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| planned and performed my audit so as to obtain all the information and explanations which |
considered necessary in order to provide me with sufficient evidence to give reasonable
assurance that the financial statements and the part of the Remuneration Report to be audited
are free from material misstatement, whether caused by fraud or error, and that in all material
respects the expenditure and income have been applied to the purposes intended by Parliament
and the financial transactions conform to the authorities which govern them. In forming my
opinion | also evaluated the overall adequacy of the presentation of information in the financial
statements and the part of the Remuneration Report to be audited.

Opinions

In my opinion:

e the financial statements give a true and fair view, in accordance with the Government
Resources and Accounts Act 2000 and directions made thereunder by HM Treasury, of
the state of the Agency’s affairs as at 31 March 2009 and of the net deficit, recognised
gains and losses and cash flows for the year then ended;

e the financial statements and the part of the Remuneration Report to be audited have been
properly prepared in accordance with HM Treasury directions issued under the
Government Resources and Accounts Act 2000; and

e the information, which comprises the Management Commentary and Financial Commentary
included within the Annual Report, is consistent with the financial statements.

Opinion on Regularity

In my opinion, in all material respects, the expenditure and income have been applied to the
purposes intended by Parliament and the financial transactions conform to the authorities which
govern them.

Report

| have no observations to make on these financial statements.

Amyas C E Morse
Comptroller and Auditor General 15 July 2009

National Audit Office

151 Buckingham Palace Road
Victoria

London

SW1W 9SS
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INCOME AND EXPENDITURE ACCOUNT

for the year ended 31 March 2009

2008-09 2007-08
Note £000 £000
Operating Income
Sales of Timber 24,953 26,281
Forest Protection and Maintenance 592 373
Management and Development of Estate 2
Continuing operations 8,780 9,849
Discontinued operations - 22
34,325 36,525
Operating Expenditure
Forest Planning 2,896 3,084
Harvesting and Haulage of Timber 12,020 11,907
Forest Roads 2,891 2,913
Forest Protection and Maintenance 14,282 13,706
Management and Development of Estate 2
Continuing operations 8,657 9,830
Discontinued operations - 98
40,746 41,538
Operating Deficit (6,421) (5,013)
Recreation, Conservation & Heritage
Income 16,412 14,734
Expenditure 31,668 30,001
(15,256) (15,267)
Operating Deficit Net of R,C & H (21,677) (20,280)
Surplus/(deficit) on sale of properties 4 309 346
Deficit (21,368) (19,934)
Notional cost of capital 5 (24,031) (19,467)
Net Deficit for the Year (45,399) (39,401)
Transferred to General Fund 13 (45,399) (39,401)

There have been no acquisitions during the year

The notes on pages 109 to 128 form part of these accounts
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STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES

FOR THE YEAR ENDED 31 MARCH 2009

2008-09 2007-08

Note £000 £000

Net deficit for the year (45,399) (39,401)
Revaluation surplus for the year 14 157,159 105,469
Movement in donated asset reserve 15(a) (39) 389
Movement in government grant reserve 15(b) 1,458 3,003
Total recognised gains and losses for the financial year 113,179 69,460

The notes on pages 109 to 128 form part of these accounts
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BALANCE SHEET

as at 31 March 2009

2008-09 2007-08
Note £000 £000
Fixed Assets
Tangible assets 6 746,814 591,286
Investment 7 4,297 4,297
Debtors falling due after more than one year 9 9,658 9,445
Current Assets
Stocks 8 3,857 3,564
Debtors 9 12,261 12,566
Cash at banks and in hand 10 22 35
16,140 16,165
Creditors (amounts falling due within one year) 11 (9,301) (9,777)
Net Current Assets 6,839 6,388
Total assets less current liabilities 767,608 611,416
Creditors (amounts falling due after more than one year) 11 (2,440) (2,359)
Provision for Liabilities and Charges 12 (416) (574)
764,752 608,483
Capital and Reserves
General fund 13 348,497 350,346
Revaluation reserve 14 404,154 247,340
Donated Asset Reserve 15a 1,507 1,567
Government Grant Reserve 15b 10,594 9,230
764,752 608,483

S Hodgson
Accounting Officer
8 July 2009

The notes on pages 109 to 128 form part of these accounts
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CASH FLOW STATEMENT

for the year ended 31 March 2009

2008-09 2007-08

Note £000 £000

Net cash outflow from operating activities 16a (20,136) (19,157)
Capital expenditure and financial investment 16b (880) 411
Financing 16¢c 21,003 18,762
(Decrease)/Increase in cash 10 (13) 16

The notes on pages 109 to 128 form part of these accounts

108



Forestry Commission Great Britain/England Annual Report and Accounts 2008-09

NOTES TO THE ACCOUNTS

NOTE1 ACCOUNTING POLICIES

These financial statements have been prepared in accordance with the 2008-09 Government Financial
Reporting Manual (FReM) issued by HM Treasury. The accounting policies contained in the FReM follow UK
generally accepted accounting practice for companies (UK GAAP) to the extent that it is meaningful and
appropriate to the public sector.

Where the FReM permits a choice of accounting policy, the accounting policy which has been judged to be
most appropriate to the particular circumstances of Forest Enterprise England for the purpose of giving a true
and fair view has been selected. Forest Enterprise England’s accounting policies have been applied
consistently in dealing with items considered material in relation to the accounts.

1.1 Accounting convention

These accounts have been prepared under the historical cost convention modified to account for the
revaluation of fixed assets.

1.2 Capital charges

A notional charge, reflecting the cost of capital used by Forest Enterprise England, is included in the income
and expenditure account. The charge is calculated at the government’s standard rate of 3.5% in real terms on
the average carrying amount of all assets less liabilities except for cash balances held by the Office of the
Paymaster General.

1.3 Pensions

Past and present employees are covered by the provisions of the Principal Civil Service Pension Scheme
(PCSPS). The defined benefit schemes are unfunded and are non-contributory except in respect of
dependants’ benefits. Forest Enterprise England recognises the expected cost of these elements on a
systematic and rational basis over the period during which it benefits from employees’ services by payment to
the PCSPS of amounts calculated on an accruing basis. Liability for payment of future benefits is a charge on
the PCSPS. In respect of the defined contribution schemes, Forest Enterprise England recognises the
contributions payable for the year.

1.4 Contingent liabilities

In addition to contingent liabilities disclosed in accordance with FRS 12, Forest Enterprise England discloses
for parliamentary reporting and accountability purposes certain statutory and non-statutory contingent
liabilities where the likelihood of economic benefit is remote, but which have been reported to Parliament in
accordance with the requirements of HM Treasury's Managing Public Money.

Where the time value of money is material, contingent liabilities which are required to be disclosed under FRS
12 are stated at discounted amounts and the amount reported to Parliament separately noted. Contingent
liabilities that are not required to be disclosed by FRS 12 are stated at the amounts reported to Parliament.

1.5 Tangible fixed assets

Legal ownership of all land and buildings is vested in the Secretary of State with legal ownership of the
timber, including uncut trees, vested in the Forestry Commissioners. Legal ownership of other tangible fixed
assets is vested in the Forestry Commissioners. Where the agency is the principal beneficial user of assets
owned by the Secretary of State or Forestry Commissioners these are treated as a fixed asset of the agency.
See also 'Land and Buildings Leased to Customers' at 1.9 below and 'Leases' at 1.13. below.

Until 31 March 2008, tangible fixed assets were revalued annually as at 31 March. With the agreement of HM
Treasury future valuations shall be carried out on 1 April. Valuations shall use prospective indices that look
ahead to the next balance sheet date and shall also be adjusted to reflect the differences between the actual
changes in prices in the prior year and the earlier prediction.
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Forest Estate

Until 31 March 2008 full professional valuations were undertaken at five-yearly intervals by a panel
comprising Forest Enterprise England’s country land agent and two external valuers. From 1 April 2008, a
firm of external valuers undertakes the professional valuations. Valuations are in accordance with the RICS
Appraisal and Valuation Standards (the “Red Book”) and are based on the assets’ existing use. This is
because the forest estate is regarded as a non-specialised asset that is occupied by its owners for the
purposes of their business. The next full professional valuation took place on 1 April 2009. From 1 April
2009, accounts shall be prepared under International Accounting Standards and the Forest Estate shall be
valued under the Fair Value or Fair Value less costs to sale basis as appropriate. Prospective indices
provided by the valuers are used to restate values in the intervening years. Use of the indices has continued
after 1 April 2008.

Non-forest land

Professionally qualified staff employed by the Forestry Commission undertake a full revaluation of non-forest
land at five-yearly intervals coinciding with that for the forest estate. They follow the principles set out in the
RICS Red Book and value on the basis of Open Market Value, Existing Use Value, Depreciated Replacement
Cost or Discounted Cash Flow as appropriate under the RICS guidance. Internal valuations, with the
exception of Community Woodlands, are subject to review by external professional valuers. Indices provided
by the District Valuer are used to restate values between full valuations. A full valuation took place on 1 April
2008.

Dwellings and other buildings

Professionally qualified staff employed by the Forestry Commission undertake a full revaluation of dwellings
and other buildings at five-yearly intervals coinciding with that for the forest estate and non-forest land. They
follow the principles set out in the RICS Red Book and value on the basis of Open Market Value, Existing Use
Value, Depreciated Replacement Cost or Discounted Cash Flow as appropriate under the RICS guidance.
Internal valuations are subject to review by external professional valuers. Indices provided by the District
Valuer are used to restate values between full valuations. A full valuation took place on 1 April 2008. The
normal threshold for capitalisation of buildings is £10,000.

Expenditure on infrastructure

To maximise the environmental, social and economic benefits of the Forest Estate and Other Land, the
Commission improves and develops access and services by adding to the infrastructure on its sites.
Infrastructure includes new roads, bridges, culverts etc. Costs in respect of infrastructure works are
expensed as they occur. The Commission takes the view that the professional valuations of the Forest Estate
and Other Land properly recognise the contribution that infrastructure items make to land values.

Surplus properties

Fixed assets are reviewed regularly to ensure they continue to contribute positively to policy and business
objectives. Assets that no longer provide the required level of contribution are considered for disposal by
senior management. Decisions to sell such properties take into account a number of factors including the
social and environmental effects as well as marketability. Surplus properties are retained in their fixed asset
category and continue to be valued on the appropriate basis as set out in the preceding paragraphs.
However, values may be materially affected by development factors such as the award of planning
permissions. Where this occurs, assets are revalued to an Open Market Value based on advice provided by
the selling agents and taking account of the circumstances of the sales. Revaluation takes place in the
quarter following the development event.

Forestry vehicles, machinery and equipment

Forestry vehicles, machinery and equipment are revalued every five years by professionally qualified staff
employed by the Forestry Commission. They are restated to current value in the intervening years using
valuations provided by internal professionally qualified staff for specialist forestry machinery and indices
provided by the Office for National Statistics for all other assets. The normal threshold for capitalisation of
assets is £3,000.
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Office machinery and equipment

Office machinery and equipment values are restated to current value each year using indices provided by the
Office for National Statistics. The normal threshold for capitalisation of assets is £2,000.

Internally generated software systems with a direct cost of £5,000 or more are recognised as a tangible fixed
asset. Direct staff costs are capitalised where an individual spends at least 50% of their time on software
development work. The Assets are amortised over their expected useful economic life to a maximum of
seven years. Management carries out an annual review of software and expected economic lives.

Assets under construction

Assets under construction are carried at cost and are transferred to the appropriate fixed asset category when
ready for use.

1.6 Donations

Donations in respect of capital expenditure are credited to a donated asset reserve. Subsequent revaluations
are also taken to this reserve. Each year, an amount equal to the depreciation charge on the asset is
released from the donated asset reserve to the Income and Expenditure account. Where the donor
contributes only part of the cost of the fixed asset, only that proportion is released from the donated asset
reserve.

1.7 Government grants receivable

Government grants in respect of capital expenditure are credited to a government grant reserve. Subsequent
revaluations are also taken to this reserve. Each year, an amount equal to the depreciation charge on the
asset is released from the government grant reserve to the Income and Expenditure account. Where the grant
contributes only part of the cost of the fixed asset, only that proportion is released from the government grant
reserve. Grants of a revenue nature are credited to income so as to match them with the expenditure to which
they relate.

1.8 Depreciation

Land (forest estate and non-forest) held under freehold and assets under construction are not depreciated in
accordance with FRS 15.

Depreciation is provided on all other tangible fixed, including donated, assets at rates calculated to write off the
valuation, less estimated residual values, of each asset evenly over its expected useful life. Asset lives are as
follows:

Land held under a finance lease - unexpired term of the lease

Lease premium - unexpired term of the lease

Freehold buildings - up to 60 years

Assets held under a finance lease - lesser of unexpired term of lease and
remaining useful economic life

Forestry vehicles, machinery and equipment - over 3 to 16 years

Office equipment - over 4 to 20 years

1.9 Land and Buildings Leased to Customers

Land and buildings leased to external parties under a finance lease is deemed to be sold at a commercial price and
taken to the Income and Expenditure account at the inception of the lease. Debtors under finance leases represent
the discounted cash value of the outstanding amounts due under the agreements. The discount rates reflect the
appropriate commercial environment. Finance lease interest is recognised over the primary period of the lease so as
to produce a constant rate of return on the net cash investments. Assets leased to external parties under operating
leases is capitalised under the appropriate accounting policy. Operating lease income is accounted for on a straight
line basis with any rental increases recognised during the period to which they relate.
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1.10 Subsidiaries, associates and joint ventures

Where Forest Enterprise England holds investments in subsidiaries, associates or joint ventures and does not
exercise in-year budgetary control, then, in accordance with FReM 2.4, the investment is treated as a fixed
asset investment.

1.11 Stocks

Finished goods and work in progress are valued as follows:-

a. timber at the cost of production;

b. seed at the lower of cost of collection or net realisable value;

C. plants and livestock at net realisable value;

d. consumable materials and supplies held for continuing use are valued at cost or, where materially

different, current replacement costs, and at net realisable value only when they either cannot or will
not be used.

Cost of production and collection comprises labour and attributable administrative expenses based on the
normal level of activity. Net realisable value is based on estimated selling prices, less further costs expected
to be incurred to completion and disposal.

1.12 Turnover

Turnover represents income receivable from forestry and related activities and is stated net of value added
tax.

1.13 Leases

Where substantially all the risks and rewards of ownership of a leased asset are borne by the Forestry
Commission (a Finance Lease), the right to use the asset is recorded as a tangible fixed asset of the agency.
A corresponding debt is recorded to the lessor represented by the minimum lease payments discounted by
the inherent commercial rate in the lease or, if this is not available, the Treasury discount rate of 3.5% in real
terms. The interest element of the finance lease payment is charged to the Income and Expenditure Account
over the period of the lease at a constant rate in relation to the balance outstanding. Costs in respect of
operating leases (any lease other than a Finance Lease) are charged on a straight-line basis to expenditure
over the lease term.

Where land held under a lease give the Forestry Commissioners a right to carry out forestry activities on the
land, the value of timber including uncut trees, is treated as a fixed asset of the agency. These values are
included in the valuation of the forest estate.

1.14 Provisions

Forest Enterprise England provides for legal or constructive obligations which are of uncertain timing or
amount at the balance sheet date on the basis of the best estimate of the expenditure required to settle the
obligation. Where the effect of the time value of money is significant, the estimated risk-adjusted cashflows
are discounted using the real rate set by HM Treasury.

1.15 Value added tax (VAT)

The Forestry Commission is registered for VAT and accounts for it on a Great Britain basis, which includes
any VAT transactions for Forest Enterprise England. Any VAT due to or from HM Revenue and Customs at
the year end is included in the Forestry Commission Great Britain/England accounts as a debtor or creditor in
the balance sheet. Irrecoverable VAT is charged to the income and expenditure account in the year in which it
is incurred.

1.16 Third party assets

Third party assets are not recorded on the face of these accounts. A disclosure is made in the accounts of
amounts owing to third parties at the balance sheet date.

112



Forestry Commission Great Britain/England Annual Report and Accounts 2008-09

1.17 Financial Assets
Classification

Forest Enterprise England classifies its financial assets in the following categories: at fair value through profit
or loss, loans and receivables, and available for sale. The classification depends on the purpose for which the
financial assets were acquired. Management determines the classification of its financial assets at initial
recognition.

(a) Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss comprise derivatives. Assets in this category are classified
as current assets. Forest Enterprise England does not trade in derivatives and does not apply hedge
accounting.

(b) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. They are included in current assets, except for maturities greater than 12 months
after the balance sheet date. These are classified as non-current assets. Loans and receivables comprise
trade debtors and other receivables and cash and cash equivalents in the Balance sheet.

(c) Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives that are either designated in this category or not
classified in any of the other categories. They are included in non-current assets unless management intends
to dispose of the investment within 12 months of the balance sheet date. Available for sale financial assets
comprise investments.

Recognition and measurement

Financial assets are recognised when Forest Enterprise England becomes party to the contractual provisions
of the financial instrument.

Financial assets are derecognised when the rights to receive cash flows from the asset have expired or have
been transferred and Forest Enterprise England has transferred substantially all risks and rewards of
ownership.

(a) Financial assets at fair value through profit or loss

Financial assets carried at fair value through profit or loss are initially recognised at fair value, and transaction
costs are expensed in the income and expenditure account.

Financial assets carried at fair value through profit or loss are subsequently measured at fair value. Gains or
losses arising from changes in the fair value are presented in the operating cost statement.

(b) Loans and receivables

Loans and receivables are recognised initially at fair value and subsequently measured at amortised cost
using the effective interest method, less provision for impairment. A provision for impairment of loans and
receivables is established when there is objective evidence that Forest Enterprise England will not be able to
collect all amounts due according to the original terms of the receivables. Significant financial difficulties of the
debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and default or delinquency
in payments are considered indicators that the loan and receivable is impaired. The amount of the provision is
the difference between the asset’s carrying amount and the present value of estimated future cash flows,
discounted at the original effective interest rate. The carrying amount of the asset is reduced through the use
of an allowance account, and the amount of the loss is recognised in the Income and Expenditure account.
When a loan or receivable is uncollectible, it is written off against the allowance account. Subsequent
recoveries of amounts previously written off are credited in the Income and Expenditure account.
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(c) Available-for-sale financial assets

Available-for-sale financial assets are initially recognised and subsequently carried at fair value. Changes in
the fair value of financial assets classified as available for sale are recognised in equity. When financial
assets classified as available for sale are sold or impaired, the accumulated fair value adjustments recognised
in equity are included in the operating cost statement. Dividends on available-for-sale equity instruments are
recognised in the Income and Expenditure account when the Forest Enterprise England’s right to receive payments
is established.

The fair values of quoted investments are based on current bid prices. If the market for a financial asset is not
active (and for unlisted securities), Forest Enterprise England establishes fair value by using valuation
techniques. These include the use of recent arm’s length transactions, reference to other instruments that are
substantially the same, discounted cash flow analysis, and option pricing models, making maximum use of
market inputs and relying as little as possible on entity-specific inputs.

Forest Enterprise England assesses at each balance sheet date whether there is objective evidence that a
financial asset or a group of financial assets is impaired. In the case of equity securities classified as available
for sale, a significant or prolonged decline in the fair value of the security below its cost is considered as an
indicator that the securities are impaired. If any such evidence exists for available-for-sale financial assets,
the cumulative loss — measured as the difference between the acquisition cost and the current fair value, less
any impairment loss on that financial asset previously recognised in profit or loss — is removed from equity
and recognised in the Income and Expenditure account. Impairment losses recognised in the income and expenditure
account on equity instruments are not reversed through the income and expenditure account.

1.18 Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at call with banks, cash balances held by the
Office of the Paymaster General and other short-term highly liquid investments with original maturities of three
months or less, and bank overdrafts. Bank overdrafts are shown within borrowings in current liabilities on the
Balance sheet.

1.19 Financial Liabilities

Classification

Forest Enterprise England classifies its financial liabilities in the following categories: at fair value through
profit or loss, and other financial liabilities. The classification depends on the purpose for which the financial
liabilities were issued. Management determines the classification of its financial liabilities at initial recognition.
(a) Financial liabilities at fair value through profit or loss

Financial liabilities at fair value through profit or loss comprise derivatives. Liabilities in this category are
classified as current liabilities. Forest Enterprise England does not trade in derivatives and does not apply
hedge accounting.

(b) Other financial liabilities

Other financial liabilities are included in current liabilities, except for maturities greater than 12 months after
the balance sheet date. These are classified as non-current liabilities. Forest Enterprise England’s other

financial liabilities comprise trade creditors and other payables in the Balance sheet.

Recognition and measurement

Financial liabilities are recognised when Forest Enterprise England becomes party to the contractual
provisions of the financial instrument.

A financial liability is removed from the Balance sheet when it is extinguished, that is when the obligation is
discharged, cancelled or expired.

(a) Financial liabilities at fair value through profit or loss

114



Forestry Commission Great Britain/England Annual Report and Accounts 2008-09

Financial liabilities carried at fair value through profit or loss are initially recognised at fair value, and
transaction costs are expensed in the income and expenditure account.

Financial liabilities carried at fair value through profit or loss are subsequently measured at fair value. Gains
or losses arising from changes in the fair value are presented in the income and expenditure account.

(b) Other financial liabilities

Other financial liabilities are recognised initially at fair value and subsequently measured at amortised cost
using the effective interest method.

NOTE 2 OPERATING DEFICIT

The operating deficit net of recreation, conservation and heritage is stated after charging:

2008-09 2007-08

£000 £000

Depreciation of fixed assets 2,203 2,156

Hire of plant and equipment 1,481 835
Operating lease rentals:

Land and buildings 343 121

Plant and machinery 1,818 1,656

Auditors’ remuneration — audit work 85 70

Auditors’ remuneration — non-audit work - -

Shared central services 4,456 3,722

Expenditure includes the cost of shared central services provided to Forest Enterprise England. As part of the
Forestry Devolution Review, shared central services are defined as those where a single provider is
considered the best solution, in terms of practicality, cost or the needs of stakeholders although primary
direction comes from the countries. Seven areas of work are identified as shared services:

* Finance and accounting services

* Information and communications technology

* Human Resources, including forestry training services
e Communications

* Grants and licences

* Operational support services

For each of the shared services, a service board was formed composed of ‘intelligent buyers’ from the
countries and Forest Research together with the service provider. The boards have joint accountability for the
operation of these services to ensure the needs of the customer and the wider organisation are met. Charges
were made at regular intervals during the year.

Business units covering mechanical and civil engineering and nurseries charge for their services under
service level agreements agreed with their service board. Expenditure was accounted for in each country at
the time it was incurred.

The Forest Research Agency provides research development and survey services to Forest Enterprise
England through a service level agreement and charges internal Forest Enterprise England customers in the
year. The Forest Research Agency is charged for shared services and business unit costs where
appropriate.

Income and expenditure from management and development of the estate included in the operating deficit
are:
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2008-09 2007-08
Income Expenditure Net Net
£000 £000 £000 £000
Continuing operations

Estate Management 3,411 3,995 (584) (676)
Other 5,369 4,662 707 695
8,780 8,657 123 19

Discontinued operations
Forest Holidays - - - (76)
Totals 8,780 8,657 123 (57)

Estate Management reflects the net cost of managing the non-forested estate which comprises houses,
farms, agricultural land and all other lettings. It includes surplus assets which are disposed of wherever
possible.

Other expenditure includes agency work carried out on a full cost recovery basis, net income earned by
Mechanical Engineering Services business unit and sale of Christmas trees.

NOTE 3 STAFF COSTS AND NUMBERS

3.1 Employees and costs

The average number of whole time equivalent persons employed in Forest Enterprise England during the year was
892 (954 in 2007-08). In addition, the number of whole time equivalents employed as Agency/Temporary staff was
62 (5 in 2007-08). The aggregate payroll costs were as follows:

2008-09 2007-08

£000 £000

Salaries 22,200 21,658
Social Security Costs 1,538 1,514
Other pension costs 3,826 3,731
Agency\temporary staff 132 116
27,696 27,019

Less recoveries in respect of outward secondments - (31)
27,696 26,988

The Principal Civil Service Pension Scheme (PCSPS) is an unfunded multi-employer defined benefit scheme
but the Forestry Commission is unable to identify its share of the underlying assets and liabilities. The scheme
actuary valued the scheme as at 31 March 2007. You can find details in the resource accounts of the Cabinet
Office: Civil Superannuation (www.civilservice-pensions.gov.uk).

For 2008-09, employers’ contributions of £3,781,400 were payable to the PCSPS (2007/08 £3,731,000) at
one of four rates in the range 17.1% and 25.5%. of pensionable pay, based on salary bands (the rates in
2007-08 were between 17.1% and 25.5%). The scheme’s Actuary reviews employer contributions every four
years following a full scheme valuation. From 2007-08, the salary bands were revised and the rates remained
the same. The contribution rates are set to meet the cost of the benefits accruing during 2008-09 to be paid
when the member retires, and not the benefits paid during this period to existing pensioners.

Employees can opt to open a partnership pension account, a stakeholder pension with an employer
contribution. Employers’ contributions of £44,600 were paid to one or more of a panel of three appointed
stakeholder pension providers. Employer contributions are age-related and range from 3% to 12.5% of
pensionable pay. Employers also match employee contributions up to 3% of pensionable pay. In addition,
employer contributions of £2,800, 0.8% of pensionable pay, were payable to the PCSPS to cover the cost of
the future provision of lump sum benefits on death in service and ill health retirement of these employees.
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Contributions due to the partnership pension providers at the balance sheet date were £nil. Contributions
prepaid at that date were £nil.

1 individual retired early on ill health grounds; the total additional accrued pension liabilities in the year
amounted to £624.

NOTE 4 SALE OF PROPERTIES

2008-09 2007-08
£000 £000
Income 3,391 6,093
Less book value 2,726 5,365
665 728

Less disposal costs
External costs 100 192
Administration expenses 256 190
356 382
Surplus/(deficit) on sale of properties 309 346

NOTE 5 NOTIONAL COST OF CAPITAL

Notional cost of capital based on 3.5% of average total assets less liabilities employed in 2008-09
amounted to £24,031,000 (£19,467,000 in 2007-08).
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NOTE 6 TANGIBLE FIXED ASSETS

Dwellings POA
Forest and Other &
Estate Land Buildings VME OME AUC Total
£000 £000 £000 £000 £000 £000 £000
Valuation:
At 1 April 2008 487,864 41,693 63,214 4,744 265 6,825 604,605
Additions 330 - - 877 36 706 1,949
Donations/government grants - - - - - 2,355 2,355
Transfers - - 4,632 (307) - (4,632) (307)
Disposals (979) (10) (2,389) (188) (60) - (3,626)
Write-off - - - - - (8) (8)
Revaluation 96,570 58,696 867 316 - - 156,449
Impairment - - - - 3) - 3)
At 31 March 2009 583,785 100,379 66,324 5,442 238 5,246 761,414
Depreciation:
At 1 April 2008 - - 9,431 3,773 115 - 13,319
Provided during year - - 1,782 371 50 - 2,203
Transfers - - - (258) - - (258)
Disposals - - (652) (179) (58) - (889)
Revaluation - - - 226 - - 226
Impairment - - - - ) - (1)
At 31 March 2009 - - 10,561 3,933 106 - 14,600
Do pookvalue at 31 March 583,785 100,379 55,763 1,509 132 5,246 746,814
Net book value at 1 April 2008 487,864 41,693 53,783 971 150 6,825 591,286

Bidwells Chartered Surveyors revalued the forest estate at £585,211,000 as at 1 April 2008 with further
revaluations against this figure during 2008-09 reflected in the above table. The valuation was based on a
sample number of properties and the results extrapolated by staff employed by the Forestry Commission.
Values are determined using the Existing Use Value basis. The next full professional revaluation is due as at
1 April 2013. For 2008-09, valuations were updated using indexation information provided by Bidwells Chartered
Surveyors.

As at 1 April 2008, non-forest land was valued at £86,147,000 and dwellings and other buildings at
£62,730,000 by M R Thornycroft, MRICS, who is Head of Estates. This was on the basis of Open Market
Value, Existing Use Value, Depreciated Replacement Cost Value or Discounted Cash Flows as appropriate
under RICS guidance. The next full professional revaluation is due as at 1 April 2013. For 2008-09, valuations
were updated using indices provided by the District Valuer and valuations provided by the Country Land
Agent.

The forest estate and other land and buildings assets comprise both freehold and leasehold assets.

As at 31 March 2009, management had taken the decision that 51 properties within the Forest Estate and
Other Land were surplus to operational requirements. For marketing and other reasons these properties may
not be disposed of immediately. They are included in the financial statements at a net book value of
£5,377,000. These values have been determined using an Open Market Valuation basis by internal,
professionally qualified staff. Prior to revaluation the net book values were £4,366,000.

Plant and machinery was valued at £971,000 as at 1 April 2008. Specialist forestry machinery was valued by
professionally qualified staff employed by the Forestry Commission. All other assets were valued using
indices provided by the Office for National Statistics. The next full revaluation is due at 1 April 2013. In the
intervening years annual updates will be carried out based on the opinions of professionally qualified staff
employed by the Forestry Commission or using indices provided by the Office for National Statistics.
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Office machinery and equipment (OME) was restated to a current value of £132,000 at 31 March 2009 using
an index provided by the Office for National Statistics.

Additions to assets under construction included £400,000 funded by donations, £1,679,000 funded by UK
government grants and £276,000 funded by EU grants.

NOTE7 FIXED ASSET INVESTMENTS

The fixed asset investment represents Forest Enterprise England’s share in the limited liability partnership
between the Forestry Commissioners and the Camping and Caravanning Club to operate holiday facilities
within the Forestry Commission’s land holdings.

The investment is valued annually at 28 February on an Open Market Basis by Barrs & Co., specialist leisure
consultants and valuers.

NOTE8 STOCKS

2008-09 2007-08
£000 £000
Timber 573 587
Plants and seed 2,723 2,406
Consumable materials, supplies and livestock 561 571
3,857 3,564
NOTE9 DEBTORS
9(a) Analysis by type
2008-09 2007-08
£000 £000
Amounts falling due within one year:
Trade debtors 8,143 7,768
Other debtors 3 25
House purchase loans to employees 24 52
Partnership lease 408 394
Prepayments and accrued income 3,683 4,327
12,261 12,566
Amounts falling due after more than one year:
Partnership loan 3,565 3,565
Partnership lease 5,925 5,718
House purchase loans to employees 168 162
9,658 9,445
21,919 22,011

Forest Enterprise England had house purchase loans totalling £192,000 outstanding at 31 March 2009
relating to 20 employees.
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9(b) Intra-Government Balances

Amounts falling due Amounts falling due after

within one year more
than one year
2008-09 2007-08 2008-09 2007-08
£000 £000 £000 £000
Balances with other central government bodies 54 17 - -
Balances with local authorities 267 253 - -
Balances with public corporations and trading funds - 2 - -
Intra-government balances 321 272 - -
Balances with bodies external to government 11,940 12,294 9,658 9,445
Total debtors at 31 March 12,261 12,566 9,658 9,445
NOTE 10 CASH AT BANKS AND IN HAND
2008-09 2007-08
£000 £000
Cash at commercial banks and in hand 22 35
22 35
NOTE 11 CREDITORS
11(a) Analysis by type
2008-09 2007-08
£000 £000
Amounts falling due within one year:
Trade creditors 4,026 5,112
Other creditors 348 122
Accruals and deferred income 4,662 4,451
Current part of finance leases 214 74
Payments received on account 51 18
9,301 9,777
Amounts falling due after more than one year:
Finance leases 2,440 2,359
11,741 12,136

Forest Enterprise England acted as co-ordinator for the Interreg Project which was funded by the European
Union and which completed in 2008-09. The purpose of the Interreg Project was the promotion and guidance
of recreation and conservation in forestry. The duties of co-ordinators include receiving EU funds on behalf of
partners for onward transmission once work programmes have been approved. As third party assets these
sums are not recorded on the face of these accounts. At 31 March 2009 the amount held in Forestry
Commission bank accounts on behalf of partners was £nil (£66,445 in 2007-08).
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11(b) Intra-Government Balances

Amounts falling due Amounts falling due after
within one year more
than one year

2008-09 2007-08 2008-09 2007-08
£000 £000 £000 £000
Balances with other central government bodies 4 2 - -
Balances with local authorities 153 124 - -
Balances with NHS Trusts - - - -
Balances with public corporations and trading funds - 1 - -
Intra-government balances 157 127 - -
Balances with bodies external to government 9,144 9,650 2,440 2,359
Total creditors at 31 March 9,301 9,777 2,440 2,359

NOTE 12 PROVISION FOR LIABILITIES AND CHARGES

Early Departure Public Legal Other Legal Total
Costs Claims Claims

£000 £000 £000 £000

Balance at 1 April 2008 196 112 266 574
Provided in the year 8 148 123 279
Provisions not required written back - (64) (112) (176)
Provisions utilised in the year (123) (32) (114) (269)
Unwinding of discount 8 - - 8
Balance at 31 March 2009 89 164 163 416

Early departure costs

Forest Enterprise England meets the additional costs of benefits beyond the normal PCSPS benefits in
respect of employees who retire by paying the required amounts annually to the PCSPS over the period
between early departure and normal retirement date. Forest Enterprise England provides for this in full when
the early retirement programme becomes binding on the agency by establishing a provision for the estimated
payments.

Public and other legal claims

Provision has been made for various legal claims against Forest Enterprise England. The provision reflects all
known claims where legal advice indicates that it is more than probable that the claim will be successful and
the amount of the claim can be reliably estimated.

Legal claims which may succeed but are less likely to do so or cannot be estimated reliably are disclosed as
contingent liabilities. Public legal claims are those claims from the public for personal injury or damage
caused to property, and other legal claims are for compensation for injury to employees.
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NOTE 13 GENERAL FUND

2008-09 2007-08
£000 £000
Balance at 1 April 350,346 352,196
Movement in year:
Net deficit for the year (45,399) (39,401)
Notional cost of capital 24,031 19,467
Cash deficit funded by Forestry Commission 18,648 15,406
Transfers of fixed assets from/to other Forestry Bodies (50) (9)
Transferred to general fund (realised element of revaluation reserve) 345 2,488
Timing between accrual and cash VAT 49 (125)
Non-cash inter-country transfers 527 324
(1,849) (1,850)
Balance at 31 March 348,497 350,346
NOTE 14 REVALUATION RESERVE
2008-09 2007-08
£000 £000
Balance at 1 April 247,340 144,359
Arising on revaluation during the year:
Forest Estate 96,570 92,166
Land 58,696 8,600
Forest Holidays - 1,126
Dwellings and other buildings 1,804 3,520
VME 89 57
157,159 105,469
Transferred to general fund (realised element of revaluation reserve) (345) (2,488)
Balance at 31 March 404,154 247,340
The following realised revaluation surpluses were transferred to the General Fund:
2008-09 2007-08
£000 £000
Buildings (345) (2,488)
VME - -
(345) (2,488)
NOTE 15 RESERVES
Note 15 (a) Donated asset reserve
2008-09 2007-08
£000 £000
Balance at 1 April 1,567 1,185
Additions during the year 400 353
Revaluation (439) 36
Release to I&E (21) (7)
Balance at 31 March 1,507 1,567
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Note 15 (b) Government grant reserve

2008-09 2007-08
UK EU Total
£000 £000 £000 £000
Balance at 1 April 6,737 2,493 9,230 6,228
Additions during the year 1,679 276 1,955 3,003
Revaluations (279) (218) (497) -
Release to I&E (75) (19) (94) (D)
Balance at 31 March 8,062 2,532 10,594 9,230
NOTE 16 NOTES TO THE CASH FLOW STATEMENT
16(a) Reconciliation of net deficit to operating cash flows
2008-09 2007-08
£000 £000
Net deficit for the year (45,399) (39,401)
Notional cost of capital 24,031 19,467
Depreciation charges 2,203 2,156
Donated asset and government grant reserve released (115) (8)
(Profit) on sale of properties (665) (728)
Tangible fixed asset write-off 8 148
Impairment of tangible fixed assets 2 12
(Profit) on sale of other tangible fixed assets (18) (42)
Timing between accrual and cash VAT 49 (125)
Non-cash inter-country transfers 527 324
(Increase) in stocks (293) (197)
Decrease in debtors 87 404
less movements in debtors relating to items not passing through I&E - (3,172)
(Decrease) in creditors (395) 2,299
Use of provisions (158) (294)
Net cash outflow from operating activities (20,136) (19,157)
16(b) Analysis of capital expenditure and financial investment
£000 £000
Payments to acquire tangible fixed assets (4,311) (5,778)
Receipts from sale of properties 3,391 6,093
Receipts from sale of other tangible fixed assets 28 92
Increase in capital creditors 7 -
Lease repayment 5 4
Net cash (outflow)/inflow from investing activities (880) 411
16(c) Analysis of financing
2008-09 2007-08
£000 £000
Deficit funded by Forestry Commission 18,648 15,406
Donations toward capital expenditure 400 353
Government grants towards capital expenditure 1,955 3,003
Net financing 21,003 18,762
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NOTE 17 CAPITAL COMMITMENTS

Amounts contracted for but not provided in the accounts amounted to £471,600 (£1,793,000 for 2007-08) and
relates to building works at the Grizedale Visitor Centre.

NOTE 18 COMMITMENTS UNDER LEASES
Operating leases

Commitments on operating lease rentals for the next year are as follows:

2008-09 2007-08
£000 £000
Land and building leases expiring within:
One year - -
Two to five years 42 42
More than five years 301 80
343 122
Plant and machinery leases expiring within:
One year 494 344
Two to five years 1,314 1,312
More than five years 10 -
1,818 1,656
Finance leases
Obligations under finance leases fall due as follows:
£000 £000
Rentals due in one year or less 214 74
Rentals due in more than one year but not more than two years 163 74
Rentals due in more than two years but not more than five years 223 147
Rentals due in more than five years 2,054 2,037
2,654 2,332

NOTE 19 OTHER FINANCIAL COMMITMENTS

Forest Enterprise England has entered into non-cancellable contracts for artist fees and stage rental for the
‘Forest Concert Tour 2009’ at various venues throughout England of £2,306,234 (£2,059,576 for 2007-08).

NOTE 20 CONTINGENT LIABILITIES

There were no contingent liabilities.
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NOTE 21 POST BALANCE SHEET EVENTS

In accordance with the requirements of FRS21, post balance sheet events are considered up to the date on
which the accounts are authorised for issue. These accounts were authorised for issue on 16 July 2009.

NOTE 22 RELATED PARTY TRANSACTIONS

The Forestry Commission is regarded as a related party. During the year, Forest Enterprise England has had
a significant number of material transactions with the Forestry Commission.

In addition, Forestry Commission Great Britain/England has had various material transactions with other
government departments and other central government bodies. The main entities within government with
which the Forestry Commission has had dealings are H M Treasury, UK Co-ordinating Body, the Paymaster
General’s Office, HM Revenue and Customs, the Department for the Environment, Food and Rural Affairs,
Communities and Local Government, the North West Development Agency and Yorkshire Forward.

During the year, Forest Enterprise England entered into the following material transactions involving the non-
executive Commissioners of the Forestry Commission:-

Martin Gale, a non-executive Forestry Commissioner, was Chairman of Tilhill Forestry until 30" May 2007,
and Vice-President of UPM Corporation until 30" May 2007 and is a non-executive Director of BSW Timber
plc. UPM Corporation is the parent company of Caledonian Paper and Tilhill Forestry Ltd. Tilhill Forestry has
an interest in BSW plc.

The value of purchases from Forest Enterprise England was:

BSW Timber plc £1,307,000
Tilhill Forestry £2,498,000

Amounts owing to Forest Enterprise England at 31 March 2009 were:

BSW Timber plc £201,000
Tilhill Forestry £386,000

Simon Hodgson, Chief Executive of Forest Enterprise England , is Chair of the England Forest Industries
Partnership that approved a Forestry Commission grant of £50,000 to the Confederation of Forest Industries
UK Itd.

NOTE 23 FINANCIAL INSTRUMENTS

23.1 Investments in non-public sector bodies (Available for sale financial assets)

2008-09 2007-08

£000 £000

At 1 April 4,297 -
Additions - 3,173
Net gains/losses transfer from equity - 1,124
Net gains/losses transfer to equity - -
At 31 March 4,297 4,297
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Available for sale financial assets comprises Forest Enterprise England’s partnership share of Forest
Holidays LLP, an unlisted investment denominated in UK pounds.

23.2 Financial Instruments by Category

2008-09 2007-08
Loans and  Available- Total Loans and Available- Total
Receivables for-Sale Receivables for-Sale
£000 £000 £000 £000 £000 £000
Assets as per the Balance Sheet
Available-for-sale financial assets - 4,297 4,297 - 4,297 4,297
Derivative financial instruments - - - - - -
Trade and other receivables 18,236 - 18,236 17,684 - 17,684
(excluding prepayments)
Financial assets at fair value - - - - - -
through profit and loss
Cash and cash equivalents 22 - 22 35 - 35
Total 18,258 4,297 22,555 17,719 4,297 22,016
2008-09 2007-08
Liabilities at Other Total Liabilities at Other Total
fair value financial fair value financial
through the liabilities through the liabilities
profit and profit and loss
loss
£000 £000 £000 £000 £000 £000
Liabilities as per the Balance Sheet
Borrowings  (excluding finance - - - - - -
lease liabilities)
Finance lease liabilities - 2,654 2,654 - 2,433 2,433
Derivative financial instruments - - - - - -
Trade and other payables - 6,728 6,728 - 12,199 12,199
excluding statutory liabilities
Total - 9,382 9,382 - 14,632 14,632

23.3 Exposure to Risk
Forest Enterprise England’s activities expose it to a variety of financial risks.

Credit risk — the possibility that other parties might fail to pay amounts due;

Liquidity risk — the possibility that the Forest Enterprise England might not have funds available to meet its
commitments to make payments; and

Market risk —  the possibility that financial loss might arise as a result of changes in such measures as
interest rates and stock market movements.

Because of the largely non-trading nature of its activities and the way in which government departments are
financed, Forest Enterprise England is not exposed to the degree of financial risk faced by business entities.

a) Credit Risk

Credit risks arise from cash and cash equivalents, deposits with banks and other institutions, as well as credit
exposures to customers, including outstanding receivables and committed transactions.

Forest Enterprise England’s exposure to credit risk is limited to the risk on non-payment by customers, as no
deposits are held with commercial institutions.
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Customers are assessed, taking into accounts their financial position, past experience and other factors, with
individual credit limits being set in accordance with internal ratings and parameters set by Forest Enterprise
England.

The utilisation of credit limits is regularly monitored, and overdue payments are tracked on an individual
basis. At 31 March 2009, Forest Enterprise England made provision against fourteen debts totalling £67,000
analysed as follows:-

2008-09

£000

Customer ceased trading or is in administration 63
Other 4
Total 67

£2,683,000 of the £8,143,000 trade debtor balance at 31 March 2009 is past its due date for payment. The
past due amount can be analysed by age as follows:

2008-09

£000

Less than one month 890
One to two months 685
Two to three months 68
More than three months 1,040
Total 2,683

b) Liquidity Risk

The Forestry Commission makes provision for the use of resources by Forest Enterprise England for revenue
and capital purposes each financial year. The Westminster Government makes provision for the Forestry
Commission's use of resources in a Consolidated Fund Act for each financial year. Resources and accruing
resources may be used only for the purposes specified and up to the amounts specified in the Consolidated
Fund Act. The Act also specifies an overall cash authorisation to operate for the financial year. Forest
Enterprise England is not therefore exposed to significant liquidity risks.

The table below analyses the financial liabilities into relevant maturity groupings based on the remaining
period at the balance sheet to contractual maturity date. The amounts disclosed in the table are contractual
discounted cash flows. Trade and other payables excluding statutory liabilities balances due within 12 months

equal their carrying balances as the impact of discounting is not significant.

Less than 1 Between1and 2 Between 2 and 5 Over 5 years

year years years

£000 £000 £000 £000
At 31 March 2009
Borrowings (excluding finance lease liabilities) - - - -
Finance lease liabilities 214 163 223 2,054
Derivative financial instruments - - - -
Trade and other payables excluding statutory 6,728 - - -
liabilities
Total 6,942 163 223 2,054

Less than 1 Between1and 2 Between 2 and 5 Over 5 years

year years years

£000 £000 £000 £000
At 31 March 2008
Borrowings (excluding finance lease liabilities) - - - -
Finance lease liabilities 74 74 147 2,037
Derivative financial instruments - - - -
Trade and other payables excluding statutory 12,199 - - -
liabilities
Total 12,273 74 147 2,037
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c) Market Risk

The Agency has no powers to borrow or invest surplus funds. Financial assets and liabilities are generated by
day-to-day operational activities and are not held to manage the risks facing the Agency in undertaking its
activities.

(i) Cash flow and fair value interest rate risk

Forest Enterprise England has no significant interest bearing assets or liabilities and as such income and
expenditure cashflows are substantially independent of market interest rates.

(ii) Foreign Currency Risk

Forest Enterprise England does not generally undertake transactions in foreign currency, therefore its
exposure to foreign currency risk is minimal.

23.4 Capital risk management
Forest Enterprise England has no powers to borrow or invest surplus funds.
23.5 Fair Value Estimation

The carrying value less impairment provision of trade receivables and payables are assumed to approximate
their fair value.

NOTE 24 FINANCIAL PERFORMANCE MEASURES

The financial performance measures set by the National Committee for England for 2008-09 and the actual
outturns achieved were:

2008-09 Target

2008/09

£000 £000

Operating deficit 45,399 37,897
Cash deficit 20,136 18,663
Gross receipts from sale of properties 3,391 6,364
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ACCOUNTS DIRECTION GIVEN BY THE TREASURY IN ACCORDANCE WITH SECTION 7
(2) OF THE GOVERNMENT RESOURCES AND ACCOUNTS ACT 2000

1. Forest Enterprise England shall prepare accounts for the year ending 31 March 2009 in compliance
with the accounting principles and disclosure requirements of the edition of the Government Financial
Reporting Manual issued by H M Treasury (“the FReM”) which is in force for 2008-09.

2. The accounts shall be prepared so as to:

(a) Give a true and fair view of the state of affairs as at 31 March 2009 and of the income and
expenditure (or, as appropriate, net resource outturn), total recognised gains and losses (or, as
appropriate, recognised gains and losses), and cash flows of the agency for the financial year then
ended; and

(b) Provide disclosure of any material expenditure or income that has not been applied to the
purposes intended by Parliament or material transactions that have not conformed to the
authorities which govern them.

3. Compliance with the requirements of the FReM will, in all but exceptional circumstances, be
necessary for the accounts to give a true and fair view. If, in these exceptional circumstances,
compliance with the requirements of the FReM is inconsistent with the requirement to give a true and
fair view, the requirements of the FReM should be departed from only to the extent necessary to give
a true and fair view. In such cases, informed and unbiased judgement should be used to devise an
appropriate alternative treatment which should be consistent with both the economic characteristics of
the circumstances concerned and the spirit of the FReM. Any material departure from the FReM
should be discussed in the first instance with the Treasury.

il =

Ken Beeton
Director, Financial Management and Reporting, Her Majesty’s Treasury
18 December 2008
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SCHEDULE 1

ADDITIONAL REQUIREMENTS

Annual Report
1. The Annual Report shall be prepared in accordance with the provisions of the Government Financial
Reporting Manual.

Income and Expenditure Account

2. The income and expenditure account shall be in a form which discloses the information described below,
as the recommended formats described in Schedule 4 to the Companies Act are not appropriate for Forest
Enterprise:

a. under “operating income”:
e sales of timber
e other forest sales
e other activities

b. under “operating expenditure (by activity)”:
* harvesting and haulage of timber
* restocking after felling
» forest roads
» forest maintenance and protection
* other activities

c. the resulting operating surplus/deficit shall be shown as a separate heading

d. under “recreation, conservation and heritage”™:
* income
* expenditure

e. giving operating surplus/deficit net of recreation, conservation and heritage
f. the surplus/deficit arising from the sale of properties and the notional cost of capital
g. the “net surplus/deficit for the year” which shall be transferred to the general fund.
3. Minor changes may be made to the headings in the accounts without the approval of HM Treasury.
Notes to the Accounts
4. The notes to the accounts shall include, inter alia, details of the total income, expenditure and operating

result for each of the operations shown within “other activities”, together with explanatory notes of the financial
objectives set and performance achieved.
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SCHEDULE 2

APPLICATION OF THE ACCOUNTING AND DISCLOSURE REQUIREMENTS OF THE COMPANIES ACT
AND ACCOUNTING STANDARDS

Companies Act

1. The disclosure exemptions permitted by the Companies Act shall not apply to Forest Enterprise
unless specifically approved by HM Treasury.

2. Forest Enterprise is not required to provide the historical cost information described in paragraph
33(3) of Schedule 4 to the Companies Act.

Accounting standards

3. Forest Enterprise is not required to include a note showing historical cost profits and losses as
described in FRS 3.
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