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VicForests was established as a State-Owned Enterprise and began operating as a business on 1 August

2004. The organisation is charged with managing the harvest and sale of timber resources from

Victoria’s State forests.

In presenting the second annual report for VicForests, I am pleased to point to the organisation’s

substantial achievements that have built on the operating platform established during its first year of

business.

VicForests has now firmly established its Price Allocation Model and conducted two major online

auctions in the past year. This method of selling timber is a first for Australia and has resulted in higher

returns for Victoria’s valuable native forest timbers. VicForests has learned many valuable lessons and is

working closely with customers to ensure that the auction system continues to evolve and deliver

effective results for VicForests and its customers.

To accompany this open and transparent approach to future timber sales, VicForests established a

framework for moving from stumpage sales to mill door sales. This represents a fundamental shift in

the business model by moving the point of sale and taking responsibility for the timber harvest and

haul supply chain activities. This effectively gives VicForests greater control over the harvest and

distribution of sawlogs to the most appropriate end use, and will improve supply chain efficiency by

reducing the number of steps in getting timber from forest to mill. Most importantly, this approach

promises to deliver improved occupational health and safety outcomes to the harvest and haul sector,

through increased consistency and monitoring of safety performance.

VicForests has delivered substantially against the Government’s Our Forests Our Future 2002 policy

initiative through which the organisation was established. During the next year, VicForests will complete

the transition to mill door sales, achieve forest management certification, and build on the successes of

its Price Allocation Model.

These achievements provide a stage from which VicForests, in partnership with the Victorian

Government and the timber industry, can renew its efforts to secure a sustainable future for the

Victorian native forest timber industry.

VicForests' achievements could not have been delivered without the commitment and dedication of

VicForests' senior management and staff, led by Dr. David Pollard, and the continual support of my

fellow Directors. I thank them all.

Paul Barker

Chairman

C h a i r m a n ’s  r e p o r t
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Building on success

In its second year of operations, VicForests has continued to build on the solid achievements of its first

year. In particular, the commencement of online auctions for forward timber sales, as part of VicForests’

Price Allocation Model, was a major achievement.

Looking to the future, a number of initiatives that have been bedded down over the past year will be

realised during the next financial year. VicForests has built a Sustainable Forest Management System that

will form the basis for forest management certification during 2006/07. The business is taking over the

management of harvest and haul activities from 1 July 2006 under its new Mill Door Sales business model.

The commitment and efforts of staff in ensuring the success of these initiatives cannot be overstated. The

past two years have seen substantial and fundamental change in the way commercial management of

Victoria’s native forests is undertaken. VicForests’ staff have embraced this change and applied a high

degree of vigour and professionalism to these tasks. That is reflected not only in good results for the

organisation, but in positive feedback from customers, contractors and other stakeholders.

Building a secure future

The native forest timber industry operates in an uncertain world of global supply and demand for wood

products, substantial competition from other timber and non-timber substitutes, and policy tensions arising

from alternative uses of public land. In this context, VicForests undertook a major review of its business

strategies in 2006.

The review highlighted the achievements of the organisation in delivering substantially against its original

strategic direction and policy remit, and identified areas for new and renewed focus during the next

business cycle. The review’s most significant findings included the reinforcement and identification of:

• the need to maintain and enhance customer and stakeholder relationships;

• the need to understand better the context in which VicForests operates;

• the need to understand better the risks to VicForests’ business performance; and

• the opportunity to revisit VicForests’ business model in light of these factors.

VicForests has reflected these findings in its new corporate plan that will guide the organisation’s

development over the next three years.

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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New challenges

As the Mill Door Sales management responsibilities are

established and VicForests moves from start-up to

implementation, a renewed focus on commercial performance

will be required to ensure that shareholder and industry

expectations are met.

In an operating environment where there exists continuous

pressure on supply, VicForests must continue to strive to find

greater efficiencies in the way in which it does business.

It is important that the organisation also carries forward its

commitment to continuous improvement, particularly in

relation to safety, environmental performance and productivity.

Dr David Pollard

Chief Executive Officer

Organisation values

These core values underpin VicForests’ established corporate

governance framework.

• 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 – In all its undertakings, VicForests will operate in an

ethical and environmentally-responsible manner 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.
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VicForests undertook a major review of its corporate

and business plans during 2005/06. This was prompted

by the significant delivery against the original plans and

against the organisation’s remit under the Victorian

Government’s Our Forests Our Future policy.

VicForests’ strategies from the 2004/05 to 2006/07

corporate plan were:

Strategy A – To promote higher value uses and new

commercial markets for forest products

• Developed and implemented Sustainable Forest

Management System

• Developed marketing strategy

Strategy B – To maximise the commercial return

obtained from the sale of forest products

• Implemented the Price Allocation Model

• Conducted online auctions

Strategy C – To make the transition to transparent

commercial supply arrangements for our customers

• Developed Mill Door Sales model for implementation

July 2006

Strategy D – To engage stakeholders

• Developed Stakeholder Engagement Strategy and

System

Strategy E – To develop staff capacity and commercial

skills

• Developed and implemented organisation-wide

training program

Strategy F – To build more efficient and effective forest

operations

• Developed IT Strategy

The new strategic directions, summarised below, will

guide business development over the next three years.

Strategy 1: Developing staff skills and capacity

VicForests’ business is built on the actions and decisions

of staff. It is important that staff understand and agree

with the corporate direction. VicForests strives to have

the right staff in the right places at the right time, and

to provide them with the tools, knowledge and support

to effectively understand their roles. A geographically-

disparate structure presents challenges to effective

internal communication.

Strategy 2: Creating commercial transparency and

efficiency

VicForests was established with a clear commercial remit

and a specific requirement to introduce a transparent

and market-based process for the pricing and allocation

of timber resources. With the implementation of mill

door sales, there is a clear need to develop similarly

open and transparent processes for the engagement of

harvest and haulage contractors, road maintenance and

construction services, and silvicultural services. These

initiatives will improve delivery efficiency, drive a 

cost-effective and fit-for-purpose road network, and

deliver cost and operating efficiencies to the practice 

of silviculture.

Strategy 3: Enhancing customer and stakeholder

relationships

VicForests is in part dependent for its success on

building and maintaining constructive and clearly-

defined relationships with its customers, contractors 

and other stakeholders. The organisation’s continued

access to the resource is also partly influenced by its

ability to improve community confidence in its

performance and activities.

The business must continue to achieve better outcomes

from its relationships with stakeholders, reinforce a

customer-focused culture, improve community

confidence in its operations, and establish a positive and

professional working relationship with its harvesting and

haulage contractors.

S t rategy
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Strategy 4: Maintaining resource availability and

access

Timber resources are the basis of VicForests’ business.

However, security of access to those timber resources is

not entirely within the organisation’s control. Its ability

to model product availability confidently and forward

sell to customers is limited by the extent to which the

timber asset can be described and understood. This also

applies to VicForests’ ability to provide information for

potential new customers and markets.

VicForests has already made progress in understanding,

at tactical, operational and strategic levels, the timber

resources that it has available. This includes developing

a sound understanding of the impacts of potential

policy decisions that reduce availability. VicForests has

also developed its capacity for resource analysis.

Future issues include:

• improving security of resource access

• significantly enhancing VicForests analytical capacity

and knowledge base

• building credibility as an expert contributor on

resource access issues, particularly harvesting in water

catchments, old growth and threatened species issues

• measuring the impacts of both adverse market

movements (for example, any potential pulpwood

market decline) and new opportunities (for example,

thinnings and unevenly aged harvesting)

Importantly, this work must complement that of the

Department of Sustainability and the Environment

(DSE). The Department is currently responsible for the

collection of strategic-level forest resource inventory and

the assessment of sustainable harvest levels. VicForests’

work so far has been undertaken on the basis of DSE’s

excellent Statewide Forest Resource Inventory. The

implementation of this strategy is dependent on

7

VicForests continuing to complement and work with the

Department in developing effective tools and systems for

the analysis of resource information.

Strategy 5: Maximising performance excellence

VicForests has delivered against a significant proportion

of its original remit by focusing on its business model.

With the implementation of major initiatives (particularly

the Price Allocation Model, Mill Door Sales and the

certification program) the need now is to reconsider the

business model and understand more clearly the

organisation’s business processes. A renewed focus on

continuous improvement is required, along with the

mitigation and management of operational and

organisational risk, a focus on achieving business

outcomes, the creation of clear accountabilities, and

achieving forest management certification.

Strategy 6: Promoting higher value uses and new

commercial markets for our products

VicForests has delivered significantly against its mission

to build a responsible business that generates best

community value from harvesting Victoria’s State forests,

through the implementation of a transparent price

allocation model and online auction system for the sale

of timber resources. However, the availability of these

resources is lower than was anticipated at VicForests’

commencement. General demand for high value log

products continues to be high, whereas the large

volume of lower-grade log products is likely to become

increasingly difficult to place in traditional markets.

VicForests needs to identify opportunities to enhance 

the value of its log products, utilising the support of

appropriate industry partners. Specifically, there is a need

to identify opportunities to mitigate the impacts of the

forecast decline in residual log marketability and reduce

reliance on the existing market for sawlogs.



Board

Paul Barker 

BBus, FCA, ACIS

Chairman

Director; Chairman, Audit and

Risk Committee; Chairman,

Marketing and Road Safety

Committee; Transport Accident

Commission. Deputy Chairman;
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Management Committee,
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Committee; Victorian WorkCover
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Industry Council

V icForests ’  s t ructure
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Catherine Scott 

BSc (Hons), BComm, FAICD

Deputy Chair, Goulburn Valley

Water; Director, V/Line Passenger

Pty Ltd; Director, V/Line Passenger

Corporation

Judy Ward 

BCom, FCA, MAICD, FTIA

Chair, Falls Creek Alpine Resort;

Member of Council and Chair,

Audit and Risk Committee,

Deakin University; Member,

Alpine Resorts Coordinating

Council; Director, Disability

Housing Ltd; Director and Chair,

Risk and Audit Committee, DOXA

Youth Foundation; Member of

Council and Chair, Audit and Risk

Committee, ACSO

Warren Mundy 

JP, BSc (Hons), DipEc, MPhil,

PhD, Grad Cert App Fin, 

MCILT, GAICD

Director, Bluestone Consulting;

Business Adviser, Sports Medicine

Australia
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Audit and Risk Committee

The primary role of the Audit and Risk Committee is to

support the Board in the role of corporate governance

and oversight responsibilities relating to financial

accounting practices, risk management, internal control

systems, external reporting, and internal and external

audit functions. The committee reports to the Board and

provides advice in these areas to aid decision-making. 

It is supported by the Risk Management Working

Group, established under VicForests’ risk management

framework to identify organisational risks and strategies

to manage these risks. The committee comprises:

• Catherine Scott (Chair)

• Warren Mundy

• Bob Smith

• Judy Ward

Executive Remuneration Committee

The Executive Remuneration Committee determines

executive remuneration policy in accordance with

government policy. The committee comprises:

• Paul Barker (Chair)

• Judy Ward

• Jim Houghton

• David Pollard

Meeting performance

Name of meeting Chair Meeting frequency Number of meetings held 2005/06

Board Paul Barker Monthly 11

Audit and Risk Committee Catherine Scott Quarterly 6

Executive Remuneration Committee Paul Barker Half-yearly 1
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VicForests Executive

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

Chief Executive Officer

Matthew Crapp, BSc (For), Grad Dip Bus

Director Sales and Marketing

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

Chief Operations Officer

Pat Groenhout, BSc (For) Hons, Grad Dip ResEc, MIFA

Director Strategy and Planning

Cameron MacDonald, BSc (For) Hons, Grad Dip Acctg, MBA, CPA, MIFA

Chief Finance Officer

Cheryll Thelan BBus (Acctg), CPA
(Acting) Chief Finance Officer
(C.MacDonald was seconded to a key strategic project in October 2005 until year end).

Chief Executive Officer

David Pollard

Chief Finance 

Officer

Cameron MacDonald

(Until October 2005)

Chief Operations 

Officer

Peter Ford

Director Sales 

& Marketing

Matthew Crapp

Director Strategy 

& Planning

Pat Groenhout
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Timber resources

The development of improved knowledge about

VicForests’ timber resources has provided an important

foundation for business performance. During 2005/06,

VicForests undertook a major program to measure and

describe the timber resources on its Allocation Order

and Timber Release Plans. In particular, a substantial

coupe inventory program was undertaken to ensure

that the Timber Release Plan could be developed with 

a greater degree of confidence for up to three years.

This work contributed substantially to the success of

VicForests’ online auctions through the provision of

reliable forward information. As a consequence,

VicForests also began to reinforce the drive to

sustainable levels of harvest that had commenced 

with the Our Forests Our Future forest policy.

Most of VicForests’ timber production is from clearfell 

or seed tree silvicultural systems. Approximately 5100

hectares of forest were harvested using these

techniques across three regions.

After harvesting, areas are treated to produce a suitable

site for regeneration. Unseasonable conditions during

site preparation caused a larger than usual portion of

areas to be carried over for regeneration in 2006/07.

In addition to clearfell and seed tree harvesting, just

over 1500 hectares of growing forest (mostly East

Gippsland) were commercially thinned to improve its

productive capacity.

Seed collection

VicForests collected 2.7 tonnes of seed for the

regeneration of harvested areas. Climbing has proved to

be the most effective collection method for large

amounts of seed. During 2006, seed collection focused

on mountain ash in the Central Highlands and shining

gum in areas where flowering and heavy seed

production can be infrequent.

VicForests anticipates extensive flowering for mountain

ash, alpine ash and some other species, so that by

2007/08 significant seedcrops should be available.

Per formance
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Operations
Table 2 –

VicForests’ harvesting performance 2005/06 (hectares)

East West
Gippsland North East Gippsland Total

Harvesting 
(including roading) 2992.5 1455.0 649.3 5096.8

Thinning 1205.4 206.3 93.8 1505.5

4197.9 1661.3 743.1 6602.3



Regional overview

VicForests is a regionally-focused organisation. Most

staff are operational, working from 20 rural Victorian

locations. There are three regional offices, in the North

East, East Gippsland and West Gippsland regions. The

key achievements of each region are outlined below.

East Gippsland

• VicForests participated in a joint initiative with East

Gippsland Shire, Tambo Log Company and DSE to trial a

lower-cost alternative to resheeting remote rural roads

while still achieving acceptable performance for the

general public and forestry users.

•More than $1 million was invested in capital works

upgrading the Baldhead and Angora Range Roads, as

major access routes to forests adjacent to Swifts Creek.

•A total of 1150 hectares of thinning was undertaken.

•Support was provided to the East Gippsland Project,

with a strong focus on cost, stand quality and

treatment.

North East

•The Immature Fire Killed Alpine Ash Regeneration

program for rehabilitation post the 2003 alpine fires

commenced, targeting high-priority areas. This work

involved an innovative mechanical-disturbance strategy

combining bulldozer and root-raking with an excavator

to remove grass and scrub prior to aerial sowing.

•Preliminary results of the EPA Code Audit conducted in

the North Operations Area indicate high environmental

performance.

•Salvage operations in the 2003 alpine fire area

continued to be successful, without significant

regeneration difficulties.

West Gippsland

•There was a significant shift towards sustainable

harvest levels through negotiation with key customers.

•Preliminary results of the EPA Code Audit for the

Latrobe Operations Area indicate excellent compliance.

•A trial of delivered commercial firewood and poles

resulted in interest in longer-term sale of these products.
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Mill Door Sales

A key organisation initiative during 2005/06 was the

Mill Door Sales project. This has provided the business

framework for VicForests to assume responsibility for

the management of harvest and haul activities from July

2006. The move represents a major evolution of the

organisation’s business model and required significant

and effective consultation with staff, customers and

contractors. It also underpins VicForests’ continued drive

towards greater commerciality.

VicForests investigated a number of options for

determining the optimum point of sale for log products.

This was in accordance with its mission to build a

responsible business generating the best community

value from harvesting Victoria’s State forests, and the

strategy to manage a transition to transparent

commercial supply arrangements.

The Mill Door Sales model was selected as the most

appropriate method to complement the market-based

Price Allocation Model in managing the supply chain

from stump to mill in order to generate the greatest

financial return to the business. This model has become

the industry standard in most other state forest

agencies and for most private growers.

The harvesting and haulage sector was previously

contracted to, and controlled by, timber buyers

organised into harvesting syndicates. Over the past

twelve months VicForests has 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.

Mill door sales will provide greater operational efficiency

to managing harvest and haulage activities, and will

allow a more coordinated effort to ensure optimum

environmental and safety outcomes.
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Building an energetic and high performing culture was

considered a key priority by VicForests when it

implemented its people management strategies. The

business invested in the development of its people and

encouraged them to use VicForests’ values to guide

actions and decisions.

The organisation’s mission and values underpin the way

in which people are led, focusing on attracting and

retaining key talent, building capabilities to achieve

business objectives, and ensuring a safe workplace.

17

People  management

Cultural transformation

By the end of VicForests’ second year, all staff had

participated in workshops and programs that focused

on creating and maintaining cohesive and effective

teams and helping them use the organisation’s values in

their decision-making. This was intended to help staff

move from a regulatory focus to a relationship with

customers and contractors and other stakeholders based

on partnerships. In many instances, VicForests’

customers and contractors have been involved in these

processes.

Feedback from staff was sought through the annual

Values Assessment, Skills and Capabilities, and People

Matter surveys. Levels of staff engagement were very

encouraging, with positive results reported for all

surveys and directions for improvement suggested.



Learning and development

Leadership program

This program was developed expressly for VicForests’

employees and attended by more than 40 people. It

provided managers with tools for managing change and

improving workplace productivity. Key themes were

leadership, leading teams, performance management

and understanding financial concepts.

‘Opening the Door’ – contractor management

This program was aimed at providing operational staff

with the principles, processes, knowledge and attitudes

to enable them to perform the duties of managing and

guiding contractors and ensuring customers needs are

met. It was initiated in June 2006 and trainers were

drawn staff as well as external providers. By mid-August

2006, the entire operations workforce will have

attended the program and enhanced their self-

development through learning a broad range of

communication skills, gaining a better understanding of

the Mill Door Sales model and recognition of its

challenges, and their responsibilities in relation to

occupational health and safety.
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To help recognise and reward the contribution and

values and staff behaviours, two awards were initiated

during 2005/06. Staff nominated the entrants, and

winners were awarded at the All Staff Conference:

• Employee of the Year – Forest Operations Manager,

Chris Stephenson

•Employee Best Demonstrating the Organisation's

Values – Forest Officer, Jeremy Allen

•‘Our Future’ Project Team –Senior Forest Officers, Liz

Monea and Adam Green, Planner, Scott Metcalf and

Grading Coordinator, Greg West for their work on a

Log Grading project

Attracting and retaining staff

VicForests added 25 new roles, mostly in operational

areas, working directly with our customers and clients,

and supporting the introduction of mill door sales.

Many staff were also promoted into these newly-created

and challenging roles.



Employee Relations

The VicForests Enterprise Bargaining Agreement 2006

was ratified by Industrial Relations Victoria in March

2006. No time was lost from industrial disputes during

2005/06.

Staff numbers

As at 30 June 2006, VicForests employed 152.4 people

(full-time equivalent), as follows:

Male Female Total

Executive officers 5 0 5

Senior managers 7 3 10

Operations staff 94 30.4 124.4

Corporate staff 5 8 13

Total 111 41.4 152.4

Occupational health and safety

VicForests recognises its health and safety obligations,

both moral and legal, and is committed to providing a

safe and healthy working environment for its employees,

as well as suppliers, customers and other visitors who

may enter our work areas.

This commitment is critical to the success of the business

and to its mission to build a responsible business that

generates the best community value from harvesting

Victoria’s State forests.
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VicForests appointed an Occupational Health and Safety

Manager in November 2005. A key task of that position

was to complete the Occupational Health and Safety

Program for the period March 2006 to June 2007.

The organisation inherited well-developed OH&S policies

and procedures from the Department of Sustainability

and Environment. During 2005/06, VicForests reviewed

and built on these policies and procedures. For example,

twelve generic Job Safety Analyses were developed to

cover key tasks carried out by operational staff.

In preparation for the implementation of mill door sales,

a number of procedures were been reviewed or

generated. Health and safety is also a significant

component of the contractor performance management

system. An external auditor was appointed to assess the

OH&S management systems of harvest and haulage

contractors.

Consultative processes have been formalised within

VicForests and with harvest and haulage contractors.

The organisation was also an active member in the

Forest Industry OH&S Stakeholder Forum facilitated by

WorkSafe.

In the period under review, VicForests’ lost time injury

rate was 12.9 (based on three lost time injuries) against

a target of 25.3 and last year’s result of 16.5.



Sustainable forest management

VicForests developed a Sustainable Forest Management

System (SFMS) to support its forest management

certification during the 2006/07 financial year. The

SFMS focuses specifically on the continuous

improvement of the organisation’s environmental

performance and that of its contractors, in relation to

timber harvesting and associated activities.

During 2005/06, VicForests’ SFMS was subject to an

external pre-certification audit for the Australian

Forestry Standard. This identified major areas for

improvement and has been used to guide further

development of the system.

The Sustainability Charter for Victoria’s State forests was

developed by DSE to provide high level guidance for

forest management. The charter includes seven

objectives:

1.To maintain and conserve biodiversity in State forests.

2.To maintain and improve the capacity of forest

ecosystems to produce wood and non-wood products.

3.To promote healthy forests by actively managing

disturbance.

4.To maintain and conserve soil and water resources of

State forests.

5.To maintain and better understand the role of

Victoria’s State forests in global carbon cycles.

6.To maintain and enhance the socio-economic benefits

of State forests to Victorian communities.

7.To ensure Victoria’s legal, institutional and economic

frameworks effectively support the sustainable

management of State forests.

VicForests is required by the Sustainable Forests (Timber)

Act to provide a response to the charter, including

initiatives and their targets, to support the charter’s

objectives. The organisation has developed this response

and provided it to DSE. The initiatives and targets are

included in VicForests’ Statement of Corporate Intent, as

required by the Act.

Env i ronmenta l  per formance
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Operational monitoring and audit

During 2005/06, VicForests developed an organisation-

wide coupe monitoring program and a corrective action

and incident reporting (CAIR) mechanism. Both processes

will be implemented with mill door sales from 1 July

2006. These provide VicForests with a framework for

regularly monitoring and reporting environmental

performance, and an effective system to identify and

manage non-compliance.

The development of these processes is partly a response

to the findings of two audits undertaken and reported by

the Environment Protection Authority (EPA) in 2005. A

Special Audit was undertaken to investigate three

breaches of regulatory compliance by VicForests, that

were identified and reported by VicForests during the

year. The EPA made 20 recommendations in relation to

the operational and process factors that contributed to

the breaches and VicForests has addressed these through

the development of its SFMS and associated procedures.

The EPA also presented the findings of its 2005 audit of

timber production on public land, commissioned each

year by the Minister for the Environment. VicForests’

overall performance in these audits was good, at 91

percent. The audit report made 26 recommendations in

relation to VicForests’ activities, all of which have been

formally addressed.

The EPA also released the preliminary findings of its 2006

audit, that indicate that the measures that VicForests has

put in place have resulted in further improvements in

environmental compliance. Specifically, these

improvements relate to field identification of coupes and

boundaries, management of harvesting-related planning

and documentation, and the identification, management

and prevention of regulatory breaches.
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Customer and stakeholder engagement

VicForests’ relationships with customers, suppliers and

stakeholders provide the basis for its business success.

The complex nature of native forest policy and the often

competing expectations of the many parties involved

present a challenge to the maintenance of constructive

relationships. This has been made more complicated by

the nature of the reforms that the organisation has

been required to plan and implement.

In recognition of this complexity, VicForests undertook

an assessment of customer and stakeholder views and

perceptions of the organisation and its performance.

Eighteen customer and stakeholder representatives from

industry, government and conservation interests were

interviewed.

The results have provided significant impetus to drive

change in the way in which the organisation undertakes

customer and stakeholder engagement. This has

included the development of formal processes and tools

for engaging stakeholders.

The process will be repeated in 2006/07 and will be the

basis of an annual performance indicator.

Key relationships

Customers

VicForests currently has 65 customers with timber-

processing businesses in Victoria and New South Wales.

Timber is purchased under both administered and

contractual arrangements. 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 the organisation’s CEO is the

Deputy Chair of Wood Products Victoria.

Government

Many parts of the Victorian Government have a direct

interest in forestry and forest 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 the Premier

and Cabinet. VicForests sits on the Government’s

Interdepartmental Committee on Forest Policy.

Re lat ionsh ip  management
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Log Products

VicForests harvested approximately 23 individually-

identified eucalypt tree species in its operations. 

The four predominant species were:

• Mountain Ash (E. regnans) 32 percent

• Alpine Ash (E. delegatensis) 28 percent

• Messmate (E. obliqua) 12 percent

• Silvertop Ash (E. sieberi) 8 percent.

These are graded into five main product types, defined

by diameter, length and defects:

• Pulplog

• E Grade Sawlog – small diameter sawlogs

• D Grade Sawlog – standard quality sawlogs

• C Grade Sawlog – high quality sawlogs

• B Grade Sawlog – premium quality sawlogs

Customers

VicForests’ 65 customers are diverse timber-processing

businesses ranging from small specialty timber

processors operated on a part-time basis, to large

world-scale pulp and paper mills with hundreds of

permanent staff.

High-value specialty timber customers supply sawn and

treated timber to niche furniture, housing and industrial

markets. 

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, creating local employment.

Pulplog customers supply paper and woodchips to

international markets.

VicForests requires all sawlog sales to be domestically

processed and actively seeks domestic markets for

residual logs.

Industry rationalisation and consequent sawmill closures

led to greater volumes of timber being processed by the

remaining sawmills, improving economies of scale and,

in turn, the sector’s competitiveness. Customers

announced major investments in value-adding, that

included developments such as:

• expansion of Paper Australia’s Maryvale facility

• sawmill processing equipment at Integrated Tree

Cropping, Heyfield, Blackforest Timbers, Woodend and

Fennings, Bairnsdale

• site development at Midway, Geelong and SEFE, Eden

Sa les
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Weak market conditions for solid timber products and

pulp and paper resulted in most customers reporting

lower profit levels than in previous years. Export

woodchip markets were the strongest in many years

fueled by growth in the Japanese economy and

reductions in supply from alternative sources.

Domestic dwelling construction was down by seven

percent nationally and as much as 15 percent in New

South Wales (see Figure 1).

Figure 1 – Percentage change in dwelling 

approvals (VWA) between FY04/05 and FY05/06.

While Melbourne detached-housing construction

remains the highest of any capital city, building

approvals declined from a 26,000 high in 2002 to

19,000 in 2006. Detached housing construction in

Sydney reached a 30-year low.

Performance

Log volumes and revenues were steady as a result of

strong pulplog markets that offset declining sales of

sawlogs, resulting from a combination of weak market

conditions and reductions in high-quality sawlog

production to align with long-term sustainable yield.
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Figure 2 and 3 show historical annual log sales volume and value from State forests now harvested by VicForests.

(Note that VicForests has only been in operation since August 2004.)
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Figure 2 – Annual log sales volume (cubic metres)
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Figure 3 – Annual log sales value ($)
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Figure 4 – Unit stumpage price performance FY05 versus FY06
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Figure 5 – Total stumpage revenue performance FY05 versus FY06
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Unit price increases of between four and 18 percent were achieved for all log product segments as a result of the

implementation of administrative price increases for sawlogs, higher prices from auction sales, and increases in the

average selling price for export woodchips (see Figure 4).

Total revenue from B grade and C grade sawlog fell as volume reductions outweighed price increases (see figure 5)



The allocation of native timber for harvesting has

occurred in the past through an administrative process.

Sawmills were issued licences to harvest specified

volumes of timber from particular State forest areas.

Volumes received were largely historically determined,

with little or no contest for the resource. License holders

paid a fee on these licenses, as well as royalties on

sawlogs.

The Victorian Government’s Our Forests Our Future

policy of 2002 reviewed this approach and articulated a

new framework for the sustainable future of Victoria’s

native forests and the timber industry. A key component

was the shift to open, market-based pricing and

allocation of native timber. VicForests was established to

manage the sustainable harvest and commercial sale of

this timber.

In developing a competitive allocation system, VicForests

sought to maximise the value of harvested native timber

resources. In doing so, it pursued a number of

objectives, including the achievement of:

• allocative efficiency

• revenue maximisation

• sustainable competition

• process efficiency

• industry participation

• transparency and fairness

In March 2005, VicForests’ Board approved the

implementation of a Price Allocation Model that

included the following key elements.

Administrative supply

•To supply existing sawlog licences until expiry.

•To provide transitional five-year Timber Sales

Agreements for sawlogs from the date of licence expiry,

with the annual quantity reducing by 17 percent in each

of the five years.

•To refrain from entering into other administrative

agreements.

Open market supply

•To commence market auctions of future supply

contracts for up to ten years in advance during 2005/06.

•To reduce total sawlog supply by 10 percent to match

long-term sustainable yield.

•To preclude full recipients of the Voluntary Licence

Reduction Program (VLRP) from participating in auctions

for two years, and require that sawlogs be processed in

Australia.

•To require compliance of buyers with safety and

environment laws.

•To require the lodgment of deposits, depending on

credit worthiness of buyers.

The online auction

Following consultation with industry and a competitive

tender, VicForests engaged BOMweb Pty Ltd to build an

online auction platform allowing open market allocation

of future unsold sawlog volume. This system takes the

form of an ascending simultaneous combinatorial online

auction with these key elements.

• Bidders must pass a pre-qualification before receiving a

password for use of the system.

• VicForests has power to limit the value or volume of

individual bidders, based on their credit rating.

Implementat ion of  the Pr ice  A l locat ion Model
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• All bidding is conducted in mill door prices specific to

each bidder, with reserve prices established by

VicForests based on current stumpage prices.

• Bids are compared by subtracting differential transport

costs from each bidder’s mill door price.

• Proceedings are undertaken in two sequential phases:

registration and auction. During registration, bidders

select the lots on which they are interested in bidding

and these are then passed to the auction phase.

During the auction phase, bidding occurs in a number

of rounds, with bidders qualifying from round to

round only if they had placed bids in the preceding

round.

Preparation for auction

VicForests provided an extensive program of training

and information to support the participation of

potential bidders. This training was designed to help

industry participants access the information they needed

to judge the value of the resource, plan for auction, and

effectively use the auction system to execute their

bidding strategies. This included:

• Regional training sessions on the system itself, using

computer laboratories to support instruction, and

providing a comprehensive, online, illustrated user-

guide to the bidding system.

• Training sessions on formulating bidding strategies.

• A number of simulated auctions at which potential

bidders were issued with mock customer profiles and

practiced bidding online against others, progressing

through the various auction rounds.

• Provision of a Help Desk service to answer bidder’s

questions during registration and auction periods.

Training sessions were typically conducted in each of the

key regions of West Gippsland, East Gippsland and

North East Victoria to allow operators located around

the state to participate.                          > > > > > > >
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VicForests scheduled supplementary training (including

mock auctions) in response to customer feedback that

further guidance on the implications of auction rules

and practice on the system was required. Participants

also had access to VicForests sales staff, in Melbourne

and in regional locations, to provide further coaching as

requested.

The organisation employed skills from a range of

disciplines to design and implement an auction

mechanism appropriate to this industry, including:

• Resource expertise – extensive input of regional sales

staff, forest management and harvesting information

in informing property design and implementation.

• System design – engaging an online auction specialist

to build and operate a customised auction system.

• Legal expertise – in-house and external input to

auction rules, terms and conditions.

Each of these elements was critical to the development

of a workable auction.

Two online auctions were conducted in 2005/06. The

first was a single lot ascending auction for 170,000

cubic metres in March 2006, and the second a

combinatorial lot ascending auction for 672,350 cubic

metres in May 2006.

In summary, the results demonstrated the auction

system’s outstanding performance. Existing customers

participated actively at auction, with more than 45

registered bidders. This included a large cross-section of

successful bidders in terms of geography and scale.

Moreover, strong price results were reported, with the

average stumpage price increasing by over 40 percent.

Only a small number of defaults followed the auction,

resulting from failure to lodge deposits. Grievances

regarding the use of the combinatorial function were

heard before the second auction.
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The auction delivered significantly higher prices that will bring about growth in sawlog revenue to

VicForests over the medium term. The business will continue to use online auctions to allocate native

timber for processing. Over time this will involve further enhancements to the allocation framework.

This continuous improvement will be supported by ongoing engagement with industry and other

stakeholders, multi-disciplinary expert input, and new developments in economics. 31

Figure 6 – Auction 1 prices, March 2006 (Percentage change on comparable administered prices)
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Figure 7 – Auction 2 prices, May 2006 (Percentage change on comparable administered prices)
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Summary of financial results

VicForests’ financial results for 2005/06 were as follows:

2006  2005

Wood volumes (cubic metres) 1,833,000 1,848,000

2006 2005

$000 $000

Revenue from operating activities 38,959 38,720

Movement on revaluation of biological timber asset (2,039) 2,150

Total revenue 36,920 40,870

Less: Expenses

Operating expenses 33,922 27,348

Borrowing costs 18 387

Total expenses 33,940 27,735

Net result after valuation of biological timber asset 2,980 13,135

Income tax expense 895 4,955

Net result after tax 2,085 8,180

Transfer to/from Reserves 2,039 (1,505)

Net result after transfers 4,124 6,675

Dividends paid 3,024 0

Amount transferred to retained earnings 1,100 6,675

During the year VicForests continued successfully implementing its three year strategic plan.  This year was the first full

year of operation for VicForests which resulted in an increase in operating expenses.  

Key highlights impacting financial results were:

• The downturn in the housing market and the restructuring of timber licences to accommodate sustainable harvest,

specifically in West Gippsland, offset price increases resulting in a neutral revenue outcome for the year;  

• The biological timber asset was devalued in accordance with accounting standards by $2.04 million.  This amount was

taken to the timber revaluation reserve and offset last year’s revaluation;

F inanc ia l  resu l t s
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• Costs for the year have increased 24% from last year due to:

• A full year of expenses being occurred where as last year was only 11 months;

• Services provided by DSE free of charge last year, were fully costed in this year’s expenses; 

• One-off significant spending on the implementation of strategic initiatives were also incurred during the year;

• A dividend of $3.024 million was paid to the Department of Treasury & Finance.

VicForests has by and large continued to meet its financial commitments to Treasury in its second year of operations, as is

demonstrated in the following table.

Ratio Achievement for Target for

2006 2006

Earnings before interest and taxes as a percentage of sales 7.7% 8.4%

Return on average capital employed (based on an average 12 months) 12.6% 12.0%

Debtor days 53 Days 45 Days

The increase in debtor days is due to a restructuring in the timber industry which saw a number of mills under financial

duress.  VicForests did not incur any bad debts during the year.

Future outlook

Improved wood prices, from auctions held during the year, indicate a positive revenue outlook for VicForests 

in future years.  

The Mill Door Sales operating model will be introduced in July 2006.  The impact of this reform will be that VicForests 

will be responsible for the harvesting of forest coupes and the haulage of produce to its 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 its commitments to Treasury.

Subsequent events

Notwithstanding the above, there have not been any material events subsequent to 30 June 2006 that affect the 

financial position or performance of VicForests as reported at 30 June 2006.
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1 Operating Statement for the reporting period 
ended 30 June 2006

Note(s) 2006 2005
$000 $000

Revenue

Sale of goods

Revenue from sale of forest products 1(b), 2(a) 37,251 36,731

Other revenue

Increase/(decrease) in net market 
value of growing timber 1(e) (2,039) 2,150

Other revenue 2(a) 759 1,281

Interest 1(b), 2(a) 949 708

Total revenue 36,920 40,870

Expenses

Depreciation 1(d), 2(b)(i) 262 116

Amortisation 2(b)(ii) 4,979 5,444

Borrowing costs 1(c) 18 387

Bad and doubtful debts 151 0

Roading costs 2(b)(iii) 4,172 3,248

Regeneration costs 2,037 1,682

Employee costs 2(b)(iv) 13,231 12,233

Other expenses 2(b)(v) 9,090 4,625

Total expenses 33,940 27,735

Net result before income tax 2,980 13,135

Income tax expense 1(k), 3 895 4,955

Net result after income tax 2,085 8,180

The above operating statement should be read in conjunction with the accompanying notes.
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2 Balance Sheet as at 30 June 2006

Note(s) 2006 2005 
$000 $000

Current assets

Cash and cash equivalents 1(f), 5, 29 17,288 14,413

Trade and other receivables 1(g), 6, 29 6,199 7,310

Inventories 1(h), 7 1,549 1,357

Biological timber assets 1(e), 8 4,204 4,902

Other current assets 9 187 8

Current tax asset 11(b) 128 0

Total current assets 29,555 27,990

Non-current assets

Biological timber assets 1(e), 8 0 6,321

Intangible assets 1(n), 12 307 0

Infrastructure, property, plant and equipment 1(d),10 3,542 1,930

Deferred tax assets 11(a) 1,387 1,156 

Total non-current assets 5,236 9,407 

Total assets 34,791 37,397 

Current liabilities

Payables 1(i),13, 29 6,479 4,501

Provisions 1(o), 16 1,278 1,020

Interest bearing liabilities 1(d),14, 29 29 25

Employee benefits 1(j), 15 2,771 2,459

Current tax payable 11(b) 0 5,408 

Total current liabilities 10,557 13,413 

Non-current liabilities

Payables 1(i),13, 29 0 480

Employee benefits 1(j), 15 208 149

Interest bearing liabilities 1(d),14, 29 98 127

Deferred tax liabilities 1(k), 17 98 703

Total non-current liabilities 404 1,459

Total liabilities 10,961 14,872 

NET ASSETS 23,830 22,525

Equity

Contributed capital 1(p), 18 14,345 14,345

Reserves 1(q), 19 78 1,505

Retained earnings 20 9,407 6,675

TOTAL EQUITY 23,830 22,525

The above balance sheet should be read in conjunction with the accompanying notes. 
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3 Statement of Changes in Equity for the reporting 
period ended 30 June 2006

Note(s) Contributed  Retained  Growing Timber  Total
Capital Earnings Re-valuation Reserve

$000 $000 $000 $000

Equity at 1 July 2004 0 0 0 0

Capital contribution 18 14,345 0 0 14,345

Net result 20 0 8,180 0 8,180

Transfer from/(to) reserve 19 0 (1,505) 1,505 0

Equity at 30 June 2005 14,345 6,675 1,505 22,525

Prior year adjustments 20 0 1,632 0 1,632

Net result 20 0 2,085 0 2,085

Tax effect biological timber asset 19 0 0 612 612

Transfer from/(to) reserve 19 0 2,039 (2,039) 0

Dividends paid 20 0 (3,024) 0 (3,024)

Equity at 30 June 2006 14,345 9,407 78 23,830

The above statement of changes in equity should be read in conjunction with the accompanying notes.
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4 Cash Flow Statement for the reporting period ended 
30 June 2006

39

Note(s) 2006 2005 
$000 $000

Cash flows from operating activities

Receipts from customers 40,948 33,829

Payments to suppliers and employees (28,723) (19,086)

Interest received 949 708

Payment of income tax (5,023) 0

Borrowing costs (18) (374)

Net cash provided by/ 
(used in) used in operating activities 28 8,133 15,077

Cash flows from investing activities

Payments for property, plant, equipment and intangibles (2,209) (1,320)

Net cash used in investing activities (2,209) (1,320)

Cash flows from financing activities

Proceeds from borrowings 0 7,000

Repayment of borrowings 0 (7,000)

Proceeds from equity transfer 0 687

Payment of dividend 30 (3,024) 0

Payment of finance lease liabilities (25) (31)

Net cash provided by/(used in) financing activities (3,049) 656

Net increase in cash and cash equivalents 2,875 14,413

Cash and cash equivalents at beginning of period 5 14,413 0

Cash and cash equivalents at the end of period 5 17,288 14,413

The above cash flow statement should be read in conjunction with the accompanying notes.



Note 1.  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

and commencing operations on 1 August 2004. 

The financial report of VicForests is a general-purpose

financial report that consists of an Operating 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, Urgent Issues Group Interpretations,

the requirements of the Financial Management Act

1994 and applicable Ministerial Directions and Financial

Reporting Directions (FRD).

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 figures have been amended to

accord with current IFRS presentation and disclosure.

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.

Classification between current and non-current

Apart from employee benefit liabilities refer note 1(j), 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 twelve months, being VicForest’s business cycle.

Commentary on compliance with IFRSs

Australian Accounting Standards include Australian

equivalents to International Financial Reporting

Standards.  Compliance with AIFRS ensures that the

financial statements and notes of VicForests comply

with International Financial Reporting Standards (IFRSs).   

Application of AASB 1 First-Time Adoption of Australian

Equivalents to International Financial Reporting

Standards. 

In accordance with the requirements of AASB 1 (First-

time Adoption of Australian Equivalents to International

Financial Standards), adjustments to the accounts

resulting from the introduction of IFRS have been

applied retrospectively to 2005 comparative figures

excluding cases where optional exemptions available

under AASB 1 have been applied.  These accounts are

the first financial statements of VicForests to be

prepared in accordance with AIFRS.  

Reconciliations and descriptions of the effect of

transition from previous AGAAP to AIFRSs on the

entity’s equity and its net income are in note 31. 

Historical cost convention

The financial report has been prepared under the

historical cost convention, except where specifically

stated in notes 1(d), (e) and (j).

(b) Revenue recognition

(i) Sales revenue

Revenue is generated from licence fees and timber sales

(sawlogs and residual logs). 

Licence fees, with minor exceptions, are levied based 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.

Timber sales are recognised at the time of delivery.

(ii) 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.
40
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(iii) Non-current assets (or disposal groups) held for sale

As at balance date, VicForests had no assets held for

sale. 

(iv) Interest and rents

Interest and rentals are recognised as revenue when

earned or the service provided.

(c) Borrowing costs

Borrowing costs are recognised as expenses in the period

in which they are incurred. Borrowing costs include

interest on bank overdrafts and short-term and long-

term borrowings, amortisation of discounts or premiums

relating to borrowings, amortisation of ancillary costs

incurred in connection with the arrangement of

borrowings and finance lease charges.

(d) Infrastructure, property, plant and equipment

Each class of infrastructure, property, plant and

equipment is carried at cost or fair value less, where

applicable, any accumulated depreciation and

impairment losses.

(i) Acquisition

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.  Assets purchased since

establishment are recorded at cost. 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 and a useful life of more

than one year are recognised as assets. 

The cost of the asset is determined by aggregating the

purchase price, directly attributable costs and the

dismantling, removal and restoration costs.  VicForests

examined all assets and specifically roads infrastructure

and the leased office building at 7/473 Bourke Street and

determined that any make good costs were not material

and therefore not recorded in the asset cost base.

(ii) Finance leases

Leased 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 inception of the lease 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 operating

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.  Property, plant

and equipment acquired under finance lease are

depreciated over the shorter of the asset’s useful life and

the lease term. 

Leases in which a significant portion of the risks and

rewards of ownership are retained by the lessor are

classified as operating leases (net of any incentives

received from the lessor).  Rentals are charged to the

operating 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.
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(iii) Depreciation

Infrastructure, property, plant and equipment assets

having limited useful lives are systematically depreciated

over their estimated useful lives 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

Roads:

• Short-term 5 years

• Long-term 10 years

There has been no change to the useful lives from the

previous year.

(iv) Impairment

All assets must be tested for impairment on an annual

basis. Such assets are tested to ascertain whether the

carrying amounts exceed their recoverable amounts.  

At reporting date, VicForests had no impaired assets.

(v) Revaluations

In accordance with FRD 103 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 subsequent accumulated

impairment losses). The road network is to be revalued

every three to four years in line with the requirements

of FRD 103.

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 operating

statement.  Increments and decrements in and out of

the reserve are net of tax. 

VicForests had no relevant movements during the year

ended 30 June 2006. 

(vi) 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. 

(e) Biological timber assets

By the provisions of the Sustainable Forests (Timber) Act

2004, the Minister for Environment made an Allocation

Order of the forest area that VicForests may harvest 

in the next 15 years, in three 5-year tranches.  The

Minister for Environment 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 of the Department of Sustainability and

Environment (DSE) showing specific coupes to be

harvested. Currently, there is one year’s volume left on

the TRP and a new TRP  is expected to be approved in

September 2006.

Standing timber on the TRP is measured at fair value

less estimated point-of-sale costs at the point of harvest

excluding transportation or other costs necessary to get

the assets to the market in accordance with Accounting

Standard AASB 141 (Agriculture). Within the current

regulatory environment no active and liquid market for

large areas of native forest exist, therefore the timber

stands are valued using a discounted cashflow method

to derive a net present value. The discount rate is based

on a commercial rate of return commensurate with

similar organisations in the industry. The net market

value is defined as the amount that could be expected

to be received from the disposal of timber during the

life of the current TRP after deducting the direct costs

incurred in realising the proceeds of such a disposal. 42



(f) Cash and cash equivalent assets

For the purposes of the cash flow statement, cash and

cash equivalents include cash on hand, deposits at call

with financial institutions and 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.

(g) Receivables

Revenue is measured at fair value of the consideration

received or receivable. Amounts disclosed as revenue are

net of returns and taxes paid. Trade debtors are carried

at amounts due. Trading terms are 30 days from date of

invoice for both trade and other debtors.  Interest is

levied on overdue accounts at a rate of 11.00% p.a.

(11.25% as at 30 June 2005) 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. 

(h) Inventories

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 June 30 represent timber

harvested for sale.  There are two components of the

cost of logs in dumps:

• The net market value of the biological timber asset

prior to it being harvested. 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.

(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 standard costs are calculated annually in accordance

with Accounting Standard AASB 102 (Inventories).  The

cost calculation is based on direct labour and materials

used in the seed collection and extraction processes.  

(i) 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.

(j) 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 pattern of 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.
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(iii) Long service leave (LSL)

All unconditional vested LSL representing 7+ years of

continuous service is:

(a) disclosed in accordance with AASB 101 (Presentation

of Financial Statements), as a current liability even

where VicForests does not expect to settle the

liability within 12 months as it will not have the

unconditional right to defer the settlement of the

entitlement;

(b) measured at:

• nominal value under AASB 119 (Employee

Benefits) where a component of this current

liability is expected to fall due within 12 months

after the end of the period; and

• present value under AASB 119 (Employee Benefits)

where the entity does not expect to settle a

component of this current liability within 

12 months.

LSL representing less than seven years of continuous 

service is:

• disclosed in accordance with AASB 101

(Presentation of Financial Statements) as a 

Non-Current Liability and

• measured at present value under AASB 119

(Employee Benefits) as VicForests does not expect

to settle this non-current liability within 12 months. 

(iv) Superannuation

The amount charged to the operating statement in

respect of superannuation represents the contributions

made by VicForests to the plans based on the relevant

rules of each plan.  Refer Note 24.

(k) 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.

The income tax expense for the period is the tax

payable on the current period’s taxable income based

on the national income tax rate 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 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. 

The income tax expense for the year is calculated using

an income tax rate of 30%.

(l) 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.

(m) 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

Balance Sheet.
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Cash flows arising from operating activities are disclosed

in the Cash Flow Statement on a gross basis, ie.

inclusive of GST.  The GST component of cashflows

arising from investing and financing activities which is

recoverable or payable to the taxation authority is

classified as operating cash flows.

(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.

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 amount testing Amortisation method

and indicators
of impairment 

reviewed annually

(o) Provisions

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.

(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

Interpretation 1038 Contribution by Owners Made to

Wholly-Owned Public Sector Entities.

(q) Reserves

Growing timber revaluation reserve

Revenue resulting from the net increment in the value

of biological timber assets is unrealised revenue and is

therefore not available for distribution.  This amount is

transferred from retained earnings to the growing

timber valuation reserve, net of tax.

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, net of tax.
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Note 2.   Operating Statement – disclosures

(a) Revenue

2006 2005

$000 $000

Sales of forest products

• Sawlogs 23,696 22,481

• Residual logs 11,289 11,849

• Licence fees 2,059 2,267

• Other 207 134

Total sales of forest products 37,251 36,731

Interest

• Interest on bank bills, term deposits and bank balances 877 666

• nterest on overdue royalties 72 42

Total interest 949 708

Other revenue

• Services provided to other Government Entities 732 716

• Other 27 565

Total other 759 1,281
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(b) Expenses

2006 2005

$000 $000

(i) Depreciation

Roads and bridges 109 0

Buildings 12 11

Plant, equipment and motor vehicles 67 61

Computers and communication equipment 57 33

Office equipment, fixtures and fittings 17 11

Total depreciation 262 116

(ii) Amortisation

IT Software 27 0

Biological timber assets 4,952 5,444

Total amortisation 4,979 5,444

(iii) Roading costs

Road  maintenance 2,663 3,248

Road access fee 1,509 0

Total roading costs 4,172 3,248

(iv) Employee costs

Salaries and wages 9,360 8,926

Superannuation 812 597

Movements in employee benefits 1,096 1,079

Other employee expenses 1,963 1,631

Total employee costs 13,231 12,233

(v) Other expenses

External audit – Auditor General 73 51

Internal audit 122 55

Motor vehicle costs 1,302 1,090

Facilities expenses 1,415 1,311

Cost of making trees available 1,000 0

Professional fees 2,456 1,912

Other expenses 2,722 206

Total other expenses 9,090 4,625
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Note 3.   Income tax 

2006 2005

$000 $000

Income tax expense is made up of:

Tax payable at 30 June 1,109 5,408

Adjustment opening balance of future income tax benefit 0 0

Deferred tax liability relating to temporary difference 7 0

Deferred tax asset relating to temporary differences (221) (453)

Income tax expense 895 4,955

A reconciliation between tax expense and product of accounting profit before income tax multiplied by the

entity’s applicable income tax rate is as follows:

Accounting profit before income tax 2,980 13,135

At the entity’s statutory income tax rate of 30% 895 3,941

Adjustments in respect of current income tax of prior year 0 0

Increase in biological asset 0 (645)

Amortisation of biological timber assets not allowable 0 1,633

Legal fees and entertainment  not allowable 0 8

AIFRS transitional entry 0 18

Income tax expense 895 4,955
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Note 4.   Financial risk management

VicForests’ exposure to risk is limited to balance sheet activities.  VicForests has no financial instruments other than

cash, cash equivalents, trade receivables and payables.  VicForests is not exposed to interest or foreign exchange

risks.

(a) Market risk

VicForests is obligated to administer licences to their maturity.  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.  The price of timber under a licence can be reset by VicForests at periodic intervals at

the discretion of VicForests.  

All forward contracts, licences and agreements were reviewed in line with AASB 139 (Financial Instruments –

Recognition and Measurement) 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 only dealing 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.

(c) 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 risk

VicForests is not exposed to any cashflow or interest rate risk.
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Note 5.   Cash and cash equivalent assets

2006 2005

$000 $000

Cash on hand 3 3

Cash at bank 6,823 14,410

Deposits at call 10,462 0

Total cash and cash equivalent assets 17,288 14,413

Cash on hand is non-interest bearing

Cash at bank earns interest of 5.66% p.a. as at 30 June 2006 (5.42% as at 30 June 2005)

Deposits at call earn interest of 5.65% p.a. as at 30 June 2006  

Note 6.   Current Receivables

2006 2005

$000 $000

Trade debtors 3,751 4,988

Less: Provision for doubtful debts (151) 0

Net trade debtors 3,600 4,988

Sundry debtors and receivables 2,599 2,271

Goods and services tax recoverable 0 51

Total current receivables 6,199 7,310

Note 7.   Inventories

2006 2005

$000 $000

Seed – at cost 929 802

Logs in dumps – at the lower of cost or net realisable value 606 555

Stock of pipes – at cost 14 0

Total inventories 1,549 1,357



51

Note 8.   Biological timber assets

(a) Volume of standing timber

2006 2005 

Timber volume  (cubic metres) 1,770,000 3,651,000

(b) Net market value of standing timber available for harvest

2006 2005

$000 $000

Current – within 12 months 4,204 4,902

Non-current – beyond 12 months 0 6,321

Valuation at 30 June 4,204 11,223

(c) Reconciliation of carrying amounts of standing timber

Carrying amount at beginning of the period 11,223  0

Amount vested in VicForests as per TRP 0 14,561

Gain/(Loss) arising from changes in fair value less estimated point-of-sale 

costs attributable to price changes (2,039) 2,150

Decrement due to harvesting – amortisation (4,952) (5,444)

Decrement due to harvesting – logs in dump (28) (44)

Carrying amount at end of period 4,204 11,223

Upon approval of the TRP by the Secretary of Department of Sustainability and Environment, VicForests is vested 
timber rights of fully matured trees ready for harvest. Therefore no value is attributed to a change in physical attributes.

VicForests uses the present value of expected net cash flows from the asset discounted at the current market
determined rate in determining fair value.  The calculation includes:

• A 20% reduction in volume of growing timber to take into account the uncertainty in the estimates within the
Timber Release Plan (TRP).  This uncertainty reflects the inherent variability in native forests in terms of both standing
volume and sawlog quality. 

• 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.

Under the provisions of the Sustainable Forests (Timber) Act 2004, VicForests

• Is restricted in the annual volume that it can harvest; and

• Is obligated to regenerate the forest after harvest before handing back the coupe to the Secretary of the 
Department of Sustainability and Environment.

Under current regulatory environment, VicForests has limited ability to implement  
financial risk management strategies in relation to biological assets.
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Note 9.   Other current assets

2006 2005

$000 $000

Prepayments 187 8

Total other current assets 187 8

Note 10.   Infrastructure, property, plant and equipment

(a) Classes of property, plant and equipment

2006 2005

$000 $000

Buildings

Buildings at fair value 349 331

Less accumulated depreciation (23) (11)

Written down value 326 320

Roads and bridges

At cost 1,015 0

Less: Accumulated depreciation (109) 0

Written down value 906 0

Plant and equipment

At cost 618 394

Less: Accumulated depreciation (189) (81)

Written down value 429 313

Vehicles (finance leased assets)

At cost 170 170

Less: Accumulated depreciation (58) (24)

Written down value 112 146

Capital works in progress at cost 1,769 1,151

Total written down value of infrastructure, property, 

plant and equipment 3,542 1,930



53

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 and furniture and fittings.  Capital works

in progress comprises amounts incurred for the construction of forest access roads.

(b) Movements during the reporting Period

2005 – 2006 Opening WDV Additions Transfers Depreciation Closing WDV

$000 $000 $000 $000 $000

Buildings 320 18 0 (12) 326

Roads and bridges 0 0 1,015 (109) 906

Plant and equipment 313 224 0 (108) 429

Vehicles (leased) 146 0 0 (34) 112

Roads under construction 1,151 1,633 (1,015) 0 1,769

Total 1,930 1,875 0 (263) 3,542

2004 – 2005 Opening WDV Additions Transfers Depreciation Closing WDV

$000 $000 $000 $000 $000

Buildings 0 331 0 (11) 320 

Roads and bridges 0 0 0 0 0

Plant and equipment 0 394 0 (81) 313 

Vehicles (leased) 0 170 0 (24) 146

Roads under construction 0 1,151 0 0 1,151

Total 0 2,046 0 (116) 1,930
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Note 11.   Tax assets

(a)  Deferred tax assets

The balance comprises temporary differences attributable to:

2006 2005

$000 $000

Amounts recognised in operating statement

Doubtful debts 151 0

Accrued expenses 28 13

Depreciation of low pool assets 41 24

Finance lease payments (44) (30)

Provisions 558 3,847

Balance 734 3,854

Multiply by 30% tax rate 220 1,156

Movements

Opening balance 1 July 1,156 0

Adjustment relating to prior year for non deductibles 11 0

Movement due to timing difference 220 1,156

Closing deferred tax asset  30 June 1,387 1,156

(b)  Current tax asset/(liability)

Current tax asset/(liability) is derived as follows:

Opening balance 1 July (5,408) 0

Current tax payable (1,109) (5,408)

Payments made to the Australian Taxation Office 5,024 0

Amount transferred to retained earnings 1,632 0

Adjustment relating to prior year for non deductibles (11) 0

Closing balance 30 June 128 (5,408)
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Note 12.   Intangible assets

2006 2005

$000 $000

(a) Software 

Software at cost 334 0

Less Accumulated amortisation (27) 0

Written down value 307 0

(b) Movements during the reporting period

At 1 July 0 0

Additions 334 0

Impairment 0 0

Amortisation (27) 0

At 30 June 307 0

Note 13.   Payables

2006 2005

$000 $000

Current:

Trade creditors 1,561 1,640

Other creditors 0 1,279

GST payable 26 0

Deposits – log grading hammers 4 0

Accrued expenses 4,888 1,582

6,479 4,501

Non-current:

Other creditors 0 480

Total payables 6,479 4,981
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Note 14.   Interest bearing liabilities

(a) Finance leases

VicForests has four 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.

2006 2005

$000 $000

Current

Unsecured

Lease liabilities 29 25

Total current unsecured interest bearing liabilities 29 25

Non-current

Unsecured

Lease liabilities 98 127

Total non current unsecured interest bearing liabilities 98 127

Total unsecured interest bearing liabilities – refer to note 25 127 152

(b) Interest rate risk exposure

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

Current 29 25

Weighted average interest rate 12.9% 12.9%

Non-current 98 127

Weighted average interest rate 12.9% 12.9%
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Note 15.   Employee benefits

2006 2005

$000 $000

Current:

Annual leave – nominal value 921 698

Long service leave – nominal value 1,420 1,404

Long service leave – present value 430 357

2,771 2,459

Non-current:

Long service leave – present value 208 149

208 149

Total employee benefits 2,979 2,608

Employee numbers at end of financial year is 163 full time equivalents. (30 June 2005: 144)

The following assumptions have been used to calculate the provision for long service leave as at 30 June 2006.

Wage inflation rate:         4.75% 

Discount rates                              1 Year                5.840%

2 Years               5.785%

3 – 4 Years          5.780%

5 Years               5.775%

6 Years               5.773%

7 – 9 Years          5.770%

10 Years             5.778%

11 Years              5.785%

12 Years              5.793%
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Note 16.   Current Provisions

2006 2005

$000 $000

Provision for regeneration of harvested coupes 1,208 1,020

Provisions – other 70 0

Total provisions 1,278 1,020

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

Carrying amount at start of the year 1,020 0

Additional provisions recognised 258 1,020

Carrying amount at end of year 1,278 1,020

Note 17.   Deferred tax liabilities

The balance comprises temporary differences attributable to:

2006 2005

$000 $000

Amounts recognised in operating statement

Biological timber assets amortisation (2,039) 2,150

Depreciation – difference between book and tax 23 196

Balance (2,016) 2,346

Multiply by 30% tax rate (605) 703

Movements

Opening balance 1 July 703 0

Amount transferred to growing timber reserve (612) 703

Depreciation timing differences 7 0

(605) 703

Closing deferred tax liabilities at 30 June 98 703
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Note 18.   Contributed capital    

2006 2005

$000 $000

Balance at the beginning of the reporting period 14,345 0

Capital contributions in the year 0 14,345

Balance at the end of the reporting period 14,345 14,345

Note 19.   Reserves   

2006 2005

$000 $000

Growing timber revaluation reserve:

Reserves at beginning of year 1,505 0

Tax effect entry 612 (645)

Transfer from/(to) retained earnings (refer note 1(q)) (2,039) 2,150

Reserves at the end of year 78 1,505

Note 20.   Retained earnings

2006 2005

$000 $000

Retained earnings at beginning of year 6,675 0

Prior year adjustments* 1,632 0

8,307 0

Profit after income tax expense 2,085 8,180

Transfer from/(to) reserves 2,039 (1,505)

Dividend paid during the financial year (3,024) 0

Retained earnings at the end of year 9,407 6,675

* A tax deduction for the amortisation of biological timber assets was granted subsequent to the finalisation and

tabling of the 2005 accounts and as such has been treated as a prior year adjustment.
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Note 21.   Responsible persons

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 2005 to 30 June 2006.  Remuneration paid to the Minister is

reported in the Annual Report of the Department of Premier and Cabinet.

VicForests’ other responsible persons and their remuneration are as follows:

Position Name and title                                  Period

Chairman Paul Barker 1 July 2005 – 30 June 2006

Director Jim Houghton 1 July 2005 – 30 June 2006

Director Warren Mundy 1 July 2005 – 30 June 2006

Director Catherine Scott 1 July 2005 – 30 June 2006

Director Bob Smith 1 July 2005 – 30 June 2006

Director Judy Ward 1 July 2005 – 30 June 2006

Accountable Officer David Pollard, Chief Executive Officer 1 July 2005 – 30 June 2006

The total remuneration of responsible persons, other than the responsible Minister, during the year ended 30 June

2006 was $494,264. (For the year ended 30 June 2005: $384,179).

The following table lists the number of responsible officers by the relevant income band:

Income band 2006 2005

No. No.

$20,000 - $29,999 3 5

$30,000 - $39,999 2 0

$40,000 - $49,999 0 1

$50,000 - $59,999 1 0

$210,000 - $219,999 0 1

$280,000 - $289,999 1 0

Total 7 7
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Note 22.   Remuneration of executives

The number of executive officers of VicForests, excluding the Chief Executive Officer (refer note 21) is shown in the table

below in their relevant income bands.

Income band 2006 2005 

No. No.

$70,000 - $79,999 0 1

$110,000 - $119,999 0 1

$120,000 - $129,999 0 2

$150,000 - $159,999 3 0

$160,000 - $169,999 1 0

Total 4 4

The total remuneration of Executive Officers during the year ended 30 June 2006 was $632,573. (For the year ended 

30 June 2005: $438,542).  The 2006 figures reflect a full 12 months of service and bonus payments.

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;

• loans in existence by VicForests to responsible persons or related parties at the date of this report; and, or

• other transactions between VicForests and responsible persons and their related parties during the financial year.

Related entities

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

Related Party 2006 2005 

$000 $000

Victorian Managed Insurance Authority 178 220

Department of Treasury and Finance 0 375

VicRoads 1 0

State Revenue Office 492 359

Department of Primary Industries 600 664

Department of Sustainability and Environment 7,389 7,729

Total 8,660 9,347

Revenue generated from services rendered to related entities:

Related Party 2006 2005 
$000 $000

Department of Sustainability and Environment 732 716

Total received from related parties 732 716
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Note 24.   Superannuation

Superannuation contributions are payable into the following superannuation funds on behalf of employees:

2006 2005

$000 $000

VicSuper 445 384

State Superannuation Fund* 260 229

Other 107 39

812 652

* Defined benefit fund

The amount of contributions is determined by each fund.  At 30 June 2006 there were outstanding contributions

to the Government Superannuation Office of $61,366.  (As at 30 June 2005: $0)

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

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.

Note 25.   Commitments for expenditure 

(a) Capital commitments:

As at reporting date, VicForests has commitments to purchase plant and equipment to the value of $189,384,

payable in July 2006.
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(b)   Lease commitments

2006 2005

$000 $000

Operating lease commitments

The value of operating leases entered into at 30 June 2006 not recognised 

as liabilities are expected to be payable as follows:

Within one year 1,135 933

Later than one year but within five years 709 1,307

1,844 2,240

Finance lease commitments:

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

Within one year 43 44

Later than one year but within five years 103 146

Total minimum lease payments 146 190

Less: Future finance charges provided in the accounts (19) (38)

127 152

Represented by:

Current liability 29 25

Non-current liability 98 127

127 152

(c)  Other operating commitments

As at the 30 June, VicForests had the following other operating 

commitments expected to be paid as follows: 

Within one year 40,168 0

Later than one year but within five years 39,533 0

Total 79,701 0

(d)  Road access fee and cost of making trees available

Two agreements between DSE and VicForests were negotiated at commencement for road access and cost of making 

trees available.  These agreements are subject to ongoing negotiation.

• Annual road access fee of $1,509,091.

• Cost of making trees available is capped at $500,000 per annum. 
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Note 26.   Contingent liabilities and assets 

As at reporting date, VicForests has no significant matters before the courts.

Note 27.   Events occurring after reporting date

On 20 September 2005 the Treasurer gave approval to VicForests for 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 new operating responsibilities, sales revenue, expenses and

working capital will increase materially.

Notwithstanding the above, there have not been any material events subsequent to 30th June 2006 that impacts

the financial position or performance of VicForests as reported at that date.

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:

2006 2005

$000 $000

Net result for the period after income tax 2,085 8,180

Adjustments for non-cash income and expense items:

Depreciation and amortisation 5,241 5,560

Decrease/(increase) in net market value of biological timber assets 2,039 (2,150)

Adjustment for logs in dump 29 44

Provision for doubtful debts 151 0

Change in operating assets and liabilities:

Decrease in trade receivables 1,237 (4,988)

Increase in other receivables (277) (2,322)

Increase in prepayments (179) (8)

Increase in inventory (192) (743)

Increase in tax asset (128) 0

Increase in deferred tax asset (231) (1,156)

Increase/(decrease) in payables 1,498 4,980

Increase in provisions 258 1,020

Increase in employee benefits 371 547

Increase/(decrease) in tax payable (3,776) 5,410

Decrease in deferred tax liability 7 703

Net cash provided by operating activities 8,133 15,077
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Note 29.   Financial instruments

(a) Significant accounting policies

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

Note 1 (f) Cash assets

Note 1 (d) (ii) Finance leases

Note 1 (g) Receivables

Note 1 (i) Payables

(b) Interest rate risk

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

Fixed interest rate maturity

Weighted average Variable Less than 1 to 5 More than Non interest Total

effective interest interest rate 1 year years 5 years bearing

rate % $000 $000 $000 $000 $000 $000

Financial assets

Cash 5.65% 17,285 0 0 0 3 17,288

Receivables* 11.00% 0 422 0 0 5,777 6,199

Total 17,285 422 0 0 5,780 23,487

Financial liabilities

Trade payables 0 0 0 0 6,479 6,479

Finance lease liabilities 12.90% 0 29 98 0 0 127

Total 0 29 98 0 6,479 6,606

* An interest charge is applicable at a rate of 11.00% p.a. under the Penalty Interest Rate Act 1983 for amounts that are

overdue for payment.
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The following table details exposure to interest rate risks at 30 June 2005:

Fixed interest rate maturity

Weighted average Variable Less than 1 to 5 More than Non interest Total

effective interest interest rate 1 year years 5 years bearing

rate % $000 $000 $000 $000 $000 $000

Financial assets

Cash 5.45% 14,410 0 0 0 3 14,413

Receivables* 11.25% 0 1,618 0 0 5,692 7,310

Total 14,410 1,618 0 0 5,695 21,723

Financial liabilities

Trade payables 0 0 0 0 4,981 4,981

Finance lease liabilities 12.90% 0 25 127 0 0 152

Total 0 25 127 0 4,981 5,133

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

where overdue for payment.

(c) Fair value

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

Note 30. Dividend

A dividend of $3,024,000 was paid to the Department of Treasury and Finance in the 2005/06 year for the 2004/05 year.  

In line with AASB 137 (Provisions, Contingent Liabilities and Contingent Assets), the Balance Sheet does not include any

estimate for a final dividend for 2005/06 as an amount was not finalised by the reporting date. Refer 1(l). 
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Note 31. Explanation of transition to Australian equivalents to International Financial Reporting Standards

(1) Reconciliation of equity reported under previous Australian Generally Accepted Accounting Principles

(AGAAP) to equity under Australian equivalents to IFRSs (AIFRSs)

(i)  At the date of transition to AIFRSs: 1 July 2004 

VicForests commenced operations in August 2004, therefore there is no opening balance reconciliation to disclose.

(ii) At the end of the last reporting period under previous AGAAP: 30 June 2005

Notes Previous   Effect of AIFRS

AGAAP transition 

to AIFRS

ASSETS $000 $000 $000

Current assets

Cash and cash equivalents 14,413 0 14,413

Receivables 7,310 0 7,310

Inventories 1,357 0 1,357

Biological assets 4,902 0 4,902

Other current assets 8 0 8

Total current assets 27,990 0 27,990

Non-current assets

Biological assets 6,321 0 6,321

Infrastructure, property, plant and equipment 1,930 0 1,930

Deferred tax assets (a) 472 684 1,156

Total non-current assets 8,723 684 9,407

Total assets 36,713 684 37,397

LIABILITIES

Current liabilities

Payables 4,501 0 4,501

Provisions 1,020 0 1,020

Interest-bearing liabilities 25 0 25

Employee benefits (b) 831 1,628 2,459

Current tax payable 5,408 0 5,408

Total current liabilities 11,785 1,628 13,413
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Notes Previous   Effect of AIFRS

AGAAP transition 

to AIFRS

$000 $000 $000

Non-current liabilities

Payables 480 0 480

Employee benefits (b) 1,777 (1,628) 149

Interest bearing liabilities 127 0 127

Deferred tax liabilities (a) 1 702 703

Total non-current liabilities 2,385 (926) 1,459

Total liabilities 14,170 702 14,872

Net assets 22,543 (18) 22,525

EQUITY

Contributed capital 14,345 0 14,345

Reserves (a) 2,150 (645) 1,505

Retained earnings (a) 6,048 627 6,675

Total equity 22,543 (18) 22,525

(a)  AIFRS transitional entry as required by AASB 112 (Income Tax) to record the tax effect of treating permanent differences

under AGAAP as temporary differences under AIFRS.

(b)  Re-allocation of LSL from non–current to current as per the definition of a current liability under AASB 101 (Presentation

of Financial Statements).
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(2) Reconciliation of net result for the year ended 30 June 2005

There are no material differences between revenue and expenses in the operating statement presented under Australian

equivalents to IFRSs and the operating statement presented under previous AGAAP.  However, there was an adjustment

to income tax expense as disclosed below.

Notes Previous  Effect of  AIFRS

AGAAP transition

to AIFRS

$000 $000 $000

Net result before income tax 13,135 0 13,135

Income tax expense (a) (4,937) (18) (4,955)

Profit for the year 8,198 (18) 8,180

(a)  Difference in income tax expense arising from the treatment of permanent differences under AGAAP as temporary

differences under AIFRS.

(3) Reconciliation of cash flow statement for the year ended 30 June 2005

There are no material differences between the cash flow statement presented under Australian equivalents to IFRSs and

the cash flow statement presented under previous AGAAP



6 Statement by Accountable Officer and Chief Finance
and Accounting Officer

We certify that the Financial Statements for VicForests

for the year ended 30 June 2006 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 Operating 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 2006 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.

Paul Barker David Pollard Cheryll Thelan

Chairman Chief Executive Officer Acting Chief Finance Officer

20th day of September, 2006
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Auditor-General’s Report
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Appendix A – Other compliance

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.

The organisation maintains electronic and paper-based

documents in respect of its activities. During 2004/5,

one Freedom of Information request was received,

relating to annual price review. This claim was

responded to within 45 days of the receipt of a valid

and complete request.

Whistleblowers Protection Act 2001

VicForests encourages the reporting of known or

suspected incidences of improper conduct or

detrimental actions. It is policy that any matters raised

are properly investigated and dealt with and 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

the organisation by the Ombudsman or other persons.

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

Parliament of Victoria amended the State Owned

Enterprises Act 1992 to authorise VicForests to exempt

Part IV of the Trade Practices Act for auction and tender

processes undertaken before 1 July 2015.

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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Appendix B – Disclosure index

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 22A Manner of establishment and relevant minister 2-3

FRD 22A Objectives, functions, powers and duties 4-7

FRD 22A Nature and range of services provided 4-7

Management and Structure

FRD 22A Organisational structure 11

Financial and other information

FRD 22A Operational and budgetary objectives and performance against objectives 6 & 33

FRD 22A Statement of workforce data and merit and equity 17-19

FRD 22A Occupational health and safety 19

FRD 15A Executive officer disclosures 60

FRD 22A Summary of the financial results for the year 32-33

FRD 22A Significant changes in financial position during the year 36-69

FRD 22A Major changes or factors affecting performance 32-33

FRD 22A Subsequent events 33

FRD 22A Application and operation of Freedom of Information Act 1982 and 

compliance with building and maintenance provisions of Building Act 1993 73

FRD22A Statement on National Competition Policy 73

FRD 22A Application and operation of the Whistleblowers Protection Act 2001 73

FRD 10 Disclosure index 74-75
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Financial statements

Legislation Requirement Page

Financial statements required under Part 7 of the FMA

SD 4.2 (b) Operating statement 36

SD 4.2 (b) Balance sheet 37

SD 4.2 (b) Cash flow statement 39

SD 4.2 (c) Accountable officer’s declaration 70

SD 4.2 (c) Compliance with Australian accounting standards and other 

authoritative pronouncements 40

SD 4.2 (d) Rounding of amounts 40

Other disclosures in notes to the financial statements

FRD 21A Responsible person and executive officer disclosures 60

Legislation

Freedom of Information Act 1982

Whistleblower Protection Act 2001

Victorian Industry Participation Policy Act

Building Act 1983

Financial Management Act 1994

Audit Act 1994

Key

• FMA – Financial Management Act 1994, as amended

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

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