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Summary

1.

Forestry Commission Wales (FCW) is both part of Forestry Commission
Great Britain (FCGB) and operates as the Assembly Government’s
department of forestry; as such FCW is sometimes referred to as a ‘virtual
division’ of the Assembly Government. FCW’s primary responsibility is to
deliver, alongside its partners, the Assembly Government’s forestry

objectives as set out in Woodlands for Wales (2001).*

The FCW delivers these objectives both through its direct management of
the Assembly Government owned estate (of 126,000 hectares or some six
per cent of Welsh land), and indirectly through its grant and licensing

functions.

Woodlands for Wales broadened the traditional forestry agenda to
encompass a range of social and environmental objectives. Recently the
Assembly Government decided to revise the original 2001 strategy, to reflect
a number of emerging priorities, particularly climate change.? Both FCGB and
FCW have expressed concern about the capacity of FCW to take on
significant additional responsibilities at a time when it is reducing staff

numbers.®

Funding for FCW comes from two main sources: the Assembly Government
and receipts from the sale of timber. Under what is known as a net deficit
funding arrangement, the level of funding provided by the Assembly
Government takes into account the estimated level of income FCW should
receive from timber sales. Timber prices are subject to significant fluctuations
and are likely to be affected by falling demand arising from current global
economic problems. While the Assembly Government may provide FCW with
additional funding to cover falling levels of timber income, the timing and

level of such additional funding is uncertain.

On the basis of a report prepared by the Auditor General for Wales,* we took
evidence from Trefor Owen, Director of FCW, and Huw Brodie, Director of

Rural Affairs and Heritage, Welsh Assembly Government, and Huw Davies,

! Woodlands for Wales is the Assembly Government’s 50-year vision for trees and woodlands in Wales.

2 The Assembly Government received over 200 responses during the consultation period which closed on 14
October 2008. The revised strategy is scheduled for publication in late January 2009.

3 AGW report, paragraph 2.57

* Auditor General for Wales (AGW) report, Operations of the Forestry Commission Wales, November 2008



Head of the Rural Affairs Business Unit in the Welsh Assembly Government.
We examined whether FCW is well placed to deliver the Assembly
Government’s forestry objectives now and in the future. In the context of the
revised Woodlands for Wales strategy, we concluded that FCW now needs
to address a number of internal and external weaknesses to improve its

ability to maximise the long-term benefits of forestry for the people of Wales.

FCW’s internal management needs to be sharper to deliver better value for money

6. The role of forestry has significantly broadened in recent years, moving from
a commercial harvesting operation to serving a range of social, economic
and environmental objectives, and contributing to the Assembly
Government’s duty to promote sustainable development and to develop a
response to the challenge of climate change. We acknowledge that FCW
has successfully broadened its activities to reflect this diversified forestry
agenda at a time when its staff numbers have fallen. For example, it has
delivered a range of successful projects and delivered the National Windfarm
Programme. However, despite responding well to this broadening agenda, a
number of important areas remain in which FCW urgently needs to improve
its internal management arrangements.

FCW needs to articulate a clear strategy and communicate it effectively to its
staff

7.  There are organisational tensions within FCW which centre on two main
issues. Firstly some staff feel that FCW has developed a top heavy structure
with a preponderance of higher grade office based staff, at the expense of
front line administrative and forestry staff.> More importantly, however, FCW
staff do not have a shared vision about the future direction of the
organisation, with staff expressing divergent views about the extent to which
FCW should deliver non traditional forestry objectives, such as those related
to social forestry (for example, using the forestry estate as a focus for

community development initiatives).

8.  This cultural split is in part due to the absence of a clearly articulated
corporate direction, which also creates some difficulties around the
performance management of individual staff. The Auditor General reported

that, in the absence of a clear set of corporate priorities, some line managers

> AGW report, paragraph 2.60



experienced difficulties explaining to staff why they should be carrying out

certain activities and not carrying out other kinds of activities. Performance

management has also been hampered by the failure to consistently align

individual staff objectives with corporate priorities. More effective change

management, line management and internal communication will be important

elements of ensuring that all staff understand their personal role in delivery

the revised Woodlands for Wales objectives. It will also be essential to

ensure that the revised strategy clarifies the core purpose of FCW.
FCW’s approach to resource management has not been sufficiently long-term
and core business processes are weak, which is to the detriment of value for
money

Although FCW has consistently delivered its financial targets, weaknesses in

core business processes mean that FCW has been unable to develop a

longer-term, more strategic approach to managing its resources. This

compromises the value for money achieved from the significant amount of

Welsh land managed by FCW, particularly because:

e business planning is financially driven and is based on rolling forward historical
patterns of services, rather than explicitly reflecting FCW'’s strategic objectives;

e FCW does not carry out medium to long-term financial planning, as its financial

plans do not extend beyond a three year period;

e FCW has not developed a costed capital programme and has consequently been
unable to access Assembly Government capital funding to support its strategic

objectives;

e FCW is developing a procurement strategy and improved capacity to address
weaknesses arising from reactive procurement activity which is weighted towards

the year end because of uncertainty about levels of income;

e estates management has not been strategic: FCW recognises the need to
undertake a review of whether all of its £6m estate is needed and whether its

estate is in the right location; and

e thereis a need for FCW to clarify its approach to maximising the income it
generates from the significant amount of land it manages, which should focus on

opportunities beyond timber sales.



10. FCW's reliance upon timber income and uncertainty about whether and to
what extent the Assembly Government will provide additional income to
cover falling levels of timber income explains in some part these
weaknesses. However, the funding mechanism is not a sufficient explanation
for such weaknesses and could indeed be seen as a strong imperative to

take a more strategic approach to resource management.

11. At atime when staffing levels in FCW Scotland and England have risen,
FCW has seen staffing levels fall and it expects further reductions in staff

numbers over the next three years.

12. FCW has developed a Staffing Action Plan to ascertain staffing requirements
over the medium-term. While the Director of FCW acknowledged that FCW
had sufficient staff to deliver current requirements, he and the Assembly
Government Director recognised that FCW will not have the capacity to
deliver any additional requirements, should it be expected to do so under the

revised Woodlands for Wales strategy.

13. Recently FCW has relied upon EU Objective One funding to resource core
aspects of its business. FCW has resourced its community development
work through the European Union (EU) funded Cydcoed programme, and
has developed the wood as fuel sector through the EU funded Wood Energy
Business Scheme (WEBS). Funding for both these programmes ended in
2008. While we welcome the fact that FCW has been able to retain the
majority of staff working on these programmes, we consider it a risk that
these core aspects of business have been so heavily reliant upon short-term
external sources of funding.

The current economic climate may exacerbate management weaknesses further

limiting the effective management of trade-offs between potentially competing
objectives

The Assembly Government and FCW have not developed a management framework
for forestry that captures the cross-cutting strategic direction and allows the
effective management of trade-offs between potentially competing objectives

14. Both FCW and the Assembly Government recognised that the original
Woodlands for Wales strategy did not fully capture the trade-offs that would
need to be managed to deliver its objectives. This was compounded by
FCW's inability to assess its performance in delivering the Assembly

Government’s strategic agenda for forestry because corporate and Key



26.

27.

28.

29.

30.

We are further encouraged by Mr Owen’s ambitions to develop innovative
ways of getting higher levels of community engagement, by making

woodlands the sites for future social enterprises.’

FCW has created educational opportunities within the forest, primarily
through its delivery of the Forest Education Initiative and the ‘Forest School’
training programme.*® It has also enhanced the biodiversity of the forest
estate both through increasing the percentage of broad-leafed trees planted™®

and through its involvement in the Black Grouse Recovery project.?

FCW is working to develop new timber markets, in part through its financial
support to the Wales Forest Business Partnership (WFBP). The WFBP is a
business led partnership, which aims to both develop marketing strategies for
Welsh wood products and to stimulate research and development in the

timber industry.?

FCW has put in place a number of initiatives to encourage the greater use of
wood as a fuel, (including the EU funded WEBS?* and its successor
scheme).”® We welcome Mr Owen’s statement that FCW'’s sales to the wood
energy market are increasing, although the current position is that annually
FCW only sells 60,000 cubic metres of timber as fuel — out of total timber
sales of 770,000 cubic metres.?* We note FCW'’s continued focus on
supporting this market, which as acknowledged by Mr Owen, is in its infancy
and has the room to grow further.®

FCW has also facilitated the production of renewable energy, primarily
through its management, under a Section 41 agreement with the Assembly
Government, of the National Windfarm Programme. Once operational the six
sites will deliver 94 per cent of the Assembly Government'’s target of
generating 800 Megawatts of renewable energy from onshore windfarms.?
We welcome Mr Owen’s focus on achieving this target. We also note his

assertion that in delivering such operational capacity from only 57 per cent of

" Annex A, paragraph 42

8 AGW report, paragraph 1.20 and Case Study C
9 AGW report, paragraph 1.22 and Figure 4

20 AGW report, paragraph 1.21 and Case Study D
2L AGW report, paragraph 1.32

22 AGW report, paragraph 1.28

% Annex A, paragraph 101

4 Annex A, paragraph 76

% Annex A, paragraph 76

% Annex A, paragraph 27



the land covered by the Strategic Search Areas,?” FCW is punching above its
weight in terms of delivering renewable energy for Wales from onshore

sources.?®

31. Inregard to the National Windfarm Programme, we also commend FCW'’s
robust procurement processes, as demonstrated by the fact that FCW
successfully defended the windfarm tender process against a claim that it
should be subject to judicial review on the basis that FCW’s procedures had

been flawed, irrational and unfair.?°

32. The Committee was also pleased to hear of the various ways in which, since
devolution, FCW has used the potentially complex governance arrangements
under which it is both a part of FCGB and a ‘virtual division’ of the Assembly
Government.*® Mr Owen told us that paradoxically, since devolution, FCW
and the Forestry Commissions in England and Scotland have more worked
more effectively together to jointly develop operational practices and share
good practice.** He also emphasised that FCW has ensured that Wales has
its fair say in the delivery of joint services, such as Human Resources and
Information Technology.*

33. Mr Brodie made a similar point, asserting that, since devolution, FCW has

developed a greater role in developing the research agenda of FCGB.*

34. Mr Owen also stated that FCW has used the current arrangements to play its
part on the world stage.**

35. While it is clear that FCW has made significant steps in delivering against a
broadening agenda, the Assembly Government is currently revising its vision
of what it expects FCW to deliver in the future. This, Mr Brodie told us,

makes the Auditor General's report particularly timely and constructive.*

*" The Assembly Government's Technical Advice Note (TAN) 8 concluded that onshore wind farms should
be restricted to seven specific areas, known as Strategic Search Areas.

8 Annex A, paragraph 25

2 Annex A, paragraph 24 and AGW report, paragraph 1.25

%0 AGW report, paragraph 1.33

3L Annex A, paragraph 16

% Annex A, paragraph 16

3 Annex A, paragraph 17

% Annex A, paragraph 15

% Annex A, paragraph 10



FCW’s internal management needs to be sharper to deliver
better value for money

FCW needs to articulate a clear strategy and communicate it effectively to its staff

36. The Auditor General identified a perceived lack of clarity amongst some staff

about organisational priorities®® creating cultural challenges and

organisational tensions within FCW.*" This situation is likely to reflect the

changed and changing remit under which FCW operates and the broader

social, economic and environmental objectives it has been set under

Woodlands for Wales, as tensions centred upon the extent to which FCW

should engage in activities beyond the production of timber.* Clarifying the

purpose and priorities of FCW will be vital to securing optimum value for

money from the six per cent of Welsh land it manages.

37. There was also a perception amongst some staff that FCW has developed a

top heavy structure at the expense of administrative and traditional front line

forestry staf

f.39 Consequently FCW needs to improve internal

communications to ensure that all staff have a clear understanding of the

organisation’s objectives and their role in achieving these.*

38. We agree with Mr Brodie that effective internal communication in times of

change is essential and welcome the following steps that FCW is taking to

improve its internal communications to address weaknesses highlighted by

the Auditor General’s report.*!In particular FCW:

is developing a communications plan to support the launch of the revised
Woodlands for Wales strategy;

has created a communications forum of key opinion formers at middle
management level to work with its communications team to identify practical

things which can be done to ensure effective internal communication;
has decided to publish its staff newsletter bimonthly, rather than periodically; and

now publishes the decisions of its management board within 48 hours.*

% AGW report, paragraph 2.2, Figure 7 and Appendix 4
37 AGW report, paragraphs 2.3, 2.4 and 2.59

% AGW report, paragraph 2.59

%9 AGW report, paragraph 2.60 and Appendix, Figure 2
0 AGW report, paragraph 2.62 and Appendix 4, Figure 2
*L AGW report, Recommendation 13

*2 Annex A, paragraphs 105 to 106



39. We note Mr Brodie’s optimism that Mr Owen and his team, through some of
the mechanisms outlined above, will be able to effectively communicate to all
staff (including those who believe that FCW should focus solely on planting
and harvesting trees) the need for forestry to deliver a range of social,

economic and environmental objectives.*®

40. Mr Owen explained that those revising the Woodlands for Wales strategy
have spent a lot of time thinking about the outcomes they wish to see for
forestry in Wales.** The revision of Woodlands for Wales provides a number
of opportunities to improve communication and the management of individual

staff so that they more clearly understand FCW'’s strategic direction.

41. There is a need for FCW to improve the performance management of
individual members of staff, particularly in terms of setting individual
objectives. While there are clear links between the personal objectives of
senior members of staff and FCW’s corporate objectives, this approach has
not been consistently cascaded to staff of other grades. Some managers
reported that the absence of a clear set of corporate priorities makes it
difficult to manage staff as they are unable to articulate to staff why they

should be doing some things and not doing others.*

42. The Auditor General reported that FCW'’s recently developed Policy and
Programme team will play a central role in the process of developing a more
robust corporate approach to performance management. This team is tasked
with both developing a clear corporate direction and ensuring that individual
forward job plans reflect this agreed approach.*®

FCW’s approach to resource management has not been sufficiently long-term and

core business processes are weak, which is to the detriment of value for money.
FCW has met key statutory financial targets

43. The Assembly Government agrees with FCW a budget for three years based
on forecasts of FCW's likely timber income which is highly volatile due to
fluctuations in market prices. In 2007-08, FCW received £22.3 million of its
annual £45 million turnover from the Assembly Government. FCW generates

around £9 million annually from timber sales. FCW also receives funds from

3 Annex A, paragraph 109

* Annex A, paragraph 51

> AGW report, paragraph 2.8
*® AGW report, paragraph 2.8



European grant schemes.*” Mr Owen told us that FCW tried to keep running
costs within the agreed budget.*® His commitment to this goal is
demonstrated by the Auditor General’s finding that FCW met its key statutory
financial targets in 2006-07 and 2007-08.%°
Weaknesses in core business processes have hindered the development of a longer

term approach to achieving value for money from FCW’s management of its
resources

44. The Committee is however concerned that FCW has been operating with
(and continues to operate with) significant and longstanding weaknesses in
its core business processes, to the detriment of value for money. Despite the
long-term nature of the forestry business, FCW’s approach to financial
management is short-term and its core business processes do not

consistently support the delivery of its strategic priorities.50

45. Consequently, we welcome the fact that the Minister is currently engaged in
following up a recent consultation exercise to look fundamentally at what the
Assembly Government is trying to buy through the 6 per cent of Wales’s land
area which FCW manages on its behalf.>* One element of this process
should be to clarify FCW'’s approach to maximising the income it generates
from the significant amount of land it manages, which considers opportunities

beyond timber sales.

46. Business planning is short-term and driven by financial rather than strategic
considerations, and FCW has not developed a corporate business plan
linked to its corporate strategy.*? Financial planning is short-term and poorly
linked to strategic objectives with no medium-term financial planning beyond
the three year budget cycle.”® Spending is heavily weighted towards the end
of the financial year as FCW waits for greater certainty regarding its timber

income.>*

47. There have been particular problems with procurement and asset

management, which have led to a short-term approach to capital investment.

*” AGW report, paragraph 2.19

8 Annex A, paragraph 94

*9 AGW report, paragraph 1.7 and Appendix 3, Figure 3

% AGW report, summary paragraphs 11 and 12 and Annex A, paragraph 65
L Annex A, paragraph 10

2 AGW report, paragraphs 2.5 to 2.7

>3 AGW report, paragraph 2.29

> AGW report, paragraph 2.23 and Figure 12



48.

49.

50.

FCW does not have a medium—term, costed capital programme in place.
This has been a barrier to applications for capital monies from the Assembly
Government and has led to capital expenditure which is reactive rather than

planned.>®

Procurement is sometimes undertaken at a unit or district level with little
central coordination and use of procurement expertise. This has led to an
approach which is not joined up and which fails to achieve economies of
scale. We were pleased to hear that FCW has now recruited a procurement
specialist to address the procurement issues inherent within the

organisation.>®

There has also been an absence of strategic estates planning. Unlike in
Scotland, FCW and the Assembly Government have not agreed a clear
corporate strategy for repositioning of the forest estate to better achieve
FCW'’s objectives. Moreover, under the current funding arrangement, FCW is
unable to utilise any receipts from sales beyond the year of disposal which

further hinders the repositioning of the forest estate.”’

Mr Owen reported that in the past, the stop/start capital situation has almost
been used as an excuse not to plan. He has commissioned a piece of work
to develop an asset management strategy for the £6 million built estate on
FCW land to ensure that those assets are fit for purpose; this will produce an
Asset Management Plan, which FCW does not currently have, to determine

whether assets are needed and/or are in the right place.*®

Levels of staffing are falling and may compromise the effective long-term running of
the business if FCW is asked to deliver additional responsibilities

51.

52.

Staff numbers have fallen in FCW between 2004 and 2007 whilst numbers in
the Forestry Commissions in England and Scotland have increased. FCW
expects numbers to fall further over the next three years, while in England

and Scotland they will continue to rise.>®

The Auditor General reported that staff at FCW and FCGB have expressed

concern regarding FCW'’s ability to accommodate a further broadening

5 Annex A, paragraph 78 and AGW report, paragraph 2.33
5 Annex A, paragraph 60

> AGW report, paragraph 2.34

% AGW report, paragraph 2.33

¥ AGW report, paragraph 2.56



53.

54.

55.

agenda without additional capacity.®® Mr Owen told us that, while he is
confident that FCW has the levels of staff and expertise needed to run the
current business, FCW does not have the capacity, and possibly the
capability, within the current settlement to take on additional
responsibilities.®> Mr Owen also reported that in recent years FCW has not
been able to fill existing vacancies due to the budget settlement with the

Assembly Government, which has flat-lined for three years.®?

We are pleased that FCW has put in place a staffing action plan for Wales.
However, we are concerned that staff do not share the view that the current
capacity of the organisation is sufficient and consider there to be a risk that

staff are under pressure to deliver within existing resources.®®

In addition, the Auditor General reports a lack of succession and contingency
planning within the organisation. As a small organisation, reliant on a
relatively small number of staff, clear succession and contingency planning is

key for the longer term continuity of the business.®*

When finalised, the new Woodlands for Wales strategy should be clearly
linked to workforce planning to ensure that over the long-term FCW has the

necessary levels of staff and expertise to deliver its objectives.

FCW has relied on short-term EU funding for key projects without clear exit
strategies

56.

FCW has in recent years been successful in drawing on EU funding streams
to deliver core aspects of its business such as community development
(through the successful Cydcoed programme®®) and the use of wood as a
fuel (through the WEBS). These EU funds are time-limited and ended in
2008.%° Mr Owen noted that FCW have been maintained the majority of staff
employed under these projects, but also highlighted lessons FCW had
learned from mistakes in having to use some baseline resources to ensure
the delivery of some of the early Objective 1 projects.®’ However given that

the funding FCW relied upon to deliver these projects came to end in 2008, it

% AGW report, paragraph 2.57

®> Annex A, paragraph 95

%2 Annex A, paragraph 94

83 AGW report, paragraph 2.58 and Figure 24

4 AGW report, paragraph 1.41

% Annex A, paragraphs 39-40

 AGW report, paragraphs 1.18, 1.20 and Case Study B
8" Annex A, paragraph 101



is important that FCW develops costed plans for continuation of these
projects, if ongoing evaluation suggests their effectiveness. In addition, FCW
needs to ensure that all future projects have fully costed bids and clear exit

strategies from the outset.

The current economic climate may exacerbate management
weaknesses further limiting the effective of trade-offs between
potentially competing objectives

The Assembly Government and FCW have not developed a management framework
for forestry that captures the cross-cutting strategic direction and allows the
effective management of trade-offs between potentially competing objectives

It has been difficult for FCW to set clear strategic priorities because of a lack of
clarity in the original Woodlands for Wales strategy

57. We were interested in why the Auditor General found that, some seven years
after the publication of the original Woodlands for Wales strategy, FCW had
not developed clear strategic priorities which had, in turn, contributed to

internal tension and conflict. Mr Owen put this down to a number of factors:

e at the time of developing Woodlands for Wales FCW was engaging with
Government policy development in Wales for the first time since responsibility

was devolved from the UK Government to the National Assembly for Wales;®®

e Woodlands for Wales did not clearly identify the trade-offs that FCW was
expected to achieve between potentially conflicting economic, social and
environmental objectives, nor did it clearly articulate the practicalities of

delivering some of the stated objectives;®

e although the 2001 strategy was successful in the sense that it highlighted a
number of areas where FCW and woodlands more generally could play an
expanded role, rather than merely focusing on timber production. However as
pointed out by Mr Brodie it did not bottom out the hard choices and trade-offs

that needed to be made:™

% Annex A, paragraph 47
%9 Annex A, paragraph 48
© Annex A, paragraph 49



e that FCW has probably struggled to get the necessary commitment from other
parts of the Assembly Government to deliver Woodlands for Wales objectives;’*
and

e during the last seven years FCW has managed a number of projects delivered
through EU structural funds which has further stretched FCW'’s capability and
capacity.”

58. Clearly it is important to avoid a repetition of these problems in revising the
Woodlands for Wales strategy. In particular, FCW and the Assembly
Government need to ensure that there are more robust systems to support
the agenda and deal with emerging problems with greater dynamism and
speed.
FCW’s performance indicators are not effectively aligned with the strategic direction
for woodlands and forestry in Wales
59. The Auditor General reported that neither FCW'’s corporate performance
indicators nor key performance indicators (KPIs) are currently aligned to the
Woodlands for Wales strategy. This makes it difficult to track the progress

made by FCW in delivering against the key forestry strategy for Wales.”®

60. We agree with the Auditor General that a key priority for FCW is to align its
corporate plan with the Assembly Government’s Woodlands for Wales
strategy. The currently broad remit for forestry in Wales makes it particularly
important that FCW uses its corporate planning processes to identify (very
much more precisely than it has previously) how it is going to contribute to a

whole range of social, economic and environmental objectives for forestry.

61. Consistent with the Auditor General’'s recommendations for FCW to improve
its corporate performance management, we welcome Mr Owen’s plans to
synchronise FCW'’s corporate plan, KPIs and the intended outcomes of the
revised Woodlands for Wales strategy.’* He told us that he plans to have two
sets of indicators in future: a small number relating to the woodland strategy,
and a small number of business indicators that should not change too often

to allow tracking of business trends over time.”

" Annex A, paragraph 48

2 Annex A, paragraph 48

3 AGW report, paragraph 2.10
™ Annex A, paragraph 48

> Annex A, paragraphs 52-53



62. We asked Mr Brodie what the Assembly Government was doing to ensure
that it was well placed to assess FCW'’s performance in delivering the
Assembly Government’s strategic objectives for forestry. We note Mr
Brodie’s response that FCW'’s position as a ‘virtual division’ of the Assembly
Government means that it is not operating at arm’s length from the
Department for Rural Affairs in delivering the Assembly Government’s
strategic objectives for forestry.’®

FCW and the Assembly Government need to more effectively measure and manage

trade-offs between potentially conflicting objectives and interests

63. Woodlands for Wales sets out the range of social, environmental and
economic objectives FCW is required to deliver. The potentially conflicting
nature of these objectives means that FCW needs to both articulate and
achieve ‘trade-offs’ between these objectives. In other words, FCW needs to
prioritise across its objectives, with the likely effect that it will need to
articulate which activities it will carry out more and which activities it will carry

out less.

64. Staff also identified the need to clearly identify organisational priorities and
articulate trade-offs.”” Staff interpreted this failure to clearly articulate the
trade-offs as a lack of corporate direction and leadership. Mr Owen felt that
FCW'’s ability to do this had been hampered by the failure of the original
Woodlands for Wales strategy to clearly identify trade-offs.”® However the
Auditor General found that the following weaknesses in its core business
processes also impeded FCW'’s ability to do this:

e FCW'’s corporate plan (2005-06 to 2007-08) did not clearly establish FCW'’s

priorities, nor did it set out the associated resource requirements.’®

e Business planning within FCW is driven by financial considerations (rather than
strategic drivers), with business plans acting in effect as budgetary submissions
aimed at maintaining current services. This approach means that FCW is not well
placed to respond to a changing a forestry agenda by changing the balance of its

S Annex A, paragraph 55
" AGW report, paragraph 2.2
8 Annex A, paragraph 48
" AGW report, paragraph 2.2



activities— as business planning necessarily supports maintaining the status

quo.®°

e FCW does not carry out rigorous medium-term financial planning — in part due to
the Assembly Government’s net deficit funding arrangement. The absence of
such planning compromises FCW'’s ability to measure trade-offs between
potentially competing strategic objectives. For example, FCW does not have a
clear understanding over the medium-term of the impact on income were it to
reduce levels of timber production in favour of greater investment in the social

aspects of forestry.®*

65. More promisingly, the Auditor General also identified a number of ongoing
developments which should improve FCW'’s capacity to achieve the right
balance between the range of differing objectives. The Auditor General found
that the process of revising the Woodlands for Wales strategy should provide
FCW with the opportunity to explore and prioritise the trade-offs that it will
need to manage to deliver the Assembly Government’s various objectives for
forestry in Wales.®> Mr Owen told us that this was a second opportunity to do
better in bottoming out some of the key issues of practical delivery in the
woodlands strategy, signalling his determination to achieve better results this

time .83

66. We were therefore glad to hear from Mr Brodie that the Assembly
Government shares the Auditor General’s perspective. He told us about the
Assembly Government’'s commitment to use the process of revising
Woodlands for Wales to look fundamentally at what it is trying buy in terms of
public goods with the funding it provides FCW to manage six per cent of
Welsh land, and to examine future trade-offs to provide a clearer future
direction for FCW.®*

67. Other improvements identified by the Auditor General as likely to enhance

FCW’s capacity to manage trade-offs include:

¢ the introduction of Accounting by Objectives (ABO), which classifies programmes
and the resources needed to deliver them according to strategic objectives; this

8 AGW report, paragraph 2.5

8. AGW report, paragraph 2.29

8 AGW report, summary paragraph nine
8 Annex A, paragraphs 47-48

8 Annex A, paragraphs 10 and 49



should give FCW a better understanding of how it currently deploys its resources.
Going forwards we would expect ABO to better enable FCW to redirect

resources to meet a changing forestry agenda;®* and

e FCW:’s timber harvesting programme is underpinned by a five year production (or
harvesting plan) known as the U18. The U18 sets out what timber will be
harvested, when and by which method (for example, direct production or the
more profitable standing sales). In the future FCW intends to include a cash flow
prediction, based on the net discounted rate within the U18. This will enable
those developing U18s to understand the impact of changing levels of timber

production (in response to a changing set of agreed trade-offs) on income.°

Not all external stakeholders support the Assembly Government’s vision of forestry,
which highlights the risk of increased conflict if the strategic agenda changes
further

68.

69.

70.

Working with appropriate partners, FCW is required to deliver the Assembly
Government’s multi-purpose vision of forestry. Such diversity of purpose
necessarily means that FCW serves a variety of stakeholder groups

representing a range of interests.?’

The Auditor General found that these different groups had competing
expectations of FCW and held divergent views about the appropriate future
direction for forestry in Wales.®® Opinions were most divided about the extent
to which FCW should focus its activities on harvesting timber for its traditional
customers. The Auditor General also received some correspondence which
was critical of FCW'’s role in supporting the Assembly Government’s National

Windfarm Programme.®

Both Mr Owen and Mr Brodie also agreed that there was potential for conflict
between FCW and its stakeholders in the future. Mr Owen referred to

possible competition, which he viewed as healthy, between FCW’s traditional
timber customers and the wood-based renewable energy market, were FCW

to increase the amount of timber it releases for use as fuel.*
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71. Mr Brodie stated that some commercial stakeholders, such as those who buy
timber from FCW, feel threatened by the changing vision for forestry in Wales
and fear that in the longer term there will be an insufficient supply of timber to

support their businesses.*

72. Given the potentially conflicting needs of FCW's various stakeholders, we
welcome Mr Owen'’s statements about the processes FCW has in place to
ensure that it maintains good relationships with stakeholders, particularly its
commercial timber customers. As stated by Mr Owen, at the heart of FCW’s
approach to working with this group is the need to ensure that customers are
well informed about any changes in direction and that any such changes take
place gradually and represent a consistent approach to doing business so
that FCW sticks to what it says it was going to do.%? To support this
approach:

e FCW has published a marketing plan which clearly states the volume of timber
that it will bring to the market; and

e FCW has developed a long-term production forecast that looks 20 years ahead.*®

73. When asked about how the Assembly Government was supporting FCW in
managing changing expectations, Mr Brodie highlighted what he saw as the
strength of the face-to-face communications which exist between FCW and
commercial stakeholders and assured the Committee of his belief that Mr
Owen and his team would continue to make such communication a priority
so that external stakeholders understand any process of change determined
by the Minister.®*

The Welsh Assembly Government is not yet internally joined up in terms of

delivering cross-cutting themes relevant to forestry, such as climate change

74. Woodlands for Wales identified a range of social, environmental and

economic objectives for forestry, which included:

e using woodlands as a social and cultural asset for some of the most deprived
communities in Wales;

e promoting health through access to woodlands for all communities; and
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e conserving and enhancing the biodiversity of Welsh woodlands.®

75. Meeting such wide objectives requires effective joint working both across the
Assembly Government’s own departments and more widely across the
Welsh public service. Indeed Mr Owen identified the biggest challenge for his
organisation as developing an effective response to a broadening cross-
cutting agenda patrticularly related to climate change, which is relevant to so

many of the portfolios within the Welsh Assembly Government.®®

76. Mr Brodie concurred, stating that achieving value for money in the use of the
public pound required working in a joined up way to deliver across the whole
range of social, economic and environmental objectives.®’ There are clear
links between value for money from forestry and the wider sustainable
development agenda, reflecting the need to take a long-term view of the role
and potential impact of forestry in balancing social, economic and

environmental considerations.

77. Given such a broad-ranging role for forestry, which cuts across a number of
Ministerial portfolios, we were also interested in what the Assembly
Government was doing to ensure that its own departments were working
together effectively to deliver the cross cutting objectives of forestry. Mr
Brodie told us that the Assembly Government has introduced a Policy
Gateway process® to enhance its capacity to develop, at a strategic level, a
coherent governmental response to cross-cutting policy areas such as
housing, climate change, sustainability and energy generation.*®

78. Mr Brodie also told us that the Assembly Government used the Policy
Gateway process to develop the consultation document on revising
Woodlands for Wales.'® It is the Assembly Government’s intention to repeat
the Policy Gateway process when the draft strategy document has been

refined to reflect the consultation responses. Through this process, Mr Brodie
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assured us, the Assembly Government would be able to articulate the links
between departments, which are needed to deliver on those cross cutting

themes relevant to forestry.***

79. However the Assembly Government’s approach to meeting its own target of
generating 800 Megawatts of electricity from onshore windfarm

developments'®

made us question whether the Assembly Government’s
cross-cutting approach is fully effective in delivering this broader agenda. Mr
Owen told us that the installed capacity of the six bids to operate wind farms
across Wales would generate 752 megawatts (or some 94 per cent of the
Assembly Government's target of 800 MW).**® Given the shortfall in
capacity, we were interested in the Assembly Government’s plans to further
increase renewable energy from onshore wind developments to meet the
target. Mr Brodie told us that he was unable to give us any further information
about this, as this policy area was the responsibility of another Director (of
the Department for Housing, Environment and Sustainability).*** This
Director subsequently provided a note setting out how the Assembly
Government intends to ensure that within 20 years Wales can generate as
much electricity from renewable sources as it consumes. The note also
describes how the Assembly Government annually monitors progress
against the TAN 8 target and its intentions to revise this target upwards, as
part of developing an Energy Strategy for Wales. However, the note does not
identify what actions the Assembly Government will take to make up the

shortfall in meeting the TAN 8 target'®.

The current approach to funding has contributed to FCW’s short term approach to
managing its resources
80. FCW is funded via a net deficit funding arrangement put in place by the
Assembly Government. Under this arrangement, the Assembly Government
agrees a budget for three years with FCW based on the difference between
the total estimated budget for FCW and the estimated timber income that
FCW predicts that it will receive. FCW'’s timber income is volatile due to
prevailing market conditions and fluctuating timber prices. The Assembly
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