 1975.

During this period 3,080,000 FBM of |unber was mlled and 118015 FBM of | unber
was planed. This information was obtained from the Government records. Wekly
movenents of material were forwarded by the MII| to the Departnent of Economc

Devel opment and Tourisms regional office in Fort Smith. The collection of infor-
mation is somewhat suspect, certainly froman audit standpoint, as mlling and

pl ani ng production records continue to be conpleted based on information received
fromthe fork [ift driver(s). Essentially everytinme a fork Iift driver noves |unber
whi ch has been mlled and stacked by size and grade, called a sling, he marks down
a bar on a preprinted formoutlining the various sizes (dimensions) of |unber. It
is possible that the fork lift operator could either, or both, forget to mark down
a sling he moves, or could incorrectly record which type of |unber he noves. The
latter would produce a sizable variance if he records a sling as 1" x'4" that was
in fact 2" x 12", There is no reconciliation of the production records and physica
inventory counts. W have had some difficulty reconciling the physical flows of
products; essentially opening inventory |ess sales should equal physical inventory
on hand for any given period. W are going to recomrend in our menorandum on

i nprovements to the accounting systemthat physical inventory counts and recon-
ciliations te production records be under taken on a regular periodic basis.
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It should be noted that a | ease agreement between Nahanni Lunber Ltd. and the
Cormi ssi oner of the NWT. was undertaken whereby a | ease payment of $5/1000 FBM
of lumber mlled would be paid for the use of the Nahanni assets by Slave R ver
Saw MI1. Although the contract was initially stated to be for the period ter-
mnating March 31, 1975, it was apparently extended on a defacto basis until the
end of the first fiscal period, July 31, 1975. This apparent liability for’
lumber mlled was included in determ ning the purchase price of the shares of
Nahanni Lunber Ltd. held by the MacCalders (70%. (See Investnent History).

W NTER 1975 *

The Conpany entered in-to a logging contract with Res Logging Co-operative Limted
which in turn sub-contracted with Deines Brothers. The price established was to
be the cost of logging which includes delivery. A total of 3,021,085 FBM was
delivered to the MII at an initial cost of $50/1000 FBM As the contract was’

at cost another $4/1000 FBM had ‘to be paid to Deines Brothers. As will be dis-
cussed under Investment History, a good portion of the liability incurred by Slave
River Saw MII Ltd. with Res Logging for the cutting season 1974 and 1975 was
never paid off. Res Logging is now in the position of being |iquidated.

1975-- 1976

During this period 3,003,298 FBM were nilled and 1,566,824 FBM were planed. The
production reco'rds were recorded essentially in the same manner as in the previous
year, except that after January 1, 1976 the information was forwarded directly to
Econom ¢ Devel opment in Yellowknife and H nchey & Co. who entered into a contract
to process the accounting data on their conputer facilities. In the course of our
audit we tried to reconcile the physical flows of |unmber with opening and closing

inventory bal ances and we cane up with a net unreconcilable variance of sone
475,000 FBM The M || undertook its éwn | 0oggi ng operations during the winter in which
2,270,300 FBM were scal ed

1976 - 1977

Logs scal ed January-March 1977 1,355,045 FBM

Lunber milled 2,266,673 FBM
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Lunmber pl aned 1,760,928 FBM

EMPLOYMENT _H STORY

Encl osed as Appendi x A are the enploynent records of Slave River Saw M|l Ltd. as
forwarded to Wrkmen's Conpensation. This represents only the people enpl oyed

directly by the mlIl. It has been stated many times by the Governnent that the

enpl oyees of Res Loggi ng Co-operative Limted and the saw mill were essentially

the same, particularity during the winter |ogging season of 1974. During the V@Q*JE
1975 season the |ogging operations were undertaken by Deines Brothers, an indep- gt:d@y
endant contractor from Calgary, and it is uncertain how many |ocal residents.ﬁm&"\%x\t
were enployed. The statistics for Res Logging have not been included, W believe f"‘i‘)
they can be obtained through the records held by Froment & Co. or by enquiring
directly to Wrkman's Conpensation. Due to time constraints we have been unable

to obtain the information, particularity since we are not exanmining the records
of Res Logging Co-operative Limted.

Loggi ng operations were undertaken by Slave River Saw MI| Ltd. itself during the
winter of 19?6 and 1977. Fromthat point on all the operations surrounding the
production of |unmber were now being handled directly by the MII.

Al enpl oyees have been native except for four non-natives. Due to the seasonal
activities of the MII, the nunber of employess has varied considerably. Fromthe
comencenent of operations the MI| enployed three non-natives on a permanent basis,
except for one who was fired for a period of tine because of his drinking habits.
They included Ray Orbell, the MII Mnager, Allan West, the MIIwight, and Tim
Acey, Ofice Manager. Ray Obell was recruited by John Blackstock of C D. Shultz
& Co. who had known himfor many years during his involvenent in |unber operations
in B.C Alan Wst had worked for Ray Orbell for many years in B.C. Tim Acey was
recruited fromthe ranks of the Hudson Bay “Conpany and had spent several years with
the Bay in Snowdrift and Fort Resolution. In 1976 Frank Broadhead was hired as a
nmechanic. He had previously managed the |ocal water delivery firmin Fort Resol u-
tion for several years. It is understood that at the end of June 1977 Allan West
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terminated hi s enpl oyment and returned to B.C. Ray Obell tendered his resignation

in April 1977 to the Board of Directors of the Conpany and it was rejected. Ray

has stated that the past three years have been very hard on himand he wants to

| eave. He has been asked by the Board and by the Governnent of the NWT. to stay.'?1
He will decide his course of action after his holidays in Septenber. Another non-

native was hired for three nonths in Decenber 1974 to train the planer crew.

The departure of Allan West, although not as serious as the possible departure of
Ray Orbell, still presents an essential problemto the ongoing viability of the MII.
.Besides Ray Obell, Alan West was the only enployee who knew logging, mlling and

pl ani ng operations and who coul d be counted on to properly maintain and repair

when necessary, the conplicated machinery. |t has been stated that several attenpts
have been made to instruct the enployees in the art of maintenance and repair but
-they have been unable, either through inability or lack of concern and’initiative,

to master this aspect which is so essential to the ongoing success of the MII.

\Wat ever the reason, and we do not want to act as judges, the Mill's equi pnment and
machi nery nmust be maintained in good running order so as to prevent costly damage
and breakdowns. At present there doesn't seemto be anybody but Ray Orbell to

carry the burden of maintaining the equi pment which,together with the other require-
ments on his tine, is a very onerous task.

Anot her non-native was hired briefly in the Spring of 1977 to help Tim Acey run the
office. ~The Board of Directors stressed they want natives to assume nmore responsi -
bility in the running of the office and it is understood that steps haebeen taken
to train a young native in the offices of Hnchey & Co. until he can assume a
position of responsibility in the office managenent. The Conpany undertook a

contract with Hinchey & Co., a firmof accountants in Yellowknife, in January 1976

to provide accounting and management services. Bob Wlliams CGA of Hinchey & Co.

has assumed the responsibilities and in January 1977 was appointed Secretary-Treasurer
of the ' Conpany,

The enpl oyment history of the MI| would not be conplete without nentioning the untold
hours of effort undertaken by officials of the Government of the NWT. and by the
forestry consulting firmof C.D. Schultz & Co. From the commencenent of operations
the Government of the NNWT. played a direct role in the managenent of the Conpany.
Initially the MII| reported directly to the Fort Smith regional office and its various
Economi ¢ Devel opment officers. In January 1976 the MI| began reporting directly

to Yellowknife
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Al 'so, John Blackstock and the firmof C D. Schultz & Co. have undertaken many
consul ting assignments on behal f of the Government of the NWT. These assign-
ments have been varied and include such diverse activities as recruiting personnel,
suggestions and planning of logging activities, search for suitable equi pment and
anal ysis of operations, to nane just a few

MARKETI NG _HI STORY

Fromthe outset the Conpany has had difficulties in selling its product. It is
understood that the credibility of the quality of l[umber coming from Fort Resol-
ution had been severly undernined during the Nahanni Lunber Ltd. operations. This
cannot be substantiated but was certainly alluded to in the files. “Another mgjor
probl em apparent|y had been the unreliable delivery schedul es of Nahanni Lumber Ltd.
It is quite reasonable to suggest that despite the new ownership and managenent,
sal es of |unmber from any conpany operating out of Fort Resolution were suspect and
it was a difficult and tine consuning task to change the inmage. As continues to
be the case, nost of the marketing of bulk sales was handl ed by the Governnent.

Ve do not consider ourselves to be nmarketing experts but fromthe documentation
available it is possible to enunerate some of the difficulties hindering the market-
ing of the lunber. Some of these continue until the present.

1. Restricted markets in the NWT

2. Cost of production:
efficiency of scale.

3. Poor image of product.

4. Cost of transport.

5. Principal purchasers in the NWT. tied into other reliable suppliers,

either within or outside the territories.

6 Universally declining market for goods in Canada and North Anmerica.
severe price reductions
i ncreased conpetition from big producers

7. Inability of Government of the NWT. to ‘influence”N.WT. purchasers.

A detailed analysis of |unmber sold by year follows:

1974t0 1975
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The first year's operations were certainly not successful fromthe marketing end.
Only 742,185 FBM out of 308QOWJFBM;xmduced,either mlled and/or planed, were
sold during this period. Fromthe outset there was no definite sale price for
given grades of |unber and evidence proves that prices for the same grade of |unber
varied substantially. Oten lunmber was sold for prices substantially bel ow cost

as a neans of convincing customers as to the reliability of the |unber

Reference is nmade during this period to the difficulties of obtaining narkets for
the lumber. One particular problemis docunented whereby sales to some custoners,
such as the N.WT. Housing Corporation, were made at prices |ess than those paid

by local wholesalers. Understandably the |ocal whol esalers were upset with being
undercut by their own supplier, particularity since their purchases had been
“encouraged" by the Government. A similar problemis referred to whereby sales
were nade to an Ednonton whol esal er at prices which allowed himto undercut some of
the local wholesalers. This latter case is only alluded to and not substantiated
inthe files

It is understood that sales were normally nade F. O.B. Fort Resolution, however
this fact cannot be substantiated or quantified to any reliable degree.

_Essentially the marketing strategy was to encourage |ocal users to purchase the

_lunber.  Such local users included wholesalers in the NWT., the NWT. Housing
Corporation, contractors, fish packing plants, etc. The Governnent had a good
deal of leverage but it is inpossible to determne the success of its efforts.

1975 to 1976

During the year the Conpany sold 159,252 FBM of |ogs, 603,082 FBM of rough | unber
and 1,881,157 FBM of planed |unber. However, with an opening total inventory of
3,806, 115 remof lunber (1,789,961 logs, 1,150,422 roughand 865,732 planed)and
logging of 2,270,300 FBM the Conpany was |left with substantial inventory at a

tinme when the market for lunber in North Anerica was reaching its |owest |evels.
The world wide recession had left its mark on housing starts and other construction
and as such there was an over supply of good lunber available. It isn't out of
line to suggest that, given this soft market and conpeting against the giants with
_their efficiency and marketing strength, the conpany didn't stand a chance
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Inventory as at July 31, 1976 included (per conpany records):

Logs 1,852,642 FBM
Rough 1, 406, 820
Pl aned 613,220

3,872,682 FBM

However, as previously stated, our year end reconciliation of physical flows of

| umber suggest that inventory mght have been overstated by sone 475,000 FBM
However, since the records cannot be relied on and regul ar physical stocktaking
wasn’t conpleted this discrepancy cannot be verified. Wber Honmes' Hay river

pl ant becane an increasingly inportant custoner.

1976- 1971

Al'though'the final results for the year haven't been analyzed as of yet; it is
possible to say that -the year saw both the low point in the market as well as a
trenendous strengthening of demand and prices. It is apparent that as housing
starts and other capital projects increased in North America it caught the prod-=
ucers operating at reduced levels. Consequently there was insufficient supply
to neet the denmands and prices rose dramatically. The net result was that the
Co%pany's conmpetition was reduced for the giant’s were busy filling their southern
orders, and towards the late spring and sumer of 1977 such clients as Weber
Homes in Hay River were buying all the lunber the MIIl could produce and at top
prices

This upsurge in damand cane at a very untinmely point in the Conpany’s operating
history. Firstly, at the beginning of the year the Conpany was in a desperate
financial position froma cash flow point of view because of the large inventory
on hand. There was all that lunber in the yard while on the other side of the

| edger there were all those debts.” Decisions were made to alleviate part of the
financial problenms by selling the |unmber at prices substantially bel ow cost.
Consequent |y, the Conpany had very little inventory to sell as demand inproved
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Secondly, because of the thaw during the winter the MII didn t-get enough | 0gs
delivered to the mll site to allowit to operate for the entire mlling season.

The summer |ogging option had to be ruled out because it was considered too |ate

to be effective. Consequently, for the first time in its history the MII virtually
had a demand for all the lunmber it could produce only to be saddled with a shortage
of logs. There couldn't have been a worse turn of events.

During the period from Novenber 1976 to February 1977 |arge sales were nade to

three principal purchasers at prices substantially bel ow production costs of approx-
imately $170/1000 FBM Please refer to appendix | for a detailed breakdown of these
sales. Hindsight certainly is wonderful, but we find it disturbing that such rnarket-
in-g decisions were made without a proper analysis. of economic trends. It seems,

wi thout documenting the fact, that the sales were made at a point in tine when the
U.S. and Canada were showi ng signs of econonic recovery.

I ncluded as appendix His an analysis of sales to major customers by cal endar year.

| N\VESTMENT _HI STORY

EQUITY | NVESTMENT

Nahanni Lunmber Ltd.

On May 25, 1972 the Departnent of Indian Affairs gave financial assistance of
$25,000 to M. D. Brand, as trustee for the Fort Resolution Indian Band, to
purchase 8,571 shares of Nahanni Lunber Ltd. These 8,571 shares represented
304 of the outstanding issued shares, the remining shares (70% being held by
J.H. MacCalder (40%) and M N. MacCal der (30%. These shares are still held in .
“ trust by M. D. Brand. Any further description of the source of funds is
unavail able at the present.

Slave _River_ Saw M [Jl. lrd.

a) The Conpany was incorporated April 15, 1975 and two class "A" common shares
were issued to Mirray Sigler and J. Edward Richard respectively. These shares are
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held in trust for the Conmissioner of the NWT. Even though the people of Fort
Resol ution-believe they are the beneficial owners of the shares, there is no

formal |egal. docunentation to support this claim A trust agreement has never
5 been drawn up stating that the Commissioner holds the shares in trust for the

( people of Fort Resolution. The Commi ssioner is the beneficial owner of the shares
and unless some retroactive documentation can be drawn up the Government o' f the
N.WT. appears to own Slave River Saw MI| Ltd. This point is one of the out-

standing issues to be resolved in our audit and we have asked the Governnent of
the NWT., including Legal Services, to resolve this issue for us. Unfortunately,
we haven't received any further clarification on this issue.

Mirray Sigler wote to the Governnent of the NWT. on April 30, 1975 suggesting
"at this time that youdraw up the terms upon which the Conmmi ssioner holds the
shares in trust for the people of Resolution, so that we nmight prepare a trust
declaration for the Commissioner to sign in that regard” H's suggestion was
never acted upon. Simlarity, apart fromthe initial mnutes of incorporation,
apparently all the mnutes were prepared by persons other than |awers. Con-
sequently, policies were determned and transactions undertaken by the Board of
Directors which were duly included in the mnutes without being reviewed by a
party versed in corporate law. As an exanple of the problems which can arise,
the December 15, 1975 minutes state that the people of Fort Resolution were the
beneficial owners of the shares of Slave River Saw M| Ltd. [If a |awyer,
particularity the Conpany’s |awer, had prepared, or at |east reviewed the
mnutes, it would have beconme quickly apparent that the Board was operating on
a msunderstanding. At this point, matters would have been rectified.

Throughout many of the principal transactions involving the financial matters of
the Conmpany there was an apparent |ack of appreciation for the formalities of
corporate |law which had to be observed.

b) On Decenber 11, 1975 Slave River Saw MII| Ltd. purchased the shares of Nahanni
Lumber Ltd. held by J.H MacCal der and MN. MacCal der. The Government of the
N.WT. issued funds of $30,000 in the formof a grant to allow Slave River Saw
milLtd. to purchase the shares. There is some discrepancy surrounding this

TR Oy

transaction and we refer to our—correspondence in appendix B and the unresol ved
i ssues of our audit enumerated in the last section of this report. Apparently
anot her $2,000 was also paid to the MacCalders in this transaction to obtain a

——

general release. It is uncertain who paid this amunt and how it was charged.




Page 11

The same uncertainty applies to the legal fees for this transaction

To digress for a nonent, according to generally accepted accounting principles,
when a company owns a najority interest in another conpany the forner conpany
must issue consolid-ated financial statements which,to sinplify matters,includes
the _proportionate share of assets and liabilities and revenues and ekpenses of
the latter conpany. Al interconpany transactions are excluded. However, since
consol i dated enterprises are not separate legal entities for both company and tax
laws separate financial statenents of the two individual conpanies nust also be

_Ejepared for t hese purposes - often referred to in accounting jargon as |ega
stMmmMs.

Consol i dated financial statements nust be prepared for all fiscal periods sub-
sequent to the purchase of the Nahanni shares. It is very inportant to our
audit that we deternine just who owns what in law, particularity since Slave
River Saw M1l Ltd. now owns 70% of the shares of Nahanni Lumber Ltd. In the
opi nion of the Departnment of Indian and Northern Affairs the Fort Resolution

I ndi an Band, the beneficial owners of 30$ of Nahanni Lunber Ltd.,, is a different
entity than the people of Fort Resolution, the purported defacto owners of the

i ssued shares of Slave River Saw MII| Ltd. As such the mnority interest of the
Fort Resolution Indian Band wi |l receive proper presentation in the consolidated
financial statements of Slave River Saw MII| Ltd. W include correspondence
from this Department as appendix C

LONG TERM DEBT FI NANCI NG

Nahanni, Lumber_Ltd.

a |.EDF - $100,000

"Inlate1971it became evident that in order to keep Nahanni Lunber in opera-
tion that it would be necessary to provide financing for operating capital and
noderni zation of the plant. The amount required was beyond the capability of

the S.B.L.F. Therefore the Indian Econonic Devel opment Fund was approached

They agreed to take a | ook at the proposal. A consultant, L. Hrd from Thurso
Quebec, was hired by the I.E. D.F. to assess the operation and make recomendati ons.
H's report indicated that the operation was viable and that with adequate financ-
ing woul d be producing a profit by July of 1972 and comrence repaynent of all out-
standing loans by January of 1973. He recommended that the |.E. D.F. make a |oan
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to Nahanni Lunber in the amount of $125, 000.0.0.

After sonme discussion and consultation with us and the Industrial Devel opnent
Bank, it was decided to handle the financing as follows:

Loan $ 100,000.00
G ant 27,000. 00
(Note:  $2,000.00 went to the |awyer)

The purpose of the grant was to” permt the purchase of 8,751 common shares which
represented 30% of the stock to be held in trust for the Indian residents of
Fort Resol ution.

Thi s Governnent agreed to postpone any accrued interest on the balance owing to
us until Decenber 1972 at which time 50% of the interest accrued woul d be paid
with the remaining 50$ plus any other accrued interest being paid June 30, 1973.
W al so agreed to defer any principal payments until Decenber 31, 1973 at which
tinme regular payments would commence

This loan/grant was finalized in April of 1972 and it appeared for the first few
nonths” that all was going smoothly. In Cctober danger signals began to flash
and very soon it became evident that the conpany was once again in trouble.

As DIAND/I.E.D.F. Were not prepared to assist any further, we hired their con-
sultant, L. Hird, to once again assess the operation and make reconmendati ons.

H's report indicated conplete msmanagenent on the part of Jack MacCalder and

no support fromthe parent conpany, MacCal der Construction of Edmonton.  Confid-
entially, he advised us that he suspected that Nahanni Lunber was being mlked

by MacCal der Construction but this could not be proved. W endeavored to secure
further financing and/or defernent of payments in an attenpt to keep the operation
going. Wen all attenpts failed, we asked L. Hird to try to find a buyer. He
cane up with two groups, both of which were well financed and fully capable of
running a sawrill. Both deals fell through because MacCal der, after agreeing

to asale; reneged on the agreement.
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Subsequent |y, MacCal der Construction raised sone capital and have operated the
mll this year (1973). They have installed a planer and in My/June produced
441,765 FBM  However, they are once again shut down and DI AND have advised us.
that_they propose to call their loan. This will, in effect, force Nahanni Lunber
into bakruptcy. This may not be a bad nove and possibly should have been’ the
course followed a year ago. Nahanni Lunber is bankrupt and no one coul d operate

it_and carry its present debt load. |f they do go into bankruptcy, outside of

the MacCal ders, the two biggest losers will “be |.D.B. and the I.EDF. The |.EDF.
is prepared to operate the mll once a trustee is appointed and will protect the
equity held by the Indians”. (By J.A Bergasse).

On Novenber 23, 1972 Nahanni Lunber Ltd. negotiated a Chattel nortgage in the

anount of $100,000 with the Departnent of Indian and Northern Affairs and the

I ndi an Econonic Devel opnent Fund. The circunstances surrounding this loan are
confusing at best. Firstly, the chattel nortgage was issued on the planer

whi ch burned in Septenmeber 1976and had to be rebuilt and replaced, and a twenty-
four foot wooden boat, which has also burned to nothing but for which there was

no insurance. Insurance proceeds have hel ped to pay part of the cost of replacing
the planer mll. The lack of insurance on the boat was directly contrary to %
Article 2 and 3of the nortgage agreenent. Secondly, this debt was the principal *
reason Nahanni Lumber Ltd. was to be placed in bankruptcy in 1973, until the
CGovernnent of the NNWT. stepped in and asked for a noratoriumon the debt. From
this point on the Governnents records are alnmos’'t comical in their treatment of this
debt, as many references are made to nmoratoriums and wite-offs which never took

pl ace, nuch to the surprise of nmany it seens, up to the current date when another.
attenpt is being made to request that Treasury Board wite off this debt. \

E
However, at the present tine, the debt plus accumulated interest still exists and
will certainly appear on the consolidated financial statements of Slave River Saw
MII Ltd. for the year ending July 31, 1976 and, unless we receive official word

that is was witten off before July 31, 1977, for the subsequent year as well.

b) F.B.D.B.

At the tine of the failure of Nahanni Lunber Ltd. approximtely $40,000 was ow ng
to the |.D.B. - Industrial Devel opment Bank the previous nane of F.B.D.B. - Federa
Busi ness Devel opnent Bank. Although we haven't anal yzed the |oan agreenent the
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files seemto suggest that the claimof the F.B.D.B. was secondary to the |.E D.F.
and consequently the F.B.D.B. went along with the approach of the I.E.D.F. in the
negotiations regarding the termnati on of Nahanni Lumber Ltd. activities. It is
unclear as to what exactly transpired after the change of activities to Slave
River Saw M1l but it appears as though F.B.D.B. agreed to a moratoriumon’princi-
pal payments for a nunber of years provided the MII continued to make interest
payments. |t appears as though the MII never made any interest paynents. The
loan was said to have remained in the name of. Nahanni Lumber .Ltd.. until June 1977
when the MII formally accepted responsibility for the |oan and agreed to make
principal and interest paynments on the balance of principal and accrued interest

outstanding. W have not reviewed this transaction as at this date.

One audit problemstill to be resolved is whether the F.B.D.B. leap was in fact
transfered to Slave River "Saw MII Ltd. prior to July 1977. Qur confirmations
of | oan payable sent to F.B.D.B. for Slave River Saw MI|| Ltd. were returned
with bal ances outstanding of $44,859.90 as at July 31,1975and July 31, 1976.
W have to deternmine, by further comunication with F.B.D.B., whether this debt
shoul d be shown on the books of Slave River Saw MI|| Ltd. or Nahanni Lunber Ltd.
At any rate, the loan will be included in the consolidated financial statements
as at July 31, 1976 and for subsequent years.

Res Logging Co-operative Limited

a) |.EDF - $70,000

The Department of Indian and Northern Affairs through the Indian Econom c Devel op-
ment Fund financed the activities of Res Logging Co-operative Limted to the
amount of $70,000. This loan was never repaid primarily because Slave River Saw
MIl Ltd., the only custonmer of Res Logging, never paid $110,000 of the anount
outstanding for logs delivered toit. In Mirch 1976 it was decided to dissolve
Res Logging. Its only asset was a receivable from Slave River Saw M|l Ltd. and
its offsetting liabilities were amounts owing to the Government - $70,000 to

| .E.D.F. and $40,000 to the Governnment of the NWT. The balance of the liabilities
were trade payabl es_subsequently paid by Slave River Saw M|l Ltd. Please see
appendix J for copies of financial statements of Res Loggi ng.

At a neeting of the charter menmbers of Res Logging Co-Qperative Limted held March
4, 1976, it was resolved that the Co-operative be- dissolved and that all its
assets and liabilities be. assumed by Slave River Saw MII Ltd. This resolution
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was signed by four menmbers including the President, Robert Sayine, who is also
the President of Slave River Saw MII Ltd. To the best of our know edge, Slave
River Saw M| Ltd. never formally accepted the assets and liabilities of Res
Logging. It is essential to the conpletion of our audit to determne whether in
law this dissolution was binding. Slave River Saw M1l Ltd. has to logically
have an outstanding liability either to Res Logging or to the I.ED.F. It is not
logical, as has been stated, that it doesn't have a liability to either of them
W have witten Hinchey & Co. who were appointed Liqui dators of Res Logging in
January 1977 regarding this point and include a copy of the correspondance as

appendi x D.

b) Government of the N.WT. - $40,000

VW understand that the Government of the NNWT. l|oaned Res- Logging $40,000 and

that this |oan was subsequently forgiven. , It is inportant for our audit to deter-
nmne the timng of the forgiveness and whether the dissolution into Slave River Saw
MIl Ltd. is binding in law, as it is possible that the forgiveness could be a
grant to Slave River Saw MII| Ltd.

Slave River -Saw M|l _Ltd.

a) Canadian Inperial Bank of Comrerce

The principal source of operating capital for Slave River Saw MI| Ltd. has been
a denand loan with the Canadian Inperial Bank of Commerce guaranteed by the
Covernnent of the NWT., with a formof sub-guarantee to the Governnent of the
N.WT. by the Department of Indian and Northern Affairs. W are uncertain at the
present as to the actual terms and procedures of this sub-guarantee.

As at July 31, 1975 and July 31, 1976_$225 Q00 was outstanding to the bank, the
terns of the loan can best be stated by using the Bankts own term nol ogy.

CGeneral assignment of accounts receivable registered in Al berta and NNWT.
Assi gnment under Section 88 or the Bank Act covering all the conmpany’s |unber,
| ogs, cord wood with adequate insurance |oss payable first to the Bank.
Guarantee and postponement of claimfor $100,000 fromthe Government of N WT.
Letter fromthe Government of the NNWT. confirmng that the Governnent will
cover the operating deficits incurred by the Mill for a period of 3 years and
that it will reviewits conmitments again in January 1978.
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tisuncertain at the present just exactly which Governnment hag” nade the
guarantee. We include three letters as appendix E outlining part of the un-
certainty. It is understood that in April 1977 further negotiations with the
Canadi an Inperial Bank of Commerce were undertaken and “possible further
funds and/or commtments were given. W haven't had time to resolve this
matter as we haven't comrenced our audit of the year ending July 31, 19770

CAPI TAL EQUI PMENT

When Slave River Saw.M-11 began operations on July 17, 1974 .i.t was intended to
use the assets of Nahanni Lumber Ltd. Thereis a good deal of discrepancy surround-

ing the extent and quality of assets located on the site when Ray Orbell arrived to
begin operations. It has been suggested that one of the reasons Nahanni Lunber
went broke was that it tied up so nuch of its financing in capital equipment and
consequently couldn’t maintain the necessary cash flow to keep operating. It is
uncertain as to what equi pment was .|eft behind by the MacCal ders and in what _state

of repair or disrepair! but according to Ray Orbell the mll site was a sorry site
to any experienced |unberman. Ray clains he had to virtually rebuild everything
It is possible that during the tine period el apsing between operations substantia

theft and vandalism took place. _At any rate, it was apparent that the equi pment
was not in the desired state of -repair and certainly not ready to begin operating

to meet the highly optinmistic production forecasts which had been prepared to
support inplimentation of the project.

Fromthe beginning it is apparent that the results of operations were affected

_by the tine, funds, material, |abour and energy required to bring the MIIl up
toproduction capability. The forecast for start up costs was totally unreal -
istic. It is our contention that-the financial statenents presently available
are msleading in that there is no attenpt nade to neasure the amount of material,
| abour, and overhead which went into bringing the MII into operating shape;
rather these co-st are reported as operating expenses. ' One of the open points in

our audit is an attenpt to nmeasure the value of such material, |abour and over-

head and to present them as asséts, as leasehold i.nprovenents, on the Bal ance
Sheet .

If the analysis can be conpleted on tine it will be included as appendix F. If
it can't, we Will indicate in appendix F the kind of capitalization we are considering{
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Technically the assets_are still the property of Nahanni Lunber Ltd. Wen the
mll went into production the Government of the NWT. entered into a contract
with Nahanni Lunber Ltd. to | ease the assets on a basis of $5 for every 1000 FBM
|unber mlled. Subsequently the Government of the NWT. entered into a option
to purchase the shares of Nahanni Lunmber Ltd. (70$) with the MacCalder's for

$30, 000, the payment of which would be offset by any amounts paid or owing on
the |ease arrangement. At the time of the actual purchase of the shares, there

was a dispute as to whether the option agreement had been validated. At any rate
the | ease paynments did play a role in the final determnation of price, however
there are other offsetting” items which also had an effect for which we don't have
the details at the present. Please also note the problemregarding the |ease
agreenent included in unresolved audit problens.

In the first year of operations the assets will appear on the financial statepgents,
at a value still to be determned, as a good portion was junk and consequently
scrapped or used as parts, of Nahanni Lunber and any inprovenents oo those assets
wi |l appear on the financial statements of Slave River Saw M| Ltd. together with

any new assets purchased by the Conpany. In subsequent years the legal statenents
will indicate a simlar breakdown between the conpanies, but on the consolidated
financial statements the two will be conbined to nore adequately present the actua
make up of fixed assets. It is our opinion, based on coments to us to that effect,
that ownership of the assets was not previously transferred because it was hoped
that by not owning the assets the Conmpany woul d not have to show the outstanding
liabilities. The assets were to have been transferred over once the liability to
|.E.D.F. was witten off by Treasury Board. O course, by purchasing the shares

of Nahanni Lunmber Ltd. the deBt to I.E.D.F. now has to be included on the con-
sol i dated bal ance sheet anyway.

In June 1975 a good portion of the assets of the closed lunber nmill at Arctic Red
River were dismantled and shipped to Slave River Saw MI| Ltd. Some of these
assets have been used in operations, others as parts, and still others lie rusting
inthe yard. These assets remain on the Governnent inventory ,records for the Fort
Smith-Regional Ofice and no charge has been nmade for their use. At sone future
time it has been suggested that the Government will sell these assets to the Slave
River Saw MII Ltd. for $1.

GOVERNMENT OF THE N WT.
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This area remains unresolved in our audit as there is a good deal of uncertainty
as to the extent and nature of Government funding. Please refer to appendix G.
for a copy of the letter in which we request official confirmation of all financ-
ing. Included belowis the information presently available to us, with the caveat
that we are uncertain as to the extent of any discrepancies.

Year ending July 31, 1975.

Operating Capital:

- Decenber 31, 1974 $ 10, 000. 00
- April 30, 1975 10, 000. 00
Recover abl e advance Cct. 6, 1975 25, 000. 00

Loan to all ow paynent to Deines Bros.
on behal f of Res Loggi ng Co-Op. 50,000.00
$ 95,000.00

Al'so, we understand that initally all funds were advanced in the formof a |oan,
and subsequent to June 31, 1975 $45,000 of the loan was changed to a grant. This

cannot be confirmed at present.

The Governnent also guaranteed a $30,000 demand |oan at The North of 600 Savings
& Credit Union Ltd.

Year ending July 31, 1976.

G ants & advances:

Management grant Nov.21, 1975 $ 11,200.00 °

- Production grant April 23, 1976 10, 000. 00
Tote trial._assistance April 15, 1976 14,860 .00:. . . . . . .

- Acquisition of automatic adjusting Tt is Clude Bennetf's
Head Rig Log Carriage Qct. 15, 197-5----  7,000,00 Wgersrding Hus wes
Recoverabl e grant - assistance to o ¥
i ndustry My 7, 1976. 31,538.97
Recoverabl e grant - assistance to . L
industry April 27, 1976. 18,500.00 o o~

- Assistance to Industry Gant re
50% of operating deficit June 10, 1976  15,000.00

Recoverabl e grant Decenber 8, 1975 50,000.00
- Assistance to industry Sept.9, 1975 14,000.00
G ant purchase of Nahanni shares
Decenber 1975, 30,000.00
Direct paynments by Governnent of the
N WT. | nsurance 15,000.00
| nsurance 3,438. 00

| nsurance 9,735.00
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Uncertain Points:
- Accountabl e advance to pay creditors

of Nahanni Lunber Ltd. $ 47,000.00
- Amount returned by trustee (6 ,527.00)
- Ceneral release purchase of shares 2,000. 00

The Governnent also guaranteed a $30,000 loan with the
Toronto Domi nion Bank.

| nformation obtained for fiscal period 1976 - 1977 (NOt complete)

Assistance to Industry Sept. 23, 1976 $ 15,000.00
non recoverabl e
Assistance to Industry Sept. 9, 1976 15, 000. 00
non recoverable.
In April 1977 an accounts receivable of the Governnent of the NWT. with Mac.
Cal der Construction Ltd. of $14,600 was witten off. It is uncertain whether
this wite off will have any bearing on either Nahanni Lunber Ltd. or Sl ave
River Saw M| Ltd.

MANAGEMENT _HI STORY

Corporate and Managenment History

Mich of the corporate history has previously been outlined in one of the other
topi cal headings. Included below is a chronol ogical sequence of events.

Nahanni Lunber Ltd
Essentially a one man operation fromthe outset by MN McCal der.
- January 10, 1969,incorporated in Al berta.
July 24, 1970, extra-territorial registration in the NWT.
May 25, 1972, purchase of 30% of shares by Fort Resolution Indian Band.
- August 1973, termination of operations
- Decenber 11, 1975, purchase of shares (70% held byMacCaldersbySlave
River Saw M1 .

Slave River Saw MI| Ltd
July 17, 1974, commencenent of operations on inventory obtained by wnter
| oggi ng of Res Loggi ng Co-operative Ltd.
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Saw M| Manager hired - Ray Orbell.
Saw M| reporting directly to Fort Smith Regional Ofice of the Departnent
of Econom ¢ Devel opnent and Tourism.
Government officials |ooking after marketing.
- April 15, 1975, date of incorporation. Slave River Saw MII Ltd.
Initial Board of Directors elected December 8, 1975:

Janes Haining = Joseph Bergasse—
Ray O bell M chael Morcus
Robert, Sayi ne Henry Pierrot

Decenber 1975, M| begins reporting directly to Yellowknife.
Decenber 6, 1976, election of new nmenbers to Board of Directors:

Ray O bell C. A Bennett —
Henry Pierrot Joseph Bergasse
Law ence Fabien S. Detch —

Robert Sayi ne
January 27, 1977, S. Dietch and J. Bergasse resign to be replaced by:

R Mlligan —
B. HII ¢
B. Wlliams - appointed Secretary Treasurer but not a director.

Managenent _Probl ens

- Conmuni cat i ons

- Marketing

- QOperational Analysis
Timely accounting data.

H nchey & Co., B. Williams,;have undertaken a contract to inprove timeliness

and re-liability of accounting information and to suggest inprovenents as to
presentation of data in a format conclusive to effective analysis of operations.
As we feel they are in the process of fulfilling their contract, we wll not
nmake suggestions ‘for inprovenents. However we do feel--that a formof prod-
uction budget and standards and regular analysis of variances from standard to
actual would prove to be useful. Initially problems would occur in arriving at
meani ngf ul budgets and standards but the sooner the exercise is started the
sooner the bugs can be worked out.

1t' is difficult to effectively analyze management in an operation such as this.
MII nanagenent is on the site, marketing, finance and-accounting are in Yellow-

knife and the former doesn’t review the results of operations. Further, the

Board isn't sophisticated enough to understand the results of operations and
the various -financial. undertakings.
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Such analysis is further conplicated by the underlying policy of the
Governnment of the NNWT. regarding the Saw M|, nanely to provide
enpl oynent suitable to the desires of the residents of Fort Resolution
In such a situation effective management can only be half the answer,

t hose residents direetly concerned-have-to accept the remainder of the

responsibility.

VW are including the report of one Brian Penney, an Econonic Devel opnent
officer for the Fort Smth region,as an illustration of some of the initia
probl enms facing day to day managenent during the first year of operations.
Ve haven't seen any simlar appraisals of operations since then. ( See
appendi x K)
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OQUTSTANDI NG | SSUES TO BE RESOLVED IN AUDIT OF YEARS ENDING JULY 31, 1975 and 1976.

July 31,0 1975+

1. Res Logging Co-operative Ltd.
- Whether Slave River Saw M| Ltd. owes Res Logging $174, 689. 00.

2. Nahanni Lunber Ltd.
- Wiether Slave River Saw M| Ltd. is inplicitly or explicity liable to
pay the |ease agreenents undertaken between the Comm ssioner and Nahanni
Lunber Ltd.

(a) $5/1000 FBM to Nahanni Lunber Ltd.
(b) s$201000FBM to creditors of Nahanni Lumber Ltd.

3. CGovernnment of the N.WT. advances, |oans, paynments on behal f of the Conpany
and grants during the first year of operations.

4. Beneficial ownership of the shares of Slave River Saw M || Ltd.

5. Capitalization of assets - material; labour and overhead.

July 31, 1976
1. Res Logging Co-Cperative Ltd.
- Whether Slave River Saw MI| Ltd. has assumed the liabilities of Res
Loggi ng Co-operative Ltd.
- |If Slave River hasn't assumed the liabilities then what is the status of

the $110,000 account payable to Res Logging in relation to the latter’s
di ssol ution.

2. Covernment of the N.WT. advances, l|oans, paynents on behalf of the Conpany
and grants during the year.

3. Capitalization of fixed assets.

4. Mnority interst of 30%held by Fort Resol ution Indian Band.
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5. Audit of Nahanni Lunber Ltd.

6. Consolidation of Nahanni Lunber Ltd. with Slave River Saw MIIls Ltd.

Pl ease see appendix L for copies of correspondence on outstanding audit issues.



APPENDI X A

EMPLOYMENT RECORDS




. SLAVE RIVER SAW M LL LTD.
Appendi x A
EMPLOYMENT RECORDS
Mont h Nunber of Enpl oyees G oss Payrol |
JuIy 1974 13 $ 7,156.59 °
August 19 13,459.17
Sept enber 23 14,181.44
Cct ober 29 13,900.49
November 32 19,303.51
Decenber 29 19,113.36
January 1975 11 7,605.00
February 16 11,545.00
March 31 21,075.00
April 23 20,121.00
May 12 6,436.00
June 27 22,315.00
Jul y 17 11,983.00
August 25 18,829.00
Sept enber 27 18,969.00
Oct ober 27 17,854.00
Novenber 10 5,987.00
Decenber 3 3,722.00
January 1976 14 7,855.00
February 37 37,366.00
Mar ch 39 30,925.00
Apri | 38 20,925.00
May 39 14,631.00
June 46 30,364.00
Jul y 38 31,884.00
August 39 24,786. 00
Sept enber 39 25,992. 00
Oct ober 35 18, 054. 00
November 34 20, 957.00
Decenber 24 23, 142.00
January 1977 34 22,547.00
February 39 33,733.00
Mar ch 39 34, 225.00
Apri | 32 24, 731. 00"
May 26 18,969.00
June 35 25, 988. 00

- (?‘\5' v




Appendi x A
SLAVE RIVER SAW M LL LTD.
BREAKDOMN OF POSI TI ONS AND CURRENT WAGE SCALE

Sawyer $6.75 -
Tai | sawyer $4.50
Edger man $5.75
Tai | edgers 2 $4.25
Resawyer $5.00
Tai | resawyer $4.25
Tri msawyer $4.75
Conveyor $4.25
Lunber fifers 4 $4.25
MIlwights hel per $5.50
Mechani ¢ $7.25 -
Forklift operator 3 $5.25
Pl aner setup nan $5.00
Pl aner grader $5.00
Pl aner feeders 2 $4.25
Grader stanper $4.25
Tri mer man $4.25
Lunber pilers 2 $4 .25

Wat chnmen 2 $4.25



