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Summary

The Timber Industry Strategy provides an opportunity to revisit the array of policies in
place which govern forest management and industry development in Victoria.

In respect of the first, it is apparent that the goals of conservation management and
commercial timber production are both achievable with the active management of
State forests. In particular, the goals inherent in the aims of water and carbon
management are clearly more achievable where active management is used as a
conscious tool for these ends.

Additionally, fire management is more urgent than ever. While we acknowledge that
the forest itself is a fire determined bio-set, it is equally certain that the extent of fire
and its impacts are wider and more serious than in the past, largely due to human,
including criminal intervention. Effective fire management is best achieved as part of
an integrated program of active forest management utilising fuel reduction burns in
association with non-fire means which have less negative impact on the commercial
resource.

The current regulatory arrangements can be improved to deliver better, more
effective regulation at a lower cost. Current regulatory arrangements bear the clear
imprint of past departmental methods of control. They lack responsiveness and are
not suited to multiple policy outcomes. The logic of a complete split between the land
management and land regulation functions needs to be pursued to its conclusion.

One of the main obstacles to the continuing prosperity of the industry is government
regulation. In respect of plantation forestry, for example, the delays and obstacles
thrown up by local government to prevent the expansion of the area under cultivation
are well known. In respect of native forestry, the cost impositions that derive from
road management, OH&S regulation, environmental regulation, harvest and haul
legislation, industrial relations regulation and a host of other sets of regulatory
requirements, must be rationalised and streamlined for an industry that operates in a
radically global competitive environment.

The future of VicForests, the Government’s commercial agency for the sale of logs to
industry, needs to be situated within the framework:

® of an industry which is continuing to rationalise under the forces of rising
costs and global competition and

(ii) of a regulatory environment which can be immensely improved by the
separation of the regulatory and land management functions within
government.

It is recommended that while VicForests retain its current commercial role and
Board structure, it take on additional land management functions complementary
with its forestry role at the moment. This would be facilitated by changing its
corporate form from that of State Owned Business to State Owned Company able
to enter into contracts for the provision of services with the State and subject to
third party scrutiny through independent audit.

VicForests has made a number of other recommendations in its submission,
which are summarised below:

0] That the governance arrangements for the management of Victoria's
State forests be clarified by the separation of the land management,
regulation and policy functions for delivery by separate agencies.

(ii) That the TIS consider the findings of DSE’s review of regulatory
function as the basis for its recommendations about that function for
State forests.
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(i)

(iv)

v)
(vi)

(vii)

That commercial tenure for contracted timber supply be increased to
allow VicForests sufficient commercial certainty to enter into supply
agreements for up to 20 years, to promote industry investment.

That the recently completed Joint Sustainable harvest levels project
and report form the basis of the TIS’s consideration of sustainable
harvest levels from State forest.

That security mechanisms for commercial timber supply be reinforced
to facilitate industry investment.

That Victorian Government policy regarding the use of native forest
residues be changed to allow their use in renewable energy
production.

That the Victorian Government develop a consolidated policy position
in relation to coverage of native forest management in a national
Emissions Trading Scheme and that funding be committed to
undertake projects to address knowledge gaps in relation to carbon
balances in Victoria's State forest estate.
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Introduction

The Timber Industry Strategy (TIS) presents an opportunity for the Victorian
Government to consider the current state of governance for commercial management
of the public forest estate in Victoria. The context for the development of the TIS is
also useful to consider. Our Forests Our Future (OFOF), the Government’s current
forest policy platform, has been in operation for six years and its objectives have
been successfully delivered. VicForests, the Government’'s commercial forest
management agency has been in operation for four years, and has delivered all the
major reforms intended of it when it was first established.

Looking to the future, this submission to the TIS addresses a number of the areas
covered by the TIS terms of reference, specifically:

1. Victorian Government institutional, governance and organisational
arrangements

2. Sustainable yield, area and volume of resource available from public
native forests (State forests)

3. Long rotation plantations and private native forests to augment
existing resources from public native forests

4. Industry investment and development

5. Emerging markets including renewable energy production and an
emissions trading scheme.
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Victorian  Government institutional, governance and organisational
arrangements

The Victorian Government’s white paper Our Forests Our Future (OFOF) outlined
significant reforms to the policy framework for the management of Victoria's State
forests. It focused on the appropriate division between the stewardship and policy
functions for native forest management and the commercial objectives for timber
production from State forest. It sought to enhance the transparency of native forest
timber production and sales through the establishment of VicForests as a separate
Government business.

VicForests commenced operations in August 2004 and has achieved significant
outcomes in that time, particularly in respect of delivering in full against its remit
under OFOF.

During that period, however, it has become apparent that the total policy context in
which OFOF was developed and implemented has evolved. Changes include:

() the series of reductions in resource availability that have occurred
since VicForests commenced operations are pushing the organisation
towards an unavoidable loss-making situation. This trend is
exacerbated by the costly regulatory environment in which VicForests
undertakes its operations. It will not be ameliorated by the auction price
increases until existing licences expire and are replaced fully by timber
sold at auction.

(i) the 2006/07 fires have resulted in significant further resource loss,
currently estimated to be as high as 7,000 m*® per annum of high quality
ash resource from central Victoria.

(i) the delivery, by VicForests and DSE, of the requirements of OFOF.
This specifically includes VicForests' commencement of on-line
auctions, implementation of mill door sales, certification to the
Australian Forestry Standard and DSE's development of the
Sustainability Charter for Victoria's State forests;

(iv) The range of unresolved and ambiguous responsibilities between
VicForests and DSE which require clarification to ensure that
management of Victoria's State forest estate can be undertaken
holistically and sustainably. Additionally, DPI's commercial policy role is
unsupported by legislation and is therefore less effective.

It is now necessary to reconsider the objectives of government policy as they were
framed at the time when OFOF was announced. In particular, it is necessary to
reconsider fundamentally the split of roles and the distribution of functions and
responsibilities for the management of public native forests and ultimately the
delivery of the Government's forest policy objectives among the various agencies.

It has become clear over the nearly four years since VicForests commenced
operations, that the original split of roles and functions among DSE, the Department
of Primary Industries (DPI) and VicForests is no longer fully appropriate and should
be reconsidered. Particular issues include:

DSE's relationship to VicForests covers a number of functions
which are in conflict with each other - policy setter, supplier,
regulator, business partner and competitor. An example of this
which would be readily resolved in the Government's favour by a
review of functions, is the complex relationship by which DSE and
VicForests undertake supply to Australian Paper, and the interface
that this has with supply to other customers

The Environment Protection Authority also has a regulatory
function which is complicated because, in relation to VicForests, it
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overlaps with that of DSE while DSE is also regulated where its
activities overlap with those of VicForests

VicForests has a de facto commercial regulatory function in its
relationship to harvest and haul contractors which is at odds with
DSE's and creates confusion, particularly under mill door sales.
This is relevant particularly for the processes for licensing and
regulating harvest and haul contractors for environmental
performance under the Timber Harvesting Regulations which are
owned by DSE
The Government's land stewardship procedures are often difficult
to square in a balanced manner with its timber production
objectives
DPI has a policy function which is entirely unsupported by any
legislative or regulatory responsibility.
Table 1 summarises the current roles and responsibilities for each of VicForests,
DSE and DPI with respect to management of State forest, and shows areas of
duplication and inefficiency.

The efficient delivery of the Government's differing policy objectives in an operational
and policy environment cannot be achieved in the most effective manner while there
is ambiguity about both delivery and responsibility, as is demonstrated in Table 1.

VicForests has, for some time, advocated the need for review to create better clarity
in the interests of better outcomes and greater efficiency, particularly in the context
of:

Public policy outcomes for the State Forests estate
The management structures required to deliver these
Potential productivity gains in revisiting structures

Clearer objectives and better working arrangements among the agencies
involved

Achieving certification across the whole estate
Possible legislative changes.

In considering new arrangements for public forest management in Victoria, it is
VicForests’ view that the TIS needs to address issues and actions in the following
categories:

a) Responsibility for land management
b) Regulation of forest management

¢) Responsibility for forest management information and determination of
sustainable harvest levels

d) Security of commercial tenure
e) Competitive allocation of State timber resources
f) Government and stakeholder confidence
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Table 1: Broad distribution of agency functions

DSE VicForests DPI

Policy Commercial forest policy

Land stewardship policy

Conservation and biodiversity policy

Land use policy

Private forests policy

Plantations policy

Timber supply | Certification

Timber production

Supply administration

Planning and | Regulation of forestry activities

regulation .
Regulation of supply
Determination of resource availability
Short and medium term planning
Long term planning
Planning and operational approval
Systems and systems maintenance
Land Roads
stewardship .
activities Fire
Weeds and ferals
Recreation
Legend

- Defined role - Partial or implied role

Responsibility for land management

About 40% (8.5 million hectares) of Victoria is public land managed by a number of
public sector agencies and businesses to deliver a range of policy, commercial,
environmental and social outcomes. About 80% of this (6.6 million hectares) makes
up the State forest and national park estates, roughly in equal proportions.

The Government has two broad policy objectives for the two different estates:

(i) State forests are managed for multiple values including commercial
timber production and a broad range of other services in the context of
environmental, economic and social sustainability, as outlined in the
Sustainability Charter for Victoria's State forests.

(if) national parks are managed primarily for nature conservation and for
tourism and recreation.

Currently, the land stewardship function for all public land is the responsibility of the
Department of Sustainability and Environment (DSE). In State forests DSE also has
the regulatory, operational management and policy role, while VicForests is
responsible for management of commercial timber production. In national parks the
operational policy and management role is filled by Parks Victoria.

The best possibilities for good land management in the public forest estate can be
looked at by examining either land tenure or function:
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(i) tenure: This approach would review the roles of the three
organisations involved looking at the division between regulation, multiple
use management and conservation management with tenure as the
primary management driver

(i) function: This approach would review the roles of the three
organisations on the basis of function, regardless of tenure.

VicForests believes that the best approach to reviewing public forest management is
to use tenure as the determining factor for future management responsibility. This
approach would result in a significant reduction in red tape for the Government by
making clearer the responsibilities around public land policy, public land
management and regulation. VicForests also believes that there are measurable
productivity gains that can be delivered by removing red tape and freeing up
resources to focus on more effective management of the environmental, social and
commercial opportunities available from actively managed State forests.

Regulation of forest management

The regulatory environment for management of Victoria’s native State forests lacks
clarity and a clear articulation of responsibility and scope. There are two key aspects
to regulation in this context: regulation of forest management activities; and
regulation and monitoring of sustainable harvest levels and planning.

While it is clear that OFOF intended that DSE have a regulatory function with respect
to forest management, this function is not articulated in the Sustainable Forests
(Timber) Act 2004. DSE’s regulatory function are hampered by its additional land
management and commercial forest management functions in some parts of the
estate. The Environment Protection Authority (EPA) has undertaken a regulatory
audit function on behalf of the Minister for the Environment for some years but does
not see itself as a regulator of forest management per se.

Regulation of forest management activities

The EPA is currently finalising a review of the forest management audit function and
has determined a draft set of recommendations. VicForests supports these
recommendations in the context of the current regulatory environment. Additionally,
DSE is currently undertaking a review of forest management regulation in Victoria
with a view to making recommendations about its own regulatory future. VicForests
recommends that the TIS reference the work currently being undertaken by DSE and
the EPA in its consideration of future regulatory arrangements for Victorian State
forests.

Regardless of work that is currently progressing, it is VicForests’ view that the current
regulatory arrangements are inadequate and that a new regulatory framework must
be developed. The TIS should consider the following principles in its consideration of
forest management regulation:

The regulatory function must be separated from the land management and
commercial functions in order to provide confidence to stakeholders and the
government.

The regulatory regime must be clearly articulated and consolidated under a
strong legislative framework. This articulation needs to cover: scope of
regulation, responsibility for regulation, and timing and intensity of audit.

The regulatory regime must be outcomes focused, rather than
administratively driven.

Ideally, a new regulatory regime for forestry will apply to both State forest and
private land.
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The TIS should give consideration to a regulatory regime that ensures forest
management outcomes on other parts of the public forest estate (national
parks and reserves).

Regulation and monitoring of sustainable harvest levels and planning

Regulation and monitoring of sustainable harvest levels and planning on native State
forest is currently undertaken at three levels —

1. strategically through the Allocation order;
2. tactically through the Timber Release Plans and
3. operationally through Forest Coupe Plans.

This complexity results in an onerous regulatory burden for VicForests and serious
inefficiencies for the Victorian government. It also reduces VicForests' operational
flexibility to respond to externalities such as market trends, customer needs, weather
and fire. It also represents regulatory duplication in as much as the forest audit
program (forest management regulation, discussed above), should directly address
the tactical and operational regulatory needs which are currently addressed through
the Timber Release Plans and Forest Coupe Plans.

It is important to note that VicForests is also subject to regular third-party audit
through its certification to the Australian Forestry Standard, and undertakes a
considerable amount of internal audit and monitoring of its forest management
activities.

It is VicForests' view that the regulatory effort for sustainable harvest levels and
planning should be focused at the level of the Allocation Order and that the need for
Timber Release Plans should be removed from legislation. The framework currently
in place for regulation and monitoring at the strategic level is very robust, and
includes the Monitoring Annual Harvest Performance (MAHP) process, regular
Allocation Order review and oversight by the Government's Expert Independent
Advisory Panel. VicForests supports the continuation of these processes.

Responsibility for resource information management and determination of
sustainable harvest levels

There is considerable duplication between VicForests and DSE in the collection,
management and analysis of forest resource information. By rationalising the sets of
functions for which various agencies are responsible, it is VicForests' view that
substantial efficiencies can be delivered with respect to the management and
analysis of resource information. In proposing a split between the regulatory and land
management functions for State forests, VicForests considers that responsibility for
resource information and management, including determination of sustainable
harvest levels, should be the responsibility of the land management agency. It is
important, however, that an appropriate level of regulatory scrutiny and monitoring be
imposed. VicForests therefore proposes that the regulatory agency have
responsibility for monitoring sustainable harvest levels and performance, and for
reviewing the methodology for and outcomes of sustainable harvest level modelling.

Security of commercial tenure

The assured availability of timber resources to support longer term confidence in the
timber industry and foster investment in regional areas would be assisted by a more
rational policy and an institutional environment that can allow land-use decision-
making to be undertaken with better knowledge about likely impacts and remedies.
The current lack of investor security is exacerbated by the impacts of the current fire
season, which will clearly reduce the long term sustainable harvest levels for the
state.

The Sustainable Forests (Timber) Act 2004 provides VicForests currently with up to
ten years of commercially secure access to timber resources from the native State
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forest estate. This is the maximum length of time that VicForests can, with
commercial confidence, make forward timber sales under its Price Allocation Model.

Existing and potential timber industry processors in Victoria have argued consistently
that this is insufficient to foster investment activity in either new or existing timber
processing facilities. This fact is evidenced by the lack of new investment in
sawmilling and value-adding by Victorian processors during the past four years. All
investment has been associated with the consolidation of firms in order to ensure
additional timber supplies and generate economies of scale in production.

Government and stakeholder confidence

Public native forest management is an area with broad policy interest for the
Victorian Government. Stakeholder expectations about forest management priorities
and outcomes are diverse and driven by different and sometimes conflicting
agendas.

The TIS has the opportunity to make recommendations for future forest management
which can provide conservation stakeholders with confidence that forest
management is being undertaken sustainably and is being monitored and regulated
effectively. Additionally, it can provide industry stakeholders with confidence that the
Government is committed to the future of the native forest timber processing industry
in Victoria and is addressing appropriately the issue of commercial certainty to
underpin investment decisions.

VicForests believes that the recommendations included in this submission, if taken
up in the TIS, will improve Government and stakeholder confidence in the
governance and institutions in place for native forest management in the State.

How does Victoria compare with other Australian jur isdictions?

Table 2 provides a comparison of Victorian State forest management arrangements
with other Australian states, given the categories outlined above.
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Table 2: Comparison of State forest management arrangements between various Australian jurisdictions

State Land management Regulation Sustainable Harves  t Levels Commercial security Competitive allocation

Victoria VicForests has no direct land | The Victorian regulatory | Management of resource | Victoria has a maximum | Victoria is the only jurisdiction in
management responsibility. DSE | environment lacks clear definition | information undertaken by DSE | commercial security of ten years | Australia that has a timber
is the land management authority | of roles, responsibilities and | and VicForests. Assessment of | for native forest sawlogs from | allocation process that uses
for all State forest. scope. sustainable harvest levels by | State forest. competitive allocation as the

The regulatory  instruments | DSE. Sustainable harvest levels primary means of determining
operated in Victoria, including the | verified by Expert Advisory distribution to customers.
Code of Forest Practice and | Panel.

related documentation, are of a

high standard and are relatively

clear. However, there is no clear

review process and no governing

framework to ensure that

regulation is reviewed and that

the scope of regulation does not

extend in an unstructured

fashion.

The legislative basis  for

regulation is somewhat unclear

and is not consolidated.

NSW Forests NSW is fully responsible | Regulation of native forest | Management of resource | NSW operates 20 year | NSW uses competitive allocation
for all aspects of management of | management in NSW is complex | information and assessment of | negotiated supply agreements for | for discrete parcels of timber
the State forest estate. and characterised by a heavy | sustainable harvest levels | most of its native forest timber | when they become available, but

administrative and prescriptive | undertaken by Forests NSW. | production. only sparingly.
burden and a highly punitive | Whole of government approach
approach to performance | to determining and regulating
management. sustainable harvest levels
Regulation is undertaken by the | following assessment.
Department of Environment and
Climate Change, against a range
of regulatory instruments and
Acts of parliament.
The regulatory environment is
highly structured with a
significant degree of legislative
support and review processes.
Tasmania Forestry Tasmania is fully | Regulation of forest management | Management of resource | Tasmania operates long-term | Tasmania has used competitive

responsible for all aspects of

in Tasmania is streamlined and

information and determination of

negotiated agreements for most

allocation for discrete parcels of

management of the State forest | consistent across the entire | sustainable harvest levels | of its native forest timber | timber, but most supply is
estate. forest estate. The Tasmanian | undertaken by Forestry | production. administered.

Forest Practices Board is | Tasmania.

responsible for setting standards

and coordinating forest
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management regulation. The
system is characterised by a

tenure neutral approach to
regulation with centralised
standards setting and

disseminated regulatory activity,
populated  accredited  forest
practices officers.

The regulatory environment is
clear and well structured, with a
strong and consolidated
legislative basis.

Queensland

The Queensland Department of
Primary Industries, Forest
Service, has responsibility for
commercial management  of
State forests.

Queensland operates a quite
simple regulatory  framework
which is governed by codes of
practice and a range of planning
guidelines.

Regulation is undertaken by the
conservation agencies.

Management of resource
information and determination of
sustainable harvest levels
undertaken by the Department of
Primary Industries.

All native forest timber supply
contracts from Queensland State
forests are sunset agreements
that have been ten and fifteen
years to run, after which native
forest harvesting will be ceased.

Does not exist for native State
forests in Queensland.

Western Australia

The Forest Products Commission
has responsibility for commercial
management of State forests.

Regulation is undertaken by the
Department of Environment and
Conservation.

Management of resource
information and determination of
sustainable harvest levels
undertaken by the Department of
Environment and Conservation

West Australia operates a range
of timber supply contract lengths
up to 20 years.

West  Australia has  used
competitive allocation to
distribute reduced resources to
an existing customer base — that
is, competitive allocation has
been used to generate industry
rationalisation to reflect reduced
timber availability in once-off
paper-based auctions for
resource.
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Proposal for future State forest management arrangements in Victoria

Given the number of public sector agencies which operate with a direct role in the
management of Victoria's State forests, the Government has a number of options for
realigning management structures and machinery-of Government arrangements to address
the needs outlined in this paper.

VicForests has considered one approach, premised on the recognition of the Government's
different and varying policy objectives in respect of the total public forest estate. This model
implies, too, the need for rationality given the potential and real conflicts that have emerged as
a consequence of the current arrangements.

The implementation of this option would require the aggregation of a series of functions that
involve the management of Victoria's State forests from DSE into an expanded role for
VicForests. This shift would also require the Government to consider the conservation land
management function currently delivered by both DSE and Parks Victoria, as the change
would also affect those organisations.

Under this arrangement, the regulation of public forest management would sit in a new,
clearer regulatory environment, potentially by a new agency excised from or maintained within
DSE, and reporting to the Minister for the Environment. The new function would be to regulate
all aspects of public and private forest management. This agency would hold the forest
regulation responsibilities currently divided between DSE and the Environment Protection
Authority. It would establish a constructive regulatory relationship with both the conservation
forest management agency and the commercial forest management agency to ensure for
Government the delivery of forest policy, the meeting of strategic objectives for public forest
management and the responsible undertaking of forest management operations. It would also
take responsibility for the centralised regulation of forestry on private land, currently dispersed
across local government. The monitoring and audit function of this organisation would support
the Victorian Government's commitment to forest management certification.

An additional advantage associated with this model would be that it would allow the
Government to reconsider and consolidate the role and placement of the Victorian
Environmental Assessment Council in the assessment and delivery of land-use policy
recommendations.

Figure 1: Proposed model for the management of Victoria's forests

Regulation and Policy
(public and private forests)

Land Management
(public forests)

Agency: Parks

Victoria
Environment portfolio

Parks and reserves
policy
Land management

Agency:

VicForests
Primary industries
portfolio

Operational forest
policy
Land management
of the commercial
State forest estate
Timber harvesting
and sales
Delivery of
sustainable forest
management

Agency: DSE

Environment portfolio

Biodiversity and
conservation policy
Development of
sustainable forest
management
principles

Monitoring and audit

of entire public
forest estate
Public land-use
determination.

Agency: DPI
Primary Industries
portfolio

Industry Policy
Plantations policy
Private Forests
policy and
operations
Expanded and
legislated role in
nativeState forest

policy
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The advantages to this approach include:

Establishing a clear framework for the role of active and adaptive forest
management on Victoria's State forest estate

Rationalising the current cumbersome, inefficient and duplicated
arrangements which guide forest policy and its implementation

Building on the successes of VicForests by providing productivity and
efficiency gains through other aspects of State forest management

Enabling forest management certification of the entire forest estate

Enabling constructive downsizing of VicForests' commercial operations to
meet new sustainable harvest levels

Providing the state with a strong commercial model for exploring and
capturing real markets for forest-based environmental services, particularly
in relation to carbon, biodiversity and water

Providing a significant opportunity to move the corporate base of the new
entity to an appropriate rural location

Maintaining effective and active staffing numbers for forest and fire
management in small regional locations such as Swifts Creek, Heyfield,
Erica, Ovens and Corryong.

Sustainable yield, area and volume of resource avai lable from public native forests
(State forests)

VicForests and DSE have recently completed a comprehensive post-fire analysis of future
resource availability from the native State forest estate in Victoria. The study, which has been
endorsed by the Government’s Expert Independent Advisory Panel, has found that up to
500,000m°® per annum of D+ sawlog is available with certainty from the current estate over the
next 15 years, without jeopardising long-term sustainability. The report of the Joint Sustainable
Harvest Levels project is attached as Appendix 1. This work should form the basis of the TIS’s
consideration of sustainable harvest levels.

Long rotation plantations and private native forest s to augment existing resources from
public native forests

Long rotation plantations

Victoria has significant areas of hardwood plantations, particularly in south-west Victoria,
grown primarily on short rotations for pulpwood production. Plantation expansion for sawlog
production has proved difficult for a number of reasons:

Land prices for high quality land are prohibitive due to competing land uses,
particularly dairy and vegetable production

High quality land that can grow plantations within economically and investment feasible
timeframes is scarce, particularly within proximity to current markets

Rotation lengths for hardwood plantations are prohibitive to economically viable
plantation establishment and are a major disincentive to potential growers

Plantation log quality is insufficient to meet the needs of the existing industry and
technology.

Private native forests

Given the significant impact of land use decisions and the recent bushfires on the future
resource available from State forest, VicForests is exploring ways to mitigate this impact in the
longer term. One obvious area to consider is the potential resource that could be utilized on
private property. VicForests recently commissioned a preliminary assessment of likely
available private native forest resources for commercial use in Victoria (attached as Appendix
2).
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This study found that there is a total mapped area of 245,457 ha of private native forest.
However, after reductions for commercial, land use and conservation reasons, the final
available area is only some 19,834 ha. This area contains only some 10,138 ha of high quality
species that may be capable of producing good quality sawlog material. About 30% of this is
in East Gippsland. It should be noted that the practical availability of these private property
resources is severely constrained by local government regulation and the associated
approvals process. Further, experience from NSW shows that access to private property
native forest resources is both expensive and unreliable with respect to predictions of timber
quality and access to resource. VicForests does not currently view private native forests as a
serious option for augmentation of State forest timber supply.

Industry investment and development
Investment drivers

The key drivers for investment in the Victorian native forest timber industry are essentially
market dynamics and security of tenure.

With respect to market dynamics, the main area that the TIS can influence is in relation to the
application of green building codes, which VicForests has addressed already in another
submission.

With respect to the issue of tenure, it is clear that current and potential native forest timber
processors in Victoria are unwilling to make significant investments without:

Increased contractual tenure to between 15 and 20 years;

Improved security mechanisms for increased tenure which ensure that supply cannot
be reduced during the period of investment.

It is also clear that the lack of security and the investment constraining length of commercial
tenure (currently up to 10 years) place Victoria at a distinct commercial disadvantage to other
states, particularly Tasmania, West Australia and New South Wales, with respect to attracting
investment in timber processing.

The TIS should recommend increased commercial tenure to enable VicForests to enter into
commercial supply arrangements for up to 20 years. The Strategy should also review and
make recommendations about the security mechanisms for forward timber sales in order to
provide industry with sufficient confidence to undertake significant investment in new
processing facilities in the State.

Emerging markets including renewable energy product ion and an emissions trading
scheme

Renewable energy production from native forest timber production

Victorian Government policy prohibits the use of native forest product from public land for the
generation of energy. This situation has constrained VicForests’ ability to explore nascent and
existing markets opportunities for renewable energy production from sustainably harvested
native forest product.

During the last three years, VicForests has fielded enquiries form a number of renewable
energy project proponents that have expressed interest in entering supply agreements for
native forest residues to underpin new investment in renewable energy infrastructure in
Victoria. VicForests believes that particular opportunities are emerging for East Gippsland and
the North East, where such investment would be welcome.

The TIS should recommend a change in Government policy, in line with contemporary thinking
on renewable energy generation from forest residues, to allow VicForests to explore these
opportunities.

The role of Victorian native forests in an emissions trading scheme

The Victorian Government has yet to develop a consolidated policy position about the role of
forests in the mooted National Emissions Trading Scheme being considered by the Federal

Government. It is important that the Victorian policy position is cognisant of the broader
position of the Australian forest industries and it is equally important that the State position be
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developed as a matter of priority. A number of Australian forest growers and timber processing
advocates recently made a joint submission to the Garnaut review (refer Appendix 3) which
outlines one approach to the issue.

The key issue to consider in developing a State position on an emissions trading scheme,
from VicForests’ perspective, is around timing and extent of coverage of forest management.
It is VicForests’ view that there are significant risks associated with a full coverage model that
incorporates native forest management from the outset of a national ETS. Specifically, these
include:

There are significant knowledge gaps with respect to the dynamics of native forest
carbon balances. While VicForests has done significant work to develop a model for
Victoria’s State forest estate (refer Appendix 4), this has identified areas where
substantial additional work needs to be undertaken to inform future decision-making. It
is estimated that this work will take up to three years to complete. One significant piece
of work is currently being finalised by the CSIRO as part of the Forest and Wood
Products Australia “Australian forestry and wood products Life Cycle Inventory” project
(FWPA Project Number PR07.1044).

Currently there are no rules governing the way in which carbon balances will be
accounted for in a national ETS. In particular it is unclear: how fire will be treated; at
what scale (local, regional, state or national) accounting rules will be applied; how
liable entities will be identified; what requirements for monitoring, measuring and
accounting will be in place and how onerous these will be on liable parties.

There is a concomitant lack of knowledge about the scale of liability that the Victorian
Government may be exposed to with respect to its native forest carbon balances.

There is no clear definition of carbon property rights for the State forest estate.

The TIS should make recommendations about funding and undertaking work to address these
knowledge gaps and potential exposures, and to develop as a matter of priority a Victorian
Government policy position about coverage of native forests in a national ETS.

end
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