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I am pleased to present the first annual report for VicForests, and the first since the Victorian Government

separated the business of native forestry from its regulatory and policy functions.

Following the commencement of trading on 1 August 2004, the organisation has taken up the challenge

of harvesting and selling timber from Victoria’s State Forests with considerable vigour. The results to date

speak for themselves and on behalf of the Board, I congratulate management and staff on an 

outstanding 11 months.

VicForests has spent a considerable part of this period forging an identity within the native timber industry

and working through a range of changes to support the commercialisation of our State’s native forestry.

We have committed to the introduction of a new business model that we believe will encourage 

sustainable practice and bring openness and accountability to the sale of native timber. This approach will

position Victoria as a leader in the sustainable harvest and commercial sale of our highly-valued resource.

VicForests’ new Price Allocation Model will foster opportunities for the most innovative and productive 

timber processing businesses and introduce a greater level of transparency and market-based pricing. A

range of additional reforms will be introduced to all parts of industry to ensure that:

•  the transition to the new model is smooth;

•  its impact is managed effectively; and

•  the industry is well supported.

These reforms will ensure the objectives of a fairer and more realistic return for native forest timbers for 

all Victorians.

The commencement of VicForests represented a major shift in focus and a significant opportunity for the

long-term future of the timber industry. We look forward to the year ahead.

C h a i r m a n ’s  r e p o r t
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Paul Barker

Chairman
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A year of achievement

In the 11 months since VicForests commenced operations, considerable effort has been invested in laying

the foundation and seeking out an appropriate way forward to sustainable commercial management of

Victoria’s State forest timber resources.

Our achievements in the 2004/05 period reflect the establishment of a dialogue between the corporation,

its customers, government and other stakeholders. VicForests produced a positive financial result, with

potential to provide significant return to Government. In our first year of business, we also generated

strong cash flows to support strategic projects into the future.

VicForests negotiated a reduction of 10 percent of the available timber resource to a more sustainable level

of harvesting. Importantly, the corporation maintained supply to customers through this transition period.

The development of a Price Allocation Model is a critical achievement. This reform is essential for the 

delivery of an open and competitive market for Victoria’s native timber resources. Indications are that when

the web-based auction system commences in early 2006, we can look forward to significant industry 

participation and to the possible entry of new investors to the market.

VicForests has invested in the development of a truly capable and flexible workforce. We have commenced

a range of programs to ensure that appropriate skills, training and development are combined to allow 

our workforce to deliver the commercial, operational, environmental and administrative functions of 

the businesses.

Our capacity to develop and maintain effective stakeholder relationships will be essential to the 

corporation’s success. During 2004/05 VicForests invested substantial effort in establishing partnerships

with key government and external stakeholders including:

• the Department of Sustainability and Environment (DSE);

• the Department of Primary Industries (DPI);

• the Department of Treasury and Finance (DTF);

• Regional Development Victoria (RDV);

• all parts of the timber industry, including customers, 

contractors and unions; and

• the Victorian Association of Forest Industries (VAFI).

2 C h i e f  E x e c u t i v e  O f f i c e r ’ s  r e p o r t
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The establishment of VicForests 

VicForests was established as a State Owned Enterprise and

began operating as a business on 1 July 2004. The

organisation is charged with the responsibility of managing

the harvest and sale of timber resources from Victorian State

forests.

VicForests’ mission is to build a responsible business that 

generates the best community value from harvesting Victoria’s

State forests.

VicForests’ vision is to be a leader in a sustainable Victorian

timber industry.

VicForests’ functions are to:

•  undertake the sale and supply of timber resources in

Victorian State forests and related management activities,

as agreed by the Treasurer and the Minister for Finance, 

on a commercial basis;

•  develop and manage an open and competitive sales system

for timber resources; and

•  pursue other commercial activities as agreed by the

Treasurer and the Minister for Finance.

VicForests is charged with:

•  operating its business and pursuing its undertakings as 

efficiently as possible, consistent with prudent 

commercial practice;

•  being commercially focused to deliver efficient, sustainable

and value-for-money services;

•  operating in a framework consistent with Victorian

Government policy and priorities.

Sales of logs and almost all other timber resources are 

currently by licenses that stipulate the grades, species and

quantities of timber to be sourced from specific areas. 

Prices are determined administratively. With the introduction

of the Price Allocation Model, licenses will be replaced by 

timber sales agreements and prices will be determined by

competition at auction. 

Therefore VicForests current role is essentially to:

•  plan and prepare coupes for harvesting;

•  arrange the building and maintenance of the required 

forest roads;

•  monitor harvesting;

•  invoice customers and collect the sales proceeds; and

•  regenerate coupes after harvesting.

Currently, licensees arrange their own harvesting and haulage,

often in syndicates.

Additional information on our forward activities is available in

the VicForests Corporate and Business Plan.

Dr David Pollard

Chief Executive Officer



Sum of Hectares Regions

Silvicultural
system North East West Gippsland East Gippsland Total

Harvesting Operations 1,213 749 3,205 5,167

Thinning 82 7 1,125 1214

Total 1,295 756 4,330 6,381

3 P e r f o r m a n c e
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North East West Gippsland East Gippsland

Length (km) Cost Unit cost Length (km) Cost Unit cost Length (km) Cost Unit cost

Construction and 
improvement 14.5 $790,728 $54,533 12.5 $206,761 $16,541 3.0 $56,000 $18,667

Maintenance 600 $1,258,266 $2,097 370 $133,552 $361 1,029 $1,323,000 $1,286

Total $2,048,994 $340,313 $1,379,000

Harvesting Operations -  Includes clearfell and seed-tree systems, road improvement,

road construction and reforestation.

Thinning -  Includes thinning from above and below.

3.1 Operations

Roading

In each region, minimum road works targets were met to ensure

that harvesting operations were not held up. Some improvement

and construction works were not completed, however it is 

expected that it will be possible to complete these in 2005/06.

The roading program was delivered under budget, a major

achievement in our first year of operations. 

The figures provided (below) may be slightly different from final 

figures as invoicing and accrual information had not been

finalised. The difference in unit costs in each area is related to a

number of factors including the proportion of improvement works

compared to new construction, the current road network coverage

and the standards of the roads. This year’s information will form a 

benchmark from which to evaluate issues of consistency. 

Area harvested

Almost 5,200 hectares of forest was harvested through clearfall 

or seed-tree operations. This also includes a small amount (less

than 50 hectares) of harvesting that relates to road works and

reforestation. This area will have produced the vast majority of the

sawlog made available. Regeneration operations including site

preparation and establishment will have occurred on the majority

of these areas although, some will naturally be carried over to

the 2005/06 financial year.

Additional residual log was also produced from thinning 

operations that occurred predominantly in East Gippsland.  

No regeneration works were required on these areas thinned.
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Species Total climbed Total ground Grand total Total used

Alpine Ash (delegatensis) 276.3 142.5 418.8 331.1 

Blue Gum (psuedoglobulus) 0.0 3.2 3.2 20.6

Brown Stringybark (baxteri) 0.0 0.6 0.6 0.6

Cut-tail (fastigata) 0.0 164.0 164.0 43.7

Gully Gum (smithii) 0.0 2.0 2.0 0.0

MA/MM hybrid 32.2 4.4 36.6 0.0

Manna Gum (viminalis) 0.0 3.9 3.9 5.4

Messmate (obliqua) 247.9 310.8 558.7 309.4

Mountain Ash (regnans) 1086.0 105.9 1191.9 305.9

Mountain Grey Gum (cypellocarpa) 0.0 5.1 5.1 20.3

Red Ironbark (tricarpa) 0.0 4.3 4.3 0.0

RedxBrown (mackintii) 0.0 3.0 3.0 0.0

Shining Gum (denticulata) 120.5 69.0 189.4 1.4

Shining Gum (nitens) 44.8 49.4 94.2 8.8

Silvertop Ash (sieberi) 0.0 108.5 108.5 19.7

Southern Mahogany (botryoides) 0.0 7.9 7.9 0.0

White Stringybark (globoidea) 0.0 53.5 53.5 0.0

Yellow Stringybark (muelleriana) 0.0 146.7 109.4 41.0

Totals 1807.7 1184.5 2992.2 1217.3

3.2 Sales

Log output from VicForests’ harvesting operations resulted in sales

of 675,250m3 of sawlog and 1,250,800m3 of pulpwood, which

met the intake demand of processors.

Demand for ash sawlog was higher than mixed species, at just

below 100% of contract volumes and comprised 400,000m3 of

sawlog sales. Overall demand for mixed species was lower at

approximately 85% of contract volumes, with Messmate, Silvertop,

Cut-tail, Grey Gum and Manna Gum made up the majority of the

mixed spieces sales volume. This reflects the slowing of market

demand for structural products with the slowing of the housing 

construction sector.

Pulpwood sales remained strong, with an increasing demand 

for high quality pulp logs. Sales of young regrowth logs from

thinning operations resulted in the purchase of 8,500m3 of small

diameter sawlogs and 150,000m3 of high quality pulpwood.

The new sales platform introduced for specialty timbers has 

resulted in increased demand and pricing from niche markets. 

The sale of fire damaged logs from the 2003 alpine fires area by

open tender demonstrated strong demand for both sawlog and 

residual logs.

Seed collection

Close to three tonnes of seed were collected for regeneration of

areas harvested by VicForests. The greatest requirement is for

species such as Mountain and Alpine Ash (Eucaluptus regnans

and E. delegatensis respectively)  that are harvested here by 

clearfell silviculture. Other species such as Shining Gum (E. nitens)

do not produce regular seed-crops, so collection concentrates on

these species when a heavy-seed crop year occurs.  VicForests

must regenerate areas harvested using locally collected seed of the

same species originally on the harvested coupe.



VicForests Board

3 P e r f o r m a n c e
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Paul Barker, BBus, FCA, ACIS
Chairman

Director; Chair, Audit & Risk Management Committee; Chair, Marketing and Road
Safety Committee for the Transport Accident Commission.  Director; Chair, Audit
and Risk Management Committee; Chair, Major Hazards Advisory Committee;
Member of the Remuneration Committee for the Victorian WorkCover Authority.

Bob Smith, BSc (Hons.), MSc, MBA, PhD

Catherine Scott, BSc (Hons.), BComm, GAICD

Deputy Chair, Goulburn Broken Catchment Management Authority; 
Board member, Goulburn Valley Water; Director, V/Line Passenger Pty Ltd and
Passenger Corporation.

Jim Houghton B.Ec, Grad Dip Bus Admin

Director, Hire Thinking Pty. Ltd.

Judy Ward, BCom, FCA, MAICD, FTIA

Chair, Falls Creek Alpine Resort Management Board; Member, Alpine Resort
Coordination Council; Director, Australian Community Support Organisation;
Director, DOXA Youth Foundation; Chair of Merton Hall Foundation; 
Member, Council of Melbourne Girls Grammar; Board member, 2003 Bushfire
Recovery Fund.

Warren Mundy, JP, BSc (Hons.), DipEc, MPhil, PhD, GradCertAppFin, MCILT, GAICD

Director, Bluestone Consulting; Chair, Timber Promotion Council; Business Advisor, Sports
Medicine Australia.

All Directors except Bob Smith were appointed by the Order in Council that established VicForests on 28 October 2003.
Paul Barker, Jim Houghton and Judy Ward were appointed for three years. Warren Mundy and Catherine Scott were
appointed for two years. Bob Smith was appointed on 1 January 2004 for two years.
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Audit and Risk Committee

The Audit and Risk Committee comprises:

•  Catherine Scott (Chair)

•  Warren Mundy

•  Bob Smith

•  Judy Ward

The Committee’s primary objective is to assist the Board

in fulfilling its corporate governance and oversight 

responsibilities relating to financial accounting practices,

risk management, internal control systems, external

reporting, and the internal and external audit function.

Specifically, its role is to report to the board and provide

appropriate advice and recommendations on matters

relevant to this charter in order to facilitate board 

decision-making.

The committee is supported by a Risk Management

Working Group that identifies corporate risks and 

develops management strategies for consideration and

approval by the committee.

Meeting performance

Name of meeting Chair Frequency of meetings Number of meetings 2004/05

Board Paul Barker Monthly 12

Audit and Risk Committee Catherine Scott Quarterly 4

Executive Remuneration Committee Paul Barker Half-yearly 2

P e r f o r m a n c e
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Executive Remuneration Committee

The Executive Remuneration Committee comprises:

•  Paul Barker (Chair)

•  Judy Ward

•  Jim Houghton

•  David Pollard

The Committee’s role is to oversee remuneration policy

in accordance with Government policy.

VicForests Executive

David Pollard, BEcon (Hons), MA (Econ), PhD

Chief Executive Officer

Cameron MacDonald, BForSc Hons, Grad Dip Acctg,

CPA, MIFA

Chief Finance & Marketing Officer

Peter Ford, BSc (For), Assoc Dip Forestry, MIFA

Chief Operations Officer

Pat Groenhout, BSc (For) Hons, Grad Dip Res Ec, MIFA

Director Strategy & Planning

Matthew Crapp, BSc (For), Grad Dip Bus

Director Sales

VicForests Organisational Structure

Chief Executive Officer

David Pollard

Chief Finance & 

Marketing Officer

Cameron MacDonald

Chief Operations Officer

Peter Ford

Director Sales

Matthew Crapp

Director Strategy & 

Planning

Pat Groenhout



Corporate governance

Values

VicForests’ values underpin the corporate governance

framework that has been established.  The organisation

has determined its core values as follows:

•  Accountable – VicForests is accountable to the

Victorian Government and its actions and those of its

employees must be consistent with Government

policy and priorities.

•  Committed – VicForests is committed to the

fulfilment of its business mission and the achievement

of its vision for the Victorian timber industry.

•  Customer focused – VicForests will be responsive to

its customers’ requirements and seek customer

satisfaction, in accordance with its commercial nature.

•  Ethical – VicForests will operate in an ethical and

environmentally responsible manner in all its

undertakings to ensure the integrity and sustainability

of the native forest timber industry in Victoria. 

•  Innovative – VicForests seeks to be innovative and

adaptable in its organisational, business and forestry

management operations.

•  Open – VicForests will manage the commercial

harvesting and licensing of sawlog production in

Victoria in a framework of openness and

transparency.

•  Professional – VicForests and its staff will operate in

a professional manner in all undertakings to ensure

the best possible outcomes for the organisation, its

customers, the Victorian timber industry and its

stakeholders.

Human resource management

Prior to the commencement of trading, VicForests

offered positions to Forestry Victoria employees who

were required to resign from the public service to accept

their new role. Others were recruited externally.

A significant program was introduced to encourage and

support all employees and build their confidence and

capacity to work towards VicForests strategic goals.

As at 30 June 2005, VicForests employed 134.7 people

(full time equivalent), as follows:

Male Female Total

Executive Officers 5 - 5

Senior Managers 6 2 8

Operations staff 81 28.7 109.7

Corporate services 3 9 12

Total 95 39.7 134.7

No time was lost from industrial disputes during 
2004-05.

P e r f o r m a n c e
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Occupational health and safety

VicForests encourages a culture of achieving business

objectives while ensuring the health and safety of our

employees and contractors. A key objective this year has

been to review and consolidate the occupational health

and safety framework and ensure that this is visible and

consistent across the organisation.

In the period under review the lost time injury rate was

16.5 against a target of 25.3, an encouraging result.

Environmental performance

VicForests is aware of its special responsibility for the 

management of Victoria’s valuable forest resources to the

highest standards of environmental performance. We have

committed ourselves to achieving forest management 

certification to the Australian Forestry Standard. The 

corporation is aiming for a 90 percent minimum 

performance result in external audits against the Code 

of Forest Practice, undertaken by the Environment

Protection Authority.

VicForests recently launched its Sustainable Forest

Management Policy which outlines its commitment to

continuous improvement and to the application of the

highest standards for forest management practices. 

The policy makes transparent VicForests’ commitment to

undertake its commercial activities sustainably on behalf

of all Victorians.



Depending on the season, up to two tonnes of seed

from about 20 different eucalypt species is required

annually by VicForests to be used for sowing following

harvesting. The seed develops into a young regrowth

forest, vital for the sustainable future supply of 

forest timbers.

Mountain Ash regeneration requires broad-scale 

disturbance and high light levels. The species is 

therefore usually clearfell harvested. Seed, the only

natural source of regeneration available to this species,

can be collected from fallen tree crowns during

harvesting or from trees that have been climbed and a

proportion of their seed-bearing branches removed.

Usually the seed is aerial sown following harvesting and

site preparation.

Knowing when and where to collect seed is difficult.

The availability of Mountain Ash seed can be predicted

only by monitoring the development of flowering. 

This flowering can be forecasted one year in advance,

and since seed takes at least ten months to mature,

seed availability can be forecast two years in advance.

Forecasting can be extended for up to four years by

drought analysis, as there is a strong correlation

between moist years (low drought index) and the 

abundance of flower bud initiation. VicForests uses 

aerial surveillance to assess flowering intensity and 

distribution annually.

Like many eucalypts, Mountain Ash usually flowers

every second year. However in the past three decades,

drought has severely affected flowering, resulting in

seed shortages. Major flowering events resulting in

widespread seed-crops occurred in 1974, 1982 and

1998. There has been no major flowering event 

since then.

A  b l o o m i n g  c h a l l e n g e :  C o l l e c t i n g
M o u n t a i n  A s h  s e e d  i n  t h e  N o r t h  E a s t  
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Climbing to de-limb branches
for seed collection.
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In recent years funding limitations did not allow for the

collection and storage of extra seed as a buffer. As a

result, VicForests commenced operations in August

2004 with a shortage of 800 kilograms of Mountain

Ash seed.

Initially it seemed that complex and costly sowing and

planting techniques that use smaller seed quantities

would be the only solution. However an unexpected

flowering event in the Toolangi district was located by

aerial observation in 2004. This became the source of

Mountain Ash seed for a large proportion of Central

Highlands 2005 sowings, allowing the use of 

cost-effective standard sowing techniques.

Utilising climbing techniques, over 1100 kilograms of

Mountain Ash seed was collected in Toolangi between

November 2004 and June 2005, of which more than

200 kilograms was transferred to assist the Gippsland

West sowing program.

The VicForests business model supports investment in

the collection of extra seed in known heavy seed-crop

seasons. This approach addresses the uncertainties of

Mountain Ash seed-crop development and promises to

build and maintain seed storage levels that will reduce

costs and pose fewer risks to future regeneration.

Mountain Ash in heavy flower seen during aerial assessment.



Foster ing Innovat ion:  Work ing wi th  
indust ry  and community  in  East  Gipps land
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The forests of East Gippsland present many management

challenges, requiring innovation to create efficiencies and

develop new opportunities. VicForests has responded to

these challenges by working in partnership with

customers. This approach is leading to many new ways

of achieving improved business outcomes.

One example is the move to sale-by-weight for smaller

sawlogs from thinning operations in regrowth stands, 

a shift from the time-consuming process of measuring

every log. It has opened up the market to more buyers

through reduced costs as sawlogs can be moved more

quickly. A barrier to this initiative was that not all haul

routes have weighbridges. To address this, a system is

being developed that will allow some buyers to use

truck scales.

VicForests recognises that relationships with

stakeholders are of prime importance and that the

organisation needs to take advantage of opportunities

to advance the industry. A policy group was set up, for

some licensees and VicForests concentrating on key

strategies and recommendations for implementation by

an operations group.

One successful outcome of this has been improved

communication flowing from industry to the community

with regular media coverage. This culminated in a jointly

staffed VicForests and industry display at the East

Gippsland Field Days. A working mechanical harvester

attracted wide interest, with few visitors being aware of

the sophistication and significant investment required in

modern harvesting.

VicForests and the industry have supported a local

initiative to retain young locals in their hometown. This

involved addressing every district school in far East

Gippsland. The initiative supports the region’s need to

maintain a workforce by focussing on local recruitment,

particularly of young leaders, followed up with training

opportunities.

Marketing developments have focused on enhanced

sales of speciality timbers through an auction system.

Contractors now have a greater incentive to pursue

small volumes of these highly sought-after timbers that

have historically been under-utilised. An indication of

this project’s success is the increase in volumes and the

fact that prices have risen by seven times.

VicForests has worked closely with Gippsland

plantations to produce a study on the socio-economic

benefits of commercial forestry to the region. This study

showed the net value of the combined Gippsland

industry was approximately $1 billion, equal to tourism

and only marginally lower than agriculture. The

information reinforces the value of commercial forestry

to the local economy.

When viewed alone, these working examples of

innovation may appear small, but together they show a

willingness to work with customers, industry and the

community to foster commercial forestry, a significant

primary industry for East Gippsland.



West Gippsland foresters commenced a trial in August

2004 to address the problem of the diverse age

structures and timber quality found in much of the

foothill mixed-species forests.

These forests, dominated by species such as Silvertop

Ash, Messmate, Stringybark and Mountain Grey Gum,

have a long history of disturbance from harvesting and

fire. This has created a mosaic of age structures and

timber quality, making forest management a significant

challenge.

While clearfell harvesting is well suited to Victoria’s

Mountain Ash, Alpine Ash and mature mixed-species

forests, the application of this technique to multi-aged

forest stands often results in the premature harvest 

of sawlogs.

Timber Stand Improvement (TSI) was identified as an

option to manage this problem. In the West Gippsland

trial VicForests is exploring the application of alternative

silvicultural methods to manage these forests. The aim

of TSI is to harvest small groups or single mature trees

from a stand and leave the immature or pole-size trees

for harvesting at a later stage when they can be

converted into higher value products.

Single trees with hollows, or groups of older trees

throughout the harvest area, are also retained for

habitat, allowing these areas to be managed for timber

production while maintaining forest biodiversity.

The TSI trial will have benefits for the whole community

and demonstrates VicForests’ commitment to exploring

new ways of resolving complex forest management

issues. In essence it is a local solution to a local problem.

Managing growth:  T imber  Stand
Improvement  on t r ia l  in  West  Gipps land
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This more sensitive harvesting technique also results in

improved aesthetics at popular tourist areas and

improved value for our forest products. It will provide a

more even product flow and assist with ongoing

employment for some harvesting contractors. Moreover,

forest health, structure and biodiversity are maintained.

VicForests was required to incorporate detailed planning

as part of the trial development, including working

jointly with the Department of Sustainability and

Environment (DSE) forest and silvicultural experts to

develop draft prescriptions for the trial implementation.

The team worked with industry to understand better

potential harvesting constraints and safety

management, and to ensure that harvesting contractors

clearly understood the trial’s silvicultural and

environmental objectives.

VicForests staff undertook detailed assessments of areas

suitable for this type of treatment, and a public

consultation and formal approval process was

incorporated in the Timber Release Plan. Trees were

marked for retention and removal and monitoring plots

were established for measurement before and after

harvesting, helping staff to understand the effectiveness

of individual tree selection.

Coupe harvesting has commenced using this method

and VicForests is working closely with harvesting

contractors and DSE to ensure its success. Trees removed

are delivered to local processors for conversion into a

range of products, primarily for local and state markets.

The trial will be assessed against economic,

environmental and social outcomes, allowing methods to

be further refined with the aim of providing VicForests

with a range of silvicultural techniques and harvesting

systems that best suit our public forests.



In 2004/05, VicForests moved to establish a project management framework, including a Project Board and Project

Office, in order to ensure professional and accountable delivery against our substantial strategic commitments.

VicForests will reinvest in several of these projects over the next three years.

P ro ject  Management

20 > > >
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Strategy Plans Projects Timing

A. Promote higher value
uses and new 
commercial markets
for forest products

B. Maximise the 
commercial return
obtained from the sale
of forest 
products

C. Transition to 
transparent 
commercial supply
arrangements for our
customers

D. Engage 
stakeholders

Know the resource

Develop the market

Maintain ongoing 
marketability of the product

Match product 
definition to market

Implement market-based
pricing

Improve quality control

Quality, timely and 
automated operational 
financial information

Transition to transparent 
market-based price-
allocation model (PAM)

Implement an operational
model to complement PAM

Maintain and develop the 
relationship with relevant
Government departments

Maintain and develop the 
relationship with the industry

Form alliances with 
stakeholders to promote 
constructive dialogue

2004/5

2004/5- ongoing

2004/5- ongoing

2004/5- ongoing

2004/5

2004/5- 2005/06

2005/6

2004/5

2004/5- ongoing

2004/5- ongoing

2004/5- ongoing

2004/5-2006/07

2004/5-2006/07

2004/5-
ongoing

2004/5

2004/5- ongoing

2004/5- ongoing

Assess adequacy of current resource
information

Develop accurate understanding of the
forest resource

Establish processes and information
source adequate for VicForests’ needs

Gather market intelligence

Establish VicForests’ timber 
promotion role

Develop & implement an Environmental
Management System (EMS)

Implement product certification

Review product definition and 
differentiation

A short-term plan to research the market
and align log prices with 
willingness to pay

Improve log-grading performance

Fast and accurate processing of log 
dockets

Develop and implement a market-based
Price-Allocation Model (PAM)

Investigate and, if appropriate, design &
implement operational model to 
complement PAM

Maintain and develop the relationship
with relevant Government 
departments

Conduct annual customer satisfaction
survey

Establish a communications framework
with customers

Identify stakeholders and investigate the
inter-action required to best promote
VicForests’ interests
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Strategy Plans Projects Timing

E. Develop staff 
capacity and 
commercial skills

F. Build more efficient
and effective forest
operations

2004/5- ongoing

2004/5- ongoing

2004/5- ongoing

2004/5

2004/5-2005/06

2004/5

2005/6- ongoing

2004/5-2005/05

2004/5- ongoing

2004/5- ongoing

2004/5- ongoing

2004/5- ongoing

2004/5- ongoing

2004/5- ongoing

2004/5

2004/5

2004/5-2006/07

2004/5-2005/05

Develop a risk assessment and issues
management process

Develop and deliver a development
program to build a values-based
organisation

Develop and implement a staff training 
program to build a skilled workforce

Define skills required and conduct skills
audit

Structure a rewards program to 
encourage desired behaviour

Develop a new Enterprise Bargaining
Agreement which incorporates staff 
flexibility and performance measures

Develop a performance management 
program integrated with the rewards
structure

Improve contractors’ operational 
efficiency and environmental performance

Develop & implement an OH&S 
corporate program

Develop and implement a contractors’
OH&S management audit program

Develop and implement a communications
plan to engage and empower staff

Identify in each Region the strategic road 
network to maximise road usage and minimise
cost and enable all-year-round harvesting

Establish higher quality and quantity seed banks

Improve regeneration efficiency and 
performance

Develop a thinning strategy

Develop a blueprint for VicForests’ 
network infrastructure

Develop and implement systems that
enable the business

Implement a financial and non-financial
forecasting process

Manage emerging issues

Build capabilities to achieve
business objectives

Reward staff according to
measured performance

Improve competency of
contractors

Improve OH&S 
outcomes for VicForests
staff and contractors

Foster open internal 
communications

Improve strategic and 
operational planning

Improve silviculture efficiency

Implement enabling systems

Build a forward looking and
agile organisation



8.1 Summary of financial results

VicForests’ financial results for 2004/5 were as follows:

$'000

Revenue from activities 38,720

Revaluation of growing timber 2,150

40,870

Operating expenses (27,348)

Earnings before interest & taxes 13,522

Borrowing costs (387)

Operating profit after revaluation 

of growing timber before Taxes 13,135

Income tax expense (4,937)

Net profit after tax 8,198

Transfer to reserve (2,150)

Transfer to retained earnings 6,048

As VicForests commenced trading on 1 August 2004

there are no comparative figures.

Operating profit for the period was impacted by:

• the seasonal nature of the business:

• almost a full 12 months revenue was received; but

• only 11/12 of the majority of costs were incurred; 

• employee and some other costs being increased to

ongoing levels over a number of months;

• delays in strategic initiatives and a resulting under-

expenditure to plan;

• the growing timber under VicForests control was

revalued by $2.15 million. This amount was transferred

to the Growing Timber Revaluation Reserve.

VicForests has exceeded its financial commitments to

Treasury in its first year of operations, as is

demonstrated by the following financial ratios:

8.3 Subsequent events

The Treasurer gave approval to VicForests on 

20 September 2005 to transition to a Mill Door Sales

Model, commencing 1 July 2006. As indicated in section

8.2 the new operating model will significantly impact

VicForests’ financial results.

Notwithstanding the above, there have not been any

material events subsequent to 30 June 2005 that impact

the financial position or performance of VicForests as

reported at 30 June 2005.

8.2 Future outlook

The transition to the new Price Allocation Model will

occur over a number of years, commencing in 2005/06.

The complementary Mill Door Sales operating model will

be introduced in July 2006. The impact of these two

reforms will be that VicForests will be responsible for

harvesting forest coupes and haulage of produce to

customers in addition to its current operations. As a

result of these new responsibilities sales revenue,

expenses and working capital will increase and therefore

VicForests’ financial achievements will be more in line

with our commitments to Treasury.

At this stage and under the current operating model, no

material impact on the financial statements from

adoption of International Financial Reporting Standards

in 2005/06 is expected.

F inanc ia l  Rev iew of  Operat ions  
and F inanc ia l  Condi t ions
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Ratio Achievement Target

Earnings before 
interest and taxes as a
percentage

35% 8%

Return on average 
capital employed (based
on an average of 12
months)

70% 12%

Debtor days 40 days 45 days
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Note(s) 2005

$000

Revenue from ordinary activities:

Revenue from sale of forest products 1(b), 2 36,731

Net increase in net market value of growing timber 2 2,150

Other revenue 2 1,989

Total revenue 40,870

Expenses from ordinary activities 3 (27,348)

Borrowing costs 4 (387)

Profit from ordinary activities after revaluation of growing timber 

and before Income Tax expense 13,135

Income tax expense 1(j), 5 (4,937)

Profit from ordinary activities after revaluation of growing timber 

and after income tax expense 8,198

Transfer to reserves 1(r), 18 (2,150)

Dividend 1(k), 6 0

Retained earnings 19 6,048

The Statement of Financial Performance is to be read in conjunction with the accompanying notes.

9
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S t a t e m e n t  o f  F i n a n c i a l  P o s i t i o n
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Note(s) 2005

$000

Current assets

Cash assets 7 14,413

Receivables 8 7,310

Inventories 9 1,357

Self generating and regenerating assets 10 4,902

Other current assets 11 8

Total current assets 27,990

Non-current assets

Self generating and regenerating assets 10 6,321

Infrastructure, property, plant and equipment 12 1,930

Future income tax benefit 5 472

Total non-current assets 8,723

Total assets 36,713

Current liabilities

Payables 13 4,501

Provisions 14 1,851

Finance leases 15 25

Current tax liabilities 5, 16 5,408

Total current liabilities 11,785

Non-current liabilities

Payables 13 480

Provisions 14 1,777

Finance leases 15 127

Deferred tax liabilities 5 1

Total non-current liabilities 2,385

Total liabilities 14,170

NET ASSETS 22,543

Equity

Contributed capital 17 14,345

Reserves 18 2,150

Retained earnings 19 6,048

TOTAL EQUITY 22,543

The Statement of Financial Position is to be read in conjunction with the accompanying notes. 

10
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Note(s) 2005

$000

Cash flows from operating activities

Receipts from customers 33,829

Payments to suppliers and employees (16,445)

Goods and services tax (2,641)

Interest received 708

Borrowing costs (374)

Net cash inflow provided by operating activities 27 15,077

Cash flows from investing activities

Payments for property, plant and equipment (1,320)

Net cash used in investing activities (1,320)

Cash flows from financing activities

Proceeds from borrowings 7,000

Repayment of borrowings (7,000)

Proceeds from equity transfer 687

Finance leases paid (31)

Net cash provided by financing activities 656

Net increase in cash held 14,413

Cash at the beginning of the year -

Cash at the end of the year 7 14,413

The Statement of Cash Flows is to be read in conjunction with the accompanying notes.

11
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1. Summary of significant 
accounting policies

(a)  Basis of preparation

VicForests was established on 28 October, 2003 by the

Governor in Council acting under Section 14 of the

State Owned Enterprises Act 1992. The entity officially

began operating as a business enterprise on 1 July,

2004 and the necessary legislative processes were 

completed to enable VicForests to undertake the sale of

forest products on 2 August, 2004. As a result the 

revenue figures and the majority of expenses reflect

eleven months of actual trading operations. However

the expenses do not reflect the ongoing cost base of

the business due to the time required for the organisation

to employ the planned complement of staff.  Therefore

the 2004/05 financial results should not be taken as

being indicative of future performance.  As this is the

first year of operation, there are no comparative figures

to include in the financial statements.

The financial report of VicForests is a general-purpose

financial report that consists of a statement of financial

performance, statement of financial position, statement

of cash flows, and notes accompanying these financial

statements.

This general-purpose financial report complies with

Australian Accounting Standards, Urgent Issues Group

Consensus Views, other mandatory reporting 

requirements and the Financial Management Act 1994.

This financial report has been prepared on the accrual

and going concern basis. All accounting policies have

been consistently applied during the year.  The

statements have been prepared in accordance with the 

historical cost convention, except for certain assets and

liabilities which, as noted, are at valuation.

For interim and annual reporting periods ending on or

after 30 June 2005, AASB 1047 Disclosing the Impacts

of Adopting Australian Equivalents to International

Financial Reporting Standards requires disclosure of any

known or reliably estimable information about the

impacts on the financial report had it been prepared

using those Financial Reporting Standards or, if the

impacts are not known or reliably estimable, a 

statement to that effect.  Refer Note 29 for further

information.

(b)  Revenue recognition

Revenue is generated from timber charges on sawlogs,

pulpwood logs and residual logs. Sawlog revenue is

generally recognised at the time the sawlogs are loaded

on to trucks at a coupe landing. Residual log and 

pulpwood revenue is recognised at the mill door.

Licence fees are levied based on the volume stipulated

on licences and is payable regardless of whether that

volume is actually taken by licensees.

Interest revenue is received on bank bills and deposits

and is recognised as revenue is accrued.

VicForests provides services to other agencies, primarily

the Department of Sustainability and Environment,

charged on a cost recovery basis and brought to account

either as work is completed or invoices are raised.

(c)  Cash assets

For the purposes of the Statement of Cash Flows, cash

includes deposits at call which are readily convertible to

cash and are subject to an insignificant risk of changes

in value.

(d)  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 Australian

Taxation Office (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

statement of financial position.
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Cash flows arising from operating activities are disclosed

in the statement of cash flows on a gross basis, that is,

inclusive of GST.

(e)  Borrowing costs

Borrowing costs are recognised as expenses in the 

period in which they are incurred and are limited to

interest payments and finance charges.

(f)  Self generating and regenerating assets

By the provisions of the Sustainable Forests (Timber) 

Act 2004, the Minister for the Environment ('Minister')

made an Allocation Order of the forest area that

VicForests may harvest in the next 15 years, in three 

five-year tranches.  The Minister must review the

Allocation Order every five years or at any other time 

at his/her discretion.

In response to the Allocation Order, VicForests 

developed a Timber Release Plan (TRP) for approval by

the Secretary (‘Secretary’) of the Department of

Sustainability and Environment (DSE) showing specific

coupes to be harvested. In addition, VicForests has

made an agreement with DSE to manage the Forests

(Wood Pulp Agreement) Act 1996 (FWPA). It is 

anticipated that the current TRP will be completed 

during 2006/07.

Growing timber is valued based on net market value in

accordance with Accounting Standard AASB 1037 

Self-Generating and Regenerating Assets (SGARA). The

directors consider there is no active and liquid market

for large areas of native forest. The growing timber in

the TRP is valued using a discounted cashflow method

to derive a net market value. The net market value is

defined as the amount that could be expected to be

received from the disposal of the volume of standing

timber in the TRP after deducting the direct costs

incurred in realising the proceeds of such a disposal. 

The principal assumptions used in calculating the net

market value are outlined as follows.

Volumes

The volume of growing timber is the anticipated harvest

volume reduced by a factor of 20% to reflect the 

uncertainty in the estimates of growing timber in the

TRP. This uncertainty reflects the inherent variability in

native forests in terms of both standing volume and

sawlog quality.

Discount rate

VicForests has applied a discount rate of 15% to reflect

the specific risk profile of the organisation, in particular

the fact that the licences by which VicForests sells the

majority of forest products are options rather than 

obligations for licensees to buy.

Revenue and costs

Revenues and costs associated with the sale of forest

products are based on the current forecast for the

remaining period of the current TRP.

Accounting treatment

In terms of the accounting treatment during the year,

the following steps are performed:

•  The market value of the SGARA realised during the

period is reported under revenues from the sale of

forest products;

•  An expense arises when the non-living produce is

extracted from the SGARA, which is reflected in a

decrement in the net market value of the SGARA that

results from extracting the produce. The expense is

disclosed as the amortisation of the self generating

and regenerating asset in Note 3 , and the unit rate is

calculated by dividing the total value of the growing

timber in the TRP by the total estimated volume in

the TRP;

•  The difference between the net market value of the

inventory of growing timber held at the reporting

date and the net market value on the creation of the

TRP, less timber used, is recognised as revenue in the

Statement of Financial Performance where it is

described as "Net increase in net market value of

growing timber".
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VicForests policy provides that revenue resulting from the

net increment in the value of the SGARA is 

unrealised revenue and is therefore not available for 

distribution. This amount is transferred from retained

earnings to the growing timber valuation reserve 

(refer notes 18 and 19).

Growing timber planned for harvest within twelve

months, in accordance with forecast sales expectations,

is reported as a current asset. The remainder is reported

as a non-current asset.

(g)  Infrastructure, property, plant and equipment

Upon the establishment of VicForests, designated assets

were transferred from the Department of Sustainability

and Environment at their written-down value that was

deemed to be fair value.

There are no internally constructed assets (roads) 

completed and held ready for use at balance date.

Partially completed assets are shown as work in progress.

(i)  Acquisition

Infrastructure, property, plant and equipment 

represent non-current assets used in day to day 

operations. Items with a cost or value in excess of

$1,000 are recognised as assets. The purchase

method of accounting is used for all acquisitions of

assets, being the fair value of the assets provided as

consideration at the date of acquisition plus any 

incidental costs attributable to the acquisition. Where

assets are constructed by the business (roads), the

costs at which they are recorded include an 

appropriate share of directly attributable overheads.

(ii)  Depreciation

Infrastructure, property, plant and equipment assets

having limited useful lives are systematically 

depreciated over their estimated useful lives to

VicForests in a manner that reflects consumption of

the service potential embodied in those assets.

Straight line depreciation is charged on all assets

based on their residual useful life.  The expected 

useful lives of depreciable assets are as follows:

Buildings 33 years

Plant and equipment 4 years

Furniture and Fittings 10 years

Computers and Communications Equipment 3 years

Vehicles 5 years

(iii)  Revaluations

VicForests does not own any land assets.

Buildings and improvements are carried at the 

written-down replacement cost of equivalent or 

identical assets. Consistent with the Standing

Directions of the Minister for Finance under the

Financial Management Act 1994, all such buildings

and improvements were transferred from the

Department of Sustainability and Environment at fair

value on 1 August 2004 (refer to note 17).

Revaluation increments are credited directly to the

asset revaluation reserve, except that, to the extent

that an increment reverses a revaluation decrement in

respect of that class of asset previously recognised as

expense in the net result, the increment is recognised

as revenue in the net result. Revaluation decrements

are recognised as expenses in the net result, except

that, to the extent that a credit balance exists in the

asset revaluation reserve in respect of the same class

of assets, they are debited directly to the asset 

revaluation reserve.

In revaluing infrastructure, plant and equipment,

VicForests has not taken into account in determining

the carrying amounts of these assets, the potential

impact of capital gains tax on the grounds that such

assets are an integral part of its operations and there

is no intention to sell the assets.

(iv)  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

of $1,000, the cost is capitalised and depreciated.
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(h)  Employee benefits – wages, annual leave, 

long service leave, employer superannuation

contributions

(i)  Wages, salaries and sick leave

Liabilities for wages and salaries, expected to be

settled within 12 months of the reporting date, are

measured at their nominal amounts (including on

costs) in respect of employees' services up to the

reporting date. The nominal basis of measurement

uses employee rates that the business expects to pay

as at each reporting date and does not discount

cash flows to their present value. No liability is

recognised for non-vesting sick leave as the 

anticipated pattern of future sick leave taken 

indicates that accumulated non-vesting leave will 

not be utilised.

(ii)  Annual Leave

Annual leave entitlements (including on costs) are

accrued on a pro rata basis in respect of services

provided by employees up to reporting date, having

regard to rates expected to apply when the liabilities

are settled.

(iii)  Long Service Leave

Long service leave expected to be paid within 12

months of reporting date is recognised in the 

provision for employee benefits and is recorded as a

current liability in the statement of financial position

at its nominal value.  Long service leave expected to

be paid beyond 12 months is recognised in the 

provision for employee benefits and is measured at

the present value of the estimated future cash

outflows to be made for those entitlements and 

recorded as a non-current liability. Consideration is

given to expected future employee remuneration

rates, employee related on-costs and other factors

including experience of employee departures and

periods of service. Commonwealth bond rates with

terms to maturity that match, as closely as possible

the estimated future cash flows, are used for 

discounting future cash flows.

(iv)  Superannuation

Employees are covered for superannuation 

benefits either as members of defined benefit 

superannuation schemes (State Superannuation

Schemes) and various accumulation schemes.

Contributions to defined benefit schemes are based

on a fixed percentage of members' annual salary as

actuarially determined.  Contributions to 

accumulation schemes are in accordance with the

Commonwealth Superannuation Guarantee

(Administration) Act 1992.  Contributions are

charged as an expense as the contributions are 

paid or become payable.

(v)  Termination benefits

Liabilities for termination benefits are recognised

when a detailed plan for employee terminations has

been developed and a valid expectation raised in

those employees affected, that the terminations will

be carried out. Liabilities for termination payments

expected to be settled within 12 months of the end

of the reporting period are measured at their 

nominal amounts.

(i)  Leases

The minimum lease payments of operating leases,

where the lessor effectively retains substantially all

the risks and benefits of ownership of the leased

item, are recognised as an expense in the years in

which they are incurred. This reflects the pattern of

benefits derived by the business.

Finance leases are capitalised. A lease asset and a

lease liability equal to the present value of minimum

lease payments are recorded at the inception of the

lease. Lease liabilities are reduced by repayment of

principal. The interest component of the lease 

payment is expensed.
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(j)  Income Tax

VicForests is subject to the National Tax Equivalent

Regime. In accordance with this legislation,

VicForests is required to pay to the Consolidated

Fund, amounts determined to be equivalent to the

amounts that would be payable by VicForests if it

was subject to the Commonwealth Income Tax

Assessment Act 1936.

Tax effect accounting has been applied using the 

liability method whereby income tax is regarded as

an expense and calculated on the operating profit

before income tax adjusted for any permanent 

differences between taxable and accounting income.

The tax effect of timing differences which occur

when items of revenue and expenses are brought to

account in different accounting periods for income

tax and accounting purposes, is carried forward in

the statement of financial position as a future

income tax benefit or a provision for deferred

income tax.

Future income tax benefits are not brought to

account as an asset unless the realisation of the 

benefit is considered to be virtually certain. The

amount of benefit brought to account which may 

be realised in the future, is based on the assumption

that no adverse change will occur in income taxation

legislation and the anticipation that the business will

derive sufficient assessable income to enable the

benefit to be realised and comply with the

conditions of deductibility imposed by tax legislation.

The income tax expense for the year is calculated

using an income tax rate of 30%.

(k)  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.  Following this consultation

process, the Treasurer makes a formal determination.

(l)  Receivables

Trade debtors are carried at amounts due with status

of trade debtors reviewed on an ongoing basis.

Trading terms are 30 days from date of invoice.

There is no provision made for doubtful debts given

the current payment history of customers.  Interest is

levied on overdue accounts at a rate of 11.25% p.a.

(as at 30 June 2005) under the Penalty Interest Rate

Act 1983.

(m)  Inventories

Inventories are valued at the lower of cost or net

realisable value. There are two main items of 

inventory as outlined below.

Harvested logs

Log stocks in transit yards at 30 June represent 

timber harvested for sale. There are two components

of the cost of logs in dumps:

•  The net market value of the SGARA prior to

becoming non-living produce of a SGARA. This is

the deemed cost of the harvested logs; and

•  Costs of extraction. This is the operating costs for

the relevant VicForests region incurred in 

managing the harvesting process, expressed on 

a per tonne basis.

Where applicable the net realisable value is based on

the timber charge for the particular destination for

the product.

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 standard costs are 

calculated annually in accordance with accounting

standard AASB 1019 Inventory.  The cost calculation
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is based on direct labour and materials used in the

seed collection and extraction processes.  

In accordance with the standards it excludes seed

storage costs.

(n)  Provision for regeneration of harvested coupes

There is a contractual obligation in the gazettal of

the Timber Release Plan to regenerate harvested

areas under the Code of Forest Practice for Timber

Production. 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.

(o)  Payables

Liabilities are recognised for amounts payable in the

future for goods and services received, whether or

not they have been billed to the business.  The

amounts are unsecured and are usually paid within

60 days of recognition.

(p)  Contributed capital

Any grants or contribution received from the

Victorian State Government that are deemed as

being in the nature of owner’s contribution are

accounted for as Contributed Capital, in accordance

with UIG 38 Contribution by Owners Made to

Wholly-Owned Public Sector entities.

(q)  Rounding of amounts

Unless otherwise stated, amounts in the financial

report have been rounded to the nearest thousand

dollars or in certain cases to the nearest dollar.

(r)  Reserves

Growing Timber Revaluation Reserve

As detailed in note 1(f), revenue resulting from the

net increment in the value of the SGARA is 

unrealised revenue and is therefore not available for

distribution. This amount is transferred from retained

earnings to the growing timber valuation reserve.

Any future decrement in the net market value of the

SGARA following revaluation will be recognised as

an expense with the equivalent amount transferred

from the growing timber valuation reserve to

retained earnings.

2. Revenue from ordinary activities

2005

$000

Revenues from operating activities:

Sales of forest products:

•  Sawlogs 22,481

•  Residual logs 11,849

•  Licence fees 2,267

•  Other 134

Net increase in net market 

value of growing timber 2,150

38,881

Revenue from non-operating activities

•  Interest on bank bills, 

term deposits and bank balances 666

•  Interest on overdue royalties 42

•  Fees for service 716

•  Other 565

1,989

Total revenue 40,870
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3. Expenses from operating activities
(excluding borrowing costs)

2005

$000

Employee related expenses 10,602

Road maintenance 3,248

Harvesting and regeneration costs 2,802

Amortisation of self generating 

and regenerating assets 5,444

Depreciation 116

Facilities expenses 2,332

Vehicle operating costs 1,090

Other expenses 1,714

Total expenses 27,348

4. Borrowing costs 

2005

$000

Borrowing costs related to interest paid 

on loans and finance charges 387

5. Income tax 

The income tax expense for the financial year differs

from the amount calculated on the profit. The 

differences are reconciled as follows: 

2005

$000

Prima facie income tax expense 

on operating profit @ 30% 3,941

Add/ (Subtract): Permanent differences 

included in Operating Profit:

Increase in SGARA value (645)

Amortisation of SGARA 1,633

Non-deductible entertainment 3

Legal fees on start-up of business 5

Total non-deductible expenses 

included in profit 996

Over / (under) provision of tax in prior years 0

Adjustment opening balance of 

Future income tax benefit 0

Income tax expense on operating profit 4,937

Total income tax expense is made up of:

Current taxation provision (5,408)

Adjustment opening balance of 

Future income tax benefit 0

Over/(under) provision of tax in prior years 0

Deferred income tax provision (1)

Future income tax benefit 472

Income tax expense (4,937)

The National Tax Equivalent Regime (NTER) tax law as it

currently stands, does not allow a deduction for the

amortised component of a self-generating and 
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regenerating asset (SGARA), representing the capital

outgoing incurred to acquire the right to fell the trees

apportioned based on the volume of trees felled during

the year.  This is because the SGARA is allocated to

VicForests directly by way of an in-specie contribution of

such assets (the matching credit being contributed 

equity) such that there is strictly no amount paid as

required by the provisions in the Federal tax law 

(including the NTER Manual) as currently drafted.

The Victorian NTER representative is seeking

modifications to the NTER Manual to include a new

clause 105B effectively to deem an amount paid to

acquire the SGARA.  The changes to the NTER Manual

would result in an amortisable amount for tax purposes

on a broadly similar basis to the accounting treatment.

The proposed change has not been approved by all 

representative States at the reporting date. It is 

anticipated that this change will be approved prior to

the tax return being completed for the 2004/05 

financial year and will be applied retrospectively. If this

occurs the tax entries will be amended in completing

the return, allowing a tax deduction similar to the

accounting deduction on the usage of the felling rights.

6. Dividend

In line with AASB “Provisions, Contingent Liabilities and

Contingent Assets”, the statement of financial position

does not include any estimate for a final dividend for

2004/05 as an amount was not finalised by the 

reporting date. Refer 1(k).

7. Cash assets

2005

$000

Cash at bank 14,413

Total cash assets 14,413

8. Receivables

2005

$000

Current:

Trade debtors 4,988

Less: Provision for doubtful debts 0

Net trade debtors 4,988

Sundry debtors and receivables 2,271

Goods and services tax (net) 51

Total receivables 7,310

9. Inventories

2005

$000

Current:

Seed

At cost 802

Harvested logs in dumps

At net market value 555

Total inventories 1,357

10. Self generating and regenerating
assets (SGARA)

Net market value of standing timber available for 

harvest as per note 1(f):

2005

$000

Current – within 12 months 4,902

Non-current – beyond 12 months 6,321

Valuation at 30 June 2005 11,223
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11. Other assets

2005

$000

Prepayments 8

Total other current assets 8
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Reconciliations:

Buildings

2005

$000

Carrying amount at beginning -

Disposals -

Additions 331

Depreciation expense (11)

320

Plant and equipment

Carrying amount at beginning -

Disposals -

Additions 394

Depreciation expense (81)

313

Vehicles (leased assets)

Carrying amount at beginning -

Disposals -

Additions 170

Depreciation expense (24)

146

Capital works in progress 

Carrying amount at beginning -

Additions 1,151

Completed and transferred to assets -

1,151

Carrying amount at end of year 1,930

12. Infrastructure, property, 
plant and equipment

2005

$000

Buildings

Buildings at cost 331

Less accumulated depreciation (11)

Written down value 320

Plant and equipment

At cost 394

Less: Accumulated depreciation (81)

Written down value 313

Vehicles (leased assets)

At cost 170

Accumulated depreciation (24)

Written down value 146

Capital works in progress at cost 1,151

Total written down value of property, 
plant and equipment 1,930

Buildings comprise residences in remote areas rented to

employees.  They were deemed fair value on transfer

from 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 and furniture and fittings.  

Capital works in progress comprises amounts incurred

for the construction of forest access roads.
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13. Payables

2005

$000

Current:

Trade creditors 1,640

Other creditors 1,279

Accruals 1,582

4,501

Non-current:

Other creditors 480

4,981

14. Provisions

2005

$000

Current:

Employee benefits 831

Provision for regeneration of 
harvested coupes 1,020

1,851

Non-current:

Employee benefits 1,777

1,777

Total provisions 3,628

Movements in employee benefits:

$000

Current:

Entitlements of employees transferred from the
Department of Sustainability and Environment 507

Additional provisions recognised 324

Balance at 30 June 2005 831

Non-current:

Entitlements of employees transferred from the
Department of Sustainability and Environment 1,554

Additional provisions recognised 223

Balance at 30 June 2005 1,777

15. Finance leases

2005

$000

Current 25

Non-current 127

152

Refer to Note 25.

16. Current tax liabilities

2005

$000

Income tax payable 5,408

17. Contributed capital

Contributed capital was supplied by the Treasurer via 
an Allocation Statement between the Department of
Sustainability and Environment and VicForests.  
Its quantum was calculated as follows:

•  The net market value of the Self Generating and
Regenerating Assets; and

•  The fair value of net assets acquired from the
Department of Sustainability and Environment at the
commencement of trading on 1st August 2004.

2005

$000

Self generating and regenerating assets 14,561

Buildings, plant and equipment 513

Logs in dump 645

Cash 687

Annual and long service leave  entitlements (2,061)

Total contributed capital - refer to note 1(p) 14,345
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18. Reserves

2005

$000

Growing timber revaluation reserve:

Reserves at beginning of year -

Transfer from/(to) accumulated surplus 2,150

Reserves at the end of year 2,150

21. Responsible person

The Minister responsible for VicForests is the Treasurer,

the Honourable John Brumby MP, who served in this

capacity throughout the financial year from 1 July 2004

to 30 June 2005.

VicForests’ other responsible persons and their

remuneration are as follows:

Position Name and title Period

Chairman Paul Barker 1 July 2004 – 30 June 2005

Director Jim Houghton 1 July 2004 – 30 June 2005

Director Warren Mundy 1 July 2004 – 30 June 2005

Director Catherine Scott 1 July 2004 – 30 June 2005

Director Bob Smith 1 July 2004 – 30 June 2005

Director Judy Ward 1 July 2004 – 30 June 2005

Accountable David Pollard, 1 July 2004 – 30 June 2005

Officer Chief Executive 

Officer

The total remuneration of responsible persons during the year

ended 30 June 2005 was $384,179.

The following table lists the number of responsible officers by

the relevant income band;

Income band No.

$20,000 - $29,999 5

$40,000 - $49,999 1

$210,000 - $219,999 1

Total 7

19. Retained earnings

2005

$000

Retained earnings at beginning of year -

Profit after income tax expense 8,198

Transfer from/(to) reserves (2,150)

Retained earnings at the end of year 6,048

20. Auditors remuneration

Total fee payable to Victorian Auditor General's Office

for the audit of the financial statements is $50,800 of

which $15,000 has been paid as at 30 June 2005.
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22. Remuneration of executives

The number of executive officers of VicForests, except

for the Chief Executive Officer (refer note 21) is shown

in the table below in their relevant income bands.

Income band No.

$70,000 - $79,999 1

$110,000 - $119,999 1

$120,000 - $129,999 2

Total 4

When the entity officially began operating as a business

enterprise on 1 July 2004 only two of the five Executive

Officer positions had been filled. The other three

Executive Officer positions were filled in the ensuing

months, the last position being occupied in November

2004.  Therefore the table of remuneration reflects the

total remuneration received or receivable by Executive

Officers given their period of service.

The total remuneration of Executive Officers during the

year ended 30 June 2005 was $438,542.

23. Employee superannuation

Superannuation contributions are paid into the

following superannuation funds on behalf of

employees:

2005

$000

VicSuper 384

State Superannuation Fund # 229

Other 39

652

# Defined Benefit Fund

The amount of contributions is determined by each

fund.  At 30 June 2005 there were no outstanding 

contributions.  

Confirmation has been received from the Government

Superannuation Office that VicForests has no unfunded

superannuation liability for employee entitlements in

respect of the defined benefit fund above.

24. Contingent liabilities and assets

VicForests has a matter before the courts for wrongful

dismissal of a former employee and is subject to due

process under the law. This matter includes an amount

which may or may not be incurred dependent on the

court's determination. At balance date, the potential

claim totals approximately $100,000 inclusive of costs

and disbursements.
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25. Commitments for expenditure

Capital commitments:

There are no commitments entered into to build or
acquire infrastructure, plant and equipment at 30 June
2005.

2005
$000

Operating lease commitments:

The value of operating leases entered into 
at 30 June 2005 but not recognised as 
liabilities are expected to be payable as follows:

Within one year 933

Later than one year but within 5 years 1,307

Later than 5 years 0

2,240

Finance lease commitments:

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

Within one year 44

Later than one year but within 5 years 146

Later than 5 years -

Total minimum lease payments 190

Future finance charges (38)

152

Other commitments:

Annual Road Access Fee 1,600

The Road Access fee as stipulated in the Roading

Agreement between VicForests and Department of

Sustainability and Environment is currently subject to

negotiation.  In light of other agreements signed by

both parties and correspondence from the Treasurer 

this amount may or may not be payable from 1 July

2005 onwards.
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26. Events occurring after 
reporting date

On 20 September, 2005 the Treasurer gave approval to

VicForests to transition to a Mill Door Sales Model

commencing 1 July 2006.  The transition to the new

operating model will significantly impact VicForests

financial performance from 1 July 2006 onwards.  As a

result of these new responsibilities, sales revenue,

expenses and working capital will increase materially.

Notwithstanding the above, there have not been any

material events subsequent to 30 June 2005 that

impacts the financial position or performance of

VicForests as reported at that date.

27. Reconciliation of net profit to 
net cash flows 

2005
$000

Profit from ordinary activities after 
income tax expense 8,198

Adjustments for non-cash income 

and expense items:

Depreciation and amortisation 5,560

Increase in net market value of SGARA (2,150)

Change in operating assets and liabilities:

Increase in trade receivables (4,988)

Increase in other receivables (2,322)

Increase in prepayments (8)

Increase in inventory (699)

Increase in future income tax benefit (472)

Increase in trade payables 1,640

Increase in sundry payables 1,759

Increase in accruals 1,581

Increase in provisions 1,568

Increase in income tax payable 5,410

Net cash provided by operating activities 15,077
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28. Financial instruments

a)  Significant accounting policies

Accounting policies in relation to financial instruments are outlined in notes as follows:

Note 1 (c) Cash assets

Note 1 (i) Finance leases

Note 1 (l) Receivables

Note 1 (o) Payable

b)  Interest rate risk

The following table details exposure to interest rate risks at 30 June 2005:

Fixed interest rate maturity

Weighted   Variable Less than 1 – 5 More than Non interest Total
average effective interest rate 1 year years 5 year bearing
interest rate % $000 $000 $000 $000 $000 $000

Financial assets

Cash 5.45% 14,410 - - - 3 14,413

Receivables   # - - 1,618 - - 5,692 7,310

Total 14,410 1,618 - - 5,695 21,723

Financial liabilities

Trade payables - - - - - 4,981 4,981

Finance lease 12.90% - 25 127 - - 152

liabilities

Total - 25 127 - 4,981 5,133

#  An interest charge is applicable at a rate of 11.25% p.a. under the Penalty Interest Rate Act 1983 for amounts that

are overdue for payment.

c)  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.

d)  Net fair value

The carrying amount of financial assets and liabilities recorded in the financial statements approximates their net 

fair values.
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29. Impacts of adopting AASB 
equivalents to International
Financial Reporting Standards

For reporting periods beginning on or after 1 January

2005, Australian reporting, Australian reporting entities

must comply with Australian equivalents of International

Financial Reporting Standards (A-IFRS) as issued by the

Australian Accounting Standards Board (AASB). For

VicForests this will be the financial year commencing 

1 July 2005. Therefore the adoption of A-IFRS will be

reflected in the financial statements for the year ending

30 June 2006. This financial report has been prepared in

accordance with Australian accounting standards and

other financial reporting requirements and Generally

Accepted Accounting Principles (GAAP).

The differences between Australian GAAP and A-IFRS

identified by management to date as potentially having

a significant effect on the financial position and 

financial performance of VicForests are summarised

below. The Implementation Project Team is still finalising

the analysis of the implications for VicForests from

adopting A-IFRS. Decisions surrounding accounting 

policy and elections under A-IFRS will be made based 

on the most appropriate policy for VicForests.

a)  Restoration and Environmental 

Rehabilitation Provisions

As per Note 1(n) VicForests currently provides for the

regeneration of coupes where harvesting has been 

completed. No provision is made for the restoration and

rehabilitation of roads that are constructed to facilitate

the extraction of timber. Under A-IFRS, provisions for

the ultimate restoration and environmental 

rehabilitation costs will be required to be made. The

financial impact, if any, is currently under determination.

At the completion of harvesting, roads may be 

transferred to the Department of Sustainability and

Environment as the owner of the land upon which the

roads are built. Discussions are continuing with the

Department of Sustainability and Environment to 

establish a mechanism for managing this 

moving forward.

b)  Employee entitlements

For tax purposes the employee provisions transferred

from the Department of Sustainability and Environment

are treated as a permanent difference as and when paid

under Australian GAAP.  Accordingly, only the net

increase in the provision in the current year has been

added back as a timing difference.

Under the Australian equivalent of International

Financial Reporting Standards the tax base of the 

closing balance of employee entitlement provisions will

be nil on the basis that the carrying amount will be fully

deductible in the future (i.e. when the employee 

entitlements are paid).  Therefore this will introduce a

temporary difference which will be recognised as a

deferred tax asset resulting in an increase in the

deferred tax asset equal to 30% of the transferred

employee entitlement provision, i.e. $618,153, with a

corresponding credit to Retained Earnings.   



S t a t e m e n t  b y  A c c o u n t a b l e  O f f i c e r  a n d
C h i e f  F i n a n c e  a n d  A c c o u n t i n g  O f f i c e r

13

We certify that the Financial Statements for VicForests

for the year ended 30 June 2005 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 Statement of Financial Performance,

Statement of Financial Position and Statement of Cash

Flows and notes to and forming part of the financial

statements, present fairly the financial transactions for

the year ended 30 June 2005 and the financial position

of VicForests as at that date.

At the date of signing the financial statements, we are

not aware of any circumstances that would render any

particulars included in the statements misleading or

inaccurate.
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Paul Barker David Pollard Cameron MacDonald

Chairman Chief Executive Officer Chief Finance and Marketing Officer

7th day of October, 2005
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A u d i t o r - G e n e r a l ’ s  R e p o r t
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O t h e r  c o m p l i a n c eA

a)  Freedom of Information Act 1982

The VicForests officers responsible for receiving and

initially actioning requests made under this Act are

David Pollard, Chief Executive Officer, and Karena Reid, 

Legal Officer.

VicForests maintains electronic and paper-based 

documents in respect of its activities.

During 2004/5, VicForests received one Freedom of

Information request, relating to annual price review.

This claim was responded to within 45 days of the

receipt of a valid and complete request.

b)  Whistleblowers Protection Act 2001

VicForests encourages the reporting of known or 

suspected incidences of improper conduct or 

detrimental actions.  It is a policy that any matters raised

are properly investigated and dealt with.  Persons 

making disclosures will be protected from reprisals.

During 2004/5 there were no disclosures or 

investigations of improper conduct or detrimental

actions made to VicForests by staff or any referred to

VicForests by the Ombudsman or other persons.

c)  National Competition Policy

In developing the new price-allocation model for selling

logs in future, VicForests had regard to the requirements

of National Competition Policy and is confident that it is

compliant with this policy in all respects.

In regard to the Pricing and Allocation Model, the

Governer-In-Council made regulations exempting

VicForests from the application of Part IV of the Trade

Practices Act, assented on 5 July for the period of six

months.

d)  Building Act 1993

With respect to new building works and alterations to

existing buildings, VicForests will endeavour to comply

with this Act, although it is exempt from doing so.
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D i s c l o s u r e  i n d e x

VicForests’ Annual Report has been prepared in accordance with all relevant Victorian Government legislation and

other requirements.  This index is intended to facilitate identification of VicForests’ compliance with statutory 

disclosure requirements.

Legislation Requirement Page

Report of Operations

Establishment, purpose and activities

FRD 22 Manner of establishment and the relevant Minister 5, 27, 37

FRD 22 Objectives, functions, powers and duties 5

FRD 22 Nature and range of service provision, including the communities served 5

Employees

FRD 22 Statement on occupational health and safety matters, relevant 6 - 7, 10 - 13

performance indicators and actual performance against them

FRD 22 Organisational chart detailing members of the governing board, Audit Committee, 8, 10, 11

Chief Executive Officer, senior officers and their responsibilities

FRD 22 Workforce data, including a statement on the application of employment 12

and conduct principles

Financial

FRD 22 Summary of the financial results 22

FRD 22 Events occurring after balance date which my significantly affect VicForests’ operations 22

in subsequent reporting periods

FRD 22 Discussion and analysis of VicForests’ operating results and financial position 22

Other information

FRD 22 Summary of the application and operation of the Freedom of Information Act 1982 45

FRD 22 Statement on compliance with the building and maintenance provisions 45

of the Building Act 1993

FRD 22 Summary of the application and operation of the Whistleblowers Protection Act 2001 45

FRD 22 Statement on compliance with National Competition Policy, including 45

competitive neutrality

FRD 22 Summary of VicForests’ environmental performance 13

FRD 22 Information retained by the Accountable Officer and available on request 47
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Financial Statements

Financial statements required by Part 7 of the FMA

SD 4.2(c) & FRD 28 Compliance with Australian accounting standards and other 27

authoritative pronouncements

SD 4.2(c) Compliance with Ministerial Directions 27

SD 4.2(c) Accountable Officer’s declaration 42

SD 4.2(b) Statement of Financial Performance 24

SD 4.2(b) Statement of Financial position 25

SD 4.2(b) Statement of Cash Flows 26

Other disclosures in the financial statements and the notes thereto

FRD 2 Transfers of assets and liabilities as contributed capital 36

FRD 18 Measurement of self generating and regenerating assets (SGARA), including 28

the discount rate used, the presentation of the interest element in the Statement 

of Financial Performance and significant assumptions made in determining 

the present value

FRD 21 The number of them, their names, their total remuneration within $10,000 bands 37 

and their related party transactions of responsible persons

FRD 21 The remuneration received and receivable of each executive officer, separately 38

identifying base remuneration and total remuneration above $100,000, 

in a table in bands of $10,000

Subject to the provisions of the Freedom of Information Act 1982, additional information is available from the

Accountable Officer, David Pollard, Chief Executive Officer of VicForests.

Key:

•  FMA – Financial Management Act 1994, as amended

•  FRD – Financial Reporting Direction, issued by the Department of Treasury and Finance

•  SD – Standing Direction of the Minister for Finance issued under the FMA



Acknowledgments

Design: Partners In Design Pty Ltd

Printing: Fishprint Pty Ltd

Photography: Michael F. Ryan

Contributors:

North East region feature story and images: Owen Bassett

West Gippsland feature story: Nathan Trushell 

West Gippsland feature images: Chris Stephenson

East Gippsland feature story: Ewan Waller

Printed with environmentally friendly waterless 

printing technology on 50% recycled paper

48 > > >






