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Fletcher Challenge Forests
achieved a strong turnaround
in operating performance.
Earnings before interest and
tax (EBIT) prior to unusual
items were $136 million,
or 4.9 cents per share,
including a forest crop

revaluation of $53 million.

The Company recorded a
net loss of $249 million.
This reflected a $324 million
after tax final write-down

in relation to the CNIFP.

Net profit prior to unusuals
was $75 million, or 2.7 cents

per share.

China clearly established
itself as the growth market
for wood demand in Asia.
Total managed log sales to

China grew by 95 per cent.

NZ Log Exports to China - Rolling 3 months

400-

300

000m3

200

100

0

Jun 00

Dec00  JunOl Dec 01 Jun 02

Strong demand from the home

improvement sector in the
United States boosted revenue
for the North American
Consumer Solutions business

unit by 34 per cent.



The Australasian Consumer
Solutions business unit sales
grew 13 per cent. There was
continued growth in demand

for Origin™ branded products.

The Company

retained Forest

Stewardship Council
(FSC) environmental
accreditation for its managed
forest estate, following

a rigorous re-certification

process.

The Company further
improved its financial position.
Contributing factors were a
strong cash flow, a significant
reduction in net debt, and an
increase in the market based

forest valuation.

The CNIFP acquisition
proposal that was put to
shareholders in August 2002
did not achieve the required

75 per cent majority vote.




CHAIRMAN'S
LETTER
On behalf of the Board

This annual report represents a milestone for Fletcher Challenge Forests.
It presents the results of our first full year as a stand alone company and
it demonstrates a strong turnaround in operating and financial performance.

It has taken eighteen months of hard and intensive work. Now the Company
has transparent accounts, a strong balance sheet, debt levels which allow
genuine financial flexibility, solid cash flow and a positive market outlook.

This achievement is very satisfying to your Board and is a tribute to the efforts of all our staff.

Earnings before interest and tax (EBIT) prior to unusual items for the year were $136 million, or 4.9
cents per share, including a forest crop revaluation of $53 million and an unrealised foreign exchange
gain of $25 million. Excluding the crop revaluation, EBIT before unusual items was $83 million, an
increase of $66 million over the $17 million EBIT last year, on a comparable basis. Other points of note
were as follows:

= EBIT of $136 million represents a return on Capital Employed of 9.6%.

= EBIT before unusual items in the second half of the financial year grew strongly to $93 million,
compared to $43 million in the first 6 months.

= EBIT from our highly successful North American operations grew by 136%.

= Cash flow from operations before working capital for the year was strong at $56 million. This
compares with negative cash flow of $2 million last year on a comparable basis.

= Net debt reduced by $76 million, to what is now a comfortable level of $247 million.

= Net profit after tax prior to unusuals was $75 million, or 2.7 cents per share, which represents
a very significant turnaround of $128 million against the loss of $53 million last year on a
comparable basis.

= Net tangible assets per share rose from 39.3 cents in December 2001, to 41 cents.

There was a net loss for the year of $249 million after writing off $324 million after tax, being the
remaining debt owed to Fletcher Challenge Forests by the Central North Island Forest Partnership
(CNIFP).



EBIT of $136 million represents a return on
capital employed of 9.6%. This is a significant
improvement, but still below what is acceptable
and achievable. Your Board is committed to fur-
ther substantial improvement in the Company’s
return on capital in the medium term.

Cash flow from operations has improved signifi-
cantly. This reflects the improving operational
performance and the impact of the aggressive
cost reduction drive that has been conducted
right through the business. We have confidence
that this position can be maintained.

Working capital has been very well managed. At
7% of sales it represents world class performance.

No dividend has been declared in respect of
the 2002 year, as debt reduction has been our
first priority. The strength of cash flow and our
improved debt position will allow your Board to
consider some initiatives in capital management
over the coming year.

While operational and financial performance is
positive, the Company still faces some important
strategic issues associated with the industry.

In particular, there is continued uncertainty over
the future ownership of the CNIFP.

The acquisition and recapitalisation proposal we
placed before you in August did not in the end
receive the necessary 75% majority vote and
thus did not proceed. While we will continue to
evaluate any opportunities in relation to the
assets of the CNIFP as they may arise in the
future, our primary focus will be on continuing
to improve the operating performance of the
Company, to drive increased shareholder value.

We will also continue to pursue initiatives to
consolidate and improve the effectiveness of
the New Zealand forestry industry’s export
marketing.

If the full potential of our country’s maturing
forests is to be realised, then the industry as a
whole must continue to explore means by which

it can achieve global scale and global market
access, reduce supply chain costs and avoid
“New Zealand on New Zealand” competition in
export markets. The potential benefit from in-
telligent marketing and sensible cooperation
within the New Zealand forestry industry is con-
siderable.

This will demand that the industry has the
capacity to invest more in repositioning Radiata
pine as a wood product of choice, and marketing
it with greater sophistication to a wider range
of consumers and markets, particularly in fast
developing Asian regions.

We have already done a considerable amount
of work towards those objectives. India is an
example of a market where wider industry co-
operation and the sharing of resources has
shown positive results.

We will continue to pursue these objectives
with vigour.

We go into the new financial year with a strong
balance sheet, and with operations performing
well across all markets. Pricing and demand is
encouraging and the Company is now starting
to realise the benefits of the maturing harvest
profile of our forest estate. Our annual harvest
output will increase by 45% over the next six to
seven years.

Provided our markets remain strong we expect
to see a further improvement in the oper-
ating result in the current year, subject
to foreign exchange impacts or other
unexpected events.

Sir Dryden Spring
Chairman




CHIEF EXECUTIVE'S
LETTER

This year’s financial results represent a significant turnaround in the
performance of our business. Most importantly, those results have been
built on the sustainable strength of our operations, on the quality of our
forests, on our cost efficiency, and on our market and product development.
With the strong financial base now established, management is committed
to delivering further improvements in operating earnings.

Forest and Logs

In the Forest and Logs business unit, EBIT before unusual items was $37 million, excluding the forest
crop valuation, compared to $6 million the previous year on a comparable basis.

The key contributors in that improvement were:
= Strong domestic log markets in New Zealand, supported by a buoyant construction sector.

= A steady improvement in both demand and prices in our largest log export market, Korea, which
took an additional 32% of product this year from the managed estate.

= Improving prices, which increased 11% over the last six months despite the strengthening of the
New Zealand dollar.

= Strong growth in demand from China, where total managed sales volumes increased 95% year
on year.

Processing and Distribution

In our processing and distribution business, EBIT before unusual items was $21 million for the year,
up from $14 million in the previous year.

Our strategy for clear wood products in the US market continues to be very successful despite the
weakness in the broader US economy. We have penetrated this complex high value market through
relationships with the two largest home improvement chains which retail our products. The business



has continued to grow strongly, with EBIT of
$26 million this year compared with $11 million
for last year.

Australasia, where we market our Origin™ brand
of products, also improved, with revenues of
$169 million up from $150 million last year.
This market continues to be very buoyant and
we expect continuing strong demand for the
immediate future.

One difficult area has been our engineered prod-
uct business, focused on the Japanese wood
housing market. Despite strenuous effort, this
business has struggled to achieve acceptable
returns in a depressed and competitive market.
We have therefore exited that market and re-
orientated the plant to the Australasian markets.

Outlook

The Company goes into this new financial year
with two overriding operational priorities:

= to focus on the core strengths of the busi-
ness; and

= to further exploit the opportunities that our
harvest profile, our structural efficiencies and
our expanding marketing and distribution
capability represent.

We have moved to expand our plywood factory
at Mt Maunganui, and also our clear wood
mouldings facility at Taupo, in order to increase
our production of mouldings for the US market.
We will be evaluating other processing expan-
sion options over the next year.

The operating environment remains positive.

Residential construction activity is still strong in
New Zealand. Structural lumber sales are cur-
rently running ahead of this time last year and
this looks set to continue, at least through to
the end of this financial year. Similarly, demand
from Australia remains firm, although we would
expect some slight softening as the year
unfolds.

US spending on housing and
house renovations has shown
remarkable resilience over
the last two years, and we are
not seeing any significant slow-

down in demand from the market
segments in which we operate other

than the prospect of some near-term seasonal
cyclicality.

Korea, the largest of our export log markets, has
been in a steady recovery mode since March
2001. This looks set to continue.

Demand from Japan is stable.

We expect sales to China to continue to grow
over the current year, supported by strong GDP
growth and continued expansion of the con-
struction, residential and furniture sectors. Over
the medium term, China’s wood imports are fore-
cast to increase dramatically, supported by high
GDP growth and restrictions on local logging.

The Company plans to harvest approximately
1.9 million m? in the current year, an increase
of approximately 20% over the 2002 cut level.
In the absence of any unforeseen significant
adverse event we would expect to deliver a
further significant improvement in operating
results, prior to any currency impacts, in 2003.

Terry McFadgen
Chief Executive
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BUILDING CUSTOMER
RELATIONSHIPS

A key strategy in growing our business around the world is to build smart
relationships with customers, based on product quality and service standards
that are precisely tailored to the market. Its success is well illustrated in one
of the most hotly contested markets in the world — the United States.

Fletcher Challenge Forests initiated its partnership strategy in the United States by becoming a share-
holder in two rapidly growing distributors with strong marketing and distribution relationships with
the United States’ number one and number two home improvement chains — The Home Depot and
Lowe’s.

For these US customers the partnership relationship offers substantial advantages. They are dealing
with an integrated supply chain which delivers an assured supply from the forest through a sophisti-
cated and adaptable manufacturing process, down an efficient shipping service tied into a proven
United States-based distribution system.

Underlying the US strategy was a searching assessment of how to realise the maximum value from
the growing volume of high quality pruned wood coming on stream from Fletcher Challenge Forests’
Radiata pine plantations. The partnership strategy opened the door to the north-eastern United States,
the major market for solid wood mouldings and boards made from this pruned wood.



The results now help underpin the value of our forest asset itself.

The environmental sensitivities of United States consumers gave Fletcher
Challenge Forests a further critical advantage. Its sustainable Radiata pine plan-
tations hold Forest Stewardship Council environmental certification, a highly
desirable feature in a marketplace where consumers demand that products are

sourced from environmentally sustainable plantations.

Strong Growth Continues

The momentum from the US strategy continued strongly this year, with 34%
growth in operating revenue by the North American Consumer Solutions busi-
ness unit. Demand from the home improvement retail sector has remained very
strong, in spite of a weaker US economy.

To date our remanufactured products, all based on high value pruned wood, are
being retailed primarily through Home Depot and Lowe’s stores — numbering
over 900 stores in total. Sales of high grade appearance lumber to other mould-
ing and millwork manufacturers are also growing.

Our product range is being expanded. In addition to the solid wood mouldings
produced at the specialist Taupo plant, we have started full production of “clear
boards” for the US hobby and DIY market.

These clear, knot-free, small dimension boards are produced from the highest
value lumber grades and in turn command the highest price of any solid lumber
products.

North American The Taupo mouldings plant has at times struggled to keep up with

Consumer Solutions
Operating Revenue
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the demand for product, and we are progressing a plan to install
a third moulding line.

Overall, market prospects are very encouraging. Low interest
rates have ensured that housing sector spending in the US is
robust, with wood prices rising significantly in the last six
months. A large part of the demand is driven by the repair and
remodelling sector, which remains relatively stable year on year.

Fletcher Challenge Forests’ equity interests in the US continue to
perform strongly in their own right. Supported by our outstanding
supply chain, their service performance to the home improvement

2000
2001
2002

retailers goes from strength to strength.

Neil Hagen
Chief Executive Officer
American Wood Moulding




BUILT-IN ADDED VALUE FOR
THE AUSTRALASIAN MARKET

Combining guaranteed performance with product innovation, the Origin™
brand has built a strong position and growing market share in the home
construction markets of New Zealand and Australia.

Fletcher Challenge Forests developed Origin™ with a strong focus on the differing roles that builders,
designers, homeowners and merchants play in the purchasing decision process. What builders want
is the certainty that their project will proceed without problems, that the right materials are used and
delivered on time and that costly rework is avoided. Designers need the assurance that they can
specify Origin™ products with confidence, and homeowners the “peace of mind” that the building
materials used in their home are the best available at competitive, total system, installed costs.
Merchants, our channel partners, need consistency of service — on time, in full and in spec - and
products that will grow their sales and profitability through consistent consumer demand.

A building solution can wear the Origin™ brand only when it passes these specified performance
standards and meets the needs of the target customers. Launched initially with two key product
categories, Timeframe and Plywood, the brand has since been expanded to include an Outdoor range
of fencing, decking and landscaping products.
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—— I’_ ——ii ri Developing the brand
- around consistent
- ! 'L i H ' quality, innovative

"-:': 'I_I . products and excellent

In addition, Origin™ has developed other innovative building solutions extending

service was a big call,

but a succesful one.

wood beyond its traditional uses, offering creative and cost-effective alternatives Fletcher Challenge

to steel and concrete. The latest is the Origin™ I-floor system, a unique, light- Forests’ marketing of
weight, engineered total flooring solution, utilising the advanced performance

the Origin™ brand and
features of two engineered products — Origin™ |-beam and Origin™ Plywood
“longspan” flooring. The result is a high performing, solid feel and silent floor at its values to specifiers

a cost-competitive price. has definitely enabled
PlaceMakers, as New

Zealand'’s largest

The Australasian market has remained buoyant over the last six months of building material
the year, with good demand for residential construction in particular. Together supplier, to grow its
with a continued growth in customer demand for Origin™ branded structural
) o _ ) market share. We
timber and building products, this led to improved market share for our key

products and the following increases in sales volumes: would give them top

marks for vision.

Origin™ Timeframe + 8%
Origin™ Qutdoor +14% David Worley
Origin™ Plywood +38% Chief Executive

PlaceMakers

F7 (Australian structural) +67%
Roundwood + 6%

Origin™ products now comprise 73% by value of our New Zealand wood product

sales.

An excellent performance in the plywood category saw an increase in market
share, while still maintaining a price premium, and underpinned a decision to
expand our plywood manufacturing capacity at Mount Maunganui.

Continued improvements to supply chain planning processes resulted in
enhanced optimisation and reduced lumber inventory (by 10%) despite a 9%

increase in production.

Origin™ branded products consistently achieved the “Brand Promise” — delivered
in full and on time.

The resources previously applied to the
Residential Building Approvals - Rolling 3 months P Yy arp

8000 50000 production of re-engineered product for

6000 40000 the Japanese market have been re-

2000 30000 diverted to the Australasian market.
20000

2000 t t t t 10000 A new focus has been brought to the
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Australian market, where specific prod-
| = New Zealand - LHS Australia — RHS |

uct strategies have redeveloped this
market as a sustainable core business.
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CHINA, THE EMERGING GIANAS I A
OF THE ASIAN MARKET

China is now the world’s largest importer of timber and timber related prod-
ucts — with a hunger for wood that will shape global wood demand over the
next decade. That demand is driven by demographic changes, policy changes
in relation to housing construction, and internal wood resource constraints.

Vast tracts of Chinese forests have now been locked up, to conserve resources and as flood

protection.

Within its growing economy, private housing starts are booming, with wood now permitted and
encouraged as a construction medium. A growing middle class, entry into the World Trade Organisa-
tion, and the 2008 Olympics with their huge demand for infrastructure construction will fuel further

growth.

The opportunities for Fletcher Challenge Forests extend well beyond the supply of construction
lumber and logs. There is a growing market for semi processed product and for wood for furniture

manufacture.

Wood with Environmental Certification is increasingly sought, in response to demand from overseas

customers of Chinese furniture exporters.



Overall, this complex market alone has a forecast demand for wood imports
which is three times the total expected New Zealand export log output by
year 2010.

Fletcher Challenge Forests has established an in-market presence, is providing
technical support to customers, and is already benefiting from increased
demand and a surge in sales to China.

Flexibility and Diversity in Asia

The opportunity in the China market was clearly demonstrated last year, with
log sales volume from the managed estate increasing by 95% compared to the
previous year. The Company will continue to commit resources and effort to fur-
ther developing this opportunity, albeit a complex and difficult market at times.

NZ Log Exports to China - Rolling 3 months
400 -
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Korea, our largest market in Asia, continued to show a strong lift in demand last
year, with log volumes up 32%. In all, Korea accounted for approximately 17% by
value of Fletcher Challenge Forests’ total exports for the year. Steady demand for
wood products is expected to continue from this market. Prices also improved,
with Korean U-grade, primarily used in the construction sector, rising 11% in US
dollar terms, June to June.

Japan sales steadied after a number of years of decline, with an improving out-
look within the plywood sector as hardwood product availability becomes
tighter.

Demand was also steady from the Philippines, India and the rest of Asia, and the
medium term outlook remains for continued growth in log imports throughout
the region. An increase in demand from Malaysia and Indonesia has recently
emerged as availability of their indigenous resource decreases.

In accessing and expanding diverse Asian markets, Fletcher Challenge Forests
has been an active supporter of wider industry cooperation and shared resources.
This has shown positive results, notably in India.

Part of the single
largest shipment of
timber, posts and
beams ready for
export to Thailand

C H Song

General Manager/Trading
Sung Chang Enterprise
Co., Ltd




MAXIMISING VALUE
FROM OUR FORESTS

Fletcher Challenge Forests is now realising the financial benefits of the
specific characteristics of its maturing forest estate in volume, higher value,
and consumer attributes.




= Qver the next six years or so the Company should benefit from increased cash

generation from an increasing harvest profile.

The percentage of the harvest output that is in the higher value category is
also increasing, as more of the pruned wood becomes available. The best
example of the potential of this fibre is in the US market, where the new clear
board products that have been introduced attract the highest price of any
wood product.

Forward Harvest Profile
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» The Company is utilising new techniques to help maximise value from the

total tree and improve the conversion efficiency of our processing plants.
Techniques such as stress wave analysis (sonics) allow decisions to be made
on the most appropriate cut and utilisation of a tree for various markets and
products, before the logs are cut. Sonic testing identifies those stems most
suitable for structural end uses, typically high performance framing lumber
such as Origin™ Timeframe.

Fletcher Challenge Forests has been an industry leader in gaining and retain-
ing the internationally recognised Forest Stewardship Council environmental
certification. This comprehensive independent audit assesses the sustainable
management of the forests, stewardship of the surrounding environment
and landscape, and relations with the diverse communities with which the
Company interacts.

This status and certification is increasingly demanded by global customers,
and has been a key factor in sustaining growth in the US market. It is also now
increasingly sought by Asian customers, who are utilising our product in the
remanufacture of furniture and other consumer products, for re-export.

I am most impressed
with their professional
attitude. It starts

with taking care of
the forest, then when
I visited the plant there
was expertise in every
area of the operation.
Their manufacturing
productivity was
extremely high, which
tells me they have

a grip on how they
operate. They have a
very intelligent way of

running their business.

Klaus Meyer

Director of Global Wood,
Procurement

Stanley Doors



Fletcher Challenge Forests has a Sales and Operational Planning (SOP) process as one of its core

competencies. This process aligns and coordinates critical activities in the Company, including:
- Sales and marketing objectives

- Cost and scheduling objectives

- Manufacturing and distribution capacities

- Financial and inventory objectives

The SOP planning and optimisation processes and systems are unique in New Zealand forestry
and give the Company a clear competitive advantage. It gives the organisation good forward
visibility that enables responsiveness and good working capital management through a lean supply
chain.

Fletcher Challenge Forests’ on-shore supply chain has been managed through the amalgamation
of land transport operators into strategic alliances. This has produced benefits for all parties and
introduced new efficiencies and continuous improvement through 24-hour operations.

Fletcher Challenge Forests currently manages 280,000 hectares of forest within the Central North
Island under silvicultural regimes based upon its Best Management Practices. The Best Management
Practices define the establishment and silvicultural regimes for Radiata pine on eleven specified site
types within the estate, and are an example of the high level of sophistication which the Company
has developed in its forest management.

On those sites with the greater productivity within the estate, an intensive silvicultural regime
aimed at high value clear wood production is prescribed. This regime is implemented on about 75%
of the estate. The scale of the Company’s annual establishment and tending programme has
enabled it to develop a strategic alliance with a provider of silvicultural services. This has delivered
more efficient work scheduling and a high quality service at a very competitive rate.



Log Price Outlook Improving

There are now grounds for optimism that global log prices
are moving off price levels which are low from a historical

perspective.

Korea, our largest market for logs, recorded a steady lift in demand with
volume from the total managed estate (including the CNIFP) up 32%. Together
with China’s growth, this set a firmer tone for log export demand, and prices over

this last year lifted across the board.

The strengthening of the New Zealand dollar in the last quarter of the year has
put short-term downward pressure on New Zealand dollar export returns.
However the price trends in the underlying foreign currencies remain positive.

This year’s improved overall return from the forests was achieved on a clearfell
volume of approximately 70% of what is expected to be the harvest potential of

the forest when fully mature.

The increasing proportion of cut from the Company’s own forests complements
the increasing availability of third party supply, as well as providing higher

margins for the Company.

Log Price Outlook Improving
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FLETCHER CHALLENGE FORESTS
IN THE COMMUNITY

Fletcher Challenge Forests has a strong commitment to the performance
and employment opportunities of our employees, to the health and safety
of everyone involved in our operations, and to the environmental,
recreational and community life of the regions in which we operate.

Employees

Fletcher Challenge Forests’ objective is to deliver excellent employment opportunities, where personal
growth and development is well managed and high performance is recognised and rewarded. The
Company also believes that a supportive working environment is key to its continued business
success. One key initiative is the Fletcher Challenge Forests Employee Welfare Fund. This fund provides
financial and other assistance to employees and their families in the event of a sudden and
unexpected event, such as death, disability, or an accident or illness that causes personal hardship.

As part of its commitment to continuous improvement the Company has established the Employee
Educational Fund (EEF) that assists employees with furthering their educational development. The EEF

offers programmes in four broad categories, being: life skills programmes; health and wellbeing




programmes; general job skills programmes and

personal educational support. To date a number
of employees have undertaken further study pro-
grammes as a result of assistance from the fund.

Health, Safety and Environment

Fletcher Challenge Forests is committed to main-
taining a safe and healthy workplace and a high
standard of environmental performance through-
out its processing and planted forest activities.

The Company also has a strong commitment to
use our natural resources wisely and in a manner
that will ensure sustainability of the areas we
manage for future generations. Sustainable
management also makes good business sense.

Lost Time Injuries per Million Hours

O 1
1998 1999 2000 2001 2002

Safety in the Workplace

Fletcher Challenge Forests has a policy of seeking
continuous improvement of safety performance,
and works hard to maintain a safe workplace.

The improvements in safety performance cap-
tured over the last four years have been main-
tained, and the number of lost time injuries per
million hours worked at the end of the 2001/02
year was 8.1 (compared to 11.7 in 1998).

This was however up slightly on last year (7.5),
and the Company is looking at a number of ini-
tiatives to make further step changes in safety
performance. We are focusing on encouraging
the further development of safe behaviour and
safety culture throughout the entire company
and contract workforce and to institutionalise
safe behaviour as a “reflex action” in all parts of
our business.

A number of Fletcher Challenge Forests
processing sites have performed ex-
ceptionally well, and there are now
several sites where there have
been no lost time in- -

juries for a year or 0 . =
more. : \
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ACC Partnership Programme

The Company continues to participate in a partner-
ship programme with the Accident Compensation
Commission at the Tertiary (or highest) level.

The continuance of the partnership is important to
Fletcher Challenge Forests, as it allows us to be
proactive in the management of our work injuries
as well as achieving cost savings through reduced
premium levies.

Environmental Performance

Fletcher Challenge Forests has had an excellent
year in terms of environmental performance. In
meeting the standard required for FSC re-certifica-
tion, our forestry and processing operations were all
judged to be “well managed” in accordance with the
Resource Management Act and other environmental

requirements.

We have also continued with initiatives to better
understand the environmental values of our forests.
This has resulted in research or management pro-
jects for wildlife (for example bats, falcon and kiwi)
and indigenous vegetation.

At our processing sites we have continued to reduce
environmental risks through improved practices and
regular auditing. We have also continued to improve
our understanding of historic contamination at the
Waipa site (owned by the Central North Island Forest
Partnership), and have cleaned up historic contami-
nation at the Kawerau site.




Forest Stewardship Council

Fletcher Challenge Forests received Forest Stewardship Council (FSC)
certification in October 2000 for the forests we own or manage. The FSC is

an international organisation founded to support environmentally appropriate,
socially beneficial and economically viable management of forests.

In August 2001 we underwent a rigorous process of FSC re-certification by the
international audit body, Scientific Certification Systems (SCS), of our forest
estates. Fletcher Challenge Forests’ forest operations continue to qualify as well
managed plantations.

FSC certification is assisting the Company to access international markets, in
particular North America, but also more recently Asia. By use of the FSC logo
customers have a way of identifying that the product they are purchasing comes
from a forest that is managed according to internationally agreed social and
environmental principles and criteria.

Community Investment

As one of the largest employers in the Central North Island, Fletcher Challenge
Forests is committed to supporting industry and community investment in the
locations in which we operate.

The Company seeks to build ongoing relationships with selected organisations
in the Central North Island through investment in activities and initiatives which
are socially responsible and reflect positively on the Company, our staff and the
community.

Some of the major programmes that Fletcher Challenge Forests has made a
commitment to support include:

= The Fletcher Challenge Forests Rescue Helicopter

= The Fletcher Challenge Forests Marathon

= The Kaharoa Kokako Trust

= The Cateye Moonride

= The Spirit of Adventure

= The Rotorua Tree Trust

One of the Company’s most significant ongoing investments in Rotorua is the
management of the “Tokorangi Triangle”, an area of forest more commonly
known as “The Redwoods”. This forest, which includes walking and mountain

biking tracks, is managed as a recreational area for the Rotorua and wider
community.




THE BOARD OF

Sir Dryden Spring
DSc (Hon)

Chairman of Directors

Commiittees
Audit
Nominations

Initially appointed 1999
Last re-elected 2001

Sir Dryden, 62, is Chairman of WEL Networks and Ericsson
Communications, and NZ Chairman of the APEC Business
Advisory Council. He is Deputy Chairman of Goodman Fielder,
and a Director of Nufarm, the National Bank of New Zealand,
Fletcher Building, Ericsson Synergy and Maersk New Zealand.
Sir Dryden is a member of the New Zealand Business and
Parliament Trust and Chairman of the Asia 2000 Foundation.
He is a Distinguished Fellow of the Institute of Directors and
a member of the Washington DC based International Policy
Council on Agriculture, Food and Trade. Sir Dryden was
Chairman of the New Zealand Dairy Board from 1989 to
1998, having been a Director since 1983, and was Chairman
of the New Zealand Dairy Group from 1982 to 1989. He has
also served on the Boards of the Rural Banking and Finance
Corporation, Ports of Auckland and Affco New Zealand.

Michael John Andrews

MNZIF
Non-Executive Director 1 e i

b
Commiittees =
. i
Audit . -
Remuneration *
Nominations 4
Due Diligence (for part of gl
the year) -

Initially appointed 1990
Last re-elected 2000

Mr Andrews, 62, retired as Chief Executive Officer of Fletcher
Challenge in April 2001. He was acting Chief Executive
Officer of Fletcher Building until July 2001. He was previously
Divisional Chief Executive of Fletcher Challenge Energy,
Fletcher Challenge Forests and Fletcher Challenge Paper and
previously Chief Executive Officer of the Solid Wood Forestry
sector, and before that of the former Energy and Resources
Group. He is Chairman of Rubicon, the New Zealand Business
Council for Sustainable Development, the New Zealand
Wool Board Implementation Project Team and Industry New
Zealand, and a Director of the New Zealand Trade Develop-
ment Board.

Rodger Herbert Fisher
FCIS

Non-Executive Director

Committees
Audit

Due Diligence
Remuneration
Nominations

Initially appointed 2001
Last re-elected 2001

Mr Fisher, 56, practises as a business consultant. Prior to that
he was Managing Director of Owens Group between 1987
and 1999. He is Chairman of the Civil Aviation Authority and
the Aviation Security Services. Mr Fisher is Chairman of
Eurotech Group and Deputy Chairman of WEL Networks and
a Director of Waste Management (NZ). Mr Fisher is a Fellow of
the Chartered Institute of Secretaries, the Chartered Institute
of Transport, the Institute of Directors and the New Zealand
Institute of Management.

Warren Arthur Larsen
MAgSc (Hons), BBS, CA

Non-Executive Director L

Committees

Audit

Due Diligence (for part of
the year)

Remuneration
Nominations

Initially appointed 2001
Last re-elected 2001

Mr Larsen, 56, was Chief Executive of the New Zealand Dairy
Board from 1992 until June 2001. He previously managed
New Zealand Dairy Board’s Protein Division, until his appoint-
ment as Chief Executive in 1992. He was Chief Executive of
Bay Milk Products until 1991, and received the New Zealand
Dairy Industry Fellowship Award in 1985. Mr Larsen is a
Director of Air New Zealand, Richmond, Vending Tech-
nologies and Owens Group and a former director of PDL
Holdings, Bonlac Foods and several dairy industry
companies.



Terrence Noel McFadgen
LLB (Hons) (Auckland) A
LLM (Harvard)

Executive Director

Initially appointed 2001
Last re-elected 2001

Mr McFadgen, 55, was appoint-
ed Chief Executive of Fletcher
Challenge Forests in October 2000.

He was previously Chief Executive of

Fletcher Challenge Building, a position to which he was
appointed in 1996. Mr McFadgen has held the position of
Commercial Director of the Construction and Property
Division of Fletcher Challenge, Chief Executive Officer of
Jennings Group (Australia) and he also headed the
Fletcher Challenge Group’s Executive Offices Department.
Mr McFadgen was, until 1990, a senior partner at Simpson
Grierson in Auckland and has worked with international law
firms in New York and London.

Simon Luke Moriarty
MS (Stanford), LLB (Hons), =
BCA i

Non-Executive Director -

Committees
Nominations

Initially appointed 2001
Last re-elected 2001

Mr Moriarty, 43, is the Chief

Executive Officer of Rubicon. Prior to

that he was Head of Strategy for Fletcher Challenge Limited
and also a member of its Executive Office, and was instru-
mental in structuring the financial separation of the Fletcher
Challenge Group in 2001. He joined Fletcher Challenge in
1982, and held a number of senior strategy and finance roles
across the Fletcher Challenge Group Divisions in New Zealand
and North America including Chief Financial Officer of
Fletcher Challenge Canada and Director of TimberWest
Forests.

Michael Carmody Walls
BA, LLB (VUW)
LLM (London) e -

Non-Executive Director

Commiittees
Audit

Due Diligence
Nominations

Initially appointed 2001
Last re-elected 2001

Mr Walls, 57, practises as a business consultant. He was
previously the Managing Director, Investment Banking, for
BZW New Zealand, and then for its successor, ABN AMRO New
Zealand, from 1997 to 2000. Prior to that Mr Walls practised
as a commercial lawyer at Chapman Tripp, where he was a
partner from 1972 until 1996 specialising in mergers and
acquisitions, international finance and corporate law.
Mr Walls is a former Chairman of Directors of BHP NZ Steel
Holdings, and a former Chairman of Directors of the listed
Independent Press Communications (now News and Media
New Zealand). In addition, he has been a director of a num-
ber of unlisted companies. He is the Chairman of the Board of
the New Zealand Institute of Economic Research.

The following Director ceased to hold office during the
financial year to 30 June 2002: Stephen Nash Hurley resigned
14 June 2002.



CORPORATE GOVERNANCE

Fletcher Challenge Forests Limited is a New Zealand-based forestry

company growing,

processing and marketing an exotic,

renewable

timber resource. Its securities are listed on the New Zealand, New York

and Australian stock exchanges.

In accordance with the generally accepted
requirement by the three exchanges for formal
adoption by boards of directors of corporate
governance practices, the Board of Fletcher
Challenge Forests Limited is committed to the
highest standards of behaviour and accounta-
bility and has adopted the following policies and
procedures. In addition, the Board has endorsed
the principles set out in the Code of Proper
Practice for Directors approved and adopted by
the

Institute of Directors in New Zealand

(Incorporated).

Board Responsibilities

The Board has statutory responsibility for the
affairs and activities of the Company, which in
practice is achieved through delegation to the
Company’s Chief Executive who is charged with
the day-to-day leadership and management of
the Company. The Chief Executive also has spe-
cial responsibility to manage and oversee the
interfaces between the Company and the public
and to act as the principal representative for the
Company.

The Board has the obligation to protect and
enhance the value of the assets of the Company
in the interests of the Company. It achieves this
through the approval of appropriate corporate
strategies, with particular regard to portfolio
composition and return expectations, including
the approval of transactions relating to acquisi-
tions and divestments and capital expenditures

above delegated authority limits, financial and
dividend policy and the review of performance
against strategic objectives.

Every year, the Board reviews and approves
a long-term strategic plan and one-year operat-
ing budget for the Company.

The formulation and implementation of policies
and reporting procedures for Management other
than that referred to above has been delegated
to the Chief Executive. The Board monitors those
delegations as part of the formal business of
each Board meeting.

Board Structure

The Constitution provides that the appropriate
size for the Board is between five and nine mem-
bers. One third of all Directors (excluding
Directors appointed by the Board during the year
and who must retire at the Annual Meeting)
stand for election every year. The Directors who
retire in each year are those who have been
longest in office since their last election. In the
case of Directors who were last appointed
Directors on the same day, those to retire will
be determined by agreement between those
Directors or, if they cannot agree, by lot.

The Board supports the concept of the separa-
tion of the role of Chairman from that of the Chief
Executive. The Chairman’s role is to manage the
Board effectively, to provide leadership to the
Board, and to interface with the Chief Executive.



At present, two former executives and the Chief
Executive are Directors. The current Chairman
was not previously an executive. The majority of
the Board are independent Directors.

The composition and terms of reference for the
Board, the Chairman, the Committees and the
Chief Executive are reviewed annually by the Board.
The Chairman annually assesses the effective-
ness of the Board and its Committees.

The Board seeks to ensure that new Directors are
appropriately introduced to Fletcher Challenge
Forests and all Directors are acquainted with rel-
evant industry knowledge and economics. This
includes visits to specific Company operations
when appropriate and briefings from key execu-
tives and industry experts.

Board Committees

Committees established by the Board review and
analyse policies and strategies, usually devel-
oped by Management, which are within their
terms of reference. They examine proposals and,
where appropriate, make recommendations to
the full Board. Committees do not take action or
make decisions on behalf of the Board unless
specifically mandated by prior Board authority
to do so.

The current Committees of the Board include
the Audit Committee, consisting entirely of Non-
Executive Directors, which meets on its own
with the external auditors before each half-
yearly and yearly results announcement and the

Due Diligence, Nominations (from September 2002)
and Remuneration Committees also consisting
entirely of Non-Executive Directors. From time
to time the Board may create ad hoc committees
to examine specific issues on behalf of the Board.

The Remuneration Committee of the Board pro-
vides quality assurance in respect of remun-
eration policies and practices, with a primary
emphasis on remuneration of senior executives.

Committee chairmen and members are appoint-
ed by the Board and, where possible, con-
sideration is given to having Directors rotate
their committee assignments.

A Committee may engage separate independent
counsel and/or advisors at the expense of the
Company in appropriate circumstances.

Meetings of the Board

The Chairman of the Board, with the assistance
of the Chief Executive, establishes the agenda
for each Board Meeting. Each Board member is
able to suggest the inclusion of items on the
agenda. Directors receive materials at least
seven days in advance of meetings for items
to be acted upon. Presentations on specific sub-
jects at Board meetings seek to summarise the
material sent to Directors so that discussion
is focused on the issues requiring Board deter-
mination.

The Board normally meets 11 times a year for
a full day and once a year for an extended
strategic planning meeting. During the year



ended 30 June 2002, a total of 26 Board meet-
ings were held, the additional number being due
to the unusual demands placed on the Board by
various proposals considered by the Board for
the acquisition of the assets of the Central North
Island Forest Partnership (In Receivership).

Succession planning and management develop-
ment is reported annually by the Chief Executive
to the Board.

The Board encourages the Chief Executive to
bring Management to Board meetings who can
provide additional insight into the items being
discussed because of personal involvement in
these matters, including employees whose future
potential the Chief Executive believes should be
given exposure to the Board.

The Board of Directors meets periodically on an
“in camera” basis without Management present.

Auditors

The Audit Committee is responsible for the over-
sight of the work of the Company’s external
auditors. This includes reviewing the services
provided by the auditors to ensure that non-audit
services are in compliance with relevant law
relating to the independence of external audi-
tors, such as the recent United States’ Sarbanes
Oxley Act 2002, and to ensure that the auditors’
objectivity and independence is maintained.

In the year ended 30 June 2002, in addition to
audit and audit related work, Pricewaterhouse-
Coopers provided certain services outside the
scope of audit and audit related work for addi-
tional remuneration of approximately $64,000.
The Board considers that the type of work and
the amount of fees did not prejudice that firm’s
independence and suitability to perform the
required audit and audit related work for the
Company.

Health, Safety and Environmental Policy
Fletcher Challenge Forests is committed to
meeting all of its environmental obligations and
regulatory requirements.

There are systems and procedures in place which
ensure that these areas are continually moni-
tored, assessed and reported through manage-
In addition, Fletcher
Challenge Forests prepares a publicly available

ment to the Board.

annual Health, Safety and Environment Report
which describes the Company’s performance in
these areas for the prior year.

Legal Requirements

Fletcher Challenge Forests is also subject to a
number of governance requirements imposed on
it by virtue of its listings in the United States,
Australia and New Zealand. Many of these
requirements are, as at the date of this Annual
Report, under development by the relevant
authorities. Fletcher Challenge Forests’ policy is
to comply in all material respects with all such
governance requirements. Fletcher Challenge
Forests in practice already complies with most
of the proposed new governance requirements,
but is conducting a full review of its governance
policies and practices to ensure that they reflect
“best practice”.

These Governance Guidelines have been devel-
oped and approved by the Board and are
reviewed by the Board at least annually.



Board Committees

The Board had, during the financial year, three
Audit,
Remuneration and Due Diligence. In September
2002, the Board also established a Nominations
Committee. Committee meetings are held on an

ongoing permanent Committees -

“as required” basis.

Audit:

Committee members

M C Walls (Chairman), M J Andrews, R H Fisher,
W A Larsen, Sir Dryden Spring

The audit of Fletcher Challenge Forests is a
continuous process which enables the external
auditors and the Board’s Audit Committee to fully
review the Group’s accounting and internal con-
trol policies, procedures and practices. During the
year ended 30 June 2002 a total of five Com-
mittee meetings were held. The Committee has
adopted a comprehensive Charter addressing
membership, authority, primary and specific
responsibilities and reporting procedures. The Com-
mittee comprises five Non-Executive Directors.

Due Diligence:

Committee members

M C Walls (Chairman), M J Andrews, R H Fisher,
W A Larsen

The Due Diligence Committee, established to
oversee the processes required as a result of
New Zealand and international securities legisla-
tion pertaining to the standards of disclosure
in prospectuses, information and offering mem-
oranda and annual reports, comprises three Non-
Executive Directors.

Directors’ Attendance at Meetings

One of the Due Diligence Committee’s objectives
is to ensure compliance with relevant securities
laws in circumstances where a document pub-
lished by the Company could be deemed
directly or indirectly to represent an invitation to
invest or subscribe in the Company’s securities.

A major part of the Committee’s work involves
the review of draft documents. During the year
ended 30 June 2002, a total of eight Committee
meetings were held.

Remuneration:
Committee members
R H Fisher (Chairman), M J Andrews, W A Larsen

The Remuneration Committee comprises three
Non-Executive Directors who assist the Board
in respect of senior executive remuneration,
general
policies and practices, alignment of remunera-

remuneration policies, recruitment
tion with the Company’s objectives and general
employment-related issues. During the vyear

ended 30 June 2002 the Committee met twice.

Nominations:

Committee members

Sir Dryden Spring (Chairman), M J Andrews,

R H Fisher, W A Larsen, S L Moriarty, M C Walls
The Nominations Committee comprises six Non-
Executive Directors. Its role is to identify and recom-
mend individuals to the Board for nomination as
members of the Board and its committees.

Directors’ attendance at meetings for the year ended 30 June 2002

Board Meetings Audit Due Diligence Remuneration
Committee Committee Committee
A B A B A B A B
D T Spring 26 26 5 5
M J Andrews 26 23 5 1 6 3 2 2
R H Fisher 26 23 5 4 8 6 2 2
S N Hurley 25 14
W A Larsen 26 20 5 3 2 2 2 2
T N McFadgen 26 25
S L Moriarty 20 20
M C Walls 26 26 5 5 8 8

A = Meetings held while a Director or Committee member

B = Meetings attended



MANAGEMENT'S DISCUSSION
AND ANALYSIS

Fletcher Challenge Forests’ earnings before interest and taxation (EBIT),
prior to unusual items, were $136 million, or 4.9 cents per share, including
a forest crop revaluation of $53 million. EBIT, before unusual items and the
crop revaluation, totalled $83 million for the year, an increase of $66 million
over the $17 million recorded last year.

Other highlights were:
= EBIT of $136 million represented a Return on Capital Employed of 9.6%.
= EBIT from our North American operations were up 136% on 2001.

= Cash flow from operations before working capital for the year was strong at $56 million, increasing
from $22 million in the first six months to $34 million in the second half.

= EBIT before unusual items grew strongly in the second half of the financial year to $93 million,
compared to $43 million recorded in the first six months of the year.

Our Japan Engineered Wood Products operation performed unsatisfactorily, and has been discontinued.

The results were achieved on the basis of a clearfell harvest from the Company’s estate of 1.59
million m3. Our annual harvest will increase by approximately 45% over the next six years as our
forests mature, with a commensurate growth in operating earnings and cash flow.

The strong growth in operating earnings was assisted by the benefits flowing through from the
Company’s ongoing cost reduction programme, an excellent performance from our North American
operations, and an unrealised foreign exchange gain ($25 million) as a result of the strengthening New
Zealand dollar. Markets were generally stronger in the last six months.

Net profit after tax, before unusual items, was $75 million, or 2.7 cents per share, a $128 million turn-
around compared to the loss of $53 million in the year to June 2001®. Unusual items for the current
period, principally the write-off of the balance of the
Company’s subordinated loan to the CNIFP which
was announced in the first half of the year, totalled - pre Unusuals

Earnings Summary

$324 million after tax, resulting in a net loss for the NZZO;)Z
m
year of $249 million.
EBIT (pre Unusuals and Revaluation) 83
Forest Crop Revaluation 53
EBIT (pre Unusuals) 136
Funding Costs -22
Taxation/Minority Interest -39
Net Profit (pre Unusuals) 75

(1) Refer to the Reconciliation Schedule on page 32 for the
calculation of the prior year comparatives.




During the period to June 2002 the value of our
forest estate rose 5% to $1.176 billion. The incre-
ment of $53 million has been taken to earnings.

Our forest estate is still maturing and the volume
being harvested is less than the biological
growth on all remaining areas, giving rise to an
increase in forest inventory of $51 million. An
increase in the 12 quarter price index was also a
positive factor, assisting the higher valuation.

Change in Forest Valuation

2002
NZ$m
Opening Crop Valuation 1,123
Growth and Replanting 128
Harvesting Removals -77
Movement in Price Index 18
Other Changes -16
Net Revaluation 53
Closing Crop Valuation 1,176

The Company is now in a very satisfactory
financial position, with net debt reduced to
$247 million, down $76 million from $323 mil-
lion at June 2001.

No dividend has been declared in respect of the
2002 year. Having regard to the Company’s com-
fortable debt level and increased financial
flexibility, the Directors are currently reviewing

capital management options.

Net tangible assets per share rose to 41 cents at
June 2002, from 39.3 cents at December 2001.

A US$28 million claim against the Company by
Precision Lumber of the United States has been
formally withdrawn by Precision, with no liability
to the Company.

In return for a payment of approximately US$3
million, we have also eliminated any claims from
Rubicon in connection with the sale of certain
assets to Rubicon at the time of the Fletcher
Challenge Limited separation in 2001. This
included eliminating an obligation to make a
fund of US$10 million available to Rubicon to
cover costs associated with transferring legal title
to those assets.

The Receivers’ claims against the Company in
relation to the previous operations of the CNIFP
remain to be resolved, since the Receivers’ agree-
ment to withdraw this action has now lapsed
following the Company’s termination of the
CNIFP purchase agreement. As previously
advised, the Company is of the view that these

claims are without substance.



Review by Business Segment

Forest and Logs recorded EBIT before unusual items and crop revaluation of $37 million, compared
to $6 million the previous year, calculated on a comparable basis. The second half of the 2002 year
contributed $21 million compared to $16 million in the first six months.

Sales revenue fell slightly to $254 million compared to $272 million in June 2001. External sales
volumes from our own forests increased by 13% to 1.33 million m?® compared to the year to June 2001,
reflecting the stronger wood products markets and our maturing forest resource. However this was
more than offset by a 22% fall in the lower margin third party trading volumes to 1.88 million m?, due
primarily to a change in terms of trade for certain chip suppliers.

The second half of the year showed a further improvement in prices, which were up 11% compared
to the first half.

Exports accounted for 62% of sales revenue compared to 55% in the year to June 2001. Our largest
market, Korea, continued to show a steady lift in demand, with volumes from our total managed estate
exceeding 1 million m? for the year, up 32%. Combined with the strong growth in the China market,
where log sales volumes increased 95% year-on-year, this set the tone for log exports and we saw
prices lift across the board. Korean U-grade prices rose 11% in US dollars, June-on-june.

Domestic sawlog sales rose slightly, underpinned by the strength of the residential construction
sectors in both New Zealand and Australia.

The result was assisted by continuing emphasis on a low cost structure, efficient supply chains, and
optimising market allocation through an effective sales and operational planning process.
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EBIT before unusual items were $21 million for the 2002 year, up from $14 mil-
lion in June 2001. Excluding the Japanese Engineered Wood Product operation
(EWP), which has been discontinued, EBIT before unusual items showed a 72%
increase to $31 million compared to $18 million the prior year. On a six monthly
basis EBIT, excluding JEWP, increased from $12 million in the first half to
$19 million in the second half of the year.

The JEWP business unit continued to experience difficult trading conditions, and
our efforts to restructure this business were unsuccessful. It recorded a loss of
$10 million at the EBIT level before unusual items, and we have now withdrawn
from this market segment in Japan. We will continue to produce a range of engin-
eered products for the Australasian markets.

Increased demand and stronger prices produced a 13% increase in sales revenue,
from $350 million in June 2001 to $395 million in June 2002. Equity earnings and
dividends from our associate companies ($14 million) increased operating
revenue to $409 million for the period to June 2002. Exports accounted for 56%
of sales revenue, and were split between North America (39%), Australia (8%)
and Asia (9%).

The increase in sales of high value products to North America was especially
noteworthy given the uncertainty in the US economy. Housing sector spending
has been particularly robust and wood prices rose significantly in the second half
of the year. For example the benchmark Moulding and Better grade of lumber
rose over 60%, from US$800 in December to US$1,300 per m? by year end.

Earnings from our associate companies improved markedly from a loss of $2 mil-
lion in June 2001 to a contribution of $14 million in June 2002. This result has
been enhanced by our equity positions in US distribution companies, and these
are expected to have more strategic significance as our US business continues to
grow. Following the adoption of a recently released Financial Reporting Standard,
equity earnings, previously included below EBIT, are now included within
Operating Revenue.




Sales Volumes®”
(000 m°) 12 months to June 2002 June 2001 June 2000

Log/Residue Sales
Forest Estate

Pruned Radiata Sawlogs 124 70 105
Structural Radiata Sawlogs 230 229 188
Utility Radiata Sawlogs 549 484 554
Industrial Radiata Sawlogs 322 220 333
Douglas Fir Sawlogs 1 1 2
Pulp Logs and Residues 361 411 410
Production Thinnings 156 105 9
Total Forest Estate 1,743 1,520 1,601
Third Party Trading® 2,091 2,602 2,296
Intra-Company Trading -622 -535 -578
Total 3,212 3,587 3,319

Manufactured Product Sales®

Solid Lineal Mouldings 31 26 26
Laminated and Finger-Jointed Product 84 77 69
Lumber 553 498 517
Total 668 601 612
Third Party Lumber Trading 82 85 96
Total 750 686 708

(1) Represents 100% of the volumes from managed operations excluding CNIFP.
(2) Includes logs, chips and residues.
(3) Excludes 50% owned associate operations in Argentina (sold March 2001).

(1) Reconciliation Schedule

At 30 June 2001 the Company changed its forest accounting policy. This table shows a reconcili-
ation of earnings and cash flow from continuing operations for the prior period, incorporating
adjustments to align with the new policy and for unusual items.

Year ended 30 June 2001 EBIT" Net Earnings Cash Flow from
Operations before
(NZ$ million) Working Capital
Per Financial Statements -1,671 -1,377 104
Add back net Unusual Losses (net of Accrued Interest) 995 752 23
Forest Accounting Policy Adjustments
Forest Crop Revaluation 625 555 =
Forest Depletions 86 63 -
Capitalised Costs -18 -12 -18
Capitalised Interest — -34 -111
Adjusted Comparatives (before Unusual Iltems)® 17 -53 -2

(1) Earnings before Interest and Taxation. (2) Excludes any current period forest crop revaluation.



FINANCIALS

The Directors are pleased to present the Annual Report for the year ended
30 June 2002.

For and on behalf of the Directors.
m W % %4%?4/\,

Sir Dryden Spring Terry McFadgen
Chairman of Directors Chief Executive

20 September 2002




FLETCHER CHALLENGE FORESTS LIMITED AND SUBSIDIARIES

STATEMENT OF ACCOUNTING POLICIES

Basis of Presentation

The Financial Statements presented are those of Fletcher
Challenge Forests Limited (the Parent Company), and Fletcher
Challenge Forests Limited and Subsidiaries (the Group).

Accounting Convention

The Financial Statements are based on the general principles of
historical cost accounting with the exception of Forest Crop and
investments as noted below. These Financial Statements are
presented in accordance with the Companies Act 1993 and have
been prepared in accordance with the Financial Reporting Act
1993 and comply with generally accepted accounting practice in
New Zealand (NZ GAAP). NZ GAAP does differ in certain respects
from generally accepted accounting principles in the United
States (US GAAP). For a description of the significant differences
and the related effect on these financial statements refer to
note 30.

All policies have been applied on a consistent basis except as
disclosed in note 1, Accounting Changes.

Estimates

The preparation of Financial Statements in conformity with
generally accepted accounting practice requires Management

to make estimates and assumptions that affect the reported
amounts of assets and liabilities, disclosure of contingent assets
and liabilities at the date of the Financial Statements and the
reported amounts of revenues and expenses during the
reporting period. Actual results could differ from those
estimates.

Basis of Consolidation

Statement of Financial Position

The Statement of Financial Position is a consolidation of Fletcher
Challenge Forests Limited and subsidiaries. The equity method
has been used for associate entities over which the Group has
significant influence but does not control (refer to note 17).

Shares Accounted for under the Treasury Stock Method
The Treasury Stock method of accounting is adopted where
consolidated subsidiaries hold shares in Fletcher Challenge
Forests Limited. On consolidation the cost, being purchase price,
of any such investment by the Group is deducted from Reported
Capital within Group Equity. The related shares are deducted
from shares outstanding using the Treasury Stock method.
Dividends and distributions are reduced by the dividends paid
on such shares.

Statement of Financial Performance

The Statement of Financial Performance includes the income
and expenses of all Group companies and their equity share of
associated entities’ earnings, but excludes unrealised earnings
on inter-company transactions. Funding costs attributed to
assets under development for Group use are capitalised as part
of the cost of those assets with such funding costs calculated
on an avoidable cost basis.

Goodwill on Acquisition

Fair values are assigned to the assets and liabilities of
subsidiaries and associates of the Group at the date the interests
in those entities are acquired. After assigning fair values to the
assets and liabilities of subsidiaries and associates acquired,
goodwill may arise when comparing the purchase cost to the
fair value assigned. Goodwill arises to the extent that the fair
value is determined to be less than the purchase cost and this
goodwill is amortised to Earnings on a systematic basis over
the period it is believed benefits will arise. The period of
amortisation will generally be five years or less; however, in
individual cases it may be up to twenty years. The period of
amortisation of any goodwill is regularly reviewed and, if it is
believed that the amount remaining to be amortised will not be
recovered by future benefits to be realised, the unrecoverable
amount is written off to Earnings and the balance amortised
over the period it is believed benefits will be realised. Negative
goodwill on acquisition arises to the extent the fair value is
determined to exceed the purchase cost and this surplus is
applied to reduce the book value of