





Environmental Protection Authority
Audit Results

The Minister for the Environment engaged the
Victorian Environmental Protection Authority (EPA)

to perform independent, environmental audits of
VicForests' activities against the Code of Forest
Practice for Timber Production (1996). Each year,
since 2003, the audit findings are documented and
reported to the public. The figures used for this report
are from the 2005/06 audit of our operations. The
latest report for the audit conducted in 2006/07 was
not available at the time of publication of this report.
Initial findings from the EPA have indicated compliance
of 94% for 2006/07.

EPA Audit Results
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During 2005/06, the audits covered 36 coupes across
three selected VicForests' operation areas. In general,
a high level of compliance (greater than 90%) was
achieved in the following areas:

Coupe Planning

Wood Utilisation Planning

Landscape Values

Water Yield Protection

Habitat Trees

Litter Removal

Camp Maintenance Areas

Management of Area Exclusions and
Boundaries — Flora and Fauna

Reserved Area Protection — Buffers
Rainforest

Roading

Snig and Forwarding Tracks.

The auditors identified a number of non-compliances
during the 2005/06 audit. VicForests has worked
towards improving VicForests’ operations as

shown below.

EPA Observations and VicForests Remedial Actions.

Litter was frequently
observed

Included in the monthly
coupe monitoring and
added to VicForests’ risk
management system

Insufficient topsoil on
landings was observed
in some areas

Included in the monthly
coupe monitoring and
VicForests’ internal audit
program

Inadequate road,
boundary track and
snig track drainage
structures were found

Included in the monthly
coupe monitoring and
VicForests’ internal audit
program

The incorrect soil
erosion hazard was
recorded

Soils training conducted
for 82 staff and a check of
coupe plans included into
VicForests' internal audit
program

Buffer breaches by Included in the monthly

machines were observed coupe monitoring and
VicForests” internal audit
program

Insufficient buffer
and filter widths were
observed in some areas

Included in the monthly
coupe monitoring and
VicForests’ internal audit
program

The method of locating
coupe boundaries was
not defined in the
coupe plan

Coupe plan was amended to
record this description

Evidence of improper
wet weather use of
roads was observed

Included in the monthly
coupe monitoring and
VicForests’ internal audit
program



Customer and Stakeholder Engagement

VicForests’ relationships with customers, suppliers
and stakeholders underpins the basis for its
business success.

The complex nature of native forest policy and the
often competing expectations of the many players
involved present a challenge to the maintenance of
productive relationships.

In recognition of this, VicForests undertakes annual
surveys of customers and stakeholders to gauge
their views and perceptions of the organisation and
its performance.

While the results are often challenging, they continue
to provide significant impetus to drive change in the
way that the organisation undertakes customer and
stakeholder engagement. One outcome was the
development of a set of formal processes and tools for
engaging stakeholders. The survey process forms the
basis of an annual performance indicator.

Key Relationships
Customers

VicForests has commercial relationships with a large
number of customers across the timber-processing
sector in Victoria and New South Wales. Timber is
purchased under both administered and contractual
arrangements as well as established open and
competitive auctions. Customer relationships are
managed by the Sales and Marketing division.

Industry

The organisation also works closely with other parts
of the industry, including the Victorian Association
of Forest Industries, the Victorian Forest Harvest and

Haulage Contractors Association, and the National
Association of Forest Industries. VicForests sits on the
Forest Industry Council convened under the Owner
Drivers and Forestry Contractors Act 2005 and
VicForests’ CEO is the Deputy Chairman of Wood
Products Victoria.

Government

Many agencies of the Victorian Government have

an interest in forest management and policy. Key
relationships include the Department of Sustainability
and Environment, Department of Primary Industries,
Department of Treasury and Finance, Regional
Development Victoria, and Department of Premier
and Cabinet.

Sponsorships

VicForests is the major sponsor of the Victorian
Axeman’s Association and is committed to providing
suitable logs for local competitions. The Axeman’s
Association and wood cutting events at regional
shows is an important part of Victoria‘s heritage and
VicForests is pleased to support this sport. In addition,
VicForests contributes to many local sporting groups
and charities including:

Alexandra Ute Truck and Rod Show — Sponsorship
of the woodchopping events

Supply of logs for Royal Melbourne, Adelaide and
Regional Agricultural Shows woodchopping events

Orbost Snowy Rovers Football Club
Orbost Net Set Go!

Alpine Valleys Community Leadership Program
(AVCLP)

Australian Rural Leadership Foundation (ARLF)
Leadership forum 2007

Timber Communities Australia — Victorian Timber
Festival

Wangaratta Turf Club — Community Volunteer Race
Day — Race Sponsorship.

VicForests is also a major sponsor of the Design
Institute of Australia (Victorian Commercial Interior
Practice Group). Through this sponsorship, VicForests is
looking to work with timber processors and designers
to increase the use of natural, sustainable Australian
timber in design.



The introduction of mill door sales (MDS) in July 2006
has had a profound impact on IT systems and the
way that VicForests' invoices its customers and pays
its contractors under this new model.

The in-house built systems, used until now, had

to be extensively re-developed to accommodate

the requirements of MDS. This was a key business
requirement in the absence of a purpose built Supply
Chain Management System (SCMS) which is due to
come on-line in the 2007/08 financial year.

In addition to this, the past year has also seen
significant efforts directed towards:

Server upgrade and migration which involved a
technology refresh of hardware and software

Introduction of virtualisation technologies to
accommodate separate server environments for
production, staging and development requirements.
This initiative will also assist VicForests in delivering
business continuity and disaster recovery measures.
Virtualisation has also provided VicForests scalability,
upgradeability, flexibility and protection of its core
business systems and data with only a minimal
impact on the organisation’s infrastructure footprint’

Electronic production and transmission of
customer invoices

Development of systems to accommodate new
salvage operations as a result of the 2006/07
Alpine fires

Server infrastructure preparation for the new SCMS,
and development of interfaces for connectivity to
financial, spatial and database systems

Introduction of a GIS/Woodstock terminal server
to cater for power GIS users and for timber
resource analysis

Introduction of internal SharePoint system to
accommodate web-based collaboration and
electronic document management across the
organisation, particularly key in the area of SFMS
and compliance with AFS certification

Introduction of the recording and monitoring of
Coupe Monitoring Records (for AFS certification)

Deployment of a Risk Management system

Improvements to the Timber Release Plan approval
and notification processes

Improvements in the way potential issues associated
with each coupe are identified and recorded (i.e. the
‘coupe overlay’ process)

Monitoring and reporting on truck overloads

Development and deployment of analysis and
reporting tools. These tools are now relied upon
to provide greater accuracy in management and
Board reporting.

Virtualisation enables businesses to run multiple ‘virtual’ servers on one
physical server. Current day servers have a great deal of processing power,
memory and disk resources which can be idle for most of the day, even

on ‘busy’ machines. Virtualisation allows resource sharing among multiple
virtual machines, while running on one physical machine, delivering a high
level of responsiveness and performance.






Products

VicForests harvests around 23 different eucalypt tree
species from its operations. The four predominant
species by volume are Mountain Ash (Eucalyptus
regnans) 32%, Alpine Ash (E.delegatensis) 28%,
Messmate (E. obliqua) 12% and Silvertop Ash (E.
sieberi) 8%.

Prior to delivery, logs are graded and crosscut into
five main product types defined by diameter, length
and defect.

Pulplog — Logs unsuitable for processing sawn timber

E Grade Sawlog — Small Diameter Sawlogs
D Grade Sawlog — Standard Quality Sawlogs
C Grade Sawlog — High Quality Sawlogs

B Grade Sawlog — Premium Quality Sawlogs

VicForests requires all logs to be processed in Australia
and actively seeks domestic markets for pulplog.

Customers

VicForests supplies logs to 45 diverse timber processing
businesses. VicForests' customers range from small
specialty sawmills, operated on a part-time basis, to a
large world-scale pulp and paper mill.

VicForests' sawlog customers supply sawn timber

for packaging, building construction and value-
adding by furniture, flooring and joinery businesses.
Manufactured timber products are then sold to the
local, interstate and international markets. VicForests'
customers supply more than 50% of the hardwood
lumber consumed in Victoria each year. The sawmill
operated by ITC Timber Pty Ltd at Heyfield is the
largest hardwood sawmill in Australia.

End Product Value of Products Produced from B and C
Grade Sawlogs:

Flooring Medium Feature

Flooring Low Feature

Flooring High Feature

Framing and
Structural

Woodchip /

Sawdust

Joinery - Select

Joinery - Standard

Joinery - Merch

While Melbourne’s detached housing construction
rates are still the highest of any capital city, building
approvals have declined from a high of 26,000 in 2002
to a current level of around 19,000 per annum.




Building Approvals for Detached Houses
(MAT, July 1996 to December 2006)
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Stable market conditions for solid timber products
resulted in VicForests’ major sawlog customer,

ITC Timber Pty Ltd, reporting an increase in sales
revenue of $11.9 milllion ($61 million v $49.6
million) and an increase in sales of $3.5 million
($3.8 million v $0.3 million).

The combined pressures of open markets for sawlogs,
a downturn in the domestic construction market,

a high Australian dollar and increasing competition
from imported products saw the announcement

of closures of sawmills at Murrindindi, Broadford

and Toolangi during 2006/07. The rationalisation

of sawmills has led to greater volumes of timber
being processed by fewer companies, resulting in
improved economies of scale and in turn improved
the competitiveness in the sector.

During the year, significant new investments in
timber processing were announced or completed by
Dormit Pty Ltd (Swifts Creek), ITC Pty Ltd (Heyfield),
Australian Paper (Maryvale), McCormack Demby
Timbers Pty Ltd (Morwell), Midway Pty Ltd (Geelong)
and SEFE Pty Ltd (Eden).

Export woodchip markets continued to be strong
with growth in both volume and price. The Leading
Australian Hardwood Chip Export (LAHCE) price
for native forest woodchips rose by 2.78 %

from $AUD162.50 per Bone Dry Units (BDU) to
$AUD166.50 per BDU.

Inflation (CPI Melbourne) v’'s Nominal Domestic Hardwood
Lumber Price 2004 to 2007
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Sales Auctions

In August 2004, when VicForests commenced, the State
Government transferred the management of existing
timber licences for log supply to VicForests. Pre-existing
commitments will gradually expire by 2015.

Outside these pre-existing commitments, VicForests
sells uncommitted log products, made available to it
under the Sustainable Forests (Timber) Act 2004,
through open and competitive auctions of timber sale
contracts every six months.



$ Revenue

$ Revenue

Sales Performance

Log volumes and revenues were significantly
influenced by abnormal supply issues resulting
from the 2006/07 Great Divide fires. Despite this
major disruption to log supply, VicForests managed
to recover foregone sales from the first half with
improved sales in the last quarter of the year.

Stumpage Revenue by Product ($)
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The product mix was also significantly affected by the
2006/07 fires, with more log grade products being
produced, resulting in lower sale levels for B and C
Grade sawlogs. The unit stumpage prices of all log

Total Stumpage Revenue Performance
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The figures below show historical annual log sales
value and volume. (Note: VicForests has been in
operation since August 2004).

Total revenue more than doubled in 2006/07 due to

the inclusion of harvest and

haulage revenue when

VicForests moved to mill door sales.
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Annual Log Sales Volume (Cubic Metres)
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grades increased as a result of higher auction prices,
higher export wood chip prices and the salvage
operations being located in high-value ash stands.

Unit Stumpage Price Performance ($ Per Cubic Metre)
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VicForests' financial results for 2006/07 were as follows:

Wood Volumes - cubic metres 1,590,520 1,833,923
Revenue from operating activities 103,361 38,959
Total revenue 103,361 36,959

Less Expenses

Operating expenses 103,260 33,922
Decrement in net market value of growing timber 111 2039
Borrowing costs 13 18
Total expenses 103,384 33,979
Net result before income tax (23) 2,980
Income tax expense (6) 895
Net result after tax (17) 2,085
Dividends paid 2,062 3,024
Amount transferred to Retained Earnings (2,079) (939)

During December 2006 and January 2007, fires
burnt approximately 673,000 hectares of State
forest in eastern Victoria. In January 2007, VicForests
commenced a post-fire timber salvage harvesting
program targeted at the high value fire-affected ash
stands. The key driver of the program is to maximise
the recovery of products from fire-affected areas
before the quality deteriorates to a point where the
timber is no longer commercially saleable. Volumes
from these fire-affected stands will contribute a
significant proportion of VicForests’ total production
over the next 18 months.




Subsequent Events

The following matters and/or circumstances have
arisen since the end of the reporting period which
significantly affect or may significantly affect

the operations of VicForests, the results of those
operations, or the state of affairs of the company in
future financial years.

On 13 July 2007 the Victorian Government endorsed
a recommendation of the Ministerial Taskforce on
Bushfire Recovery granting VicForests up to $10
million in order to undertake an expanded salvage
program. The key driver for the program is to
minimise the substantial long-term economic losses

to the State as a consequence of the fires, and to
facilitate forest and industry recovery. These funds
have been made available to VicForests to address
its losses and undertake this activity on behalf of the
Victorian Government.

On 31 July 2007 VicForests announced its intention
to implement a far-reaching restructuring of the
organisation in order to ensure the best public value
from harvesting Victoria's State forests. This will
involve closing a number of regionally based offices,
reducing the number of regions from three to two
and reorganising staff responsibilities to emphasise
planning and specialisation.
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Income Statement for the reporting period ended 30 June 2007

Revenue

Sale of goods

Revenue from sale of forest products
Other revenue

Other revenue

Interest

Total revenue

Expenses

Production expenses

Employee expenses

Roading and regeneration expenses

Other expenses

Depreciation

Amortisation

Decrement in net market value of growing timber
Borrowing expenses

Total expenses
Net result before income tax

Income tax expense / (credit)

Net result for the period

99,117

3,567
677

103,361

69,952
14,584
7,558
6,438
565
4,163
111

13

103,384
(23)
(6)

(17)

The above Income Statement should be read in conjunction with the accompanying notes.

37,245

764
950

38,959

1,780
13,269
6,225
7,406
263
4,979
2,039
18

35,979
2,980
895

2,085



Balance Sheet as at 30 June 2007

ASSETS

Current assets

Cash and cash equivalents
Trade and other receivables
Inventories

Biological timber assets
Prepayments

Current tax asset

Total current assets

Non - current assets
Property, plant and equipment
Intangible assets

Deferred tax assets

Total non - current assets
TOTAL ASSETS

LIABILITIES

Current liabilities
Payables

Interest bearing liabilities
Employee benefits
Short-term provisions
Current tax liability
Total current liabilities

Non - current liabilities
Interest bearing liabilities
Employee benefits

Total non - current liabilities
TOTAL LIABILITIES

NET ASSETS

EQUITY
Contributed capital
Reserves

Retained earnings
TOTAL EQUITY

The above Balance Sheet should be read in conjunction with the accompanying notes.

1(f), 14, 20, 21
1(p), 15

7,524
17,484
6,372
0

112
606
32,098

4,436
209
1,297
5,942
38,040

12,732
71
2,920
977

0
16,700

0

212
212
16,912
21,128

14,345
0
6,783
21,128

17,288
6,650
1,549
4,204

187
0
29,878

3,542
307
1,289
5,138
35,016

6,930
29
2,771
1,278
484
11,492

98

208
306
11,798
23,218

14,345
111
8,762
23,218



Statement of Changes in Equity for the reporting period ended 30 June 2007

Opening balance 1 July
Prior year adjustments
Net result

Dividends Paid

Closing balance 30 June

The above Statement of Changes in Equity should be read in conjunction with the accompanying notes.

23,218
19 (11)
19 (17)
19 (2,062)

21,128

Cash Flow Statement for the reporting period ended 30 June 2007

Cash flows from Operating Activities

Receipts

Receipts from customers

Interest received on cash and cash equivalents
GST received from the Australian Taxation Office

Payments

Payments to suppliers and employees
Interest and other costs of finance paid
Income taxes paid

GST paid to the Australian Taxation Office

Net cash (outflow) / inflow from operating activities

Cash flows from Investing Activities

Payments for property, plant, and equipment
Proceeds from sale of property, plant and equipment
Net cash outflow from investing activities

Cash flows from Financing Activities
Repayment of finance lease liabilities
Dividends paid

Net cash outflow from financing activities

Net Increase / (decrease) in cash held
Cash and cash equivalents at the beginning of the financial year

Cash and cash equivalents at the end of the financial year

103,278
643

73
103,994

(106,541)

(13)

(1,103)

(2,557)

(110,214)

26 (6,220)

(1,473)
16
(1,457)

(25)
(2,062)
(2,087)

(9,764)
17,288

5 7,524

The above Cash Flow Statement should be read in conjunction with the accompanying notes.

22,525
1,632
2,085

(3,024)

23,218

42,925
949

18
43,892

(28,722
(18
(5,023
(1,996
(35,759
8,133
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(2,209)

(2,209)

(25)
(3,024)
(3,049)

2,875
14,413

17,288



Note 1

Notes to the Financial Report for the year ended 30 June 2007
Significant Accounting Policies

a) Basis of Accounting
General

VicForests is a State Owned Enterprise established on 28 October 2003 by the Governor in
Council acting under Section 14 of the State Owned Enterprises Act 1992. VicForests commenced
operations on 1 August 2004.

The financial report of VicForests is a general-purpose financial report that consists of an Income
Statement, Balance Sheet, Statement of Changes in Equity, Cash Flow Statement and notes
accompanying these statements.

This general-purpose financial report complies with Australian equivalents to International Financial
Reporting Standards (A-IFRS), and other authoritative pronouncements of the Australian Accounting
Standards Board. This report also complies with the Financial Reporting Directions (FRD) developed
and issued as a component of the Department of Treasury and Finance’s Whole-of-Government
Financial Management Compliance Framework as required by the Financial Management Act 1994
and applicable Ministerial Directions.

This financial report has been prepared on an accrual and going concern basis.
Accounting policies

Unless otherwise stated, all accounting policies applied are consistent with those of the prior year.
Where appropriate, comparative amounts have been amended to accord with current presentation
and disclosure made of material changes to comparatives.

Classification between current and non-current

In the determination of whether an asset or liability is current or non-current, consideration is given
to the time when each asset or liability is expected to be realised or paid. The asset or liability is
classified as current if it is expected to be turned over within the next 12 months, being VicForests'
operational cycle see Note 1(p) for a variation in relation to employee benefits.

Rounding
Unless otherwise stated, amounts in the report have been rounded to the nearest thousand dollars.
Historical cost convention

These financial statements have been prepared under the historical cost convention, except where
specifically stated in Notes 1(d), (g) and (p).

Critical accounting estimates

The preparation of financial statements in conformity with A-IFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of
applying the entity’s accounting policies.

Judgements made by management in the application of A-IFRS that have significant effects on the
financial statements and estimates with a risk of material adjustment in the next year are disclosed
throughout the notes in the financial statements.



Significant Accounting Policies (cont.)
Commentary on compliance with IFRS

Australian Accounting Standards include Australian equivalents to International Financial Reporting
Standards. Compliance with A-IFRS ensures that the financial statements and notes of VicForests
comply with International Financial Reporting Standards (IFRS).

b) Revenue Recognition
Sales of forest products

Revenue is generated from timber sales (sawlogs and pulpwood logs) and licence fees. Revenue is
recognised when the significant risks and rewards of ownership have passed to the owner and the
costs incurred or to be incurred in respect of the transaction can be measured reliably. The point at
which revenue is billable for the majority of products sold is when the timber is delivered to the mill
door. Some contracts remain in place for the sale of thinnings whereby the point of delivery is the
forest landing. Deliveries are billed progressively throughout the year by way of a monthly invoice at
which time the sales revenue is recognised.

Effective from 1 July 2006, VicForests moved the majority of its sales to the mill door sales model to
complement the market-based Price Allocation model. Now VicForests manages the supply chain
from stump to mill. This has had the effect of significantly increasing VicForests' revenue as the sale
price now includes amounts for recovery of the cost of harvest and haulage.

Licence fees remain payable by some customers. With minor exceptions, they are levied on the
volume stipulated on licences and are payable regardless of whether that volume is actually taken
by licensees. Licence fees are billed progressively throughout the year by way of a monthly invoice
at which time the licence fee revenue is recognised.

Rendering of services

VicForests provides services to government agencies, primarily the Department of Sustainability
and Environment. Services are charged on a cost recovery basis and brought to account as work
is completed.

Interest and rental
Interest and rentals are recognised as revenue when earned or the service provided.
Bushfire Recovery Taskforce Grant

During December 2006 and January 2007, fires burnt approximately 673,000 hectares of State
forest in eastern Victoria. In January 2007, VicForests commenced a post-fire timber salvage
harvesting program targeted at the high value fire-affected ash stands. The key driver of the
program is to maximise the recovery of products from fire-affected areas before the quality
deteriorates to a point where the timber is no longer commercially saleable. Volumes from these
fire-affected stands will contribute a significant proportion of VicForests' total production over the
next 18 months.

The Government through the Ministerial Taskforce on Bushfire Recovery, requested that VicForests
undertake an expanded salvage program to minimise the substantial long-term economic losses to
the state as a consequence of the fires, and to facilitate forest and industry recovery.

Consequently on 13 July 2007 the Victorian Government endorsed a grant of up to $10 million to
VicForests to address its losses in undertaking this activity on behalf of the Victorian Government.
VicForests has accrued a receivable of $868,193 at 30 June 2007 relating to works undertaken
prior to 30 June 2007 which are reimbursable from this fund.

¢) Mill Door Sales and Harvest and Haulage

Effective from 1 July 2006, VicForests moved to the Mill Door Sales model. The harvesting and
haulage sector was previously contracted to, and controlled by, timber buyers organised into
harvesting syndicates. VicForests worked with these syndicates to oversee the smooth transition of
contractual arrangements to VicForests, as well as establishing business processes and employing
staff to support the model. As a result, VicForests is now responsible for all associated haulage and
harvest expenditure which is recouped in increased selling prices.



Significant Accounting Policies (cont.)

d) Recognition and Measurement of Assets

Property, plant and equipment represent non-current assets comprising buildings, plant, equipment
and motor vehicles, used by VicForests in its operations. ltems with a cost or value in excess of
$1,000 and a useful life of more than one year are recognised as an asset. All other assets acquired
are expensed.

Acquisition

Upon the establishment of VicForests, designated assets were transferred from the Department
of Sustainability and Environment at their written-down value which was deemed to be fair value.
Assets purchased since establishment are recorded at cost.

The cost of the asset is determined by aggregating the purchase price and directly attributable
costs. VicForests examined all assets and specifically roads infrastructure and the leased office
building at Level 7, 473 Bourke Street and determined that any make good costs were not material
and therefore not recorded in the asset cost base.

Repairs and maintenance

Routine maintenance, repair costs and minor renewal costs are expensed as incurred. Where the
repair relates to the replacement of a component of an asset and the cost exceeds the capitalisation
threshold, the cost is capitalised and depreciated.

Valuation of buildings

Buildings are measured at the amounts for which assets could be exchanged between
knowledgeable, willing parties, in an arm’s length transaction.

Revaluations of road networks

In accordance with Financial Reporting Direction (FRD) 103B Non-Current Physical Assets, road
networks (including earthworks of the declared road but excluding land under roads) are to be
measured using the revaluation model (being its fair value at the date of the revaluation less any
subsequent accumulated depreciation and accumulated impairment losses). The road network is to
be revalued every 3-4 years in line with the requirements of FRD 103B. The next revaluation is due
to be completed by 30 June 2008.

Revaluation increments are credited directly to the asset revaluation reserve. A revaluation
decrement is recognised as an expense in the net result, except that, to the extent that a credit
balance exists in the asset revaluation reserve in respect of the same asset, it is debited directly
to the asset revaluation reserve. All other decrements are charged to the Income Statement.
Increments and decrements in and out of the reserve are net of tax.

Impairment
All assets are assessed annually for indicators of impairment, except for:

e Financial instrument assets
® |nventories

e Biological timber assets

e Deferred tax assets.

If there is an indication of impairment, the assets concerned are tested as to whether their
carrying value exceeds their recoverable amount. Where an asset’s carrying amount exceeds its
recoverable amount, the difference is written-off by a charge to the Income Statement except to
the extent that the write-down can be debited to an asset revaluation reserve amount applicable
to that specific asset.

The recoverable amount for assets is measured at the higher of the present value of future cash
flows expected to be obtained from the asset and fair value less costs to sell. Recoverable amount
for assets held primarily to generate net cash inflows is measured at the higher of the present
value of future cash flows expected to be obtained from the asset and fair value less costs to sell.

It is deemed that, in the event of the loss of an asset, the future economic benefits arising from
the use of the asset will be replaced unless a specific decision to the contrary has been made.
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A reversal of an impairment loss on a revalued asset is credited directly to equity under the
heading revaluation reserve. However, to the extent that an impairment loss on the same class
of asset was previously recognised in the Income Statement, a reversal of that impairment loss is
also recognised in the Income Statement.

e) Depreciation and Amortisation of Non-Current Assets

Where assets have separate identifiable components that have distinct useful lives and/ or
residual values, a separate depreciation rate is determined for each component.

Depreciation is calculated using the straight-line method to allocate their cost or revalued
amounts, net of their residual values, over their estimated useful lives, commencing from the
time the asset is held ready for use. The assets residual values and useful lives are reviewed, and
adjusted if appropriate, at each Balance Sheet date.

Depreciation periods used are listed below and are consistent with the prior year, unless
otherwise stated:

Buildings 27-33 years
Roads and bridges
e Short-term 5 years
e long-term 10 years
Other assets
Computers and communication equipment 1-5 years
Fixtures and fittings, office equipment 1-18 years
Plant and equipment 1-10 years
Motor Vehicles 5 years

Amortisation is allocated to intangible assets with finite useful lives on a systematic basis over the
asset’s useful life. Amortisation begins when the asset is available for use, that is, when it is in

the location and condition necessary for it to be capable of operating in the manner intended by
management. The amortisation period and the amortisation method for an intangible asset with

a finite useful life are reviewed at least at the end of each annual reporting period. In addition,

an assessment is made at each reporting date to determine whether there are indicators that the
intangible asset concerned is impaired. If so, the assets concerned are tested to determine whether
their carrying value exceeds their recoverable amount.

A summary of the policies applied to VicForests intangible assets is as follows:

Intangible Asset Software

Useful life Finite

Method used 3 years prime cost

Internally Generated / Acquired Acquired

Impairment Test / Recoverable Amortisation method and indicators of

Amount Testing impairment reviewed annually
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f) Leased Assets
Finance leases

Leases of property, plant and equipment where VicForests has substantially all the risks and rewards
incidental to ownership are classified as finance leases. Finance leases are capitalised at the leases
inception at the lower of the fair value of the leased property and the present value of the minimum
lease payments. The corresponding rental obligations, net of finance charges, are included in
payables. Each lease payment is allocated between the liability and finance charges so as to achieve
a constant rate on the finance balance outstanding. The interest element of the finance cost is
charged to the Income Statement over the lease period so as to produce a constant periodic rate

of interest on the remaining balance of the liability for each period. Motor vehicles acquired under
finance lease are depreciated over the shorter of the asset’s useful life and the lease term.

Operating leases

Leases in which a significant portion of the risks and rewards of ownership are retained by the
lessor are classified as operating leases. Payments made under operating leases (net of any
incentives received from the lessor) are charged to the Income Statement on a straight-line basis
over the period of the lease, in the periods in which they are incurred, as this represents the pattern
of benefits derived from the leased assets.

Leasehold improvements

Leasehold improvements are recognised at cost and are depreciated over the unexpired period of
the lease or the estimated useful life of the improvement, whichever is the shorter. At balance date,
leasehold improvements are depreciated over a period of 3-6 years.

g) Biological Timber Assets

In 2004 when VicForests commenced operations, the Minister for the Environment made an
allocation order for 15 years, in three, five year tranches to VicForests, in accordance with Part 3
of the Sustainable Forests (Timber) Act 2004. The purpose of the allocation order is to transfer
timber in state forests to VicForests for the purposes of harvesting and selling that timber and
undertaking associated management activities in relation to it. The order must be reviewed
every five years or at any time under certain circumstances.

In accordance with Part 5 of the Act, VicForests develops a series of Timber release plans (TRPs)
for approval by the Secretary of the Department of Sustainability and Environment (DSE) in
respect of the areas to which an allocation order applies. TRPs are for periods not exceeding
five years. TRPs are prepared for each of the seven Forestry Management Areas in which
VicForests operates.

On 1 August 2004 a value was agreed between DSE and VicForests for the estimated quantity
of the first three years worth of standing timber. Only the first three year’s timber was valued,
as the initial TRPs included only three years of reliable wood supply. The value of this standing
timber was amortised over the 35 month period to 30 June 2007.

The estimated standing timber available for harvest at 30 June 2006 and prior years was
measured at fair value, less estimated costs necessary to get the assets to the market. VicForests
used the present value of expected net cash flows from the asset, discounted at the current
market determined rate in determining fair value. Within the current regulatory environment,
no active and liquid market for large areas of native forest exists, therefore the timber stands
were valued using a discounted cash flow method to derive net present value. The calculation
included:

e A 20% reduction in the volume of growing timber to take into account the uncertainty
in the estimates within the TRPs. This uncertainty reflects the inherent variability in native
forests in terms of both standing volume and sawlog quality. It also reflects that under the
provisions of the Sustainable Forests (Timber) Act 2004, VicForests is restricted in the annual
volume that it can harvest
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e A discount rate of 15% to reflect the specific risk profile of the organisation. This rate is based
on a commercial rate of return commensurate with similar organisations in the industry.

In November 2006, four new TRPs were gazetted. Much of the area contained within those four
TRPs, was affected by fire in December 2006 and January 2007. Areas of the three other existing
TRPs were also affected. The affects of the fires required amendments to all seven TRPs in order
to meet short-term supply commitments and to enable salvage operations in fire-affected areas.

As a consequence VicForests can only reliably value the standing timber available over the next 12
months. The value of the standing timber to VicForests is based on the one year supply of timber. The
sale of this timber will not give rise to positive returns to VicForests thus has been valued at zero.

The medium and long-term impacts of the 2006/07 fires on the available timber resource is currently
subject to a post-fire mapping exercise which is expected to take a further 18 months to complete.

h) Borrowing Expenses

Borrowing expenses are recognised as expenses in the period in which they are incurred. Borrowing
expenses include finance lease charges.

i) Taxation

VicForests is subject to the National Tax Equivalent Regime (NTER), which is administered by the
Australian Taxation Office (ATO).

The income tax expense or revenue for the period is the tax payable on the current period’s
taxable income, based on the national income tax rate of 30%. This is adjusted by changes in
deferred tax assets and liabilities, attributable to temporary differences between the tax bases of
assets and liabilities and their carrying amounts in the financial statements, and to unused tax
losses.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates
expected to apply when the assets are recovered or liabilities are settled, based on those tax rates
which are enacted or substantially enacted. The relevant tax rates are applied to the cumulative
amounts of deductible and taxable temporary differences to measure the deferred tax asset or
liability. No deferred tax asset or liability is recognised in relation to these temporary differences

if they arose in a transaction that, at the time of the transaction, did not affect either accounting
profit or taxable profit or loss. Deferred tax assets are recognised for deductible temporary
differences and unused tax losses only if it is probable that future taxable amounts will be
available to utilise those temporary differences and losses. Current and deferred tax balances
attributable to amounts recognised directly in equity are also recognised directly in equity.

j) Cash and Cash Equivalents

For the purposes of the Cash Flow Statement, cash and cash equivalents include cash on hand,
deposits at call with financial institutions, other short-term, highly liquid investments with original
maturities of three months or less that are readily convertible to known amounts of cash and
which are subject to an insignificant risk of changes in value.

k) Receivables

Trade receivables are recognised at fair value of the consideration received or receivable. Amounts
disclosed as revenue are net of returns and taxes paid. Trade receivables are carried at amounts
due. Trading terms are 30 days from date of invoice for both trade and other receivables. Interest
is levied on overdue accounts under the Penalty Interest Rate Act 1983.

Collectibility of trade receivables is reviewed on an ongoing basis. Debts, which are known to be
uncollectible, are written off. A provision for doubtful debts is established when there is objective
evidence that VicForests will not be able to collect all amounts due according to the original terms of
receivables. The amount of the provision is recognised in the Income Statement.
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At 30 June 2007, no provision for doubtful debts was established due to sufficient security in the
form of bank guarantees being obtained from high risk customers.

) Goods and Services Tax

Revenues, expenses and assets are recognised net of Goods and Services Tax (GST), except where
the amount of GST incurred is not recoverable from the ATO. In these circumstances the GST is
recognised as part of the cost of acquisition of the asset or as part of an item of expense.

Receivables and payables are stated inclusive of GST. The net amount of GST recoverable from, or
payable to, the ATO is included as a current asset or liability in the Balance Sheet.

Cash flows arising from operating activities are disclosed in the Cash Flow Statement on a gross basis
—i.e. inclusive of GST. The GST component of cash flows arising from investing and financing activities
which is recoverable or payable to the ATO is classified as operating cash flows.

m) Inventories

All inventories are valued at the lower of cost or net realisable value. There are two main items of
inventory as outlined below:

i. Harvested logs

Log stocks in transit yards at 30 June 2007 represent timber harvested for sale. There are two
components of the cost of logs in transit yards:

e The net market value of the biological timber asset prior to it being harvested. This is the
deemed cost of the harvested logs

e The costs of extraction. These are the operating costs for the relevant VicForests region,
incurred in the harvesting, haulage and management of the process in getting the logs to
the transit yard.

Where applicable, the net realisable value is based on the sales price for the particular destination
for the product, less the remaining haulage expense.

The value at 30 June 2007 has increased substantially from the prior year due to the introduction of
mill door sales (MDS) on 1 July 2006. Specifically:

e Some of the logs in transit at 30 June 2006 were already owned by the ultimate customer who
purchased them upon harvest. With the introduction of MDS the logs in transit remained the
property of VicForests until ultimate delivery to the customer

e The costs of the logs in transit at 30 June 2006 comprised the net market value of the biological
timber asset prior to it being harvested, and the operating costs of VicForests in managing the
harvesting process. With the introduction of MDS the cost also includes the costs of harvesting
and haulage to the transit yard.

ii. Seed

VicForests uses seed to regenerate coupes subsequent to harvest and does not as a practice sell
seeds to third parties. Furthermore there is a limited market for Victorian native forest seed within
Victoria. Therefore VicForests has adopted standard costing to value seed. The cost calculation is
based on direct labour and materials used in the seed collection and extraction processes.

n) Intangibles

Intangible assets represent identifiable non-monetary assets without physical substance. Intangible
assets are recognised at cost. Costs incurred subsequent to initial acquisition are capitalised when it
is expected that future economic benefits will flow to VicForests.

o) Trade and Other Payables

These amounts represent liabilities for goods and services provided to VicForests prior to the end
of the financial year, which are unpaid at financial year end. The amounts are unsecured and are
usually paid within 60 days of recognition.
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p) Employee Benefits
Wages and salaries and annual leave

Liabilities for wages and salaries and annual leave expected to be settled within 12 months of the
reporting date are recognised in employee benefits liabilities in respect of employees’ services up
to the reporting date and are measured at the amounts expected to be paid when the liabilities
are settled, at their nominal values. Employee benefits which are not expected to be settled
within 12 months are measured as the present value of the estimated future cash outflows to

be made by the entity, in respect of services rendered by the employees up to the reporting

date. Regardless of the expected timing of settlements, provisions made in respect of employee
benefits are classified as a current liability, unless there is an unconditional right to defer the
settlement of the liability for at least 12 months after the reporting date, in which case it would
be classified as a non-current liability.

Long service leave

The liability for long service leave is recognised in the provision for employee benefits and measured
as the present value of expected future payments to be made in respect of services provided by
employees up to the reporting date. Consideration is given to expected future wage and salary
levels, experience of employee departures and periods of service. Expected future payments are
discounted using market yields at the reporting date on national government bonds with terms

to maturity and currency that match, as closely as possible, the estimated future cash outflows.
Provisions made for unconditional long service leave are classified as a current liability, where the
employee has a present entitlement to the benefit. The non-current liability represents long service
leave entitlements accrued for employees with less than seven years of continuous service.

Superannuation

The amount charged to the Income Statement in respect of superannuation represents the
contributions made by VicForests to the superannuation plans in respect to the current services of
staff. Superannuation contributions are made to the plans based on the relevant rules of each plan.

Employee benefit on-costs

Employee benefit on-costs, including payroll tax and workers’ compensation are recognised and
included in employee benefit liabilities and costs when the employee benefits to which they relate
are recognised as liabilities.

Performance payments

Performance payments for VicForests executive officers are based on a percentage of the annual
salary package provided under their contract(s) of employment. A liability is recognised and is
measured as the aggregate of the amounts accrued under the terms of the contracts to balance date.

q) Dividend Policy

VicForests is required to pay a dividend in accordance with a determination of the Treasurer

of Victoria under the State Owned Enterprises Act 1992. An obligation to pay a dividend only
arises after consultation between the VicForests Board and the Treasurer of Victoria and a formal
determination is made by the Treasurer. The preliminary estimate for this reporting period is zero.

r) Provisions
Regeneration of harvested coupes

Under the provisions of the Sustainable Forests (Timber) Act 2004, VicForests is obligated to
regenerate harvested areas before divesting the coupes back to the Secretary of the Department

of Sustainability and Environment. A provision has been made for the present obligation for the
costs of regenerating harvested areas for which regeneration works had not been completed at the
reporting date due to seasonal factors. The provision has been estimated based on the current area
of land to be regenerated and the per hectare cost of regeneration based on the expected method
to be employed.



Note 2

Significant Accounting Policies (cont.)

s) Contributions by Owners

Additions to net assets which have been designated as contributions by owners are recognised

as contributed capital. Other transfers that are in the nature of contributions or distributions have
also been designated as contributions by owners. Transfers of net assets arising from administrative
restructurings are treated as distributions to or contributions by owners.

t) Reserves

A decrement in the net market value of biological timber assets following revaluation will be
recognised as an expense with the equivalent amount transferred from the growing timber
revaluation reserve to retained earnings.

As at 30 June 2007 the underlying value of the biological timber asset was valued at zero.
Therefore the entire remaining balance in the revaluation reserve was also written down to zero.

u) Comparative Amounts

Where necessary, figures for the previous year have been reclassified to facilitate comparison.

Financial Risk Management

VicForests' activities expose it to a variety of financial risks as follows:

a) Market Risk

VicForests is obligated to administer licences to their maturity. The price of timber under a licence can
be reset by VicForests at periodic intervals at the discretion of VicForests. As licences expire, timber is
released onto the market by way of auction and sold under a Timber Sale Agreement (TSA). These
agreements represent a forward sale. The price under the TSA is indexed in accordance with the price
adjustment mechanism in the contract. This price adjustment mechanism uses a combination of end
product and input cost indicators to determine the extent of price increase or decrease.

All forward contracts, licences and agreements were reviewed to ascertain whether or not the
contracts contained any embedded derivatives requiring separation. The review ascertained that no
embedded derivatives existed.

b) Credit Risk

VicForests” maximum exposure to credit risk at balance date in relation to each class of recognised
financial asset is the carrying amount of those assets as indicated in the Balance Sheet. VicForests
minimises credit risk in relation to receivables by adopting a strict credit policy with its customers
including the suspension of timber supplies where customers exceed their payment terms. A full
credit review of all customers entering the auction and the taking of security from customers with
lower credit ratings is a prerequisite to bidding.

VicForests has adopted the policy of dealing only with creditworthy parties and obtaining sufficient
collateral or other security where appropriate, as a means of mitigating the risk of financial loss
from defaults. Credit risk is measured on a fair value basis. VicForests has determined that it does
not have any significant credit risk exposure to any party other than those provided for in the
provision for doubtful debts.

¢) Liquidity Risk

VicForests is not exposed to any liquidity risks and is able to pay its debts as and when they fall due.

d) Cash Flow and Fair Value Interest Rate Risk

VicForests is not exposed to any cash flow or interest rate risk.



Financial Risk Management (cont.)

e) Bushfire Salvage Program Risk

The Government through the Ministerial Taskforce on Bushfire Recovery, requested that VicForests
undertake an expanded salvage program to minimise the substantial long-term economic losses to
the state as a consequence of the 2006/07 bushfires, and to facilitate forest and industry recovery.
These activities would result in operations not being profitable in the short-term, potentially
exposing VicForests to cash flow and liquidity risk. Consequently on 13 July 2007 the Victorian
Government endorsed a grant of up to $10 million to VicForests to address its losses in undertaking
this activity.

Note 3 Income Statement — Disclosures

a) Revenue

Sales of forest products

Sawlogs 44,970 23,695
Pulpwood logs 51,617 11,289
Licence fees 499 2,059
Other 2,031 202
Total sales of forest products 99,117 37,245

Other revenue

Services provided to other Government Entities 2,557 732
Grant from Bushfire Recovery Taskforce 868 0
Gain on disposal of assets 2 0
Other 140 32
Total other 3,567 764
Interest

Interest on cash and cash equivalent 607 878
Interest on overdue trade receivables 70 72

Total interest 677 950



Income Statement — Disclosures (cont.)

b) Expenses

(i) Production expenses
Harvesting expenses
Haulage expenses
Cost of making trees available
Other production expenses
Total production expenses

(ii) Employee expenses
Salaries and wages
Superannuation
Movements in employee benefits
Other employee expenses

Total employee expenses

(iii) Roading and regeneration expenses
Road access fee
Road maintenance
Regeneration expenses

Total roading and regeneration expenses

(iv) Other expenses
Bad and doubtful debts
External audit — Auditor General
Facilities expenses
Internal audit
Loss on impairment of assets
Motor vehicle expenses
Other expenses
Professional fees

Total other expenses

(v) Amortisation
Biological timber assets
Software

Total amortisation

34,166
34,265
500
1,021
69,952

10,553
849
1,182
2,000
14,584

1,600
4,406
1,552
7,558

(102)
59
1,489
197
14
1,483
1,286
2,012
6,438

4,051
12
4,163

282
12
1,000
486
1,780

9,361
812
1,095
2,001
13,269

1,509
2,662
2,054
6,225

151
73
1,387
122

1,403
1,815
2,455
7,406

4,952
27
4,979



Note 4 Income Tax Expense

The income tax expense for the financial year differs from the amount calculated on the net result.

The differences are reconciled as follows:

a) Components of Tax Expense

Current tax payable 1
Adjustments to current tax for prior periods 10(a)
Deferred tax relating to temporary differences

Income tax expense / (credit)

Deferred income tax expense included in income tax expense comprises:

Decrease / (Increase) in deferred tax assets 10(b)
(Decrease) / Increase in deferred tax liabilities 10(c)

b) Reconciliation of Income Tax to Prima Facie Tax Payable

Net result before income tax expense

Tax at the Australian tax rate of 30% (2006: 30%)

Tax effect of amounts which are not deductible in calculating taxable income:

Expenditure not allowed for income tax purposes

Income tax expense / (credit) as reported in the Income Statement

Note 5 Cash and cash equivalents

Cash on hand

Cash at bank

Deposits at call

Total cash and cash equivalent assets 20

Note 6 Receivables

Current

Trade receivables

Allowance for doubtful debts

Net trade receivables

Other receivables

Goods and services tax recoverable

Total current receivables 20

(25)
(19)

(23)

)

(6)

5,630
1,891
7,524

15,104

15,104
1,823
557
17,484

1,721

(826)
895

(221)
(605)
(826)

2,980

895

895

6,823
10,462
17,288

3,751
(151)

3,600

3,050

6,650



Note 7

Note 8

Note 9

Inventories
Current
Seed - at cost 845 929
Logs in transit yards — at the lower of cost or net realisable value 5,527 606
Stock of pipes — at cost 0 14
Total inventories 6,372 1,549

Biological Timber Assets

a) Volume of Standing Timber

Estimated volume of standing timber available for harvest 1(g) 1,800 1,770
within 12 months (cubic metres)

b) Net market value of standing timber available for harvest

Current — within 12 months 1(g) 0 4,204
Valuation 30 June 0 4,204

¢) Reconciliation of Carrying Amounts of Standing Timber

Opening balance 1 July 4,204 11,223
Decrement due to harvesting — amortisation (4,051) (4,952)
Decrement due to harvesting — logs in transit yards (42) (28)
Decrement in net market value of growing timber 111) (2,039)
Closing balance 30 June 1(g) 0 4,204

Prior Period Adjustments

In the 2006 financial statements, the decrease in fair valuation of the biological timber asset
was recorded as a temporary difference in the calculation of tax expense. This resulted in an
overstatement of the current tax asset by $612,000 for 2006 and a subsequent overstatement
of retained earnings. In addition the growing timber asset revaluation reserve has been correctly
restated to the gross value rather than net of tax. This resulted in an increase in the reserve of
$33,000 for 2006 and a subsequent reduction in retained earnings.

With reference to Note 1(I), trade and other receivables and payables were restated by $451,000
for 2006 to correctly recognise other receivables and payables inclusive of GST. All comparatives
have been restated in accordance with the Australian Accounting Standards.



Note 10

Tax Assets / (Liabilities)

a) Current Tax Asset / (Liability)

Current Tax Asset / (Liability) is derived as follows:

Opening balance 1 July
Payments made to the Australian Taxation Office

Current tax payable 4(a)
Adjustment for prior period in current tax 4(a)
Adjustment for prior period in deferred tax assets 10(b)
Transferred to retained earnings 19

Closing balance 30 June

The closing balance represents:

Income tax instalments overpaid and therefore
refundable / (balance payable)

Closing balance 30 June

b) Deferred Tax Assets

The balance comprises temporary differences attributable to:

Movement in amounts recognised in Income Statement
Accrued expenses

Doubtful debts

Finance lease payments
Legal fees

Low value pool assets
Provisions

Tax losses carried forward
Balance

Multiply by 30% tax rate
Balance

Movements
Opening balance 1 July

Credited / (charged) to the Income Statement 4(a)
Adjustment for prior period in current tax asset 10(a)
Adjustment for prior period in retained earnings 19

Closing balance 30 June

(484)
1,103

606
606

15
(151)
(72)
20
15
(132)
287
(18)

(6)

1,387
6)

(an
1,370

(5,408)
5,023
(1,721)

(10)
1,632
(484)

(484)
(484)

558

734
221
221

1,156
221
10

1,387



Note 11

Tax Assets / (Liabilities) (cont.)

c) Deferred Tax Liabilities
The balance comprises temporary differences attributable to:

Amounts recognised in Income Statement
Depreciation

Decrement in net market value of growing timber
Balance

Multiply by 30% tax rate

Balance

Movements

Opening balance 1 July

Charged to the Income Statement

Closing balance 30 June

d) Reconciliation to Balance Sheet

27
(111)
(84)
(25)
(25)

98

4(a) (25)

73

23
(2,039)
(2,016)

(605)
(605)

703
(605)
98

Deferred tax assets and liabilities are offset against each other for disclosure in the Balance Sheet.

Deferred tax assets
Deferred tax liabilities
Net deferred tax assets

Property, Plant and Equipment
a) Classes of Property, Plant and Equipment

Buildings

Buildings at fair value

Less: accumulated depreciation
Written down value

Roads and bridges

At cost

Less: accumulated depreciation
Written down value

Plant and equipment

At cost

Less: accumulated depreciation
Written down value

Vehicles

At cost

Less: accumulated depreciation
Written down value

Under construction

Total Property, Plant and Equipment

10(b) 1,370
10(c) (73)
1,297

349
(35)
314

3,271
(410)
2,861

678
4,436

1,387
(98)
1,289

349
(23)
326

1,015
(109)
906

618
(189)
429

170

(58)

112
1,769
3,542

Buildings comprise residences in remote areas rented to employees. They were deemed fair value on
transfer from the Secretary of the Department of Sustainability and Environment as at 1 August 2004.
In the opinion of the directors, there has been no material change in their value since that date.

Plant and equipment includes computers and communications equipment, furniture and fittings, and

office equipment.



Note 12

Property, Plant and Equipment (cont.)

b) Movements during the reporting period

Buildings at
fair value

Roads and bridges
at cost

Plant and
equipment at cost

Vehicles at cost

Under
construction

Total

Buildings at
fair value

Roads and bridges
at cost

Plant and
equipment at cost

Vehicles at cost

Under
construction

Total

Intangible Assets

(a) Software
Software at cost

Less: accumulated amortisation

Written down value

326

906

429
112
1,769

3,542

320

313
146
1,151

1,930

30

313
25
1,150

1,518

18

224

1,633

1,875

(b) Movements during the reporting period

Opening WDV 1 July

Additions
Amortisation

Closing WDV 30 June

0 0
2,241 (14)
0 0
0 0
(2,241) 0
0 (14)
0 0
1,015 0
0 0
0 0
(1,015) 0
0 0

348
(139)
209

307

14
(112)

209

314

2,861

507
76
678

4,436

326

906

429
112
1,769

3,542

334
(27)
307

334
@7)
307



Note 13

Note 14

Payables

Current Payables
Trade payables

Accrued expenses

Other payables

Total Current Payables

Interest Bearing Liabilities

a) Finance leases

960 1,561
11,767 5,339
5 30
12,732 6,930

VicForests has three finance leases outstanding which are all for three year terms. There are 36
equal payments made monthly with a residual payment at the end of the term.

Current
Unsecured
Lease liabilities

Total current unsecured interest bearing liabilities

Non current
Unsecured
Lease liabilities

Total non current unsecured interest bearing liabilities

Total unsecured interest bearing liabilities

b) Interest rate risk exposure

71 29

21 71 29
98

21 0 98
20 71 127

Interest rates are fixed over the terms of the finance leases and as such, presents no interest rate

risk exposure.

Current
Weighted average interest rate
Non current

Weighted average interest rate

20 71 29
12.90% 12.90%
20 0 98

= 12.90%



Note 15

Note 16

Note 17

Employee Benefits

Current
Annual leave 979 921
Long service leave 1,941 1,850
2,920 2,771
Non-current
Long service leave 212 208
212 208
Total employee benefits 3,132 2,979

Employee numbers at end of financial year is 140 full time equivalents. (30 June 2006: 163)

The following assumptions have been used to calculate the provision for long service leave as at
30 June 2007.

e \Wage inflation rate: 4.50%
e Discount rates for years 1 — 12 range from 6.270% to 6.455%.

Provisions

Current

Provision for regeneration of harvested coupes 922 1,208
Provisions — other 55 70
Total Current 977 1,278

Movements in provisions during the financial year, other than employee benefits is set out below:

Opening balance 1 July 1,278 1,020
Additional provisions recognised 228 1,278
Payments or other sacrifices of economic benefits (70) (448)
Reductions from remeasurement or settlement without cost (459) (572)
Closing balance 30 June 977 1,278

Contributed Capital

Opening balance 1 July 14,345 14,345
Movements in the year 0 0
Closing balance 30 June 14,345 14,345



Note 18

Note 19

Note 20

Reserves

Growing timber revaluation reserve

Opening balance 1 July
Transfer to retained earnings
Closing balance 30 June

Retained Earnings

Opening balance 1 July

Prior year adjustments

Profit / (loss) after income tax expense

Transfer from reserves

Dividend paid during the financial year

Closing balance 30 June

Financial Instruments
a) Interest Rate Risk

The following table details exposure to interest rate risks at 30 June 2007:

Financial assets
Cash

Receivables
Total

Financial liabilities
Payables

Finance lease
liabilities

Total

6.15%
12.00%

12.90%

7,521
13,743
21,264

19

2007 - 10(b),
2006 - 10(a)

18

71
71

11
(111
0
8,762
(1
8,751
(17)
111
(2,062)
6,783
3
3,741
3,744
12,732
0

12,732

2,150
(2,039)
11

6,030

1,632
7,662
2,085
2,039
(3,024)
8,762

7,524
17,484
25,008

12,732

71
12,803



Financial Instruments (cont.)

The following table details exposure to interest rate risks at 30 June 2006:

Financial assets

Cash 5.65% 17,285 0 0 3 17,288
Receivables 11.00% 0 422 0 6,228 6,650
Total 17,285 422 0 6,231 23,938
Financial liabilities

Trade payables - 0 0 0 6,930 6,930
Finance lease

liabilities 12.90% 0 29 98 0 127
Total 0 29 98 6,930 7,057
b) Fair value

There is no material difference between the carrying amounts and fair value of the financial assets
and financial liabilities.

Note 21 Commitments for Expenditure
a) Capital commitments

As at reporting date, VicForests has capital commitments for the following payable within one year:

Property, plant and equipment 138 189
Intangibles 250 0
Total 388 189

b) Lease commitments

Operating lease commitments

The value of operating leases entered into at 30 June 2007 but not recognised
as liabilities are expected to be payable as follows:

Within one year 761 1,135
Later than one year but within five years 146 709
Total 907 1,844

Finance lease commitments
VicForests has motor vehicle finance leases. The commitments are as follows:

Within one year 74 43
Later than one year but within five years 0 103
Total minimum lease payments 74 146
Less: Future finance charges provided in the accounts (3) (19)
Total 71 127
Represented by

Current liability 71 29
Non-current liability 0 98

71 127



Commitments for Expenditure (cont.)

¢) Other operating commitments

As at the 30 June, VicForests had the following other operating
commitments expected to be paid as follows:

Within one year 46,578 40,168
Later than one year but within five years 7,673 39,533
Later than five years 336 0
Total 54,587 79,701

d) Cost of making trees available and road access fee

VicForests is a party to two agreements with the Department of Sustainability and Environment for
the provision of services to VicForests. Under these agreements VicForests is liable to pay a fee for
the cost of making trees available capped at $500,000 per annum, and a road access fee capped
at $1,600,000 per annum. These agreements were negotiated at the commencement of VicForests
and are subject to ongoing negotiation.

Note 22 Contingent Assets and Contingent Liabilities

As at reporting date, VicForests has no known contingent assets or liabilities.

Note 23 Related Party Transactions

There were no amounts paid by VicForests in connection with the retirement of responsible persons
of VicForests during the financial year.

There were no loans in existence by VicForests to responsible persons or related parties at the date
of this report.

There were no other transactions between VicForests and responsible persons and their related
parties during the financial year.

Expenses incurred during the financial year resulting from transactions with other State
Government related entities were:

Department of Infrastructure 580 0
Department of Primary Industries 210 600
Department of Sustainability and Environment 4,547 7,389
State Revenue Office 570 492
VicRoads 0 1
Victorian Managed Insurance Authority 166 178
Total 6,073 8,660

In addition, VicForests paid a dividend of $2,062,000 to the Department of Treasury and Finance
during the year ended 30 June 2007.

Revenue generated from services rendered to related entities:

Department of Sustainability and Environment 2,557 732
Total 2,557 732
In addition, VicForests accrued $868,193 at 30 June 2007, receivable from the Department of

Treasury and Finance in respect of salvage losses recoverable for the year ended 30 June 2007, from
a disaster recovery fund established by the Ministerial Taskforce on Bushfire Recovery.



Note 24 Responsible Persons Related Party Disclosures

a) Responsible persons

The Minister responsible for VicForests throughout the financial year from 1 July 2006 to 30 June
2007 was the Treasurer, the Honourable John Brumby MP, who served in this capacity throughout
the financial year.

VicForests' other responsible persons are as follows:

Chairman Paul Barker 1 July 2006 — 30 June 2007
Director Jim Houghton 1 July 2006 — 30 June 2007
Director Warren Mundy 1 July 2006 — 14 February 2007
Director Catherine Scott 1 July 2006 — 30 June 2007
Director Bob Smith 1 July 2006 — 30 June 2007
Director Judy Ward 1 July 2006 — 30 June 2007

Accountable Officer David Pollard, Chief Executive Officer 1 July 2006 — 30 June 2007

The number of responsible persons other than the responsible Minister and the executive officers,
and their total remuneration was within the specified bands as follows:

$10,000 - $19,999 1 0
$20,000 - $29,999 4 3
$30,000 - $39,999 0 2
$50,000 - $59,999 1 1
Total numbers 6 6
Total amount $179,669 $211,200

Remuneration paid to the Minister is reported in the Annual Report of the Department of Premier
and Cabinet.

b) Executive officers’ remuneration

The number of executive officers and their total remuneration during the reporting period are
shown in the table below in their relevant income bands. The base remuneration of executive
officers is also shown. Base remuneration is exclusive of bonus payments, long service leave
payments, redundancy payments and retirement benefits.

An executive officer retired in the past year. This had a significant impact on total remuneration
figures due to the inclusion of annual leave and long service leave payments. The total
remuneration for 2007 also includes two annual performance bonuses, bonuses for 2006 approved
and paid for in 2007 and bonuses for 2007 approved in 2007 which were paid since 30 June 2007.



Note 25

Responsible Persons Related Party Disclosures (cont.)

Under $100,000

$100,000 - $109,999
$130,000 - $139,999
$140,000 - $149,999
$150,000 - $159,999
$160,000 - $169,999
$170,000 - $179,999
$220,000 - $229,999
$240,000 - $249,999
$250,000 - $259,999
$280,000 - $289,999
Total numbers

Total amount $1,043,825 $919,623 $820,556 $768,085
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Superannuation

VicForests makes employer superannuation contributions in respect of employees to a series of
funds. These funds have two categories of membership, each of which is funded differently.

The Emergency Services Superannuation Schemes and the State Employees Retirement Benefits
Scheme (SERBS) are multi-employer sponsored defined benefit plans. As these funds assets and
liabilities are pooled and are not allocated by employer, the Actuary is unable to allocate benefit
liabilities, assets and costs between employers. As provided under paragraph 32(b) of AASB119,
VicForests does not use defined benefit accounting for these contributions.

VicForests makes employer contributions to the defined benefit funds at rates determined by each
funds Trustee on the advice of each funds Actuary. The other funds receive both employer and
employee contributions on a progressive basis. Employer contributions are normally based on a
fixed percentage of employee earnings as required under Superannuation Guarantee Legislation.
No further liability accrues to the employer as the superannuation benefits accruing to the
employees are represented by their share of the net assets of the funds.

VicForests contributes in respect of its employees to the following superannuation schemes:

Emergency Services Defined 7.5% -10.5% 199 7.5%-10.5% 203
Superannuation — New Scheme benefit
Emergency Services Defined
Superannuation — Revised Scheme  benefit 17.0% 45 17.0% 50
State Employees Retirement Defined
Benefits Scheme (SERBS) benefit 12.8% 8 12.8% 7
VicSuper Accumulated

Fund 9.0% 543 9.0% 445
Other Accumulated

Fund 9.0% 54 9.0% 107
Total contributions to all funds 849 812

At 30 June 2007 there were outstanding contributions due to the Government Superannuation Office
(GSO) (an operating division of the Emergency Services Superannuation Board which manages the
Emergency Services Superannuation Schemes and the SERBS) of $62,352. (As at 30 June 2006: $61,366).

As at the reporting date, there were no loans to or from VicForests to any of the above funds.



Note 26

Note 27

Note 28

Reconciliation of Net Result to Net Cash Flows

Reconciliation of net result after income tax expense to net cash provided by operating activities:

Net result for the period after income tax (17) 2,085

Add/ (less) Non - Cash Flows in Net Result:
(Profit) / loss on disposal of non-current assets (2) 0
Prior period adjustment (58) 0
Allowance for doubtful debts (97) 151
Impairment of non-current assets 14 0
Depreciation and amortisation 4,728 5,270
Decrease in net market value of biological timber assets 111 2,039

Changes in Assets and Liabilities:

(Increase) / decrease in trade receivables (11,407) 1,237
(Increase) / decrease in other receivables 670 (728)
(Increase) in inventories (4,781) (192)
(Increase) / decrease in prepayments 75 (179)
(Increase) in current tax asset (606) 0
(Increase) in deferred tax asset (19) (231)
Increase / (decrease) in trade payables (601) 79
Increase in other payables 6,427 1,870
Increase in employee benefit liabilities 153 371
Increase / (decrease) in provisions (301) 258
Decrease in current tax liability (484) (3,904)
Increase / (decrease) in deferred tax liability (25) 7
Net cash provided by operating activities (6,220) 8,133
Dividend

The process to determine the 2007 dividend has not yet been completed at the reporting date. The
Board's preliminary dividend estimate for the period is zero.

Events Occurring After Balance Date

The following matters and/ or circumstances have arisen since the end of the reporting period
which significantly affect or may significantly affect the operations of VicForests, the results of
those operations, or the state of affairs of the company in future financial years.

On 13 July 2007 the Victorian Government endorsed a recommendation of the Ministerial
Taskforce on Bushfire Recovery granting VicForests up to $10 million in order to undertake an
expanded salvage program. The key driver for the program is to minimise the substantial long-term
economic losses to the State as a consequence of the fires, and to facilitate forest and industry
recovery. These funds have been made available to VicForests to address its losses in undertaking
this activity on behalf of the Victorian Government.

On 31 July 2007 VicForests announced its intention to implement a far-reaching restructuring of
the organisation in order to ensure the best public value from harvesting Victoria’s State forests.
This will involve closing a number of regionally based offices, reducing the number of regions from
three to two and reorganising staff responsibilities.



We certify that the Financial Statements for VicForests for the year ended 30 June 2007 have
been prepared in accordance with Standing Direction 4.2 of the Financial Management Act 1994,
applicable Financial Reporting Directions, Australian Accounting Standards and other mandatory
professional reporting requirements.

We further state that, in our opinion, the information set out in the Income Statement, Balance
Sheet, Statement of Changes in Equity, Cash Flow Statement and notes to and forming part of the
financial statements, present fairly the financial transactions for the year ended 30 June 2007 and
the financial position of VicForests as at that date.

We are not aware of any circumstance which would render any particulars included in the financial
statements to be misleading or inaccurate.

Maﬂf;\ﬂ. & L;me«, Y,

-

Paul Barker David Pollard Stephen Gatley
Chairman Chief Executive Officer Chief Accountant
VicForests VicForests VicForests

21st day of September, 2007
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Victorian Auditor-General's Office

INDEPENDENT AUDIT REPORT

VicForests

To the Members of the Parliament of Victoria and Members of the Board of
VicForasts

Matlers Relating fo the Electronic Presentation of the Audited Financial Report

This auditors report for the financial year ended 30 June 2007 relates to the financial report of VicForests
Included on its web site, The Members of the Beard of VicForests are responsible for the integrity of the
web site. | have not been engaged to report on the integrity of the web site. The auditor's report refers only
to the statements named below. An opinion is not provided on any other information which may have been
hyparlinked 1o or from these statements. If users of this report are concerned with the inherent risks
arising from electronic data communications, they are advised to refer lo the hard copy of the audited
financial report to confirm the information included in the audiled financial report presented on lhis web
site,

The Financial Report

The accompanying financial report for the year ended 30 June 2007 of VicForests which comprises the
income stalement, balance sheet, statement of changes in equity, cash flow stateament, a summary of
significant accounting policies and other explanatory notes to and forming part of the financial report, and
the statutory cerlification has been auditad.

The Respansibifity of the Members of the Board for the Financial Report

Tha Mambers of the Board of VicForasts are responsible for the preparation and the fair presentation of
the financial report in accordance with Australian Accounting Standards (inchiding the Australian
Accounting Inferpretations) and the financial reporting requirements of the Financlal Management Act
1994, This responsibility includes:

« establishing and maintaining internal contrels relevant to the preparation and fair presentation of the
tinancial report that is free from materizl misstatement, whether due Lo fraud or error

+ selacling and applying appropriate accounting policies
« making accounling estimalas that are reasonable in the circumstances.

Auditor's Responsibility

As required by the Audit Act 1994, my responsibility is to express an oplnion on the financial report based
on the audit, which has been conducled in accordance with Australian Awuditing Standards. These
Standards require compliance with relevant ethical requirements relating lo audit engagements and that
the audit be planned and performed to obtain reascnable assurance whether the financlal report is free
from material misstatement.

An audit Involves performing procedures lo obiain audit evidence aboul the amounts and disclosures in
the financlal report. The audil procedures selecled depend on judgement, including the assessment of the
risks of material misstaternent of the financial report, whether due to fraud or arror. In making those risk
assessmenis, consideration is given to Internal control refevant to the Board Members' preparation and
fair prasentation of the financlal report In order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effecliveness of the Board's
internal control. An audit also includes evalualing the appropriateness of the acsounting policies used, and
the reasonableness of accounting estimates made by the Board Members, as well as evaluating the
averall presentalion of Ihe financial report.

1
Level 24, 35 Colling Street, Melbourne Vic. 3000
Telaphona 61 3 8601 7000 Facsimile 61 3 8501 7010 Email comments@audit vic.gov.au Website www.audilvic.gov.au

Auditing in the Public Inferes!



VAGO

Victorian Auditor-General's Office

Independent Audit Report (continued)

| believe thal the audit evidence obtained is sufficient and appropriate lo provide a basis for my audit
opinion.

Indspendence

The Auditor-General's independence s established by the Constifulion Act 1975. The Auditor-General Is
not subject to direction by any person about the way in which his powsrs and responsibilities are to ba
exercised, The Audiior-General, his staffl and delegales comply with all applicable independence
requirements of the Australian accounting profession,

Auditor's Opinion

In my opinion, the financial report presents fairly, in all material respects, the financial position of
VisForasls as at 30 June 2007 and its financial pardormance and cash flows for the year then ended in
accordance with applicable Australian Accounting Standards (including the Auslralian Accounting
Interprelations), and the financial reporting requirements of the Financial Management Act 1994,

%&—x e
MELBOURNE . DDR. Pearson ™
21 Seplember 2007 Auditor-General \'\

2
Lenwvel 24, 35 Colling Street, Melboume Vic, 3000
Telaphone 61 3 8501 7000 Facsimile 61 3 8501 7010 Email commentsZaudit vic.gov.au  Website www.audil.vic.gov.au

Auvditing fn the Public Interest



This report is prepared in accordance with all relevant Victorian legislation. This index has been
prepared to facilitate identification of VicForests’ compliance with statutory disclosure requirements.

Report of Operations

Legislation Requirement Page

Charter and Purpose

FRD 22B Manner of establishment and relevant Minister..........cccooooveiieiieiiieeei 2,4,58
FRD 22B Obijectives, functions, powers and duties ..............ccccoeoiiiiiiiiiieiieceee e 2,11
FRD 22B Nature and range of services provided ...........ccccoooiiiiiiiiiiii e 11
Management and Structure
FRD 22B Organisational StIUCTUIE. .........oiiiiiii e 8
Financial and other information
FRD 22B Statement of workforce data and merit and equity ...........ccccooeiiiiiiiii 14
FRD 22B Occupational health and safety (OH&S)...........oooviiiiiiiiiicec e 14
FRD 15B Executive officer diSCIOSUIES ..ottt 58
FRD 22B Summary of the financial results for the year ........c...ccoooiviiiiiii 30
FRD 22B Significant changes in financial position during the year...............ccccooeien. 33-60
FRD 22B Major changes or factors affecting performance ...........ccccccooiiiiiiiiii 4,6
FRD 22B SUDSEOUENT BVENTS. ... 31
FRD 22B Application and operation of Freedom of Information Act 1982 and compliance
with building and maintenance provisions of the Building Act 1993.................... 65
FRD 22B Application and operation of the Whistleblowers Protection Act 2001 ................. 65
FRD 22B Details of consultancies over $100,000 ...........cccoiciiiiiiiiiiii i 65
FRD 22B Details of consultancies under $100,000............ooiiiiiiieiieiie e 65
FRD 10 DISCIOSUIE INABX .ttt 64
Financial statements required under Part 7 of the FMA
SD 4.2 (b) INCOME StAtEMENT ... e 34
SD 4.2 (b) BalanCe SNEOT ... .o 35

SD 4.2 (a) Statement of Changes iIN @QUILY ......oooviiiiieii e 36




Legislation Requirement Page

SD 4.2 (b) Cash flOW StAtEMENT. ... 36
SD 4.2 (c) Statutory CertifiCation ..........ooo i 61
SD 4.2 (c) Compliance with Australian accounting standards and other

authoritative PronOUNCEMENTS ......coiiiiiiiieiiie e 37-46
SD 4.2 () Compliance with Ministerial directions..............coooiiiiiiiiieeceeeee e 37-46
SD 4.2 (d) RoUNAING OF @MOUNTS ......oeiiii e 37

Responsible persons related party disclosures

FRD 21A Responsible person and executive officer disclosures...........cccccovviiiiiiiiiiiiin.. 58

Legislation and Policy

Audit Act 1994

Building Act 1983

Financial Management Act 1994

Freedom of Information Act 1982

National Competition Policy

Victorian Industry Participation Policy Act 2003
Whistleblower Protection Act 2001

Key

e FMA — Financial Management Act 1994, as amended
e FRD - Financial Reporting Direction issued by the Department of Treasury and Finance
e SD - Standing Direction of the Minister for Treasury and Finance

For information contact Legal Officer, Elizabeth Lim.

a) Consultancies in excess of $100,000

Stem Services Pty Ltd Harvest and haulage OH&S system audits 192,513
b) Consultancies less than $100,000
Number of Consultancies 58 877,238







GPO Box 191
Melbourne, VIC 3001
Australia

Telephone: 03 9608 9500

Facsimile: 03 9608 9566

Email: vfs.admin@vicforests.com.au
www.vicforests.com.au
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