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QUEENSLAND PAULOWNIA FORESTS LTD
ABN 49 071 625 477

DIRECTORS' REPORT

Your directors present the following report for the financial year ended 30th June 2004.

Directors

The names of directors in office at any time during or since the end of the year are:
Mr David M Gold Mrs Elizabeth Hutchinson
Mr Graham J Fayle Mr Leon Lewandowski
Mr Blake Ammit (Resigned 16 July, 2003)

Directors have been in office since the start of the financial year to the date of this report unfess
otherwise stated.

Principal activities

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

There has been no significant change in the nature of these activities during the year.

Results of operations

The net profit of the company for the financial year after provision for income tax was
$6,974,884.

Review of operations
The operations of the company during the year, was to manage paulownia tree plantations.
Significant changes in the state of affairs

There has been no significant change in the state of affairs of the company during the financial
year.

Significant after balance date events

No matter or circumstance has arisen since the end of the financial year that has significantly
affected or may significantly affect the operations of the company, the results of those
operations or the state of affairs of the company, in future financial years.

Likely future developments and expected results

In the opinion of directors to include future expected results would prejudice the interest of
Queensland Paulownia Forests Ltd.

Performance In relation to environmental regulation

In the opinion of the directors no matter has arisen during the financial year that would lead to a
contravention of current environmental legislation.
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QUEENSLAND PAULOWNIA FORESTS LTD
ABN 49 071 625 477

DIRECTORS' REPORT (Continued)

Dividends
The following dividends have been provided for during the year:

Interim ordinary dividend of 4 cents (2003-2 cents) per ordinary share declared in June 2004
and paid in July 2004

Options

Options to purchase shares in the company were granted to Atlantic Law in June 2004. The
options are for 1% of the shares in Queensland Paulownia Forests Ltd based on the number of
shares on issue at the date of admission to AlM (Alternative Investment Market) of the London
Stock Exchange.

The exercise price is the admission price of shares on admission to AIM and period of the
option is three years from date of admission to AIM.

The cost of the option is nil and was negotiated as part of agreed fees to prepare an
Admission document for Queenstand Paulownia Forests Ltd to enable the company to be
admitted on AIM.

Information on Directors

David M Gold - Managing Director and Chief Executive Officer (Executive).
Experience - Board member since April 2001. Previously Deputy Chairman

of substantial New Zealand public companies and has
extensive experience in business management, corporate
finance and restructuring.

Interest in Shares - 13,250,000 Ordinary Shares and 50 woodiots in Project 6.
and Woodlots
Special - Responsible for strategic planning, sales and marketing.

Responsibilities

Elizabeth Hutchinson Director of Administration and Compliance (Executive).

Qualifications - Associate of the Institute of Chartered Accountant in New
Zealand.
Experience - Board member since September 2001. Has extensive

experience in financial management and has worked as
Financial Controller of listed public companies in New Zealand
and Ausiralia since 1984.

Interest in Shares -750,000 Ordinary Shares, 10 woodlots in Project 6 and

and Woodlots 15 woodlots in Project 8.

Special - Responsibilities include Finance, Taxation, Compliance, Risk
Responsibilities and Insurance Management and Company Secretarial. Mrs

Hutchinson is a Member of the Audit Committee.
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QUEENSLAND PAULOWNIA FORESTS LTD
ABN 49 071 625 477

DIRECTORS' REPORT (Continued)

Information on Directors (continued)

Graham J Fayle - Director of Farming and Plantation Management (Executive).

Qualifications - Bachelor of Arts and Post Graduate Diploma in Farm
Management.

Experience - Board member since September 2001. Acted as Plantation

Operations manager since 1898. Has had 30 years
experience in agriculture in Australia and overseas and served
on Boards of Agricultural businesses.

Interest in Shares - Nil.
and Woodlots

Special - Responsible for the efficient operation of the Company’s
Plantations and is the company's silvicultural Quality
Assurance consultant.

Leon Lewandowski - Non Executive Director.
Qualifications - Associate of the Australian Society of Certified Practising

Accountants and Associate of the Institute of Corporate
Managers, Chartered Secretaries and Administrators.

Experience - Board member since August 1999. Brings to the company,
corporate and management expertise and has extensive
knowledge of Queensland industry. Has previously been a
Director of three other managed investment projects.

Interest in Shares - 3,000 Ordinary Shares.

and Woodlots

Special ‘ - Mr Lewandowski is a Member of the Compliance Committee
Responsibililies and Audit Committee.

indemnification of officers and auditors

The company has obtained insurance in respect of all directors against all liabilities to other
persons that may arise from their positions as directors, excepl where the liability arises out of
conduct involving a lack of good faith. Premiums paid for indemnification $175,000
(2003: $145,000).

The company has not, during or since the financial year in respect of any auditor of the
company indemnified or made any relevant agreement for indemnification.
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QUEENSLAND PAULOWNIA FORESTS LTD
ABN 49 071 625 477

DIRECTORS' REPORT (Continued)

Meetings of Directors

During the financial year, 16 meetings of directors (including committees) were held.
Attendances were:

i Directors Meetings

{  Number
! Eligible Number
.! to . attended
. aftend - .
; ! )
David M Gold ' 12 12 ;
Elizabeth Hutchinson 12 12 ;
Graham J Fayle 12 10 i
Leon Lewandowski 12 12 !
Blake Ammit - - i
S B
Audit Committee
Number Number
Eligible to attended
attend
Elizabeth Hutchinson 4 4
Leon Lewandowski 4 4

Signed in accordance with a resolution of the Directors.

i B N

Elizabeth Hutchinson — Director T

Dated at Surfers Paradise this 27th day of September, 2004.

Paae 4 S
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Revenues from ordinary activities
Expenses from ordinary activities
Borrowing Costs

UE LAND PA

QPFL

ABN 49 071625477

NIA FORESTS LT

STATEMENT OF FINANCIAL PERFORMANCE

#1007/033

Profit from ordinary aclivities before income tax expense

Income tax expense relating to ordinary activities

Net Profil

Total revenues, expenses, valualion adjustments recognised

directly in equity

Total changes in equity other than those resuiting from

transactions with owners as owners

Basic Earnings per share

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

Page §

E YEAR D 30TH JUNE, 20
Consol Parent Parent
Note 2004 2004 2003
$ 3

2 18,479,723 18,479,723 9,266,181
3 8,386,156 8,386,056 6,110,749
245,555 245,555 134,072
9,848,012 9,848,112 3,021,360
5 {2,873,128) (2,873,158) (898,438}
4 6,974,884 6,974,954 2,122,922
6,974,884 6,974,954 2,122,922
cents 32.71 32.71 9.95
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CURRENT_ASSETS
Cash

Receivables
Inventories

Other Financial Assels

Other
Total Current Assets

S
Receivables

Self Generating and Regenerating Assets
Property, Plant and Equipment

Intangible Assets
Other

Total Non-Current Assets

TOTAL ASSETS

CURRENT LIABILITIES

Payables

Interest-bearing Liabilities

Tax Liabilities
Provisions
Other

Total Current Liabilities

REN BILITIES
Interest-bearing Liabilities
Deferred Tax Liabililies

Other

Total Non-Current Liabllities

TOTAL LIABILITIES

NET ASSETS

EQuITY
Contributed Equity
Retained Profits

TOTAL EQUITY

S R D

QPFL 008/033
LA UL. FO LTD
ABN 49 071625 477
NCIAL POSI
AS AT 30TH JUNE., 2004
Consol Parent Parent
Note 2004 2004 2003
$ $ 3
2,848,167 2,833,340 2,162,001
6 10,413,901 10,413,901 1,874,361
7 80,820 80,820 410,371
10 - 100 -
8 795,233 795,233 159,554
14,138,121 14,123,394 4,606,287
6 5,457,805 8,197,925 813,379
9 4,733,690 4,733,690 4,580,682
11 5,147,219 2,443,267 2,342,983
8 175,866 175,866 -
8 641,667 641,667 -
16,156,247 16,192,415 7,737,044
30,294,368 30,315,809 12,343,331
12 2,112,734 2,134,075 764,885
14 586,025 586,025 444 312
5 2,830,908 2,830,908 621,978
13 935,070 935,070 482,911
15 2,828,225 2,828,225 1,252,590
9,292,962 9,314,303 3,566,676
14 5,751,662 5,751,662 467,134
5 1,627,472 1,627,502 1,450,760
15 641,667 641,667 -
8,020,801 8,020,831 1,917,894
17,313,763 17,33514 5,484 570
12,980,605 12,980,675 6,858,761
17 2,920,253 2,920,253 2,920,253
16 10,060,352 10,060,422 3,938,508
12,980,805 12,980,675 6,858,761

The above Statement of Financial Position is to be read in conjunction with the attached notes.
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ND PA RESTS LT
ABN 49 071 625477
TA T OF
ND NE
Consol Parent Parent
Nole 2004 2004 2003
$ $ $
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from growers 6,821,756 6,821,757 8,107,791
Interest received 124,536 124,536 183,346
Payments to suppliers and employees {6,713,186) {6,638,706) {5,934,717)
Interest and other costs of finance paid (245,555) {245,5565) (134,072)
Income taxes paid (487,485) (487,485) (164,561)
GST recovered / (paid) (176,061) (229,100) (291,353)
Net cash provided by operating activities 2 (675,995) (654,553} 1,766,434
CASH FLOWS FROM INVESTING ACTIVITIES
Payment for property, plant and equipment (531,388) {531,388) {51,444)
Payment for land (2,703,952) . -
Payments for Intangibles (219,833) (219,833) -
Proceeds from sales of plant and equipment 31,776 31,776 18,363
Investment in Subsidiary - {100) -
Net cash used in investing activities (3,423,397} {719,545) {33,081)
CASH FLOWS FROM FINANCING ACTIVITIES
Dividends paid (426,520) (426,520) -
Proceeds from share Issue - . 27,275
Proceeds/(Repayments) from bommowings (446,722) (446,722) (394,911)
Loan to Subsidiary - {2,740,120) -
Proceeds from convertible notes issue 5,658,800 5,658,800 -
Net cash provided by financing activities 4,785,558 2,045,438 (367,636)
Net increase (decreasa) in cash held 686,166 671,340 1,365,717
Cash at the beginning of the year 1 2,162,001 2,162,001 796,284
Cash at the end of the year 1 2,848,167 2,833,341 2,162,001

The above Statement of Cash Fiows is to be read in conjunction with the attached noles.

Page 7



30/09 2004 16:24 FAX +61755316185 QPFL

l RESTS LT

ABN 49 071 625 477

NOTES TO TH TEMENT OF C

FOR THE YEAR ENDED 30TH JUNE, 2004

010/033

Consol Parent Parent
2004 2004 2003

s $ $
1. Reconcliiation of Cash
For the purpose of the statement of cash flows, cash includes
cash on hand and in banks and invesiments in money market
instruments, net of outstanding bank overdrafts. Cash at the end
of the year as shown in the statement of cashflows is reconciled
to the related items in the balance sheet as follows:
Cash on hand 1,300 1,300 1,300
Term deposits 2,713,831 2,713,831 2,130,000
Cash at bank 133,036 118,209 30,701

2,848,167 2,833,340 2,162,001
2. Reconciliation of net cash provided by operating

activities to operating profit after income tax

Operating profit after income tax 6,974,884 6,974,954 2,122,922
Depreciation 380,166 380,166 485,349
Amortisation 119,341 119,341 40,306
Provision for income taxes payable 2,210,711 2,210,711 572,905
Provision for deferred tax liability 174,931 174,961 160,973
Loss / (Gain) on Sale of plant and equipment 117 117 6,111
Changes in assets and liabilities:
Accounts receivable (13,183,966) (13,183,965) (1,024,739}
Prepayments (1,277,346} (1,277,346) {87,568)
Inventory 329,551 329,551 {99,311)
Other receivables - . 567,399
Accounts payable including GST 1,347,849 1,369,190 {59,477)
Other payables 473,013 473,013 {243,113)
Employee benefits 25,639 25,639 (17,510)
Other Liabilities 1,902,123 1,802,123 133,087
Self generating and re-generating assets {153,008) (153,008} (790,900)
Net cash provided by operating activities {675,995) (654,553) 1,766,434

Page 8
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QUEENSLAND PAULOWNIA FORESTS LTD

ABN 49 071 625 477

OTES TO AN RMIN INANCIAL TEM
F HE T NE. 2

Note 1 - SUMMARY OF ACCOUNTING POLICIES

The financial report is a general purpose financial report which has been drawn up in accordance with Accounting Standards, other
authoritative pronouncements of the Australian Accounting Slandards Board, Urgent Issues Group Consensus Views and the
Corporations Act 2001.

Basis of Accounting
The financial report has been prepared on the historical cost basis except for sell generating and regenerating assets which are
measured at fair value (refer note 1(d) below).

Recoverable amounts

The carrying amounts of non-current assels do not exceed the net amounts that are expected to be recovered through the cash
inflows and outflows arising from continued use and subsequent disposal. The expected net cash flows included in determining the
recoverable amounts have been discounted to their present value.

(a) Income Tax

income tax has been brought 1o account using a method of tax effect accounting whereby income lax expense for the period is
caiculated on the accounting profit after adjusting for items which, as a result of their treatment under income lax legislation, create
permanent differences between that profit and the taxable income. The tax effect of timing differences which arises from the
recognition in the accounts of items of revenue and expenses in periods differenl from those in which they are assessable or
allowable for income tax purposes, are represented in the balance sheet as "future income tax benefits™ or "provision for deferred
income tax”, as the case may be at current tax rates. A future income tax benefit is only camied forward as an asset where
realisation of the benefit can be regarded as being assured beyond reasonable doubt.

{b) Revenue recognition
(a)Sale of goods

Fees received on application fromn growers, to enter into a Farming Agreement and or Establishment and Maintenance Agreement
providing then with a licence to occupy land and a certificate of ownership of trees in a woaodlot, is recognised as sale revenue in
the year the application moneys are received, since at that point in lime the applicant assumes the risks and benefits of ownership
of the trees.

A partion of the application money, applicable to the licence 1o occupy land for twelve months, is deferred and broughi 1o account
as revenue over the next twelve months

{b) Rendering of services

Licence and maintenance fees payable annually are recognised as revenue over the period of twelve months after the due date for
payment of the fees.

Licence and maintenance fees payable from the proceeds of the harvest of trees are estimated and the net present value of the
fees istaken to account annually, as eamned under the agreement.

{c) Interest revenue

Interest revenue is recognised on a time proportionate basis (hat takes into account the effective yield on the financial asset.

Principles of Consolidation

The consolidated financial report combines the financial report of Queensland Paulownia Forests Ltd and ils controlled entities
(Refer Note 27)

The effects of all transactions between entities have been eliminated

Page 9
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QUEENSLAND PAULOWNIA FORESTS LTD

ABN 49 071 625 477

S TO Al F THE FINA| ST ENTS
FOR THE Y| N

Note 1 - SUMMARY OF ACCOUNTING POLICIES (Continued)
{c} Cash and Term Deposits

Cash includes cash in banks, which is at call, at variable interest rates.

{d) Self Generating and Regenerating Assets

Self generaling and regenerating assels being paulownia trees in forests are accounted for in accordance wilh Accounting
Standard AASB 1037 Self Generating and Regenerating Assets.

Statement of Financial Position

Self generating and regenerating assets are recorded as assets at year-end at the amounts expecled to be received from the
disposal of the assets in an active and liquid market and deducting costs expected 10 be incurred in realising the proceeds of such a
disposal.

Trees which are growing but not ready for harvest are valued at the net present value of the expecled nel market value of the trees
when harvested. Costs of harvest, milling and selling the timber are deducted from revenue from the sale of timber to anive at net
market value.

Net market values have been determined in accordance with the directors valuation confirmed as reasonabie through a valuation
obtained by the project forester, Robin Yule. Robin is a key person for the Australian Financial Services Licence for the Company.

Non-fiving produce extracted from self generating and regenerating assets, consisting of timber and timber products, will constitute
inventory which will be initially recognised at net market value determined immediately afier harvest, less the cosis of conversion
from trees o milled limber.

Statement of Financial Performance

Increments and decrements in the net market value of self generating and regenerating assets are recognised in the statement of
financial performance as revenue and expense in the financial year in which the increments and decrements occur.

Increments and decrements in the net market vaiue of timber, extracted from trees, from the beginning of the year lo harvest, less
the cosls of harvest and milling, wilt be recognised in the statement of financial performance as revenue or expense, in the financial
year harvest and milling occurs.

There are no self-generating and regenerating assets for which the entity's use or capacity to sell is subject to restriclions imposed
by regutations or other exlemal requirements that have a significant impact on their total nel market value.

{e) Recelvables

Trade accounts receivable, amounts due from related parties and other receivables represent the principal amounts due at balance
date plus accrued Interest and less, where applicable, any unearned income and provisions for doubiful accounts. Receivables are
usually settled in 30 days.

()l Growers Loans

Grower loans are brought to account at the principal amount of the loan due, less any provision for doubtful debts. Loans are both
interest and non interest bearing, maturing between 1 to 5 years from the date of issue. In the event of a default by an investor on
their growers loan, the Responsible Enlity has the right to sell the woodlots altached 10 the loan to recover loan amounts
outstanding.

(@) Inventories

Finished goods, raw materials and work in progress are measured at the lower of cost and net realisable value.

Page 10
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QUEENSLAND PAULOWNIA FORESTS LTD

ABN 49 071 625 477

ND RMIN NC
FOR _THE YEAR ENDED 30TH JUNE, 2004

Note 1 - SUMMARY OF ACCOUNTING POLICIES (Continued)

(h) Property, Plant and Equipment
Freehold land and buildings and plant and equipment are staled at cost.

All property, plant and equipment including leasehold improvements are depreciated and amortised over their estimated useful lives
commencing from Lhe time the assel is held ready for use, in a combination of the straight line and diminishing value methods. The
depreciation and amortisation rates for each class of assets is as follows:

Leasehold improvements 10%

Piant and Equipment - Owned 12.5% - 40%
Plant and Equipment - Leased 22.5% - 25%
(i) Payables

Accounts payable represent the principal amounts outstanding at balance date pius, where applicable, any accrued interest.

Liabilities are recognised for amounts to be paid in the future for goods and services received, whether or not billed to the company.
Trade creditors are unsecured, non interest bearing and are normally settled on 30 day terms.

() Interest Bearing Liabilities

Loans are recognised in the financial statements on the basis of the nominal amounls outstanding at balance date plus any accrued
interest.

Converlible noles are recognised at their face value, being the nominal amount outstanding at balance date. Any accrued interest
due to the noteholders at balance date has been accrued and included in creditors.

(k) Borrowing Costs

Bomrowing costs are recognised as an expense in Ihe period in which they are incurred except borrowing costs that are directly
attributable to the acquisition, construction or production of an asset that necessarily takes a substantial period to get ready for its
intended usefsale. In this case the borrowing costs are capitalised as part of the cost of the assel.

() Employee benefits

The following liabililies arising in respect of employee benefits are measured at their nominal amounts:
- wages and salaries, annuai leave and sick leave regardless whether they are expected to be
settled within twelve months of balance date.
- other employee benefits which are expected lo be settied within twelve months of
balance date.

All other employee benefits, including long service leave, are measured at the present value of the estimated future cash outflows
in respect of services provided up to balance date. Liabilities are delermined after taking into consideration estimated future
increases in wages and salaries and past experience regarding staff departures. Related on-costs are included.
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N ULOWNIA FO TS LTD
ABN 49 071 625 477
NOTES TO AND FORMING PART_OF THE FINANCIAL STATEMENTS
FOR THE ND N

Note 1 - SUMMARY OF ACCOUNTING POLICIES (Continued)

{m) Leases

A distinction is made between finance leases which effectively transfer from the lessor lo the lessee substantially all the risks and
benefits incidental to ownership of the leased property, without transferring the legal ownership, and operating leases under which
the lessor effectively retains substantially all the risks and benefits.

Where assets are acquired by means of finance leases, the present value of minimum lease payments is established as an asset at
the beginning of the lease term and amortised on a straight line basis over the expected economic life. A corresponding liability is
also established and each lease payment is allocated between such liability and interest expense.

Operating lease payments are charged to expense on a basis which is representative of the pattern of benefits derived from the
leased property.
{n) Credit Risk

Credit risk represents the risk of counter party default. The maximum credit risk exposure is represented by the carrying amount of
assels in the balance sheet net of any provisions for losses. The company had no significant concenirations of credit risk from any
single counler party or group of counter parlies.

(0) Research and Development Costs

Research and Development costs are expensed as incurred.

(p) Capitalised Costs

Costs refating to the Convertible Note prospecius have been capialised. These are to be amortised over the life of the Notes being
five years. Should the company list on a recognised stock exchange the Notes will be converted or redeemed and the balance of
the capitalised costs will be amortised in full at that time.
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QUEENSLAND PAULOWNIA FORESTS LTD

ABN 49 071 625 477

T ORMIN AL
YEAR D
Consol Parent ) Parent
Notes 2004 2004 2003
$ $ $

Note 2 - REVENUES FROM ORDINARY ACTIVITIES

Operating Reyenue
Rendering of Services:
Establishment Fees 14,855,263 14,855,263 4,984,200
Plantation and Management and Farming Licence Fees 2,925,645 2,925,645 2,527,490
Sale of Goods
Sale of Super Roots and Seedlings 31,124 31,124 51,220
Increment resulting from bringing to account value of Self
Generating and Regenerating Assels 153,008 153,008 790,900
Other 390,147 390,147 729,025
Total operating revenue 18,355,187 18,355,187 9,082,835
Non-Operating Revenue .
Interest 124,536 124,536 183,346
Total non-operating revenue 124,536 124,536 183,346
Totatl revenue from ordinary activities 18,479,723 18,479,723 9,266,181
Interest from related parties included in total interest revenue:
Directors - - 29,093
Other - Director related enlities - - 24,244

Note 3 - EXPENSES FROM ORDINARY ACTIVITIES

( Classified by function)
Administration 2,594,619 2,584,519 2,037,985
Plantation Operating Costs 3,679,801 3,679,801 3,241,993
Sales and Marketing 2,111,736 2,111,736 830,771
Total expenses from ordinary activities 8,386,156 8,386,056 6,110,749
Borrowing Costs 245,555 245,555 134,072

8,631,711 8,631,611 6,244,821
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UEENSLAND PA TS LTD
ABN 49 071 625 477
\ S TO Al ING PAR HE FINA) STATE]
FOR THE YEAR ENDED 30TH JUNE, 2004
Consol Parent Parent
Notes 2004 2004 2003
$ $ s

Note 4 - PROFIT FROM ORDINARY ACTIVITIES
Profit from ordinary activities includes:

Loss on sale of growers loans - - 180,905

Provision for loss on sale of growers loans subsequent fo balance

date - - 217,950
Net gains/(Losses) on disposal of Property, Plant & Equipment (117) (117} {6,111)
Net bad and doublful debts expense ) 95,190 95,190 -
Bad debts recovered - - {8,805)
Underwriting Fee 733,333 733,333 -
Cost of Sale of Super Roots and Seedlings ‘ 11,018 11,016 10,244
Net expense resuiting from movements in provisions for:
- Empioyee entitlements 25,639 25,639 {17,510)
- Amortisation of leasehold improvements 35,187 35,187 38,148
- Depreciation of owned plant & equipment 285,119 285,119 361,889
- Amortisation of leased plant & equipment 40,187 40,187 40,306
- Amortisation of capitalised water improvements 130,234 130,234 85,312
- Amortisation of capitalised costs 43,967 43,967 -
560,333 560,333 508,145
Borrowing Costs 245,555 245,555 134,072
Operating lease expense — minimum lease payments 632,680 632,680 603,536
Research and Development Costs 479,791 479,791 190,526

Note 5 - INCOME TAX

The amount provided in respect of income tax differs from the
amount prima facie payable on operating profit. The difference is
reconciled as follows:

Prima facie tax on operating profit calculated at @ 30% 2,954 404 2,954,434 906,408

Add - Tax effect of:
- Non-deductible expenses 3,509 3,509 7471
- Share Issue Cosis (8,046) (8,048) (8,046)
- Research & Development Expenditure {35,984) {35,984) (14,289)
-~ Overprovision from prior year {40,755) {40,755) 6,894
Income tax expense relating to ordinary activities 2,873,128 2,873,158 898,438
Current tax liabilities 2,830,908 2,830,908 621,978
Non-Current iax liabilities 1,627,472 1,627,502 1,450,760
Page 14
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UEENSLAND PAUL 1 TS LTD
ABN 49 071625477
T ND _FORMIN OF | S
R _THE YEA| NDED 2004
Consol Parent Parent
Notes 2004 2004 2003
$ $ $

Note 6 - RECEIVABLES

Current -

Trade and Sundry Deblors 4,743,677 4,743,677 1,329,700
Grower's Loans 1(f) 5,670,224 5,670,224 544 661
Total Current receivables 10,413,901 10,413,901 1,874,361

In the event of a defaull by an investor on their Plantation Management and Licence fees, the Responsible Entity has the right to

seli the woodlots of the investor to recover amounis oulstanding.

The directors have made enquiry as to the ability of the Underwriter to complete its obligations in respect of the Underwriting
Agreement {Note 26) for the year ending 30 June 2004, which includes payment of the receivable of $10,714,000 included in

current and non current growers loans.

Based on information sought and received by the directors in relation to this matter they are satisfied that the receivable will be

collected, however the directors advise there is some inherent market risk associated with collection
No provision has been made for non collection of the receivable.

Included in the above are aggregate amounts receivable from the

Directors - - 47,443
Cther - Director related entities - - 39,536
Non-Current -
Loan to Subsidiary ' - 2,740,120 -
Growers Loans 1N 5,457,808 5,457,805 813,379
5,457,805 8,197,925 813,379
Inciuded in the above are aggregate amounts receivable from the
Directors - - 180,047
Olher - Director related entities - - 150,039
Note 7 - INVENTORIES
Current - at cost
Nursery Stock and stores 80,820 80,820 410,371
Note 8 - OTHER
Current
Security deposits and operating prepayments 245,233 245,233 158,554
Prepayments Underwriting Fees 26 550,000 550,000 -
Total Current Other 795,233 795,233 159,554
Non Current
Prepayments Underwriling Fees 641,667 641,667 -
641,667 641,667
Intangible Assets 1{p) 175,866 175,866 -
Movements during the year:
Beginning of year - - -
Additions 219,833 219,833 -
Amortisation 43,967 43,967 -
End of year 175,866 175,866 -
Note 9 - SELF GENERATING AND REGENERATING ASSETS
Paulownia Trees in the following locations in Queenstand: 1(d)
Project 1 - Woorodlin and Kumbia 280,000 280,000 301,600
Praject 2 - Kumbia, Island Creek and Palm Range 620,416 620,416 475,832
Project 3 - Island Creek, Riverbend and Austin Downs 3,765,160 3,765,160 3,763,950
Project 4 - Austin Downs 29,864 29,864 31,440
Project 5 - Austin Downs 29,864 29,864 -
Project 6 - Austin Downs 8,386 8,386 7,860
4,733,690 4,733,690 4,580,682

The Directors valualion has been confirmed as reasonable by Mr Robin Yule (BSc. Forestry), of Yulebar Enterprises, Project

Forester. Robin is appointed as the key person on the company's Australian Financial Services Licence.
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Note 9 - SELF GENERATING AND REGENERATING ASSETS (Continued)

Significant assumptions made by the Directors' in determining Ihe net market value of the trees, which have been confirmed as
reasonable by the independent valuer, are:

(i) The trees will reach maturity and are expected to be harvested 25% each year over four years as follows:
Project 1 - 2005, 2006, 2007, 2008
Project 2 - 2006, 2007, 2008, 2009
Project 3 - 2007, 2008, 2009, 2010
Project4 - 2009, 2010, 2011, 2012
Project§ - 2009, 2010, 2011, 2012
Project6 - 2010, 2011, 2012, 2013
(Trees carried as self generating and regeneraling assets are predominantly in Projects 2 and 3.)

(i) The expected market value of the trees is determined using a yield of Year 8- 45%, Year 9- 50%,Years 10&11- 58% and based
on the current price of timber of similar type and size.

(iif) The costs of harvesting and milling have been determined based on research into current costs expected in todays’ market for
cutting, carrying and milling timber of a similar size and type.

{iv) The pre tax real rate at which the net cash flows are discounted are normally in the range of 5% to 25%, where 5% is after the
firsl harvest in year 8 and 25% is 7 years before the first harvest in year 8. In this year, due to climatic conditions and confirmed by
the valuer (refer Note 1 (d)), only half of the calculated increment for the year, based on the application of the stated discount rates,
was taken into account.

(v) No allowance has been made to adjust revenue or costs from estimates at the present time to the possible revenue and costs
at harvest because of the effects of inflation or changes in demand and supply of the product.

Consol Parent Parent
Notes 2004 2004 2003
$ $ $
Note 10-OTHER FINANCIAL ASSETS .
Shares in Subsidiary - 100 -
Quuality Land Holdings Ltd is a 100% subsidiary
Note 11 - LAND, PROPERTY, PLANT AND EQUIPMENT
Land
Beginning of year - - -
Land Purchased at cost 2,373,082 - -
Land Development Costs 330,870 - -
End of year 2,703,952 - -

The Public Trustee of Queensiand ,as truslee for the Convertible Note Holders, has a registered: a mortgage over the property,
water rights and improvements to the land, which is owned by Quality Land Holdings Pty Ltd, a 100% subsidiary of Queensiand

Paulownia Forests Ltd .

Queensland Paulownia Forests Ltd has a registered lease on the land from Quality Land Holdings.

Leasehold Improvements - At cost . 423,180 423,180 419,734
Accumulated Amortisation (128,811) (128,811} (93,624)
294,369 204369 326,110
Plant and Equipment - Al cost : 4,892,514 4,892,514 4,396,465
Accumulated Depreciation - (2.887,833) {2,887,833) {2,507,667)
2,004,681 2,004,681 1,888,798
Plant and Equipment - Under finance lease - 261,094 261,094 204,765
Accumulated Amortisation (116,877) {116,877) ~ - (76,690)
144,217 144,217 128,075
Total Property, Plant & Equipment 8,280,740 5,576,788 5,020,964
Total Accumulated Depreciation/Amortisation (3,133,521) {3,133,521) {2,677,981)
Net Carrying Value of Property, Plant & Equipment 5,147,219 2,443 267 2,342,983
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Consol Parent Parent
Notes 2004 2004 2003
$ s $
Note 11 - PROPERTY, PLANT AND EQUIPMENT (Continued)
Movements during the year:
Beginning of year 326,110 328,110 364,258
Additions 3,446 3,446 -
Amorlisation {35,187) {35,187) (38,148)
End of year 294,369 294,369 326,110
Movements during the year:
Beginning of year 1,888,798 1,888,798 2,309,029
Additions 527,942 527,942 51,444
Disposals (31,893) (31,893} (24,474)
Depreciation {380,166) {380,166} (447,201)
End of year 2,004,681 2,004,681 1,888,798
Plant and Equipment - Leased
Movements during the year:
Beginning of year 128,075 128,075 168,381
Additions 56,329 56,329 -
Amortisation (40,187) {40,187} (40,306)
End of year 144,217 144,217 128,075
Assets pledged as security - Net Carrying Value 24 382,693 382,693 524 119
Assets pledged as security for G E Capital Australia:
Farming and agricullural equipment owned at 30 June 2004
Note 12 - PAYABLES
Current -
Trade Creditors and accruals - Unsecured 2,112,734 2,134,075 764,885
Included in the above are aggregate amounts payable to the
following related parttes:
Directors and related parties 57,620 57,620 -
Note 13 - PROVISIONS
Current -
Dividend Declared & Payable
Opening Balance at 30 June, 2003 426,520 426,520 -
Dividend declared and provided for during the year 853,040 853,040 426,520
Dividend paid during the year {426,520) {426,520) .
Closing Balance at 30 June, 2004 853,040 853,040 426,520
Aggregate employee benefits - 82,030 82,030 56,391
935,070 935,070 482,911
Total number of Employees at year end 49 49 40
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Note 14 - INTEREST BEARING LIABILITIES

Current -
Credit Cards
Insurance Premium Funding
Secured Borrowings:
Finance Facility
Hire Purchase Liabilities

Non Current -

Secured Borrowings:
Convertible Notes
Finance Facility
Hire Purchase Liabilities

Hire Purchase Liabilities are secured by bill of sale over the
assets financed and a registered charge.

Note 15 - OTHER LIABILITIES

Current -

Prepaid Plantation Licence & Management fees
Growers Debts owing to third party
Underwriting Fees

Non Current -
Underwriting Fees

Note 18 - RETAINED PROFITS AND TOTAL EQUITY
{a) Retained Profits

Balance at beginning of year
Net Profit
Dividends

Balance at the end of year

{b) Total Equity

Balance at beginning of year .
Total changes in equity recognised in the statement of financial
Transactions with owners as owners:

Contributions of equity

Dividends

Balance at the end of year
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1 C
Consol Parent Parent
2004 2004 2003
$ $ $
25,563 25,563 6,822
139,093 139,093 -
361,176 361,176 392,090
60,193 60,193 45,400
586,025 586,025 444 312
5,658,800 5,658,800 -
- - 361,177
92,862 92,862 105,957
5,751,662 5,751,662 467,134
1,504,343 1,504,343 1,031,330
40,549 40,549 221,260
1,283,333 1,283,333 .
2,828,225 2,828,225 1,252 590
641,667 641,667 -
3,938,508 3,938,508 2,242,106
6,974,884 6,974,954 2,122,922
{853,040) (853,040) (426,520)
10,060,352 10,060,422 3,938,508
6,858,761 6,858,761 5,135,084
6,974,884 6,974,954 2,122,922
- - 27,275
(853,040} {853,040} (426,520)

12980605

12,980,675

— 6858761
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Consof Parent Parent
Note 17 - CONTRIBUTED EQUITY Notes 2004 2004 2003
Issued Shares (Number of shares)
"A" Class Shares fully paid
Opening Balance 47,000,000 17,000,000 17.000,000
Converted to Ordinary Shares . (17,000,000) {17,000,000) -
Balance Year End ‘ - - 17,000,000
Ordinary Shares fully paid
QOpening Balance 4,325,995 4,325,995 4,325,995
"A" Shares converted to Ordinary 17,000,000 17,000,000 -
Balance Year End 21,325,995 21,325,995 4,325,995
Total shares issued 21,325,995 21,325,995 21,325,995

During the year all "A” Class Shares were converted to Ordinary shares in accordance with a resolution passed by shareholders at
the Annual General Meeting held on 28 November 2003.

2004 2004
2004 $ Value Units
Shares issued during the period:
Opening balance 2,920,253 21,325,995
Nil Shares issued during the period - -
Closing Balance ) 2,920,253 21,325,995
2003 2003
2003 $ Value Units
Opening balance 2,892,978 21,276,405
49,590 Ordinary shares issued at 55 cents per share under
prospectus dated 30 November 2001 27,275 49,580
Closing Balance ' $ 2,920,253 21,325,995

A Class Shares and Ordinary Shares carry voting rights of one vole per share. Af balance date there were no shares reserved for
issue under options.

The Underwriting Fee recorded as an expense and prepaid fees will be converted to issued capital in the next financial year.

Consol Parent Parent
Notes 2004 2004 2003
$ s $

Note 18 - DIVIDEND IMPUTATION
Dividends that have or will be franked 853,040 853,040 426,520
Amount per share 4 cents 4 cents 2 cents
Applicable Tax Rate 30% 30% 30%
Balance of franking account at end of year @ 30% 454,842 454,842 160,151
Note 19 - COMMITMENTS FOR EXPENDITURE
Operating Leases .
Agreements have been entered into for the purpose of leasing
plant, motor vehicles, office space and the land on which the
woodlots are planted.
Minimum lease payments under non-cancellable operaling leases
according to the time expected 10 elapse to the expected date of
payment: .

- not later than one year 742,064 1,592,064 . ..622528 -.

- later than one year, not later than five years 2,739,562 6,139,562 2,213,611

- later than five years 6,399,421 14,899,421 6,875,542

9,881,047 22,631,047 9,711,681
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Consol Parent Parent
Notes 2004 2004 2003

Note 19 - COMMITMENTS FOR EXPENDITURE (Continued) $ $ s
Finance Leases
Payable

- not laler than one year 73,347 73,347 56,120

- later than one year, not later than five years 92,862 92,862 114,233

166,209 166,209 170,353

Less Future Finance Charges ’ (13,159 {13,154) (18,996)
Totat Lease Liability 13 153,055 153,055 151,357

Note 20 - EVENTS SUBSEQUENT TO BALANCE DATE
Since 30 June 2004 a further 1,481,142 Convertible Notes of $1 each have been issued making the total on issue $7,139,942.

Note 21 - CONTINGENT LIABILITIES

The company has in place a put option with an external third party financier in relation to growers loans purchased in January,
2003, which requires the company to purchase 75% of the principle outstanding in the event of default. The maximum contingent
liabifity al balance date is $848,323. As referred to in note 1 (g) the company, in the event of default, has the right to sell the
woodlots or resume the woodlot and bring them to account as a self generating and regenerating assel. This value is considered to
be equal to or greater than the contingent liability. To date no defaulls have triggered the exercise of the put option.

Consol Parent Parent
Notes 2004 2004 2003
$ $ $

Note 22 - RELATED PARTY TRANSACTIONS

(i) Transactions with directors and their director related entities and other related parties during the year ended 30 June
2004 are on normal commercial terms and conditions no more favourable than those available to other parties, unless
indicated

1. David Michael Gold, a Director, purchased 50 woodlots in
Project No. 6 for $274,700 including GST. Queensland
Paulownia Forests Lid provided finance for the purchase on
similar terms made available to other non-related investors. The
loan was sold in July 2003 to an independent third party financier
together with other Grower Loans.
Loan Balance at 30 June, 2004 - - 189,575

2. Elizabeth Hutchinson, a Director, purchased 10 woodlots in
Project No. 6 for $54,940 including GST. Queensiand Paulownia
Forests provided finance for the purchase on similar terms made
available to other non-related investors. The loan was sold in July
2003 to an independent third party financier together with other
Grower Loans.
A further 15 woodlots were purchased this financial year in
Project No.8 for $82,500 and paid for in full
Loan Balance at 30 June, 2004 - - 37,915
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Consol Parent Parent
Notes 2004 2004 2003
$ S $

Note 22 - RELATED PARTY TRANSACTIONS (Continued)

3. Marlene Gold, the wife of a Director, purchased 50 woodlots in
Project No. 6 for $274,700 including GST. Queensland
Paulownia Forests Ltd provided finance for the purchase on
similar terms have been made available to other non related
investors.The loan was sold in July 2003 to an independent third
parly financier together with other Grower Loans.

A further 70 woodlots were purchased this financial year in
Projecl No.8 for $385,000 and paid for in full
Loan Balance at 30 June, 2004 - . 189,575

5. United Capilal Finance Pty Ltd of which Blake Ammit is a
director and shareholder received fees and interest during the
year in conneclion with the arrangement of a loan facility for the
company to be provided by United Capital Finance Pty Lid. Fees
paid were at rates applicable to other clients of United Capital.

Fees 5,513 5,513 16,767

6. Bex Gold, daughter of a Director, is employed by the company
as Marketing Manager.

Salary package 91,554 91,554 94,136

7. Danbek Enterprises Ltd, a company associated with Allan
Hulchinson, husband of a Director, has provided services in
relation to the Research and Development programme

Consultancy Services 87,420 87,420 53,360

8. Queensland Paulownia Forests Limited (QPFL) acts as
custodian for Queensland Forestry Trust (QFT), a pubtic trading
trust which invests in woodlots in QPFL on behalf of QFT's
investors. QPFL purchases annuities on behalf of QFT to provide
income return to the investors and maintenance fees to QPFL.
112,696 112,896 362,364
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Note 22 - RELATED PARTY TRANSACTIONS (Continued)

(ii) Transactions with specified executive-related entities during the year ended 30 June 2004 are on normal commercial
terms and conditions no more favourable than those available to other parties, unless indicated

There have been no fransactions during the year (2003- nil)

(i§i) Transactions within the whoily owned group.
Transactions wilhin the wholly owned group have been eliminated.

(Iv) Directors of the Parent Entity in office during the year unless otherwise stated

2004 2003
David Gold David Gold
Elizabeth Hutchinson Elizabeth Hutchinson
Graham Fayle Graham Fayle
Leon Lewandowski Leon Lewandowski
Blake Ammit (Resigned 16/07/03) Blake Ammit

(v} Number of Shares held by specified directors and specified executives or any refated entities in Queensiand Paulownia
Forests Limited :

30/6/04 Closing

1/7/03 Opening number Movement number
Specified Directors
David Gold 13,250,000 Nil 13,250,000
Elizabeth Hutchinson 750,000 Nil 750,000
Graham Fayle - Nil -
Leon Lewandowski . 3,000 Nil 3,000
Total 14,003,000 Nil 14,003,000
Specified Executives

No shares were held by specified executives throughout the year. (2003- nil}
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Note 23 - SPECIFIED DIRECTORS & EXECUTIVES REMUNERATION

LTD

2004
Name David Gold Elizabeth Graham Leon Blake Ammitt
Hutchinson Fayle Lewandowski
Positi CEO/M i ginam;e & Operations Non-executive Non-execulive
osition . anaging ompliance Director Director Direcior
Director Direclar
Primary benefit (salaries 120,000 122,230 133,830 81,230 5,500
and fees)
Non monetary benefils 24,277 7.951 14,859 - -
Post employment benefits 7,200 - - - -
(superannuation)
TOTAL o 151,477 | 130,187 148689 81,230 5,500
AGGREGATE SPECIFIED DIRECTORS TOTAL ! 517,077
2003
Name ! David Gold Elizabeth Graham Leon Blake Ammitt
: Hutchinson Fayle Lewandowsk}
Position = CEO/Managing Finance & Operations Non-executive Non-execulive
! Director Compliance Director Director Direclor
H Director
Primary benefil {salaries 120,000 125,270 108,470 57,948 15,000
and fees)
Non monetary benefils 25,242 3,419 13,382 - -
Post employment benefits
(superannualion)
TOTAL 145,242 _128.689 121,852 57,948 15,000 __ |
AGGREGATE SPECIFIED DIRECTORS TOTAL S 488,731

Non executive directors remuneration comprises fixed fees, determined having regard 1o the level of responsibility including
commitlee memberships, industry practice and the need to obtain appropriately qualified independent persons. Fees do not contain
any non-monetary benefits.

Remuneration of executive diractors is determined and approved by the board. In this respect, consideration is given to normal
commercial rate of remuneration for similar levels of responsibility. There are no bonuses provided to executive directors however
the salary package is determined with reference to past performance.

There have been no changes of specified directors between the reporting date and the date of the directors’ declaration,
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Note 23 - SPECIFIED DIRECTORS & EXECUTIVES REMUNERATION (continued)

{ii) Specified Executives Remuneration

2004
Name Bex Gold | Hugh Witten Stephen Szych Robert Knight
Position Marketing : Operations Finance & Finance &
Manager ¢ Manager Administration Administration
. Manager Manager
Commenced Resigned
14/1/04 3/10/03
Primary benefit (salaries and 72,865 70,000 30,000 27,359
fees)
Cash Bonus 2,500 8,570 - 2,500
Non monetary benefits 9,407 1,987 3,832 3,787
Post employment benefits 6,782 6,300 2,363 1.530
{superannuation}
TOTAL 91,554 86,857 36,195 35,176
AGGREGATE SPECIFIED EXECUTIVES TOTAL $ 249,782
2003
Name Bex Gold Hugh Witten Stephen Szych Robart Knight
Position Marketing Operations Finance & Finance &
Manager Manager Administration Administration
Manager Manager
Commenced Resigned
14/1/04 3/10/03
Primary banefit {(salaries 80,592 71,348 - 66.250
and fees)
Cash Bonus 1,900 6.500 - -
Non monetary benafits 11,844 1,087 - 11,534
Post employment benefits 6,421 - 5,983
(superannuation)
TOTAL 94,136 86,254 - 83,747
AGGREGATE SPECIFIED EXECUTIVES TOTAL $ 264,137

Remuneration of the specified executives are determined by the board. In this respect, consideration is given to normal commercial
rates of remuneration for similar levels of responsibility. No options have been given during the period

Under AASB 1046 we have determined that no other employees of the Responsible Entity fit the criteria of a specified executive
due to the size and organisational structure of he organisation.
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Consol Parent Parent
Notes 2004 2004 2003
$ $ $
Note 24 - AUDITORS REMUNERATION
Audit and review of financial reports 25,000 25,000 15,000
Other Services 74,761 74,761 57,187
99,761 99,761 72,187
Note 25 - FINANCING FACILITIES
Used Unused
L 3 S
GE Capital Australia facility
The company has an Equipment Finance Facility with G E Capital
Australia imited to $1,500,000. The facility is secured by the
company's Farming and Agricultural equipment at 30th June,
2001. The loan is payable monthly at an interest rale of 8.73%
and expires in June 2005. 15 361,176 1,138,824

Credit Standby Arrangement

Bank overdraft facilities are provided by the company's bankers on an informal basis, whereby the bank will not dishonour any
cheques presented on the company's cheque accounts, given that, at any one point in time one of the company’s bank accounts
has sufficient funds to cover the overdraft of lhe other bank account. No formal overdraft limit has been applied for or granted by the
bank at 30th June 2004.

Note 26- UNDERWRITING AGREEMENT

The company signed an Underwriting Agreement with a London based Investment Trust to underwrite sates of woodlots in the
2004, 2005 and 2006 financial years

Sales totalling $9,740,000 plus GST, made under the terms of the Underwriting Agreement, have been taken intc account in the
year ended 30 June 2004 (Note 6)

Underwriting Fees will be satisfied by way of an issue of shares 1o the Underwriter at 55 cents per share . As security for the
performance of the obligations of the Underwriter the shares will be secured by a fixed charge and shares released from the charge
over the period covered by the underwriling agreement .

tn addition the Underwriter has an irrevocable Share Call Option on the shares of Quality Land Holdings, the land owning company.
The shares will be issued in proportion to the land area on which the Underwriters trees are planted and the tolal area of land
owned by the company on condition the Underwriter is not in breach of the Underwriting Agreement, the Services Agreement, any
Loan Agreement or the Charge.

The Option is only exercisable on the occurrence of any trigger events listed in the Share Call Option Agreement.

Note 27- CONTROLLED ENTITIES
Quality Land Holdings Ltd, incorporated in Australia, is a 100% subsidiary of Queensland Paulownia Forests L1d.

Page 25



30709 2004 16:30 FAX +61755316185 QPFL [d028/033

QUEENSLAND PAULOWNIA FORESTS LTD

ABN 49 071 625 477

FINANCIA T
E, 2004

OTES TO AND F PART OF T
FOR THE YEA N 3
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Note 28  Financial Instruments

Queensland Paulownia Forests Lid does not engage in any transactions which are speculative in nature.

Interest Rate Risk Exposure
Exposure to interest rate risks on financial assets and liabilities are summarised as follows:

2004 NON 1YEAR OVER 1 FLOATING TOTAL FIXED FLOATING
INTEREST OR T0 INTEREST RATE RATE
BEARING LESS 5YRS RATE
$ $ $ $ $ % %
Financial Assets:
Term Deposits 2,713,831 2,713,831 435
Cash at Bank 1,300 133,037 134,337 325
Trade & Sundry Debtors 4,574,379 4,574,379
Growers Loans 5,569,419 5,457,805 11,027,224 5.14
4,575,679 8,283,250 5,457,805 133,037 18,449,771
Financial Liabilities:
Accounts Payable 2,316,428 2,316,428
Premium Funding 139,093 139,003 292
Credit Cards 25,563 25,563 15.53
Finance Facility 361,176 - 361,176 8.73
Convertible Notes 5,658,800 5,658,800 928
Hire Purchase Liability 60,193 92,862 153,055 7.65
2,316,428 586,025 5,751,662 - 8,654,115
Net Financial Assets
(Liabilities) 2,259,251 7,697,225 (293,857) 133,037 9,795,656
2003 NON 1YEAR OVER 1 FLOATING TOTAL FIXED FLOATING
INTEREST OR TO INTEREST RATE RATE
BEARING LESS 5YRS RATE
$ $ $ $ $ % %
Financial Assets:
Term Deposits 2,130,000 - - 2,130,000 4.60
Cash at Bank 1,300 - - 30,701 32,001 3.65
Sundry Deblors 1,329,700 - - - 1,329,700
Growers Loans 544,661 813,379 1,358,040 11.00
1,331,000 2,674,661 813,379 30,701 4,849,741
Financial Liabilities:
Accounts Payable 764,885 764,885
Credit Cards 6,822 6,822 15.53
Finance Facility 392,090 361,177 753,267 8.73
Hire Purchase Liability 45,400 105,957 151,357 8.12
764,885 444,312 467,134 - 1,676,331
Net Financial Assets
(Liabilities) 566,115 2,230,348 346,245 30,701 3,173,410

Net Fair Values of Financial Assets and Liabilities
The carrying amounts of financial assets and liabilities approximate their Net Fair Values. Net Fair Values of assets is the
amount that could be received on disposal, less any costs of disposal. Net Fair Values of liabilities is the amount that could
be paid to extinguish the debt, plus any costs of extinguishment.
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Note 29- CONVERTIBLE NOTES

In accordance with a Prospectus dated 3 December 2003, 5,658,800 Convertible Notes (“Notes”) of $1 each have been issued at
Balance date. These Noles are guoted on the Bendigo Stock Exchange. A maximum of 59,000,000 wilt be issued. Closing date for
subscriptions is 3 January 2005 or when maximum subscription is achieved.

The Notes are redeemable on 30 June 2009 at a price of $1.20.

Should QPFL fisl on a recognised Stock Exchange prior to the 30 June 2009, then 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.

Interest on the Notes is paid quarterly in arrears at 9.28% per annum for quarters ending 31 March, 30 June, 3¢ September and 31
December. Firsl quarter interest paid was 31 March 2004.

Interest paid and accrued on Notes for year ending 30 June 2004 is $127.734

The company has appointed The Public Trustee of Queensland as Trustee for the Noteholders pursuant to a Trust Deed dated 3
December 2003.

The Notes rank equally between themseltves and have priority over dividend payments fo shareholders.
The Notes are secured by way of
(i) A mortgage over the property, water rights and improvements to the land owned by Quality Land Holdings Pty Ltd  at Forbes
New South Wales.
(i1} A charge over the assets of Quality Land Holdings Pty Ltd
(iii} The right to insurance proceeds of the Paulownia trees held by the company in its own right.

Quality Land Holdings is a 100% subsidiary of Queensland Paulownia Forests Lid.

Note 30- OPTIONS

The following optiens to third parties to purchase shares in the company have been approved by the board for issue, but are not
issued until such time that the conditions are meet.

Options granted to Atlantic Law over 1% of the shares in Queensland Paulownia Forests Ltd based on the number of shares on
issue al the date of admission to AIM (Alternative Investment Market) of the London Stock Exchange.

Exercise price is admission price of shares on admission lo AIM.
Periad of option is three years from date of admission to AIM.
Note 31 - SEGMENT INFORMATION

Throughout the year Queensland Paulownia Forests Lid has operated in one industry and one geographical segment being
plantation and management of Paulownia woodlots in Australia.

Note 32 - COMPARATIVE INFORMATION

The full year financial report does not include comparative information for the consolidated results as Accounting Standard AASB
1029 has been applied for the first time for the full financiat year.

Note 33 - CORPORATE INFORMATION

Queensland Paulownia Forests Ltd is an unlisted public company incorporated and domiciled in Australia. The registered office and

the principal piace of business is located at Level 5, Gateway Building, 50 Appel Street, Surfers Paradise, Queensland. The number
of employees at 30 June 2004 was 49. (2003- 40} - -

Note 34- ECONOMIC DEPENDENCY
Queensland Paulownia Forests Lid relies on fees from its Managed Investment Schemes to fund its operations
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QUEENSLAND PAULOWNIA FORESTS LTD
ABN 49071625477

NOTES TQO AND FORMING PART OF THE FINANCIAL STATEMENTS
FOR _THE YEAR ENDED 30TH JUNE, 2004

Note 35- AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL REPORTING STANDARDS (AIFRS})

Australian equivalents to international Financial Reporting Standards (AIFRS) will be adopted in the financial report for the year
ending 30 June 2006 and the comparative information presented in that report for the year ending 30 June 2005. In preparation for
the transition, opening balances as at 1 July 2004 for the comparative year ending 30 June 2005 will be converted to AIFRS in
accordance with new accounting standard AASB 1 ‘First Time Adoption of Australian International Financial Reporting
Pronouncements”,

necessary research into the IlkeE impact on the statements of financial perfermance and position of the company and the group
and will require staff required to implement the changes to undertake approprate training. Where required the members will seek
professional assistance with the research training and implementation.

The key differences in accounting policies expected to arise from adoption of AIFRS are listed as follows
Income Tax

AASB 112 “Income Tax" requires all income tax balances to be calculated using the comprehensive balance sheet liabhity method.
Deferred tax items will be calculated by comparing the difference in carmying amounts to tax bases for all assets and liabilities and
multiplying this by the tax rates expected to apply to the period when the asset is realised or the liability settled. Recognition of the
resulting amounts are subject to some exceptions, but generally deferred tax balances must be calculated for each item in the
statemenl of financial posilion. Deferred tax assets will only be recognised where there exists the probability that future taxable
profit will be available to recognise the asset.

Inventories

Inventories will continue to be measured at the lower of cost and nel realisable value under the new AASB 102. All items of
inventory are subject to an impairment test. in the event that the circumstances that lead to an impairment write-down no longer
exisi or are favourabie a reversal of the write-down through the statement of financial performance is required to be effected.

Self generating and regenerating assets

Sell generating and regenerating assets will continue to be measured at the estimated fair value of the asset at balance date
provided measurement is able to be reasonably estimated. If the fair value is unable to be reasonably estimated the asset must be
recorded at cost and depreciated.

Measurement of fair value of trees owned by the company will be based on the expected yield and net harvest revenue discounted
to reporting date for risk.

Property, Plant & Equipment

AASB 116 "Property Plant & Equipment” will allow the carrying amounts of property plant and equipment to include the costs of
dismantling and removing items of property, plant and equipment at the conclusion of a iease term or similar ammangement. This
amount will adjust the current carrying amount of certain items of property plant and equipment on initial adoption of AIFRS and will
be depreciated over the remaining useful life of that related asset.

Any consideration which is deferred is recognised as the net present value of that amount using an appropriate discount rate.

Property, plant and equipment is subject to an impainment test when thers is an indication that impairment exists by reference to
internal and external market factors. Any item of property, plant & equipment which is impaired must be written down 1o its
recoverable amount. The amount of the impairment write down for assets carried at cost will be expensed through the statement of
financial performance.

items of property, plant and equipment measured at fair value will still be carried as such, however the offsets of balances in the
Asset Revaluation Reserve under the new standards will be determined on an “asset by asset” basis rather than the current “class
by class" treatmenl. This means that a change to profit or loss will occur where impairment write down is necessary and there is no
existing balance for that asset in the asset revaluation reserve.

intangible Assets

A

AAS_B j38 "inlang!ble Assets” generally requires derecognition of all items that do not qualify as identifiable intangible assets. -
Capngllsed borrowing costs fall into that category and consequently the unamortised carrying value of the asset will be written as
an adjusiment to opening retained eamings on the adoption of IFRS.
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QUEENSLAND PAULOWNIA FORESTS LTD
ABN 49 071 625 477

DIRECTORS’ DECLARATION

The Directors of the company declare that:

1. the financial statements and notes, set out on pages 4 to 28, are in accordance with the
Corporations Act 2001:

a} comply with Accounting Standards and the Corporations Regulations 2001; and

b) give a frue and fair view of the financial position as at 30™ June, 2004 and of the
performance for the year ended on that date of the company

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

This declaration is made in accordance with a resolution of the Board of Directors.

s m——

Elizabeth Hutchinson — Director

Dated at Surfers Paradise this 27th day of September, 2004,
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INDEPENDENT AUDIT REPORT

To the members of Queensland Paulownia Forests Ltd

Scope

The financial report and directors’ responsibility

The financial report comprises the statement of financial position, statement of financial
performance, slatement of cash flows, accompanying notes to the financiat stalements, and the
directors’ declaration for Queensiand Paulownia Forests Ltd for the year ended 30 June 2004.
The consolidated entity comprises both the company and the entities it controlled during that
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 intemal controls that are designed to
prevent and detect fraud and error, and for the accounting policies and accounting estimates
inherent in the financial report.

Audit Approach

We conducted an independent audit in order to express an opinion to the members of the
company. Our audit was conducted in accordance with Australian Auditing Standards in order
to provide reascnable assurance as to whether the financial report is free of material
misstatement. The nature of an audit is influenced by factors such as the use of professional
judgement, selective testing, the inherent limitations of internal controf, and the availability of
persuasive rather than conclusive evidence. Therefore, an audit cannot guarantee that afl
material misstatements have been detected.

We performed procedures to assess whether in all material respects the financial report
presents fairly, in accordance with the Corporations Act 2001 including compliance with
Accounting Standards and other mandatory financial reporting requirements in Australia, a view
which is consistent with our understanding of the company's financial position, and of their
performance as represented by the results of their operations and cash flows.

We formed our audit opinion on the basis of these procedures, which included:

- examining, on a test basis, information to provide evidence supporting the amounts and
disclosures in the financial report, and

- assessing the appropriateness of the accounting policies and disclosures used and the
reasonableness of significant accounting estimates made by the directors.

While we considered the effectiveness of management's intemal controls over financial

reporting when determining the nature and extent of our procedures, cur audit was not designed
to provide assurance on internal controls.
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INDEPENDENT AUDIT REPORT (Continued)

¢

Independence
In conducting our audit, we followed applicable independence requirements of Australian
professional ethical pronouncements and the Corporations Act 2001.

Audit Opinion
In our opinion, the financial report of Queensland Paulownia Forests Ltd is in accordance with:

(a) the Corporations Act 2001, including:

i) giving a true and fair view of the company's financial position as at 30th June
2004 and of its performance for the year ended on that date; and

ii) complying with Accounting Standards and the Corporations Regulations; and

(b) other mandatory professional reporting requirements.

/A

PKF - Chartered Accountants
A Brisbane Partnership

at Brisbane this 27th day of September 2004
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