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Queensland Paulownia Forests Limited

DIRECTORS' REPORT

The directors present their report together with the consolidated financiai report for the half-year ended 31
December 2005 and the independent review report thereon.

Directors

The names of directors in office at any time during or since the end of the half-year are:

Name Appointed

Mr David M Gold (Chairman}) Aprit 2001

Dr Stephen van der Mye (Managing Director) October 2005
Mrs Elizabeth Huichinson September 2001
Mr Graham J Fayle September 2001
Mr Leon Lewandowski August 1999

Principal activities

The principal activities of the company are to promote managed investments in Forestry, acting as a
Responsible Entity, and the management of paulownia tree plantations in Australia.

On 31 August 2005 the company purchased the freehold land and business of Kogan Mill, In addition to
continuing o process cypress logs, the mill will be substantially expanded and re-equipped to facilitate the
processing of paulownia,

Review and Results of operations

The company, as Responsible Entity for 11 managed investment schemes, continues to focus on the
establishment and maintenance of paulownia tree piantations. Substantial effort has been directed towards the
establishment of new plantations near Forbes in New South Wales, and on completion of the current plantings
the company wili have approximately 3,644 hectares of plantations under management. The company has
options o purchase additional land at Forbes for future plantation establishment.

The acquisition and expansion of the Kogan Mill wili provide the company with the ability to process paulownia
logs into a variety of timber products, increasing the options for subsequent sale, and thereby maximising the
potential for achieving the best return for growers.

The net profit of the consolidated entity for the half-year after provision for income tax was $395,602, equating
to earnings per share (basic) of 1.59 cents per share.

This is the first financial report prepared under the Australian equivalents to International Financial Reporting
Standards (AIFRS). The adoption of the new accounting standards has resulted in changes to the comparative
figures for the six months to 31 December 2004 and the comparative balance sheet at 30 June 2005,
Explanation of these adjustments is detailed in the accompanying notes to the financial statements.

The major impact of the new accounting policies has been the change in the manner in which the company
accounts for fees for the establishment of plantation services. Recognition of these fees is now brought to
account in line with the percentage of work completed on the provision of those services at balance date, and
has resulted in the deferral of a substantial portion of fees earned in May and June each year. Whilst the
subsequent recognition of fees over following months has resulted in the company reporting a profit for the half-
year to December 2005 (compared to losses in previous corresponding periods), it is expected that profits in the
second half of the financial year will be substantially higher.
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Queensland Paulownia Forests Limited

Dividends
The following dividends were paid during the half-year:

Interim ordinary dividend of $1,986,080 representing 8 cents per ordinary share, (2004: $853,040
representing 4 cents per ordinary share) was declared in June 2005 and paid on 18 July 2005.

Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001

The lead auditor's independence declaration is set out on page 5 and forms part of the directors’ report for
the half-year ended 31 December 2005,

Signed in accordance with a resolution of the Directors.

% — \

Elizabeth Hutehinson — Director

Dated at Surfers Paradise this 16th day of March, 2008.
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Lead Auditor’s Independence Declaration under Section 307C of the Corporations
Act 2001 to the directors of Queensland Paulownia Forests Limited.

I deciare that, to the best of my knowledge and belief, in relation to the review for the half-year
ended 31 December 2005 there have been:

no contraventions of the auditor independence requirements as set out in the
Corporations Act 2001 in refation to the review; and

ii.  no contraventions of any applicable code of professional conduct in relation to the review.

KPMG

Stephen Board
Partner

Place: Gold Coast

Date: 16th March 2006
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Queensland Paulownia Forests Limited

Condensed Consolidated Interim Income Statement
For the Haif-Year Ended 31 December 2005

Note 2005 2004
$ $

Revenue 2. 9,902,430 3,522,704
Other income 206,584 53,274
Net (write down) in market value of Paulownia

frees (177,730) (78,310)
Plantation expenses (3,371,273)  (2,288,192)
Milling expenses (545,217) -
Research and development (147,876) (222,170)
Selling and distribution expenses (880,228)  (1,001,386)
Administration expenses (2,224,057)  (1,448,070)
Finance costs (833,482) (703,257)
Debts written off (1,364,372) 439
Profit (loss) before income tax 564,779  (2,164,968)
Income tax (expense) / benefit (169,177) 540,401
Profit (loss) for the period attributable to

equity holders of the parent 395,602  (1,624,567)
Basic earnings (loss) per share 10. 1.58 cents  {7.62) cents
Diluted earnings (loss) per share 10. 1.82 cents  (3.41) cents

The income statement is to be read in conjunction with the notes to the interim financial
statements set out on pages 10 to 30.
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Queensland Paulownia Forests Limited

Condensed Consolidated Interim Statement of Recognised Income and Expense
For the Half-year Ended 31 December 2005

Note 20605 2004
$ $
Net income recognised directly in equity - -
Profit (loss) for the period 395,602 ( 1,624,567}
Total recognised income and expense for
the period attributable to shareholders 395,602 { 1,624,567)

The statement of recognised income and expense is to be read in conjunction with the
notes to the interim financial statements set out on pages 10 to 30.
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Queensiand Paulownia Forests Limited

Condensed Consolidated Interim Baiance Sheet

As at 31 December 2005

Consolidated

31 December 30 June
2005 2005
$ $
Current Assets
Cash and cash equivalents 5,885,214 8,113,021
Trade and other receivables 10,278,706 17,247,792
Inventories 292,887 158,468
Other financial assets - 783,006
Other assets 1,087,918 1,181,837
Total Current Assets 17,654,725 27,484,124
Non-current Assets
Receivables - 4,116,877
Biological assets 1,488,191 1,665,921
Deferred tax assets 2,314,379 3,078,463
Property, plant and equipment 9,145,410 7,485,468
Intangible assets 286,216 -
Total Non-current Assets 13,234,196 16,346,729
TOTAL ASSETS 30,788,921 43,830,853
Current Liabilities
Trade and other payables 1,004,129 5,035 677
Interest bearing borrowings 4,247,506 373,776
Employee benefits 171,113 128,756
Current tax payable - 4,169,540
Provisions 234,752 2,114 836
Deferred revenue 4,854,968 11,810,562
Other liabilities 90,449 281,788
Total Current Liabilities 10,602,917 23,914,935
Non-current Liabilities
Interest bearing borrowings 10,116,917 9,729,347
Deferred tax liabilities - 513,086
Total Non-current Liabilities 10,116,917 10,242,433
TOTAL LIABILITIES 20,719,834 34,157,368
NET ASSETS 10,069,087 9,673,485
Equity
Issued capital 4 885,484 4,885,484
Retained earnings 5,183,603 4,788,001
TOTAL EQUITY 10,069,087 9,673,485

The balance sheet is to be read in conjunction with the notes to the interim financial
statements set out on pages 10 to 30.
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Queensland Paulownia Forests Limited

Condensed Consolidated Interim Statement of Cash Flows
For the Half-Year Ended 31 December 2005

Consolidated

2005 2004
$ $

Cash flows from operating activities
Receipts from clients 7,847,085 7,458,107
Payments to suppliers and employees (8,455,376)  (5,867,091)
Net cash generated from operations {508,291) 1,691,016
Interest received 185,954 142,854
Interest paid (417,918) (666,740)
Income taxes paid {4,307,026) {471,610)
GST paid (2,322,121} {336,879)
Net cash (used in)/ provided by operating
activities (7,369,402) 258,641
Cash flows from investing activities
Payment for property, plant and equipment {597,734) {855,509)
Proceeds from sale of plant and equipment 9,000 1,800
Purchase of Kogan Mill (1,170,034) -
Net cash used in investing activities {(1,758,768) {853,709)
Cash flows from financing activities
Dividends paid (1,986,080) (853,040)
Loans sold to third parties 4,089,948 -
Proceeds (repayments) of borrowings (203,505) (670,821)
Proceeds from convertible notes - 3,667,200
Net cash provided by financing activities 6,910,363 2,243,339
Net increase (decrease) in cash held (2,217,807) 1,648,271
Cash at beginning of period 8,113,021 2,848,167
Cash at end of period 5,895,214 4,496,438

The statement of cashflows is to be read in conjunction with the notes to the interim
financial statements set out on pages 10 to 30.
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the haif-year ended 31 December 2005

Statement of Significant Accounting Policies

Queensland Paulownia Forests Limited (the “Company”) is a company domiciled in
Australia. The condensed consolidated interim financial report of the Company for the six
months ended 31 December 2005 comprises the Company and its subsidiaries (together
referred to as the “consolidated entity”).

The condensed consolidated interim financial report was authorised for issuance on 16th
March 2006.

(a) Statement of Compliance

The condensed consclidated interim financial report is a general purpose financial report
which has been prepared in accordance with Australian Accounting Standards, Urgent
Issues Group Interpretations adopted by the Australian Accounting Standards Board
(*AASB") and the Corporations Act 2001.

International Financial Reporting Standards (“IFRS”") form the basis of Australia Accounting
Standards adopted by the AASB, being Australian equivalents to IFRS (“AIFRS”).

This is the consolidated entity’s first AIFRS condensed consolidated interim financial report
for part of the period covered by the first AIFRS annual financial report and AASB 1 First
time adoption of Australian equivalents to International Financial Reporting Standards. The
condensed consolidated interim financial report does not include all the information required
for a full annual financial report.

The interim financial report is to be read in conjunction with the most recent annual financial
report, however, the basis of preparation is different to that of the most recent financial
report due to the first time adoption of AIFRS. This report must also be read in conjunction
with any public announcements made by Queensland Paulownia Forests Limited during the
half-year in accordance with continuous disclosure obligations arising under the
Corporations Act 2001.

An explanation of how the fransition to AIFRS has affected the reported financial position,
financial performance and cash flows of the consolidated entity is provided in note 14. This
note includes reconciliations of equity and profit or loss for comparative periods reported
under Australian GAAP to those reported for those periods under AIFRS.

(b) Basis of Preparation

The financial report is prepared on the historical cost basis except that the foliowing assets
and liabilities are stated at their fair value: financial instruments classified as available-for-
sale and biological assets.

The preparation of an interim financial report in conformity with AASB 134 Interim Financial
Reporting requires management to make judgements, estimates and assumptions that
affect the application of policies and reported amounts of assets and liabilities, income and
expenses.
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

These estimates and associated assumptions are based on historical experience and
various other factors that are believed to be reasonable under the circumstances, the
results of which form the basis of making the judgements about carrying values of assets
and liabilities that are not readily apparent from other scurces. Actual results may differ from
these estimates.

This condensed consolidated interim financial report has been prepared on the basis of
AIFRS currently in issue that are effective or available for early adaoption at the consolidated
entity’s first AIFRS annual reporting date, 30 June 2006. Based on these AIFRS, the Board
of Directors have made assumptions about the accounting policies expected to be adopted
(accounting policies) when the first AIFRS annual financial report is prepared for the year-
ended 30 June 2006. The entity has elected to early adopt revised accounting standard
AASB119 Employee Entitlements in these interim financiat statements.

The Australian Accounting Standards and UIG Interpretations that will be effective or
available for voluntary adoption in the annual financial statements for the period ended 30
June 2006 are still subject to change, and therefore cannot be determined with certainty.
Accordingly, the accounting policies for that annual period that are relevant to this interim
financial information will be determined only when the first AIFRS financial statements are
prepared at 30 June 2006.

The preparation of the condensed consolidated interim financial report in accordance with
AASB 134 resulted in changes to the accounting policies as compared with the most recent
annual financial statements prepared under previous GAAP. The accounting policies set out
below have been applied consistently to all periods presented in these condensed
consolidated interim financial statements. They also have been applied in preparing an
opening AIFRS balance sheet as at 1 July 2004 for the purposes of the transition to
Australian Accounting Standards — AIFRS |, as required by AASB 1. The impact of the
transition from previous GAAP to AIFRS is explained in note 14,

The accounting policies have been consistently applied throughout the consolidated entity
for the purposes of this condensed consolidated interim financial report.

{c} Basis of Consolidation

Subsidiaries are entities controlled by the Company. Control exists when the Company has
the power, directly or indirectly, to govern the financial and operating policies of an entity so
as to obtain benefits from its activities. In assessing control, potential voting rights that
presently are exercisable or convertible are taken into account. The financial statements of
subsidiaries are included in the condensed consolidated interim report from the date that
control commences untit the date that control ceases.

Intra-group balances, and any unrealised gains and losses or income and expenses arising
from intra-group transactions, are eliminated in preparing the condensed consolidated
interim financial statements.

(d) Foreign Currency

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the
date of the transaction. Monetary assets and liabilities denominated in foreign currencies at
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

the balance sheet date are translated to Australian dollars at the foreign exchange rate
ruling at that date. Foreign exchange differences arising on translation are recognised in the
income statement.

{(e) Property Plant and Equipment

Owned Assets

ltems of property, plant and equipment are stated at cost or deemed cost less accumulated
depreciation and impairment losses. The cost of self-constructed assets includes the cost of
materials, direct l[abour, and an appropriate proportion of production overheads. The cost of
self-constructed assets includes (i) the initial estimate at the ime of installation and during
the period of use, when relevant, of the costs of dismantling and removing the items and
restoring the site on which they are located, and (ii) changes in the measurement of existing
liabilittes recognised for these costs resulting from changes in the timing or outflow of
resources required to settle the obligation or from changes in the discount rate.

Where parts of an item of property, plant and equipment have different useful lives, they are
accounted for as separate items of property plant and equipment.

Leased Assets

l.eases in terms of which the consolidated entity assumes substantially all of the risks and
rewards of ownership are classified as finance leases. The property acquired by way of a
finance lease is stated at an amount equal to the lower of its fair value and the present
value of the minimum lease payments at inception of the lease, less accumulated
depreciation and impairment losses.,

Leasehold Prermises

Costs associated with “make good” obligations to restore leased premises to conditions
similar to that on occupation are added to the cost of the leasehold and amortised over the
period of the lease. A liability is recognised for the fair value of the expected restoration

costs.

Subsequent Costs

The consolidated entity recognises in the carrying amount of an item of property, plant and
equipment the cost of replacing part of such an item when that cost is incurred if it is
probable that the future economic benefits embodied in the item will flow to the consolidated
entity and the cost of the item can be measured reliably. All other costs are recognised in
the income statement as an expense as incurred.

Depreciation

Depreciation is charged {o the income statement on a straight-line basis over the estimated
useful lives of each part of an item of property, plant and equipment. Land is not
depreciated. The estimated useful lives in the current and comparative periods are as

follows:-

¢ | easehold improvements 10% - 20%
* Plant and equipment — owned 3% - 40%
+ Plant and equipment — leased 22.5% - 25%
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

(f) Intangible Assets

Goodwill

Business Combinations Prior to 1 July 2004

The classification and accounting treatment of business combinations that occurred prior to
1 July 2004 has not been reconsidered in preparing the consolidated entity’s opening
AIFRS balance sheet at 1 July 2004 (see note 14).

Business Combinations Since 1 July 2004
Business combinations are accounted for by applying the purchase method. Goodwill
represents the difference between the cost of the acquisition and the fair value of the net

identifiable assets acquired.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill is allocated to
cash-generating units and is tested annually for impairment.

Other Intangible Assets
Other intangible assets that are acquired by the consolidated entity are stated at cost less
accumulated amortisation and impairment losses.

Expenditure on internally generated goodwill and brands is recognised in profit or loss as an
expense as incurred.

Amortisation

Amortisation is charged to the income statement on a straight-line basis over the estimated
lives of intangible assets unless their lives are indefinite. Goodwill and intangible assets with
an indefinite useful life are not amortised and are systematically tested for impairment at
each balance sheet date. Other intangible assets are amortised from the date that they are
available for use. The estimated useful lives in the current and comparative periods are as
follows:-

» Computer software 4 years
{g) Biological Assets

The fair value of standing timber is based on the present value of the net cash flows
expected to be generated by the project through to the sale of all rough-sawn timber
generated.

Harvested timber is valued at fair value less estimated point-of-sale costs at the date of
harvest. Any change in value through to the date of harvest is recognised in the income
statement. Once milled, timber inventories are accounted for as normal inventories.

(b} Trade and Other Receivables

Trade and other receivables are stated at their cost less impairment losses.
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

(i} Inventories

Inventories are stated at the lower of cost and net realisable value. Net realisable value is
the estimated selling price in the ordinary course of business, less the estimated costs of
completion and selling expenses. Biological assets related to agricultural activity and
agricultural produce at the point of harvest are measured at fair value less cost to sell.

The cost of other inveniories is based on the first-in first-out principle and includes
expenditure incurred in acquiring the inventories and bringing them to their existing location
and condition.

{iy Cash and Cash Equivalents

Cash and cash equivalents comprise cash balances and call deposits with an original
maturity of three months or less. Bank overdrafts that are repayable on demand and form
an integral part of the consolidated entity’s cash management are included as a component
of cash and cash equivalents for the purpose of the statement of cash flows.

(k) Impairment

The carrying amounts of the consolidated entity’s assets, other than biological assets,
inventories, and deferred tax assets are reviewed at each bhalance sheet date o determine
whether there is any indication of impairment. If any such indication exists, the asset's
recoverable amount is estimated.

For goodwill and intangible assets that are not yet available for use, the recoverable amount
is estimated at each annual balance sheet date,

An impairment loss is recognised whenever the carrying amount of an asset of its cash
generating unit exceeds its recoverable amount. Impairment losses are recognised in the
income statement unless the asset has previously been revalued, in which case the
impairment loss is recognised as a reversal to the extent of that previous revaluation, with
any excess recognised through the income statement.

Impairment losses recognised in respect of cash generating units are allocated first to
reduce the carrying amount of any goodwill allocated to the cash-generating unit, and then
to reduce the carrying amount of the other assets in the unit on a pro rata basis.

Calculation of Recoverable Amount

The recoverable amount of the consolidated entity's investments in receivables carried at
amortised cost is calculated as the present value of estimated future cash flows, discounted
at the original effective interest rate. Receivables with a short duration are not discounted.

The recoverable amount of other assets is the greater of their net selling price and value in
use. In assessing value in use, the estimated future cash flows are discounted to their
present value using a pre-tax discount rate that reflects the current market assessments of
the time value of money and the risks specific to the asset. For an asset that does not
generate largely independent cash inflows, the recoverable amount is determined for the
cash-generating unit to which the asset belongs.
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

Reversals of Impairment

An impairment loss in respect of a receivable carried at amortised cost is reversed if the
subsequent increase in recoverable amount can be related objectively to an event oceurring
after the impairment loss was recognised.

An impairment loss in respect of goodwill is not reversed.

In respect of other assets, an impairment loss is reversed if there has been a change in the
estimates used to determine the recoverable amount.

An impairment loss is reversed only to the extent that the asset’s carrying amount does not
exceed the carrying amount that would have been determined, net of depreciation or
amortisation, if no impairment loss had been recognised.

(I} Dividends

Bividends payable to holders of ordinary shares are recognised as a liability in the period in
which they are declared.

(m)Convertible Notes

The Converlible Notes of $1.00 each issued by the Company pursuant to the prospectus
dated 3 December 2003 are only potentially convertible to ordinary shares if the Company
lists on a recognised Stock Exchange prior to 30 June 2009. If such a listing does not occur
the Notes are redeemable for $1.20 cash on 30 June 2009. As there is no certainty that
some or all of the Notes will be converted to shares the Notes are currently treated as
interest-bearing borrowings (liabilities).

(n) Interest-bearing Borrowings

Interest-bearing borrowings are recognised initially at fair value less attributable transaction
costs. Subsequent to initial recognition, interest-bearing borrowings are stated at amortised
cost with any difference between cost and redemption value being recognised in the incame
statement over the period of the borrowings on an effective interest basis.

(o) Employee Benefits

Wages, salaries, annual leave, sick leave and non-monetary benefits

Liabilities for employee benefits for wages, salaries, annual leave and sick leave represent
present obligations resulting from employees’ services provided to reporting date, calculated
at undiscounted amounts based on remuneration wage and salary rates that the
consolidated entity expects to pay as at reporting date including related on-costs, such as,
workers compensation insurance and payroll tax.

Non-accumulating benefits such as motor vehicles are expensed based on the net marginal
cost to the consolidated entity as the benefits are taken by the employees.
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Queensiand Paulownia Forests Limited

Notes to the Condensed Consclidated Interim Financial Statements
For the haif-year ended 31 December 2005

Long-term service benefits

The consolidated entity’s net obligation in respect of long-term service benefits is the
amount of future benefit that employees have earned in return for their service in the current
and prior periods. The obligation is calculated using the projected unit credit method and is
discounted to its present value. The discount rate is the yield at the balance date on
government bonds that have maturity dates approximating to the terms of the consolidated
entity’'s obligations.

Superannuation Contributions

All superannuation obligations are satisfied by the payment of contributions to external
funds as chosen by the employees. All such contributions are recognised as an expense in
the income statement as incurred.

(p) Provisions

A provision is recognised in the balance sheet when the consolidated entity has a present
legal or constructive obligation as a result of a past event, and it is probable that an outflow
of economic benefits will be required to settle the obligation. If the effect is material,
provisions are determined by discounting the expected future cash flows at a pre-tax rate
that reflects current market assessments of the time value of money and, when appropriate,
the risks specific to the liability.

A provision for onerous contracts is recognised when the expected benefits to be derived by
the consolidated entity from a contract are lower than the unavoidable cost of meeting its
obligations under the contract.

(q) Revenue

Revenue from the sale of goods is recognised in the income statement when the significant
risks and rewards of ownership have been transferred to the buyer.

Revenue from services rendered is recognised in the income statement in proportion to the
stage of completion of the transaction at the balance sheet date. No revenue is recognised
if there are significant uncertainties regarding recovery of the consideration due. The
Company’s principal source of revenue is from the provision of services to investors to
enable them to carry on the business of commercially growing hardwood trees. These
services include the establishment of appropriately managed schemes, land and
infrastructure preparation and the acquisition/propagation and planting of seedlings. The
provision of these services takes place over approximately 18 months, and the up-front
establishment fees are recognised as revenue in proportion to the percentage of work
completed at the balance date.

(r) Expenses

Operating L.ease Payments

Payments made under operating leases are recognised in the income statement on a
straight-line basis over the term of the lease. Any lease incentives received or provisions for
make-good obligations are recognised in the income statement as an integral part of the
total lease expense.
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated interim Financial Statements
For the haif-year ended 31 December 2005

Finance Lease Payments

Minimum lease payments are apportioned between the finance charge and the reduction of
the outstanding liability. The finance charge is allocated to each period during the lease
term so as to produce a constant periodic rate of interest on the remaining balance of the
liability.

Net Financing Costs
Net financing costs comprise interest payable on borrowings calculated using the effective
interest rate method less interest receivable on funds invested.

Interest income is recognised in the income statement as it accrues, using the effective
interest method. The interest expense component of finance lease payments is recognised
in the income stalement using the effective interest rate method.

(s) income Tax

Income tax on the income statement for the periods presented comprises current and
deferred tax. Income tax is recognised in the income statement except to the extent that it
relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates
enacted or substantially enacled at the balance sheet date, and any adjustment to tax
payable in respect of previous years.

Deferred tax is provided using the balance sheet liability method, providing for temporary
differences between the carrying amounis of assets and liabilities for financial reporting
purposes and the amounts used for taxation purposes. The following temporary differences
are not provided for: goodwill not deductible for tax purposes, the initial recognition of assets
or liabilities that affect neither accounting nor taxable profit, and differences relating to
investments in subsidiaries to the extent that they will probably not reverse in the
foreseeable future. The amount of deferred tax provided is based on the expected manner
of realisation or settlement of the carrying amount of assets and liabilities, using tax rates
enacted or substantively enacted at the balance sheet date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable

profits will be available against which the asset can be utilised. Deferred tax assets are
reduced to the extent that it is no longer probable that the related tax benefit will be realised.

{t} Segment reporting
A segment is a distinguishable component of the consolidated entity that is engaged either
in providing products or services (business segment), or in providing products or services
within a particular economic environment {geographical segment), which is subject to risks
and rewards that are different from those of other segments.

(1) Non-current assets held for sale and discontinued operations

Immediately before classification as held for sale, the measurement of the assets (and all
assets and liabilities in a disposal group) is brought up to date in accordance with applicable
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

AlFRSs. Then, on initial classification as held for sale, non-current assets and disposal
groups are recognised at the lower of carrying amount and fair value less costs to sell.

Impairment losses on initial classification as held for sale are included in profit or loss even
when there is a revaluation. The same applies to gains and losses on subsequent re-
measurement.

A discontinued operation is a component of the consolidated entity's business that
represents a separate major line of business or geographical area of operations or is a
subsidiary acquired exclusively with a view to resale.

Classification as a discontinued operation occurs upon disposal or when the operation
meets the criteria to be classified as held for sale, if earlier. A disposal group that is to be
abandoned also may qualify.

(v} Goods and Services Tax

Revenue, expenses and assets are recognised net of the amount of goods and services tax
(GST), except where the amount of GST incurred is not recoverable from the taxation
authority. In these circumstances, the GST is recognised as part of the cost of acquisition
of the asset or as part of the expense.

Receivables and payables are stated with the amount of GST included. The net amount of
GST recoverable from, or payable to, the ATO is included as a current asset or liability in
the statement of financial position.

Cash flows are included in the statement of cash flows on a gross basis. The GST
components of cash flows arising from investing and financing activities which are
recoverable from, or payable to, the ATO are classified as operating cash flows.

Revenue
2005 2004
$ $
Sale of goods
Seedlings and super-roots - 8,809
Timber 481,966 -
Total 481,966 8,809
Rendering of services
Plantation establishment fees 6,954,048 1,470,193
Plantation management and licence fees 1,828,755 1,617,687
Other services 265,865 283,147
Total 9,048,668 3,371,027
Interest received 371,796 142,868
Total revenue 9,902,430 3,522,704
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Queensiand Paulownia Forests Limited

Notes to the Condensed Consolidated interim Financial Statements
For the half-year ended 31 December 2005

Expenses
2005 2004
$ $

Profit has been arrived at after charging the

The following items:-
Employee benefits expense 1,759,733 1,035,650
Depreciation and amortisation expense 323,298 218,535
Debts written off 1,364,372 (439)

Included in debts written off for the half-year ended 31 December 2005 is a reduction of
$1.5 million (less GST recoverable) in the amount receivable in respect of woodlots sold in
prior periods.

Segment Information

Throughout the half-year period Queensland Paulownia Forests Limited has operated
principally in one industry and geographical segment being plantation and management of
Paulownia woodlots in Australia.

Seasonality of Operations

The major source of revenue for the consolidated entity is fees for the establishment of
timber plantations, and the nature of the business is such that a substantial portion of these
fees are brought to account in June each year. The first half of the financial year therefore
typically results in lower revenues than in the six months to 30 June.

The following table presents selected results of the consolidated entity for the 12 months
ended 31 December:-

2005 2004
$ $

Revenue

6 months to 30 June 19,845,358 5,149,796
6 months {0 31 December 9,902,430 3,575,978
12 months to 31 December 29,747,788 8,725,774
Profit for the period

6 months to 30 June 5,778,708 1,729,005
6 months to 31 December 395,602  (1,624,567)
12 months to 31 December 6,174,310 104,438
E-arnings per share

6 months to 30 June 24.01 cents 8.11 cents
6 months to 31 December 1.59 cents  (7.62) cents
12 months to 31 December 25.25 cents 0.49 cents

Page 19



Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated interim Financial Statements
For the half-year ended 31 December 2005

Business Combinations
Acquisition of Kogan Mill
On 31 August 2005 the consolidated entity acquired a sawmill business at Kogan in south-

east Queensland. Wholly owned subsidiary, QPFL Milling Pty Ltd acquired the freehold
property at a cost of $418,092, and another wholly owned subsidiary, QPFL Contract

Services Pty Ltd acquired the business assets at a cost of $854,248. The consolidated
entity effectively owns and controls 100% of the business known as Kogan Mill.

The amounts recognised at the acquisition date of the assets and liabilities of the business

acquired are as follows:- 4
$
Freehold land and buildings 418,092
Plant and eqguipment 555,872
Inventories 45,000
Employee provisions (32,840)
Goodwill on acquisition 286,216
1,272,340

Goodwill on acquisition represents the excess of the amounts paid for the business as an
operational going concern over the value of the individual assets and liabilities acquired.

During the period 31 August 2005 to 31 December 2005 Kogan Mill generated a loss after
tax of $46,247, attributable to shareholders of the consolidated entity.

Had the business been acquired at the start of the reporting period, it is estimated that the

consolidated entity would have generated revenue for the period of $788,000, and the loss
after tax attributable to shareholders would have been approximately $54,000

Income Taxes

Current Tax

Current tax expense for interim periods presented is the expected tax payable on the
taxable income for the period, calculated as the estimated average annual effective income
tax rate applied to the pre-tax income of the interim period.

Current tax for current and prior periods is classified as a current liability to the extent that it
is unpaid. Amounts paid in excess of amounts owed are classified as a current asset.
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

Deferred Tax

The amount of deferred tax provided is based on the expected manner of realisation or
settlement of the carrying amount of assets and liabilities, using the estimated average
annual effective income tax rate for the interim periods presented.

The primary component of the entity’s recognised deferred {ax assets is the amendment to
the tax payable for the year ended 30 June 2005 as a result in the change in method of
accounting for establishment fees. As shown in note 14(b), this change in accounting policy
has resuited in an additional $2,998,488 in deferred tax assets. This asset will be realised
when the company lodges its 2006 tax return. Deferred tax assets also include temporary
differences related to employee benefits, accrued expenses, property plant and equipment
and provisions.

The primary components of the entity’s deferred tax liabilities include temporary differences
related to biological assets and prepayments.

Deferred tax liabilities have been netted off against deferred tax assets in the balance sheet
as at 31 December 2005. The comparative figures for 31 December 2004 have not been
netted off, in order to facilitate the understanding of AIFRS adjustmenis shown in note 14

Property Plant and Equipment

Acquisitions and Disposals

During the six months ended 31 December 2005, the consolidated entity acquired assets
with a cost of $2,179,352 (six months ended 31 December 2004: $1,123,252), including
assets acquired through business combinations (see note 6) of $1,085,922 (six months
ended 31 December 2004: $nil). Assets with a net book value of $9,777 were disposed of
during the six months ended 31 December 2005 (six months ended 31 December 2004:
$976). No assets were disposed of through sale of discontinued operations.

Impairment Loss

The consolidated entity assesses the recoverable amount of all significant items of property,
plant and equipment for impairment. Assets were reassessed for impairment at 30 June
2004 for the purposes of transition to AIFRS, and the carrying cost of certain items of plant
and equipment was written down by $25,960 as at that date. No further write-downs for
impairment have been required since that date.

Capital Commitments
During the six months ended 31 December 2005, the consolidated entity entered into two
contracts 1o purchase additional land and associated water rights at Forbes for the purposes

of plantation establishment. The properties cost $467,272 and $630,000 respectively, with
settlement scheduled for 31 January 2006 and 21 April 2006.
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

Capital and Reserves

Dividends

The following dividends were paid by the consolidated entity during the period:-

2005 2004

8 cents per ordinary share paid on 18 July 2005 1,986,080 .
4 cents per ordinary share paid on 14 July 2004 - 853,040

Earnings per Share

Basic Earnings Per Share

The calculation of basic earnings per share for the six months ended 31 December 2005
was based on the profit attributable to sharehoiders of $395,602 (six months ended 31
December 2004: loss of $1,624,567) and a weighted average number of ordinary shares on
issue during the six months ended 31 December 2005 of 24,825,995 (six months ended 31
December 2004: 21,325,995), calculated as foliows:-

2005 2004

Profit (loss) attributable to ordinary shareholders 395,602 (1,624,567
Weighted average number of ordinary shares for the
six months ended 31 December

Balance at 1 July (184 days) 24,825,995 21,325,995

Shares issued nil ni}

Weighted average shares on issue for period 24,825,995 21,325,995
Basic earnings per share 1.59 cents (7.62) cents

Diluted Earnings Per Share

The calculation of diluted earnings per share for the six months ended 31 December 2005
was based on adjusted profit attributable to ordinary shareholders of $849,005 (six months
ended 31 December 2004: loss of $1,261,132) and diluted weighted average number of
ordinary shares on issue during the six months of 44,462,359 {six months ended 31
December 2004: 36,942,551), calculated as follows:-

2005 2004
Profit (loss) attributable to ordinary shareholders 395,602 (1,624,567
After-tax effect of interest on convertible notes 412,403 363,435
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Queensland Paulownia Forests Limited

Profit attributable to ordinary shareholders (diluted) 808,005

(1.261,132)

Notes to the Condensed Consolidated Interim Financial Statements

For the half-year ended 31 December 2005

Weighted average number of ordinary shares (diluted)
for the six months ended 31 December

Weighted average number of ordinary shares

at 31 December (undiluted) 24,825,895 21,325,995

Effect of conversion of convertible notes 19,636,364 15,616,556

Weighted average number of ordinary shares

at 31 December (diluted) 44 462 359 36,942 551
Diluted earnings per share 1.82 cents (3.41) cents

In calculating the effect of conversion of convertible notes to ordinary shares a market value
of $0.55 per share has been utilised. This is the price at which the last issue of shares was

made.

Interest-bearing L.oans and Borrowings

Convertible Notes

2005 2004
Carrying value at 1 July 9,452,514 5,658,800
FProceeds from issue of notes - 3,341,200
Accreted interest capitalised 168,116 284,397
Carrying value at 31 December 9,620,630 9,284,397

9 million Convertible Notes of $1.00 each were issued in accordance with a Prospectus
dated 3 December 2003. These Notes are listed on the Bendigo Stock Exchange. The
Notes are redeemable on 30 June 2009 at a price of $1.20 each. Should QPFL list on a
recognised Stock Exchange prior to 30 June 2009 the Noteholders will have the option to
convert the Notes into fully paid ordinary shares at a conversion price of $1.20 or redeem

them for cash at $1.01.

Financial Instruments

Estimation of Fair Values

The following summarises the major methods and assumptions used in estimating the fair

values of financial instruments:-

Interest-bearing foans receivable
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Queensland Paulownia Forests Limited

Fair value is calculated based on discounted expected future principal and interest cash
flows.
Notes to the Condensed Consolidated Interim Financial Statements
For the haif-year ended 31 December 2005

Convertible Notes

Fair value on initial recognition of convertible notes issued by the consolidated entity
approximates to face value as the coupon rate of 9.28% per annum is deemed to be an
appropriate market rate for this type of debt instrument.

Finance Lease Liabilities

The fair value is estimated as the present value of future cash flows, discounted at market
interest rates.

Trade and Other Receivables / Payables

For receivables / payables expected to be settled in the short term, the notional amount is
deemed to reflect fair value. All other receivables / payables are discounted to determine
the fair value.

Interest Rates Used For Determining Fair Value

Amounts receivable in respect of interest free growers loans discounted to a third party
financier, and amounts receivable from underwriters have been discounted at 11.25% per
annum.

Related Party Transaction

A guarantee fee of $71,696 was paid to David Michael Gold during the period. This fee
related to a $500,000 personal guarantee provided by Mr Gold to the lessor of the
company’s Queensland plantations for the period 29 June 2001 to 31 October 2005.

Explanation of Transition to AIFRS

As stated in note 1(a), these are the consolidated entity’s first condensed consolidated
interim financial statements for part of the period covered by the first AIFRS annual
consolidated financial statements prepared in accordance with Australian Accounting
Standards — AIFRS.

The accounting policies in note 1 have been applied in preparing the condensed
consolidated interim financial statements for the six months ended 31 December 2005, the
comparative information for the six months ended 31 December 2004, the financial
statements for the year ended 30 June 2005 and the preparation of an opening AIFRS
balance sheet at 1 July 2004 (the consolidated entity’s date of transition).

In preparing its opening AIFRS balance sheet, comparative information for the six months
ended 31 December 2004 and financial statements for the year ended 30 June 2005, the
consolidated entity has adjusted amounts reported previously in financial statements
prepared in accordance with its old basis of accounting (previous GAAP).
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Queensiand Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

An explanation of how the transition from previous GAAP to AIFRS has affected the
consolidated entity’s financial position, financial performance and cash flows is set out in the
following tables and the notes that accompany the tables.

The consolidated entity has elected to not apply the exemption in AASB 1 First-time

Adoption of Australian Equivalents to International Financial Reporting Standards fo not
restate comparative information for AASB 132 and AASB 139.

Page 25



9z obed

SEF'CL9'E (€L Z05'e) §52°5Ee'9L 292°996'¢ RRAR-TH3 2207148y PIP08'S (LEQSZE s} GS¥ 608G ALINDE IVLIOL
Lao'gel’y QS EOD L) SOSaBLLL 2LLT966 [Fassg=2] PLLCSY L OPE'6L9'T (29255t} 20T'eas't n sBunues paueiey
S3AIBEDS LAY

r3p'982'p LET' Gy TSTEPE Y PEP096'2 LETCY €SZOTET rer'o9s's LETOF £CZ'0TH'E {e} BIIED 2UBYS
Aynbg

98P'TLOS (£42'295'0) BELGEQ'GL 298°996'E fLirsLys LTOLLEY pTrioeg’y (leosze Ll SEPEQS'S $13sSVY 13N
89L°L91'PE SELESE 6 EPOGE1 ¥ 89T LEVEL SOO'BLS TSE'RSE L L39'E09EL 025788, 3o )TN SALTIAYN IWLOL
ELPTPTOL tregEel L90'612°08 64£'T0Z'0L - SLLEOE0L reLeLEs E PELEIE L 4e1T] JUOLIND-UON [TI0L
ea80'¢Ls (PLo'EE) QZLSPS L0604 - LOLBOL ZLVLZTY'L - ZLV LTS L SIHQEY Xe) PR
Lve'eZi's - LPEEELE TLO'VEY'E - ZLO'PEY'S z99'tgs'y - ZOVLGLS stumouog wia Suon

s

qEs] JUeLIRI-UON

9£8'vL6'TT 695 7B6'E AUB'BLETL 6.9'TEZ'T E TS PEST LZV'EZL'S OLE e L06'8EZ'Y ©17 JUeLnD jeo )
0ST'Z60'TE G$5 ¥BG & LEEL80E 6TL 9L Z SGUELE ¥ELG5G ¢ ZHOPET T EZEEE Z60°05E L [C) SIRIIGEY JFLO
9TB'VLL'T - SEBPLL'T LPR'SL - Lyg'sL 040'955 - QL0'SE6 SUCISNG
oya'sat'y - ors'8aLr - - - 288'82Z - 986'0ZE aqeded xel ueing
9LL'¢LE - 9LLELE 9E'TEL - 9LE B 920'989 - SZ0'98S $BuUrn00q LLRE oY
eLrpoaL’y - SEPPOL'S £Z9'9z8 - £29'6Z8 veL'getL - PELBELE seigefed J5y;0 pue spes;
SeRIEIY LeLnD
T9B'OSH'EY 230°C00'E LOROEE OY VTS LL TER'ToL 08E'BET L 986'Z80'61 68y 555 957 L2 SLASSY TVLOL
8TL8pE'9L £05°2S0E SET BT EL GETERO'LL vER'EIL SOS'FEB'OL 690'TLL'0L 68F'5SS 085 45L'0 SIHSSY JUBLINI-UGN 1850 )
- - - - - - 998°gLL - SSaGLE s1sse ajqbue
aIr'eer's {086'52) qEr LS L LZZ'veLe 96'52) £BL'OSL'Y BHZLEL'S (0g8'92) §LELvL's (2) wawdinbs pue ueid “Aradoly
£9r'2.0'e COFRI0E - 76681 64683 - [3ca%:1] SyrLBs - (a)glz) SIISSE K} peusjeg
LZ6'993°L - 1EE'599°L £88'999'p - CRE'SSE' R 089'teL'y - 0B9'ELL Y siasse eobog
LiB'9LL'Y - Li8'RL'Y 266'80} - 266'80% q08'c0L - 0001 STGRADDBI JDU0 PUE BpEST
S10SSY JWeLn)-UON
vZLpRrie {L5%728) C4S'GEG/LZ 918’70t - SLE'Y0C'S 9:8°690'8 - EIYT58 S10SSY JHOLNG (Tlof,
LES'LBLTL - Z6L7909 - 54509 £LT9PT - CETSYE sl@sse Bung
500'28L - - - - - - - SIFESE JRIDUEUY SBUG
B9V A5 - ghir'agt 2lL'90Z - SLv 50T qL96LT - Sie5LE TRUOWDAL|

TELLYT LE (L6r'Z8) EYZ 00T L1 4819686 - IGLGE6 L06'990'8 - LCB'S50°S (g SIARAIFDI SN0 puE IPE.
LZoeLL's - LZoTLLE [EV'IEP'Y - gLy GE7'Y 2at'ape'y - L9182 SiudieAnba Ysea pue ysen
SIOSSY jUDLInG

SOCZ OURC O §Q0Z PUNT DT 900Z PURP OF POOZ 200 4§ vO0Z 290 t§ POOZ 00 LT »00z Ajnr 00z Apr L ooz Ane 010N
SY4IvY Sudiv o3 dvvD SHHlY SH4dIv o3 dvyo =l 4 Sy 03 Yo
uesuen SNOIAGLS $SNo1AGI [TETHETT T SNOIAGIY
032047 PRl ] JO 3s0h3

Annba jo uoneyPuosay

(PORuRLOD) SY ALY O3 UOBISURIL JO uoneUZ|dXT "b|

PaliLll] S1S3104 BlUMO|NEY PUB|SUSaNY)



ZFTL - ste
LE'8L - iyt
LGy (Zrg €957 £6E /806
Lol ¥ 5l p [ EEEER €58 /8.6
RN IR {Zrz'eeg’s) <8 I8L'6
(££8'109's} 2we'BIGT {tgv'res )
viE'99L's osg'zoLy A2 GLE'CL
{oL1'8ee’ L) {1sres) [CIWR= -]
[CINT5) {Lsr esT 51476277 1)
TrLre0’ L (BEY'GLL R} £ESP0Z Gt
fevoter gLy -
{avs'ipLz) -
{1eg'as9) - {tgegse}
(apess) - (BreLil
299°t92'0Z (BEF'OLL RS SO0 Por 8z
{6927190°¢) - (697650°€T
9ECLTPET 8eraLLs) SLLLESTLE
5002 eunf O
popud JToh ouy Jad
SuAVY SuHIV 0 d¥vrD
UORISUEL] SNOIAGIA
40 1047

L2 ebed
A - [Lekg=3]
{zos} - e
{295'vzo’L} EEET) fegr efi' )
1795 vEg 1] [ [ERESER]
{£99'v25"1L} LGR'CES legr'ees’z)
LoV opy {958 LBE) 56286
(g95'p91'2) S15°50E°L (€8 Qiv's)
(sge'gve) E {ggezee)
{oec’zrel - [
(zee'zee'L) S18°5CEL livr'gzo’e)
{TPa'ZEL €} - (reozegc)
{0g9'920'})) - {osaseo'y)
(sop'9ze) - {goreze}
(gea'sz1) - (865521}
899'L6b°C S1§'S0E'L £§1Z6L'T
forees) - (ST
g2i8'929'e SLE'S0E S COr'0LT'E
002 200G 1¢
PADUR SYILOW XIS 043 10
Sudiv SYdIY 03 devo
u ues SNOIADI

30 10033

(sjuen) aseys Jad sSunues [-EyisHla]
{swan) aueys sod sBunies oiseg

pouod ay; a0y {S507) Worg
wased au jo ssapioy Linbg
101 ojqeInaLInY

poliod 0wl iey (S567) 1ol

(ars(e) {25Ua0XD) 13UBY XBT FUWCIL]
Xe} ou030q {SS67) ol

s1500 Buiduruy JoN

j€=)] SASUIIXD [RIOUBUIY
PUIODUI [BIRLEUIY

51505 Bllsucuy 01004 {Sso}) Jo.d Bunerndo

$6s5UBCXa BuneIsdo auo

SoSUATNS asloldwy

PASH SBIYELINSUOD PUE SIBUSIEW MEY
ueau i sabueysn

GNUOAGI 1730 |,

S2BU] BILAACINE S
3O SNIEA ONIZLY U {UMOR SYn) JISIBI0UL 1B
{a) anusnay

QJON

33014 Jo UokEsLoDaYy

(penupues) Sy4ly 03 UORISUE:] Jo uoneuedxT pL

Pa}WIT S}S3104 BlUMO|NEY puB|SuUsany



(c)

(d)

(e)

Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

Notes to the reconciiiation of equity

AASB 112 "Income Taxes” requires that deferred tax shall be credited directly to equity if
the tax effect relates to items that have been charged directly to equity. Under the previous
GAAP, the tax benefit related to deductible share issue costs was recognised in tax
expense. The resulting adjustment has increased share capital by $40,231 at 1 July 2004,
31 December 2004 and 30 June 2005, increased deferred tax assets by $16,903 at 1 July
2004 and 31 December 2004, and by $8,047 at 30 June 2005, and decreased retained
earnings by $24,137 at 1 July 2004 and 31 December 2004 and by $32,185 at 30 June
2005.

In accordance with AASB 118 “Revenue”, fees from the provision of plantation
establishment services is now recognised in proportion to the percentage of work completed
on the provision of that service at balance date. Under the previous GAAP establishment
fees were recognised when the license to use a woodlot was issued to the grower. This has
resulted in the deferral of revenues that would previously have been recognised as income.
The effect in the consolidated entity is to increase deferred revenue by $1,884,520 at 1 July
2004, by $579,005 at 31 December 2004 and by $9,994,959 at 30 June 2005. Deferred tax
assels have been increased by $565,356 at 1 July 2004, by $173,701 at 31 December
2004, and by $2,998,488 at 30 June 2005.

These changes have also resulled in an increase in revenue of $1,305,515 for the six
months ended 31 December 2004, and a decrease in revenues for the year to 30 June
2005 of $8,110,439. Tax expense was reduced by $391,654 for the six months to 31
December 2004 and by $2,433,132 for the year to 30 June 2005.

In accordance with AASB116 the consolidated entity is required 1o assess property, plant
and equipment for impairment at the transition date. The effect in the consolidated entity is
to decrease Property, Plant and Equipment at 1 July 2004, 31 December 2004 and 30 June
2005 by $25,960, and {o decrease retained earnings by the same amounts.

AASB 139 “Financial Instruments: Recognition and Measurement” requires interest free and
low interest loans receivable to be initially recognised at fair value. The amounts receivable
from loans o Growers at 30 June 2005 has therefore been decreased by $52,451 to reflect
fair value at that date.

The above changes increased (decreased) the tax balances as follows:-

Note 1Jul 2004  31Dec 2004 30 Jun 2005
$ $ $
Deferred Tax Asset
Deductible share issue cosis (a) 16,003 16,003 8,047
Deferred revenue (b) 565,356 173,701 2,998,488
Temporary tax differences - - 71,928
Increase in Deferred Tax Asset 581,449 189,794 3,078,463
Deferred Tax Liability
Temporary tax differences - - (32,634)
IDecrease in Deferred Tax Liability - - (32,634)
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

The effect of the above adjustments on retained earnings is as follows:-

Note 1Jul 2004  31Dec 2004 30 Jun 2005

$ $ $

Trade and other receivables (d) - - (52,451)

Deductible share issue costs {a) {24,138) {24,138) (32,184)

Deferred revenue {b) (1,319,164)  (405,304) (6,996,471)

Property, plant & equipment (c) (25,960) (25,960) {25,960)
Deferred tax (&) - - 104,562

Total adjustment attributable to {1,369,262) (455,402) (7,002,504)

shareholders

Fundamental Error at 30 June 2004

The GAAP opening balance sheet at 1 July 2004 in note 14 above differs from the balance
sheet as originally reported for the year ended 30 June 2004, due to the fundamental error
subsequently reported in the financial statements for the half-year to 31 December 2004
and year to 30 June 2005.

At 30 June 2004, the consolidated entity recognised revenue of $9,740,000 and associated
expenses of $1,066,928 pursuant to various contractual agreements entered into with a
third party. There were conditions relating to the sale which had not been satisfied as at 30
June 2004 to justify the recognition of the revenue and associated expenses.

These contractual conditions had not been satisfied as at 30 June 2004 therefore the
directors considered there was a fundamental error in the preparation of the 30 June 2004
financial statements.

As a result of errors in recognising the revenue and expenses above, receivables were
overstated by $10,714,000, inventories were understated by $138,795, other assets were
overstated by $1,191,667, payables were overstated by $974,000, other liabilities were
overstated by $2,119,800 and tax liabilities were overstated by $2,601,922. These errors
have all been eliminated for the purposes of the reconciliation of equity in note 14.

Contingent Liabilities

The company granted a put option to an external financier in relation to growers loans soid
in 2003 which may require the company to purchase, at 75% of the principal outstanding,
loans that falt more than 120 days in arrears. The maximum contingent liability at balance
date is $271,908. In the event that the company was required to repurchase these loans it
would have the right to resume the borrowers’ woodlots and bring them to account as a
biological asset. This value is considered to be greater than the contingent liability. To date
no defaults have triggered the exercise of the put option.
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Queensland Paulownia Forests Limited

Notes to the Condensed Consolidated Interim Financial Statements
For the half-year ended 31 December 2005

Events Subsequent to Balance Date

On 3 March 2006 the consolidated entity entered into a Settlement Agreement regarding
contractual obligations associated with underwriting arrangements previously entered into..
As part of the Settlement Agreement, the underwriter was released from its obligation to
underwrite sales of units in the managed schemes for the 2005/06 financial year.

The underwriter's remuneration for 2005/06 was settled by way of an issue of ordinary
shares in the Company at 31 March 2005, and the Condensed Consolidated Interim
Balance Sheet at 31 December 2005 contains a prepayment of $641,667 for underwriting
services for 2005/06. It has been agreed with the underwriter that upon completion of
planting of all of the woodlots created as a result of prior years underwritten sales 1,166,667
ordinary shares currently held by the underwriter will be foregone by them in consideration
of the proposed underwriting fees.
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Queensland Paulownia Forests Limited

Directors’ Declaration

In the opinion of the directors of Queensland Paulownia Forests Limited, (“the company”):

1 the financial statements and notes set out on pages 6 to 30, are in accordance with the
Corporations Act 2001 including:

a) giving a true and fair view of the financial position of the consolidated entity as at 31
December 2005 and of its performance, as represented by the resuits of its operations
and cash flows for the half-year ended on that date; and

b) complying with Australian Accounting Standard AASB 134 “Interim Financial Reporting”
and the Corporations Regulations 2001; and

2 there are reasonable grounds to believe that the company will be able to pay its debts as
and when they become due and payable.

Signed in accordance with a Resolution of the Directors made at Surfers Paradise on this
16th day of March 2006.

[
(Elizabeth Hutchinson
Director
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Independent Review Report to the Members of
Queensland Paulownia Forests Limited

Scope

The financial report and directors’ responsibility

The financial report comprises the condensed interim statements of income, balance sheet,
statement of recognised income and expense, statement of cash flows, accompanying notes to the
financial statements, and the directors’ deciaration set out on pages 6 to 31 for the Queensland
Paulownia Forests Limited consolidated entity (the “consolidated entity”) for the half-year ended 31
December 2005. The consolidated entity comprises Queensland Paulownia Forests Limited (“the
company”} and the entities it controlled during that half-year.

The directors of the company, are responsible for the preparation and true and fair presentation of
the financial report in accordance with the Corporations Act 2001, This includes responsibility for
the maintenance of adequate accounting records and internal controls that are designed to prevent
and detect fraud and error, and for the accounting policies and accounting estimates inherent in the
financial report. The directors are also responsible for preparing the relevant reconciling information
regarding adjustment required under the Australian Accounting Standard AASB 1 First-Time
Adoption of Australian equivalents to International Financial Reporting Standards.

Review approach

We conducted an independent review in order for the company to lodge the financial report with the
Ausfralian Securities and Investments Commission. Qur review was conducted in accordance with
Australian Auditing Standards applicable to review engagements.

We performed procedures in order to state whether on the basis of the procedures described
anything has come to our attention that would indicate the financial report does not present fairly, in
accordance with the Corporations Act 2001, Australian Accounting Standard AASB 134 “Interim
Financial Reporting” and other mandatory financial reporting requirements in Australia, a view
which is consistent with our understanding of the consolidated entity’s financial position, and of its
performance as represented by the results of its operations and cash flows.

We formed our statement on the basis of the review procedures performed, which were limited
primarily to:

* enquiries of company personnel; and

+ analytical procedures applied to the financial data.
While we considered the effectiveness of management’s internal controls over financial reporting
when determining the nature and extent of our procedures, our review was not designed to provide

assurance on internal controls. The procedures do not provide all the evidence that would be
required in an audit, thus the level of assurance is less than given in an audit. We have not
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performed an audit and, accordingly, we do not express an audit opinion. A review cannot
guarantee that all material misstatements have been detected.

Statement

Based on our review, which is not an audit, we have not become aware of any matter that makes
us believe that the half-year financial report of Queensland Paulownia Forests Limited is not in
accordance with:

(a) the Corparations Act 2001, including:

I giving a true and fair view of the consolidated entity’s financial position as at 31
December 2005 and of its performance for the half-year ended on that date; and

5. complying with Australian Accounting Standard AASB 134 “Interim Financial
Reporting” and the Corporations Regulations 2001; and

(b) other mandatory financial reporting requirements in Australia.

KPMG

Stephen Board
Partner

Flace: Gold Coast

Date: 16 March 2006
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