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To be a leader in a sustainable Victorian timber industry.

To build a responsible business that generates the best community
value from the commercial management of Victoria’s State forests.

VicForests was established as an outcome of the Victorian
Government's Our Forests Our Future policy. VicForests is
responsible for the sustainable harvest and sale of native forest
timbers from the public forest estate in eastern Victoria. As a

State owned business corporation, VicForests is an autonomous
commercial entity administered by an independent Board of
Directors and responsible to the Victorian Government through the
Treasurer, as shareholder and responsible Minister, and the Minister
for Agriculture, who has responsibility for commercial forest policy.

Accountable — VicForests is accountable to the Victorian
Government. Its actions and those of its employees must be
consistent with relevant Government policy and priorities.
Committed - VicForests is committed to the fulfilment of its
purpose and the achievement of its vision for the Victorian timber
industry.

Safe — VicForests and its staff will manage safe workplaces for

all staff and contractors, and are committed to continuous
improvement in safety systems and outcomes, in accordance with
its Occupational Health and Safety Policy.

Customer focussed - VicForests will be responsive to its customers’
requirements and seek customer satisfaction, in accordance with
its commercial nature.

Ethical — VicForests will operate in an ethical and environmentally
responsible manner in all its undertakings to ensure the integrity
and sustainability of the native forest timber industry in Victoria.
Innovative — VicForests seeks to be innovative and adaptable in its
organisational, business and forestry management operations.
Open - VicForests will manage the commercial harvesting and sale
of timber 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.

Sustainable — VicForests will pursue the highest standards for
forest management practices through the continued development
of its Sustainable Forest Management System and by ensuring

its triple bottom line performance against the requirements of
Victoria’s Sustainability Charter for State forests.
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The financial year 2007/08 has seen VicForests
confront and resolve some complex issues and has
delivered some notable achievements.

The organisation faced the difficult challenge

of minimising the losses to the Government

and to the industry of the Great Divide fires of
2006/07. A program of salvage was commenced
immediately and VicForests has since harvested

a volume of 767,78 1m3 of both sawlog and
pulplog. The salvage program was supported by
the Government’s Bushfire Recovery Taskforce
providing funding to VicForests to compensate for
the negative commercial effects of this work.

The reorganisation of the staffing structure, carefully
framed in the course of 2006/07 and early 2007/08,
was implemented on 1 January 2008. VicForests
has consolidated staff numbers in fewer offices
that it shares with the Department of Sustainability
and Environment; one region has been abolished
and absorbed into another and staff have had

their responsibilities redefined to reflect better

the commercial focus of VicForests and to direct

the work of the organisation as a whole towards
planning and value-adding activities. The Board
believes that this leaner and more agile structure
will be better placed to meet the challenges of the
industry as they are today and as they may evolve in
the next decade.

VicForests also completed an important phase in
the task of constructing the basic framework of
the business by proceeding with putting to tender
its harvest and haul work, worth more than $300
million over the next five years. Following the

transition to the auction system and the move to
Mill Door Sales, this was an important next step
in transitioning to more commercial, and more
transparent and cost-effective procurement of
these services.

| would like to thank my fellow Board members

— Judy Ward, Catherine Scott, Jim Houghton and
Bob Smith — for their energetic contribution. Yet
again, we have had the benefit of a truly capable
and focussed Board which has contributed
immensely to the success of the organisation over
the course of the year. | would like to acknowledge
formally the contribution of retiring Board member
Judy Ward (2004-2008) for her enthusiasm and
commitment to the activities of the Board. | wish
her well in all her future endeavours.

Finally, I would like to thank the staff of VicForests
for their dedication and energy in what has been,
given the demands of the salvage program, the
reorganisation and the complex tender exercise,
another challenging year. The Board is grateful
for their continuing efforts and their high level of
dedication.

Wsonl

Paul Barker
Chairman



17 September 2008

The Hon. John Lenders MP
Treasurer

Department of Treasury and Finance
1 Treasury Place

Melbourne Vic 3000

Dear Treasurer
VICFORESTS’ ANNUAL REPORT
| am pleased to submit the 2007-08 Annual Report of VicForests, including a Report of

Operations and the Financial Statements for the year ended 30 June 2008, for
presentation to Parliament, pursuant to Part 7 of the Financial Management Act 1994.

Yours sincerely

e o

Paul Barker
Chairman

Risk attestation statement

I, Paul Barker, certify that VicForests has risk management processes in place consistent with the
Australian/New Zealand Risk Management Standard (or designated equivalent) and an internal

control system is in place that enables the executive to understand, manage and satisfactorily
control risk exposures. The Audit and Risk Management Committee verifies this assurance and
that the risk profile of VicForests has been critically reviewed within the last 12 months.




The year has been successful and critical in laying
the foundations for the next decade’s operations.

In particular | am pleased to report that VicForests
recorded a net profit after tax of $0.531 million
for the 2007/08 year. Given the circumstances of
attending to the substantial and critical salvage
work, implementing a new business model,
preparing for a new auction and a complex tender
of the future harvest and haulage work, this result
is satisfactory, especially as we had budgeted for a
break-even result.

Business Reorganisation: The business reorganisation
—involving a series of changes to staff job
responsibilities together with a number of changes in
office locations and size — was formally implemented
on 1 January 2008. Although this was quite disruptive
for a number of staff, we have been fortunate in
being able to recruit quickly and very successfully to
those positions which were left vacant in the process.
The reorganisation makes more effective the move to
Mill Door Sales (1 July 2006) and the letting to tender
of all the organisation’s harvest and haulage work.

Harvest and Haul Tender: The organisation’s harvest
and haul work, worth more than $300 million over
the next five years, was put out to competitive
tender in the course of the year. The process,
involving well over 100 separate businesses, was
long, complex and, | believe, quite difficult for a
number of smaller contracting businesses. In the
end it will be beneficial for both VicForests and the
contracting businesses. The new arrangements will
start in the second quarter of 2008/09.

Supply: Our spring auction was postponed at the
request of a large part of the industry because of the
uncertainty about information available to customers
around future (post-auction) supply of wood. In

the course of the year, however, we came to an
agreement with the Department of Sustainability and
Environment about the future level of sustainable

supply. This commitment has been sufficiently robust
for us to re-start the auction process and, apart from
a larger auction at the beginning of 2008/09 (1.1
million m3), we would now normally be expecting

to place in the market a sawlog volume of some
500,000m? each year. We have been encouraged by
our positive work with the Department on this issue.

The Future: The Report of the Department of
Primary Industries, which will shortly form the

basis of a projected Timber Industry Strategy, has
the promise of re-orienting the policy parameters
affecting the industry in a manner better calculated
to grow and develop the timber industry in
Victoria. Longer tenure to encourage more assured
investment, better policy certainty and continuing
assurance around supply would assist the Victorian
industry in preparing itself for the future.

VicForests is investing resources in identifying better
and more commercial uses for existing product

and also in undervalued product, which is currently
difficult to market. We expect to have a range of
prospective value adding uses available to be put
before investors in the course of 2008/09.

| would like to thank staff again for another year
of dedicated and productive work. A number of
factors, including the re-organisation, have made
this a difficult year for staff. Nevertheless, they
have continued to commit themselves to their
jobs and to ensure that there has been no loss of
professionalism and focus.

I would also like to thank the Board for its continuing
support and commitment to management.

'D
M/\/v\/)
David Pollard
Chief Executive Officer






VicForests' Structure

VicForests’ Board of Directors

Paul Barker

BBus. FCA, ACIS

Chairman

» Chairman, Transport Accident Commission

» Deputy Chairman, Victorian WorkCover Authority
» Chairman, Stadium Operations Ltd

» Chairman, Mirvac Funds Management (Group) Ltd

Jim Houghton

BEc Grad Dip Bus Admin
» Director, Hire Thinking Pty Ltd

Fiona McNabb

B.Sc, CFTP, GAICD

» Director, O'Brien Software Services Pty Ltd

» Visiting Fellow, Macquarie University Applied Finance Centre

» Director, Australian Poetry Centre

» Member of Board of Governance, North Richmond Community Health Centre
» Regional Director, Professional Risk Managers’ International Association

Catherine Scott

BSc (Hons), BComm, FAICD

» Deputy Chair, Goulburn Valley Water Corporation

» Director and Chair Finance Audit and Risk Committee, V/Line Passenger Pty Ltd
» Director, V/Line Passenger Corporation

» Director Goulburn Murray Rural Water Corporation

Bob Smith

BSc (Hons 1), MSc, MBA, PhD

» Director, First Super Pty Ltd

» Director, Forest Products Commission of West Australia
» Director, Leaf Carbon Pty Ltd

Judy Ward

BCom, FCA, MAICD, FTIA

» Director of Housing Choices Australia

» Director Disability Housing Ltd and related companies

» Director and Chair Risk and Audit Committee, DOXA Youth Foundation

And during part of the year, a director of the following:

» Member of Council and Chair Audit and Risk Committee, Deakin University

» Chair, Falls Creek Alpine Resort

» Director, Alpine Resorts Coordinating Council

» Member of Council and Chair Audit and Risk Committee, Australian Community Support Organisation




Meeting Performance

Name of Meeting Chair Frequency Meetings held 2007/08
Board Paul Barker 11

Audit and Risk Management Committee  Catherine Scott  Quarterly 5

Executive Remuneration Committee Paul Barker Half-yearly 1
Committees

Catherine Scott (Chair)

Bob Smith

Judy Ward (to 23 June 2008)
Fiona McNabb (from 22 July 2008)

Executive Remuneration Committee

Audit and Risk Management Committee

The primary objective of the Audit and Risk
Management Committee is to assist the Board

to fulfil its corporate governance and oversight
responsibilities relating to financial accounting
practices, risk management, internal control
systems, external financial reporting and the internal
and external audit function. The Executive Remuneration Committee determines
executive remuneration policy in accordance with
Government policy. The Committee comprises:

Specifically, the Audit and Risk Management

Committee’s role is to report to the Board and
provide appropriate advice and recommendations * Paul Barker (Chair)
on matters relevant to these areas in order to

facilitate decision-making by the Board. The
Committee comprises: * Judy Ward (to 23 June 2008)

e Jim Houghton

VicForests' Executives

David Pollard Matthew Crapp
BEcon (Hons), MA (Econ), PhD BSc (For), Grad Dip Bus BCom, CA (ICANZ)
Chief Executive Officer Director, Sales and Planning Chief Accountant
e Sales Auctions e Accounting and Treasury

e Forest Contracting
e Tactical Planning

Pat Groenhout Gerhard Hinz Cameron MacDonald
BSc (For) Hons, Grad Dip Res Ec, MIFA Chief Financial Officer BSc (For) Hons, Grad Dip Acctg, MBA, CPA, MIFA
Director, Strategy e Finance and Business Director, Operations and Delivery
e Strategy Development Administration e Operational Planning
e |ong-term Resource Supply e Procurement e Roading
e Business Development e Information Technology e Harvesting
e Certification e Silviculture
[ ]

Customer Management
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