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BC Harvest Forecast - Coast & Interior
Million Cubic Metres
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BC Paper, Pulp & Tissue Capacities by Product

Sources: Graphic – BCForestInformation.com, 
Mill locations & capacity – NLK Associates 

World Capacity Database
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3 • Coastal BC Pulp & Paper fibre usage 
exceeds economic local supply

– 3.3 Million m3 of SPF chips currently 
flow to the Coast from the Interior 
each year

– 500 Thousand m3 of Coastal Species 
chips flow to the Coast from the 
Pacific Northwest each year
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Pulp & Paper Industry in B.C. - Return on Capital E mployed 
(ROCE)
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���%���������	�������������+��%������	�� ���������-�	/��������%����+�	���6�	�
� ���	��������	���������	�������+�������������&������!����������+������	�����A��%��

�������������	/��������+��������������������������+������	��������
��+�����������	�=���
B��M-(7%	�	�����������	�������	�������	������������%���������������&�2�B�*M������
+�	��'-�O�����=�B��M'�����+�	���6�	���=�B"M'�����+�	�;�!.OO����������B�M-&+�+�	�
���&�	��D���

�

�������������������������������������������
* CTMP = Chemi-Thermo-Mechanical Pulp – produced in BC but not covered in this paper 
**  NBSK = Northern Bleached Softwood Kraft – referred to as “Market Pulp” in this paper 
19 Roberts, Don.  CIBC World Markets 
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23A06589
PPIAC Cost CurvesBackground and  Introduction

Jaakko Poyry Consulting (JPC) has been requested by the BC Competition Council Pulp and 
Paper Industry Advisory Committee (PPIAC) to prepare competitive cost analyses for 
hypothetical, world scale market pulp and paper facilities located in BC.

Delivered cash manufacturing costs are estimated for a world scale market softwood kraft pulp 
(BSKP) facility located both on Vancouver Island and the BC interior. The hypothetical facilities 
are positioned on a global BSKP cost curve delivered to natural markets. Unit costs and 
currency exchange rates are based on 2nd quarter, 2005.

Delivered cash manufacturing costs are estimated for a hypothetical, world scale light weight 
coated (LWC) paper machine located adjacent to an existing mill on Vancouver Island. The 
paper machine is positioned on a North American cost curve delivered to natural markets in 
North America. Unit cost and exchange rate assumptions are consistent with the BSKP 
analysis
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23A06589
PPIAC Cost Curves

− Cost level second quarter of 2005

− Exchange rates of June 2005

− New Bleached Softwood Kraft Pulp mill

• Location in  Vancouver Island and in Central BC

• BSKP production capacity of 650 000 t/a

• Modern continuous cooking plant, two-stage oxygen delignification and three-stage 
elemental chlorine free bleaching (D-Eop-D) sequence.

• All wood raw material delivered to site as residual and/or whole log chips

• Fiber distribution, the mill located in BC coast:
• Hemlock – Whole Log Chips 16%

• Fir 21%

• Cypress 6%

• SPF 27%

• Cedar 30%

• Fiber distribution, the mill located in central BC:

• SPF 100%

World Scale BSKP Facility Cost Competitiveness 
Key Assumptions
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23A06589
PPIAC Cost Curves

• Manning of the site (252) is estimated to be in line with a modern BSKP mill located in 
Northern Europe:

• Operating personnel 119
• Maintenance personnel 81

• Supervision personnnel 52

• Energy plant includes recovery boiler, small power boiler and extraction-condensing 
turbine. Excess electricity is sold to common grid.

− Delivery to natural markets. Distribution of delivery destinations for mills located in BC:

Coast Interior

• USA 10% 20%

• Japan 5% 10%

• Korea 5% 10%

• China 40% 20%

• Europe 40% 40%

− Total investment cost of a BSKP greenfield mill with the capacity of 650 000 t/a estimated at 
the range of 850 - 975 MUSD. For a brownfield mill the investment is approximately 10% 
lower.

BSKP Facility Cost Competitiveness (cont.)
Assumptions
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23A06589
PPIAC Cost CurvesBSKP Industry Structure 
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Market BSKP – Global Producers. BC mills more strongly positi oned than E. 
Canadian mills but weak compared to global competition

Canada BC

Bubble size reflects the market BSKP capacity
(including export captive pulp)
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Cost Competitiveness in Natural Markets
Market BSKP – Global Producers. Hypothetical world-scale mil ls in BC, both on 
the coast and interior, are low quartile producers

- USD/t Cost level 2005/II

Delivered costs

Manufacturing
costs

Hypothetical mill, BC Interior

Hypothetical mill, BC Coast

Existing mill in BC

1 CAD = 0.81 USD
1 EUR = 1.22 USD
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PPIAC Cost CurvesCost Competitiveness in Natural Markets

Hypothetical world-scale BSKP mills in BC compare favorable  with modern 
European BSKP  facilities 

- USD/t

*Weighted average cost 
of existing mills located in 
British Columbia.

Cost level 2005/II
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23A06589
PPIAC Cost CurvesBSKP Facility Units of Consumption

Key consumption figures of a world-scale 650 000 t/a BSKP mil l.

10

-

-14

10 CAD/GJ

-

0.035 CAD/kWh

0.97 GJ

0

-391 kWh

Energy

Lime kiln oil (gas)

Oth. purch. fuel

Power (excess)

Self-generation rate 133%

9 kg

15 kg

32 kg

25 kg

-

102 kg

5.7 m3sub

5.4 m3sub

Consumption,

Unit/ADmt

4

5

20

3

9

42

420 CAD/t

342 CAD/t

648 CAD/t

138 CAD/t

-

-

Chemicals

Caustic

Sulphur dioxide

Chlorate

Oxygen

Other

Total

68 CAD/ADmt230

162

40.50 CAD/m3sub

30.00 CAD/m3sub

Wood

Coast

Interior

Cost difference

Coast - Interior

Cost,

CAD/ADmt

Price,

CAD/Unit of raw 
material
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PPIAC Cost CurvesBSKP Facility Units of Consumption (cont.)

Key consumption figures of a world-scale 650 000 t/a BSKP mil l.

Delivery to natural markets including sales 
commission of 10 USD/ADmt.

119 persons

81 persons

52 persons

252 persons

Consumption,

Unit/ADmt

53 CAD/ADmt461

408

Total manufacturing costs delivered to natural markets excluding
capital costs, CAD/ADmt BSKP

Coast

Interior

-14 CAD/ADmt121

135

Distribution

Coast

Interior

40

Other manufacturing costs
(Incl. packaging, operating and maintenance materials and general overhead)

16

12

8

35

85 250 CAD/person

93 000 CAD/person

100 000 CAD/person

Personnel

Oper.

Maint.

Superv.

Total

Cost difference

Coast - Interior

Cost,

CAD/ADmt

Price,

CAD/Unit of raw 
material
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23A06589
PPIAC Cost CurvesLWC Facility Cost Competitiveness

Key Assumptions

− North American producers of coated groundwood #5 40 lb. and European importing 
producers (LWC 60 g/m2). Total imported tonnage included is 500 000 mt/a.

− Cost level second quarter of 2005 and regional average unit prices have been applied 
except for wood and personnel pricing for Canada BC, where PPIAC has provided the 
price information.

− Exchange rates of June 2005

− New LWC/coated groundwood #5 paper machine  
• Production site is assumed to be a brownfield site in proximity of an existing facility 

on Vancouver Island.
• Annual capacity of the new hypothetical paper machine is 420 000 mt/a of LWC
• Machine concept based on on-machine film coating and off-machine calendering
• New TMP-line, annual capacity of 200 000 ADmt/a is assumed to be invested upon. 

Otherwise the brownfield site is assumed to offer all other needed infrastructure. 
• Furnish of 65 % of TMP and 35 % of NBSKP is assumed, filler content of base 

paper estimated at 9 %. Filler is assumed to be CaCO3.
• Coating is estimated to be of calcium carbonate and clay and the applied amount as 

8 BDg/m2 per side.
• Manning of the site is estimated as the current manning with additional 120 men for 

the extended operations.
• Energy concept is assumed to remain as current and all additional power would be 

purchased from the grid. 
− An order of magnitude, conceptual investment cost of the above described production 

facility is estimated at 600 MUSD.

12

23A06589
PPIAC Cost CurvesIndustry structure

Coated groundwood #5 / LWC 40 lb. – Producers in North American mar ket

North American producers

European importing producers

- PM Capacity, 1 000 t/a -

0

50

100

150

200

250

300

350

400

450

051015202530
- Technical age, years -

Weighted average
technical age 13 years

Weighted average machine 
capacity 213 000 t/a

WEAK

STRONG

New hypothetical PM in B.C.

-

- Technical age, years -

WEAK

STRONG
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23A06589
PPIAC Cost CurvesCost Competitiveness in North America

- USD/mt 2005/II

Delivered Costs
to Natural market

Manufacturing 
Costs

Current market prices applied for both integrated and purchased chemical pulp as well as for recycled paper

Coated groundwood #5 / LWC 40 lb. – Producers in North American mar ket.

Hypothetical world-scale facility a low-cost quartile producer  in North America

New
 H

yp
o 

in 
B.C

. (
**

BSKP 620 USD/ADt CIF WE
655 USD/ADt DD NA

(* European imported capacity in the North American market 500 000 mt/a
(** Wood and personnel unit prices for 2005Q2 provided by PPAC

0

200

400

600

800

1,000

1,200

0 1,000 2,000 3,000 4,000 5,000 6,000

- Cumulative capacity, 1 000 t/a -

Delivery to natural market in NA

Other manufacturing costs

Personnel

Energy

Chemicals

Chemical pulp / Other fiber

Wood

14

23A06589
PPIAC Cost CurvesConsumption and Unit Prices

111
Delivery to natural market in North America is estimated at 111 

USD/mt of paper including sales commission of 20 USD/mt of paper

Distribution

48
weighted average personnel cost 

90 856 CAD/person/a (***

276 of the mill’s total personnel 
of 670 allocated to the paper 

machine

Personnel

53                                                              
5

Purch. power  35 CAD/MWh
Purch. fuel(** 278 CAD/GJ

Power 1.9 MWh/mt of paper
Fuel 0.07 GJ/mt of paper
Self-generation rate 6 %

Energy

56
Other manufacturing costs
(incl. packaging, operating and maintenance materials and general overhead)

602Total manufacturing costs delivered to natural markets in North America excluding capital 
costs, USD/mt of LWC paper

145
Coating colour estimated to be 
70% of CaCO3 and 30% of clay

0.375 mt/mt of paper
Chemicals
(incl. pulping and papermaking chemicals 
– coating and wetend)

137
NBSKP DD in NA 2005Q2         

655 USD/ADmt
0.246 ADmt/mt of paper

Purchased fiber (*

4649 CAD/m3sub (***1.169 m3sub/mt of paper
Wood

Cost, 
USD/mt of paper

Price, 
CAD/unit of raw material

Consumption,
Unit/mt of paper

(* 2005 Q2 market price assumed with a large buyer discount of 8 %
(** Assuming Vancouver Island fuel mix of hog fuel 80 %, gas 10 % and oil 10 %.

(***  Wood and personnel unit prices for 2005Q2 provided by PPAC
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BBCC  CCOOMMPPEETTIITTIIOONN  CCOOUUNNCCIILL  
Pulp & Paper Industry Advisory Committee 

 

Memorandum 
 
 
Date:  October 19th, 2005 
 
To:  David Thompson & Dan Miller 
 BC Competition Council 
 
From: Russell Horner 
 Chair – Pulp & Paper Industry Advisory Committee 
 
 
 
Subject: Pulp & Paper IAC Tax Recommendations 
 
 
The Pulp & Paper Industry Advisory Committee (IAC) has compiled tax 
recommendations for submission to the BC Competition Council in response to the 
Council’s memo to IAC chairs dated October 4th, 2005. 
 
While the Pulp & Paper IAC’s final report to the Council is not yet complete the 
conclusions of the committee are already clear.  The Pulp & Paper Industry in BC is in 
a state of decline and the Coastal Pulp Industry in particular is in near-term crisis.  
The Return on Capital Employed of the BC Industry is well below its cost of capital 
and the industry cannot access the capital required to re-invest and rebuild in the 
current environment. 
 
The Pulp & Paper IAC advocates a process to turnaround and rebuild the industry 
and has developed a framework for government response.  The guiding principle is 
even-handed reduction of the social rents paid by the industry as a first step to 
create conditions for re-investment in the Province.  In turn, the industry must raise 
and invest the capital required.  The BC Pulp & Paper Industry has an established 
history of re-investing cash flows in its assets: Capital expenditures exceeded $1 
billion over the last 5 years despite poor business results. 
 
Taxation policy is one of the ideal tools for government to use in bringing about the 
even-handed changes that the Pulp & Paper IAC advocates.  Taxation changes do not 
favour individual market players but rather improve the economics of the industry 
while efficient market forces are left unimpeded.   
 
Five tax categories were covered in the Competition Council’s request for input: 
Corporate Tax, Municipal Tax, PST, Tax Credits and Small Business Tax.  Position 
papers covering Municipal Tax and PST are submitted as attachments to this memo.  
The Pulp & Paper IAC’s views on the remaining categories follow. 
 



Corporate Tax 
 
The recent reduction in the Corporate Tax rate is well received as it is critical that BC 
remain competitive with neighboring jurisdictions.  The effects of Corporate Taxation 
on major industry have been well documented and the Pulp & Paper IAC can add 
little to this body of knowledge.  It is important to note that Canadian business 
remains highly taxed relative to world competitors.  To quote the CD Howe 
Institute’s September 2005 Commentary, “it is to our detriment that Canada has the 
second highest effective tax rate on capital… out of 36 developed and leading 
developing competitors.”  The BC Pulp & Paper industry’s global competition for 
capital and customers are among this group. 
 
Tax Credits 
 
The Pulp & Paper IAC is not advocating tax credits for the industry as they generally 
do not fit with the Committee’s guiding principles for government response.  This 
does not diminish the need for real assistance from the government.  The Committee 
favours reductions in the overall social rents paid by the industry through various 
taxes, stumpage and other government controlled costs rather than tax credits.     
 
It is important for the Provincial Government to be aware of the stimulatory 
measures employed by other jurisdictions, which include tax credits, loan guarantees 
and direct grants.  These include the recent Forest Industry aid packages in Ontario 
and Quebec; moves that reinforce the need for well structured government action 
before a crisis point is reached.   
 
Small Business Tax 
 
The Pulp & Paper IAC is comprised of large companies and will defer to other IAC’s 
on Small Business taxation. 
 
This committee appreciates the opportunity to put these vital recommendations 
forward to government and welcomes any questions. 
 
Respectfully Submitted, 
 

 
Russell J. Horner 
Chair - Pulp & Paper Industry Advisory Committee 
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BBCC  CCOOMMPPEETTIITTIIOONN  CCOOUUNNCCIILL  
Pulp & Paper Industry Advisory Committee 

 
October 13th, 2005 
 
BC Property Taxes: Impact on the BC Pulp & Paper Industry 

Executive Summary 
 
Major Industry property taxes in BC are significantly higher than competing North American 
jurisdictions.  BC Pulp & Paper producers pay total property taxes that are higher than the 
provincial average resulting in property tax costs per Tonne that rank among the highest in North 
America.  These high property tax costs arise from the disproportionate burden of municipal taxes 
that Pulp & Paper facilities bear.  The BC Assessment Authority process provides no real protection 
for Major Industry as municipalities have increased rates when assessment values declined in order 
to maintain or even increase revenue.  When assessment values increase, municipalities have kept 
rates unchanged and collected windfall revenue for which no additional services are provided.  The 
result: egregious taxation by municipalities with no functional mechanism for appeal or relief, a 
reality that is a significant disincentive to investment in the province.    
 
BC’s Pulp & Paper communities have traditionally extracted enormous value from the industry; 
however profitability has virtually disappeared over the past two decades and the industry can no 
longer support such high social rents.  Relief is required to help restore profitability and motivate 
the reinvestment required to rebuild the BC industry.  A 50% reduction in Major Industry property 
taxes and real protection for the future is required as a first step in the process. 
 
Introduction 
 
This paper is submitted by the Pulp & Paper Industry Advisory Committee (IAC) in response to the 
BC Competition Council’s request for input on taxation issues dated October 6th, 2005.  The Pulp & 
Paper IAC has compiled extensive data on property taxes in British Columbia; the following 
submission covers the impact of these property taxes on the Pulp & Paper sector in BC.  
 
Current Situation 
 
BC property taxes are not competitive with other North American jurisdictions 
 
BC property taxes are high relative to other jurisdictions both in Canada and the USA.  The average 
Major Industry tax rate of 5.13% is over twice that of Alberta and is far higher than the average 
urban and rural rates in the USA.  The ratio of the Major Industry rate to the Residential rate is 
extremely high in BC at a staggering 4.2 times the Residential Rate.  This ratio is far lower in 
competing jurisdictions such as Alberta and Rural USA at 1.30 and 0.86 respectively.  Exhibit 1 
details BC’s competitive position versus other regions. 
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Exhibit 1 – Summary of Rates in Key Jurisdictions 
2003

Residential Major Industry
USA Rural 1.52                 1.30                 0.86                 
USA Urban 1.18                 1.68                 1.42                 
Alberta 1.68                 2.18                 1.30                 
Nova Scotia 1.48                 3.68                 2.49                 
BC 1.22                 5.13                 4.20                 
Ontario 1.58                 6.50                 4.11                 

Major Industry 
Ratio

Average Tax Rates

Source: Bish, Robert. 2003. Property Taxes on Business and Industrial Property in British Columbia: Comparisons and 
Business Climate Observations. Working Paper #11, Local Government Institute, School of Public Administration, 
University of Victoria 

Note: Rates inlcude Municipal, District, Hospital, School & Other Property Taxes

 
 
The Major Industry rate in Pulp & Paper municipalities is above the BC average 
 
While the BC average taxation rate for Major Industry is already high at 5.13%, the average rate in 
Pulp & Paper municipalities is higher still at 6.38%.  Municipalities with Pulp & Paper operations 
are burdening their Major Industry base more heavily than other municipalities in the province as 
demonstrated in Exhibit 2. 
 
Exhibit 2 – BC Pulp & Paper Municipalities – Major Industry Rate and Quartile 

Castlegar 4.75%
Mackenzie 4.82%
Delta 4.85%
New Westminster 4.92%
Burnaby 5.09%
Nanaimo 5.50%
Port Alice 5.66%
Prince George 5.97%
Prince Rupert 6.24%
Chetwynd 6.31%
North Cowichan 6.40%
Powell River 6.59%
Coquitlam 6.79%
Squamish 6.97%
Kitimat 7.02%
Taylor 7.02%
Quesnel 7.17%
Campbell River 7.50%
Kamloops 8.63%
Port Alberni 9.43%

BC Property Tax Rates
Pulp & Paper Industry Locations by Quartile

Q4

Source: Bish, Robert. 2003. Property Taxes on Business and Industrial Property in British 
Columbia: Comparisons and Business Climate Observations. Working Paper #11, Local 
Government Institute, School of Public Administration, University of Victoria 

Q2

Q3

Municipality
Major Industry 

Rate
Quartile
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BC property taxes per Tonne are among the highest in North America 
 
A recent Price Waterhouse study of North American Newsprint production costs indicates that 
producers in BC pay far more in property taxes on a per-Tonne basis than producers in other North 
American jurisdictions.  Newsprint producers in BC pay 2.4 times more property tax per Tonne 
than US competitors and 2.1 times more than Central Canada.   
 
Exhibit 4 – Property taxes per Tonne of Newsprint Production – By City, 2004 

2004 Property Taxes by City

-

5.00

10.00

15.00

20.00

25.00

30.00

United
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Atlantic
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Canada

BC &
Alberta (ex
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HS)

Howe
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PRD
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PPPC Newsprint Study All Products Actual costs

Adjustment 
for machine 

down

 
(Note: The BC & Alberta total excludes Howe Sound Pulp & Paper and Catalyst Paper but includes Abitibi 
Consolidated’s Mackenzie Newsprint operation – with Abitibi Consolidated removed Alberta costs would be 
approximately 50% of BC levels.) 
 
Major Industry is paying a disproportionate burden of municipal taxes 
 
It is commonly argued that many municipalities with Pulp & Paper operations have smaller 
population bases and therefore lack economies of scale.  While this can be a reasonable argument, 
Pulp & Paper municipalities in BC currently over-burden major industry in order to charge 
artificially low rates to residential taxpayers.  18 of 20 Pulp & Paper municipalities collect higher 
property taxes per capita than the provincial average.  Of the 18, 13 are shifting burden to non-
residential taxpayers in order to collect below-average property taxes from residential taxpayers.  
The relative position of each Pulp & Paper municipality is shown in Appendix A. 
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The Major Industry share of municipal tax payments exceeds 30% in 12 of the 20 Pulp & Paper 
communities in BC.  On average, these 12 municipalities collect 58% of their revenue from Major 
Industry.  As shown in Exhibit 3, the share of taxes paid by Major Industry is as high as 85% and 
averages 39% in the Pulp & Paper municipalities of British Columbia. 
 
Exhibit 3 – Major Industry Share of Municipal Tax Revenue in Pulp & Paper Municipalities 
Pulp & Paper Municipalities
Major Industry Share of Municipal Tax Revenue
2004 Taxation Year - Municipal Taxes Only

Major Industry Share of  
Municipal Taxes (%)

Major Industry Share of 
Total Assessed Value (%)

Port Alice 85.2                                     46.2                                        
Kitimat 79.1                                     35.4                                        
Chetwynd 73.7                                     40.3                                        
Taylor 72.2                                     45.6                                        
Mackenzie 66.8                                     40.1                                        
Quesnel 65.7                                     22.8                                        
North Cowichan 51.3                                     6.6                                          
Castlegar 48.8                                     17.4                                        
Powell River 45.1                                     12.5                                        
Port Alberni 43.2                                     11.2                                        
Prince Rupert 35.0                                     21.5                                        
Campbell River 32.8                                     6.1                                          
Squamish 24.0                                     3.4                                          
Prince George 17.6                                     5.9                                          
Kamloops 9.0                                       1.5                                          
Delta 8.0                                       2.0                                          
Nanaimo 7.1                                       2.0                                          
New Westminster 6.9                                       1.6                                          
Burnaby 3.8                                       0.4                                          
Coquitlam 1.3                                       0.1                                          
Average 38.8                                    38.8                                       

Data Source: BC Government Infrastructure and Finance Website  
 
Non-Residential taxpayers pay a 38% higher proportion of municipal taxes in Pulp & Paper 
Municipalities: residential taxpayers pay only 49.7% of taxes in Pulp & Paper municipalities versus 
68.4% in municipalities without major industry.  
 
Exhibit 4 – Relative burden of Residential vs. Non-Residential Taxpayers 
2004 Taxation Year - Municipal Taxes Only

Residential
Non-

Residential Total Residential
Non-

Residential
Pulp & Paper Communities 304,778 308,848 613,626 49.7% 50.3%
Other Industrial Communities 579,671 500,610 1,080,281 53.7% 46.3%
Non-Industrial Communities 387,886 178,846 566,732 68.4% 31.6%

All BC 1,272,335 988,303 2,260,638 56.3% 43.7%

Taxes Paid (000's) Share of Taxes Paid

Data Source: BC Government Infrastructure and Finance Website  
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Declining assessed values have not reduced the burden on the Pulp & Paper industry 
 
Assessed values have been declining in the BC Pulp & Paper sector due to aging assets and 
declining re-investment (a result of poor profitability.)  Despite these declining assessment values, 
the BC industry has received no relief from its tax burden.  In British Columbia, the BC 
Assessment Authority is mandated to provide impartial and consistent assessment of property 
values.  This assessment approach is intended to provide protection for taxpayers, however in the 
case of Major Industry, and Pulp & Paper in particular, no real protection exists.  As industrial sites 
depreciate or are partially shut down, assessment values fall.  In this case, many municipalities 
increase the tax rate to ensure a consistent cash flow from major industry regardless of the declining 
assessment value.  When assessments increase, due to re-assessments by the BC Assessment 
Authority or major capital investment municipalities generally do not lower their rates, but rather 
use the additional income as windfall revenue – even when no additional services are provided to 
the industrial site. 
 
Overall, major industry assessments in Pulp & Paper municipalities (in which assets are currently 
operating) have declined by 2.3% between 2001 and 2004.  Over the same period, municipal taxes 
paid have increased by 3.2% due to a rate increase of 5.6%.  An Industrial Tax Analysis report 
prepared by the Ministry of Community Services for the Premier’s task force on community 
opportunities confirms this analysis.  “The tax rates levied on properties in the Major Industry class 
rose steadily between 1986 ($17/1000) and 2004 ($40/1000).  With decreases in assessment over 
the same period, municipalities may have relied on tax increases to retain their revenue base for 
Major Industry.”  A chart from the report demonstrates this increase over time: 
 
Exhibit 5 – Weighted Average Municipal Tax Rate for Industrial Property in BC 

Weighted Average Municipal Tax Rate for Industrial Property 
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The Major Industry tax burden is not consistent with services received 
 
A KPMG study: “Study of Consumption of Tax-Supported City Services” commissioned by the 
Vancouver City Council in 1995 determined that 71% of the City’s services were consumed by 
residential users.  The remaining 29% of tax-supported city services were consumed by non-
residential users including commercial, light industrial and major industrial users (largely ports in 
Vancouver’s case.)  While municipalities differ, it is clear that the 50.3% of municipal taxes paid 
by the non-residential classes in Pulp & Paper communities is not representative of services 
consumed.   
 
BC’s high property tax rates are a disincentive to new investment 
 
High property taxes have a significant impact on new investment decisions as they influence the 
real cost of an investment.  BC’s pattern of heavily burdening major industry once a significant 
capital investment has been made also represents a major disincentive. 
 
The upgrade of one Papermachine to a value added grade such as Lightweight Coated or SCA 
would result in approximately $22MM in real property improvements that would attract property 
tax.  Over ten years this investment would incur $11.3MM in property taxes at the average rate for 
BC Pulp & Paper municipalities.  This represents a 51% tax on the investment over ten years in BC 
versus 13 to 17% in other jurisdictions.  Even at the BC average rate of 5.13% the effective 10-year 
tax is 41% (see Exhibit 5.) 
 
Exhibit 5 – Property Tax on a New Investment – 2003 
Cumulative Effect of Property Tax on a New Investment
$22,000,000 Buildings & Improvements Capital Investment, Depreciated at 5%/yr

USA 
Average

Alberta 
Average

Nova 
Scotia 

Average
BC 

Average

BC Pulp & 
Paper 

Average
Ontario 
Average

Property Tax Rate 1.68% 2.18% 3.68% 5.13% 6.38% 6.50%
10-Year Property Taxes (000's) $2,966 $3,849 $6,497 $9,057 $11,264 $11,476
Cumulative Tax on Investment 13% 17% 30% 41% 51% 52%

Property  Tax Rate Source: Bish, Robert. 2003. Property Taxes on Business and Industrial Property in British Columbia: Comparisons and Business 
Climate Observations. Working Paper #11, Local Government Institute, School of Public Administration, University of Victoria 
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Conclusion 
 
Property taxes in BC are high compared to other North American jurisdictions and property taxes in 
BC’s Pulp & Paper municipalities are higher still.  13 of 20 municipalities with Pulp & Paper 
operations are using high major industry taxes to subsidize below-average tax rates for residential 
taxpayers.  Today’s high property taxes are hindering the cost competitiveness of BC Pulp & Paper 
producers which are already challenged by rising energy costs and a strong Canadian dollar. 
 
Beyond the near term competitive effects of high property taxes, BC’s current rates are a major 
disincentive to new investment or re-investment in the province.  The 2004 provincial average 
Major Industry rate represents a 45% tax on a given investment over the first ten years.  In addition, 
the past behaviour of municipalities (burdening captive major industry with high rates) creates 
uncertainty for investors.  Pulp & Paper investments must vigorously compete for capital; the costs 
and uncertainties of BC property taxation can mean the difference between proceeding with a major 
investment and abandoning it. 
 
There is no protection from unrestrained rate setting for Major Industry in BC.  The BC Assessment 
Authority process is intended to provide protection but has been rendered irrelevant by the 
unrestricted ability of municipalities to raise rates to counteract any reductions in assessed value. 
 
A 50% reduction in Major Industry property taxes is required to bring BC into line with competing 
jurisdictions.  This reduction in rates must be consistently applied province-wide and be of an 
enduring nature to ensure stability for investment decisions.  Immediate relief is needed for Major 
Industry in communities such as Kitimat, Mackenzie and Port Alberni where the largest disparities 
exist.   
 
A more equitable property taxation regime in BC is one of the vital first steps required to stabilize 
the Pulp & Paper industry in the province.  Beyond providing real cost savings for the industry, 
these moves would be a concrete demonstration of BC’s desire to foster a more favourable business 
environment for Pulp & Paper and other major industry. 
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Appendix A 
 

Municipal Taxes per Capita - All Property Classes
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BBCC  CCOOMMPPEETTIITTIIOONN  CCOOUUNNCCIILL  
Pulp & Paper Industry Advisory Committee 

 
October 17th, 2005 
 
PST Policy Changes – The BC Pulp & Paper Industry 

Executive Summary 
 
The Pulp & Paper industry is a vital component of the BC economy, generating 34,000 jobs 
province wide and sales of ~$6.9 billion annually.  The industry is a vital component of the overall 
Forest Industry of BC as the Solid Wood and Pulp & Paper sectors are mutually dependent.  The 
Pulp & Paper industry has earned less than half of its Cost of Capital over the past two decades and 
is in a state of decline.  Near term action is required to stop the downward trend and begin the 
process of rebuilding this vital component of BC’s forest economy. 
 
The Pulp & Paper Industry Advisory Committee (IAC) of the BC Competition Council 
recommends two near-term changes to PST policy: 
 

1) Eliminate PST on electricity purchases for industrial users 
2) Eliminate all applicable PST on Pulp & Paper industry capital expenditures 

 
These government actions are part of a longer term framework for rebuilding BC’s Pulp & Paper 
industry that will be outlined in the IAC’s final report to the BC Competition Council.    
 
Introduction 
 
This paper is submitted by the Pulp & Paper Industry Advisory Committee (IAC) in response to the 
BC Competition Council’s request for input on taxation issues dated October 6th, 2005.  The Pulp & 
Paper Industry Advisory Committee (IAC) has identified two PST policy changes to improve the 
competitiveness of the BC industry.  This position paper will detail the state of the industry in 
general terms and discuss the recommendations themselves.  The main report from the IAC, slated 
for completion in November, will include a more detailed view of the industry, the issues it faces 
and the framework for government response.  Alteration of PST policy is compatible with the 
framework for government response advocated by the committee. 
 
Current Situation 
 
The Industry 
The BC Pulp & Paper Industry is comprised of 23 operating facilities that manufacture products 
ranging from market pulp to high value magazine papers.  These 23 facilities have a capacity of 8.4 
million Tonnes annually with a sales value of ~$6.9 billion (38% of BC forest industry sales.)  In 
2004, capital employed was ~$9.6 billion and capital spending exceeded $250 million.   
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The Pulp & Paper industry directly employs 11,400 and generates an estimated 34,000 jobs 
province wide.  Total direct compensation and benefits is estimated at $870 million.  The industry 
pays among the highest wages in the province averaging $984/week, well above the provincial 
average of $694/week1.  Employment is spread throughout the province, primarily in rural areas 
that depend on the industry as their primary economic engine.  Employment in the Pulp & Paper 
Manufacturing sector2 overall has declined over 50% in less than ten years: from a peak of 24,200 
in 1995 to 11,900 in 20043.   
 
Interdependency of Solid Wood and Pulp & Paper Sectors 
The Pulp & Paper and Solid Wood sectors are mutually dependent: Pulp and Paper mills are 
dependent on residual fibre flows from solid wood, both as low grade logs and sawmill residual 
chips.  Pulp and Paper mills also consume hog fuel produced during the sawmilling process to 
produce process steam and power.  In turn, sawmilling operations are dependent on the consistent 
revenue stream (25 to 30% of mill revenue) derived from residual chip sales to Pulp & Paper 
producers.  Sawmills also benefit from the disposal of other by-products: hog fuel, sawdust and 
shavings.  The combination of the two industry sectors maximizes the value extracted from each 
log and cut-block and is the economic foundation of the Forest Industry in BC: one cannot survive 
without the other. 
 
Financial Performance 
The Pulp & Paper industry in BC is challenged by global and local factors that have resulted in 
Return on Capital Employed (ROCE) well below the industry’s cost of capital.  Market Pulp 
achieved a ROCE of 3.8% over the 19 years ending 2004.  Uncoated Mechanical Printing Papers 
earned $143MM during the past ten years: an estimated 0.6% ROCE.  Cost of Capital for the 
industry is 10 to 13% - the industry has fallen well short of this level.  Reinvestment is stagnant; 
Market Pulp & Uncoated Mechanical Printing Paper producers invested an average of only 3% of 
capital employed over the last 5 years4.    
 

                                                 
1 Source: Statistics Canada – 2004 SEPH data, courtesy BCStats 
2 North American Industry Classification System (NAICS) 2002 – Includes Converted Paper Product 
Manufacturing industry – estimated at 500 employees in 2004 
3 Source: Statistics Canada, Labour Force Survey (unpublished data) courtesy BCStats 
4 Source: PriceWaterhouseCoopers, “The Forest Industry in British Columbia 2004 Summary Tables” June 
2005 
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Figure 1 shows the 19 and 14 year ROCE performance of the Market Pulp and Uncoated 
Mechanical Printing Papers segments. 
 
Exhibit 1 

Pulp & Paper Industry in B.C. - Return on Capital Employed 
(ROCE)
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Market Pulp 
 
Coastal Market Pulp 
The coastal Market Pulp industry is not sustainable and is in near-term crisis.  In the absence of 
adequate ROCE, coastal facilities are running to generate cash.  The capital intensity and 
economies of scale of these facilities demand high operating rates which hide the underlying reality 
that these facilities are significantly challenged in the near term.  Reduced fibre costs due to the 
surplus of chips in the interior are partially counteracting low product pricing and the high 
Canadian dollar.  This committee expects 1 mill to shut down within 2-3 years (if not less) and 2 
further closures within ten years.   
 
Interior Market Pulp 
The interior Market Pulp industry, while stable in the near term, is not sustainable long term.  The 
interior currently has a surplus of fibre due to the Mountain Pine Beetle (MPB) Annual Allowable 
Cut (AAC) uplift and the increase in industry output after the expiry of the Softwood Lumber 
Accord.  Fibre prices are significantly lower as a result and are providing a near-term boost for the 
interior industry.  Once the MPB epidemic has run its course residual fibre supply will be 
significantly reduced.   
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Market Pulp is a large part of the solution for the Forest Industry in BC, particularly in the interior.  
The high volume of chips consumed for Market Pulp production is required to deal with the by-
product chips produced by the solid wood sector.  Energy uses may become economic over the very 
long term but will currently support a much lower fibre value than a viable pulp industry.  Market 
Pulp must attract the large capital investment necessary for asset renewal once existing assets 
become uneconomic.  This new capacity must be balanced with the evolving fibre supply realities 
of the province; ultimately the pulp industry will be smaller on the coast (medium term) and in the 
interior (post MPB.)  The interior of the province will continue to offer excellent fibre for chemical 
pulp production – albeit in lower quantities than today as the long-term effects of the Mountain 
Pine Beetle materialize.  
 
Uncoated Mechanical Printing Papers 
Mechanical Printing Papers are sustainable and BC offers the advantages of low cost power, good 
fibre and good market access.  While ROCE in the sector has been poor in recent years due to 
oversupply in Newsprint and import pressures, current capacity can be re-positioned into higher 
value-added products with appropriate capital investment.  BC’s advantages for mechanical 
printing papers must be leveraged to attract the capital necessary to execute these investments. 
 
Conclusions 
 
The BC Pulp & Paper industry requires long-term, large-scale change to return to profitability and 
adequate ROCE – particularly in chemical pulp.  The first step is turn-around, which will require 
near term action to stop the decline of the industry before the balance between Solid Wood and 
Pulp & Paper is lost (critical mass.)  Some of these short term actions are detailed here, as PST 
policy is one of the tools the Provincial Government has at its disposal.  Longer term actions for 
both government and industry flow from these and other short term actions.  Exhibit 2 illustrates 
the concept for returning the BC Pulp & Paper industry to long-term viability which will be 
discussed in greater detail in the IAC’s final report.   
 
Exhibit 2 – BC Pulp & Paper: A plan for long-term viability 

Source: Jaakko Pöyry  Consulting
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Recommendations 
 
PST Exemption for Industrial Electricity Purchases 
 
British Columbia is currently the only Province in Canada in which full PST is collected on the sale 
of electric power for industrial uses.  Removing PST from industrial purchases of electricity would 
bring BC into line with the sales tax policy of other provinces and provide an even-handed, well-
targeted boost to the industrial sector of BC.  The Committee acknowledges that BC’s power costs 
are already among the lowest in Canada; however this is the type of action the government must 
take to help the industry return to profitability and re-invest in BC. 
 
BC’s low cost power is a key competitive advantage for the power intensive Pulp & Paper industry 
and was among the primary reason for early investments in the BC Paper industry.  Mechanical 
Pulps (aka CTMP) and Mechanical Printing Papers are particularly intensive electricity users due to 
the mechanical pulping process.  Exhibit 3 illustrates the relative energy intensity of key sectors: 
Paper is the most energy intensive of the sectors examined.  Market Pulp has a far lower exposure 
to energy as modern pulp facilities can be net producers of electricity; the typical BC Market Pulp 
facility is a net consumer of electricity.  In financial terms, a $10/MW-hr rise in electricity prices 
increases costs in the typical mill by: $25/tonne for CTMP* pulp, $20/Tonne for newsprint, 
$3/Tonne for NBSK** pulp and $2/Mbf for lumber.5   
 
Exhibit 3 – Sectoral Exposure to Energy Costs (and Canadian$) 
Sectoral Exposure to C$ and Energy Costs

Source: CIBC World Markets.  
 
Industrial purchases of electricity total ~$500MM per year according to Ministry of Finance 
estimates.  This suggests a cost reduction of $35MM for industry in BC, much of which will flow to 
the Pulp & Paper sector as a substantial user of electricity.  Four committee member companies 
paid a total of $15.3MM in PST on electricity used to produce Pulp & Paper in 2004 – these 
companies represent over half of BC’s Pulp & Paper capacity.    
 

                                                 
* CTMP = Chemi-Thermo-Mechanical Pulp – produced in BC but not covered in this paper 
** NBSK = Northern Bleached Softwood Kraft – referred to as “Market Pulp” in this paper 
5 Roberts, Don.  CIBC World Markets 
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PST Exemption for Pulp & Paper Capex 
 
The current PST exemption on manufacturing equipment applies to most of a given capital 
expenditure.  There is however a high administrative burden associated with these exemptions for 
both government and industry.  A blanket exemption on capital expenditures for Pulp & Paper 
assets would be beneficial to both parties if the process could be significantly streamlined.  This 
exemption would also improve the economics of the capital projects that are vital to the long term 
success of the Pulp & Paper industry in BC. 
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