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Section 4 - Remuneration paid and other specific disclosures

A. Remuneration of Directors - audited

Details of Company and consolidated directors’ remuneration for the year ended 30 June 2007 and 30 June 2006 are set

out in the following table.

The total amount paid to all directors (executive and non-executive) for the year ended 30 June 2007 was $1,840,886

(2006: $1,505,998)

2007

Short-term Post-employment

Non- Superan-

Salary &
fees

mon-
etary
benefits

nuation
benefits

()

Other (2)

Termi-
nation
benefits

Non-executive

Share-
based
payments

Options

R.T. Gray 2007 67,500 4,573 72,073 6,075 - - - 78,148
R.T.J. Holyman | 2007 67,500 4,573 72,073 6,075 - - - - 78,148
D.M. McQuestin | 2007 67,500 4,573 72,073 6,075 - - - 78,148
C.A. van der Kley | 2007 67,500 4,573 72,073 6,075 - - - - 78,148
C.J. Newman 2007 67,500 4,573 72,073 6,075 - - - 78,148
R.V. Millar 2007 33,750 4,573 38,323 3,037 - - - - 41,360
Executive
J.E. Gay 2007 | 950,793 50,153 | 1,000,946 | 124,016 283,824 -| 1,408,786
Total | 2007 | 1,322,043 -1 77,591 1,399,634 157,428 283,824 - -| 1,840,886

Short-term Post-employment

Non- Superan-
mon- nuation

Termi-
nation
benefits

Salary & etary benefits

fees benefits (1) Other (2)

Non-executive

Share-
based
payments

Options

R.T. Gray 2006 67,500 5,671 73171 6,075| 22,500 - - - 101,746
R.T.J. Holyman 2006 67,500 5,671 73171 6,075 22,500 - -| 101,746
D.M. McQuestin | 2006 67,500 5,671 73,171 6,075| 22,500 - - - 101,746
C.A. van der Kley | 2006 67,500 5,671 73171 6,075| 22,500 - -| 101,746
C.). Newman 2006 67,500 5,671 73171 6,075| 52,375 - - - 131,621
Executive
J.E. Gay 2006 | 739,820 34,187 | 774,007 110,973 82,413 - - 967,393
Total | 2006 | 1,077,320 -| 62,542 1,139,862 141,348 142375 82,413 - -1 1,505,998

1 Superannuation contributions made on behalf of non-executive directors to satisfy the Company’s obligations under applicable

Superannuation Guarantee Charge legislation.

2 Amounts provided for by the Company during the financial year in relation to the contractual retirement payment to which non-executive
directors will be entitled under the Director Retirement Scheme upon retirement from office. The Directors’ Retirement Scheme was frozen
effective 30 June 2006 with the effect that no additional entitlements will be accrued for the Directors under the scheme from that date.

3 Other long term benefits comprise payment for accrued entitlements and the increased value of annual and long service leave entitlements.




B Remuneration of Executives - audited

Details of remuneration

Details of the remuneration paid to each of the 5 named executives of the Company and the consolidated entity with the
highest remuneration during the years ended 30 June 2007 and 30 June 2006 are set out in the following table.

Share-
Post- based
Short-term employment payments

Superan- Termi-
Non- nuation nation
STl cash | monetary benefits ben-
benefits | Other Total (1) efits | Options|  Total
Executives
W.L. Chapman 292,790 -1 45,562 30,318 368,670 32,206 - 48,411 - - 449,287
Company Secretary
I.M. Blanden 228,324 100,000 8,445/ 11,935 348,704 | 25,115 -| 25,822 - -1 399,641
Manager - GPL
L.R. Baker 315,901 -1 18,168 -1 334,069 33,815 -1 26,191 - -1 394,075
Manager - Forest Products
Division (Tamar), Executive
Director - GPL
B.E. Hayes 232,316 -1 18,668 -1 250,984 23,717 -1 (9,041) - - 265,660
Manager - Forest Products
Division (North West & South)
R.D. Coffey 187,203 - 23,045 -1 210,248 | 22,236 - (6,649) - - 225,835
Manager - Forest Products
Division (Marketing)
Total | 1,256,534 | 100,000 113,888 42,253 1,512,675 137,089 -| 84,734 - -1 1,734,498
Share-
Post-employ- based
Short-term ment payments
Superan- Termi-
Non- nuation nation
Salary & | STlcash | monetary benefits ben-
fees benefits (1) efits | Options
Executives
L.R. Baker 274115| 34,100 26,439 -1 334,654 30,152 - - - -1 364,806
Manager - Forest Products
Division (Tamar), Executive
Director - GPL
W.L. Chapman 220,600 - 24,212 - 244812 24,266 -1 5,659 - - 274,737
Company Secretary
B.E. Hayes 220,600 - 13,914 -1 234,514 24,266 -1 5,561 - -1 264,341
Manager - Forest Products
Division (North West & South)
I.M. Blanden 200,163 -1 17,923 - 218,086| 22,016 - - - -| 240,102
Manager - GPL
R.D. Coffey 178,360 -1 16,229 -1 194,589 19,619 -1 10,128 - - 224,336
Manager - Forest Products
Division (Marketing)
Total | 1,093,838 34,100 98,717 -1 1,226,655 120,319 -1 21,348 - -11,368,322

Note: Performance bonus payments are fully vested in the year of issue. Cash bonuses noted represent all bonuses payable to key management

personnel and are 100% of available bonuses.

1 Superannuation contributions made on behalf of key management personnel to satisfy the Company'’s obligations under applicable
Superannuation Guarantee Charge legislation.

2 Other long term benefits comprise payment for accrued entitlements and the increased value of annual and long service leave entitlements.

THIS IS THE END OF THE REMUNERATION REPORT
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Options
At the date of this report there were no unissued ordinary
shares of the Company under option.

During and since the end of the financial year the Company
has not issued any ordinary shares pursuant to the exercise
of share options.

Directors’ interests

The relevant interest of each director in the shares and
options over such instruments issued by the Company as
notified by the directors to the Australian Stock Exchange in
accordance with $205G(1) of the Corporations Act 2001, at
the date of this report is as follows:

Gunns Limited Options over | Interest in Managed
Ordinary shares ordinary shares | Investment Schemes
338

J. E. Gay 18,422,207 -

R. T. Gray 260,063 - -
R. T. ). Holyman 571,931 - -
D. M. McQuestin 2,263,512 - 44
C. A. van der Kley 134,326 - -
C. ). Newman 2,775,684 - -
R. V. Millar 6,888,433 - -

Indemnification and
insurance of officers

Indemnification

The Company’s constitution provides that the Company will
indemnify any director or executive officer of the Company
to the extent permitted by law against a liability that may
arise from their position as a director or officer of the
Company except where that liability arises out of conduct
involving a lack of good faith.

Insurance premiums

During the financial year the Company has paid premiums
under insurance contracts in respect of the directors and
executive officers of the Company for liability and legal
expenses for the year ended 30 June 2007. The Company
has also paid or agreed to pay premiums in respect of such
insurance contracts for the year ended 30 June 2008. The
directors have not included details of the nature of the
liabilities covered or the amount of premium paid in respect
of the directors and officers liability and legal expenses
insurance contracts, as such disclosure is prohibited under
the terms of the contract.

The premiums were paid in respect of the following current
directors and secretary of the Company and its controlled
entities: Messrs. J. E. Gay (Chairman), R.T. Gray, R. T.

J. Holyman, D. M. McQuestin, C. A. van der Kley, C. |.
Newman, R.V. Millar, R. |. Loone, P. ). Sullivan, L. R. Baker
and W. L. Chapman (Company Secretary).

Non-audit services

During the year KPMG, the Company’s auditor, has
performed certain other services in addition to their
statutory duties.

The board has considered the non-audit services provided
during the year by the auditor and in accordance with
written advice provided by resolution of the audit
committee, is satisfied that the provision of those services
during the year by the auditor is compatible with, and did
not compromise, the auditor independence requirements of
the Corporations Act 2001 for the following reasons:

¢ All non-audit services were subject to the corporate
governance procedures adopted by the Company and
have been reviewed by the audit committee to ensure
they do not impact the integrity and objectivity of the
auditor; and

e The non-audit services provided do not undermine
the general principles relating to auditor independence
as set out in Professional Statement F1 Professional
independence, as they did not involve reviewing
or auditing the auditor’s own work, acting in a
management or decision making capacity for the
Company, acting as an advocate for the Company or
jointly sharing risks and rewards.

A copy of the auditors’ independence declaration as
required under Section 307C of the Corporations Act is
included in the directors’ report.




Details of the amounts paid to the auditor of the Company,
KPMG, and its related practices for non-audit services
provided during the year are set out below:-

Services other than statutory audit:

Other regulatory audit service:

Consolidated

2007
$

workers compensation audit 1,850
Alliance financial audit 12,510
14,360

Other assurance services:
tax consolidation accounting services 8,524
AIFRS accounting services 63,165
purchasing & servicing agreements 4,628
76,317

Other services:

taxation compliance services 48,168
fringe benefits tax 3,800
recruitment assistance 8,386
services associated with Pulp Mill project 151,715
services associated with Product Disclosure Statements 44,800
256,869
Total services other than statutory audit 347,546

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

The lead auditor’s independence declaration is set out on
page 30 and forms part of the Directors’ Report for the year
ended 30 June 2007.

Rounding off

The Company is of a kind referred to in ASIC Class Order
98/100 dated 10 July 1998 and in accordance with that
Class Order, amounts in the financial report and directors’
report have been rounded off to the nearest thousand
dollars, unless otherwise stated.

Dated at Launceston this 28th day of September 2007.

Signed in accordance with a resolution of the directors:

Nt

D. M. McQuestin
Director

R. T. ). Holyman
Director
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Lead Auditor’s Independence Declaration under Section 307C of the
Corporation Act 2001

To: the directors of Gunns Limited

| declare that, to the best of my knowledge and belief, in relation to the audit for the financial year ended 30 June 2007 there
have been:

(i) no contraventions of the auditor independence requirements as set out in the Corporations Act 2001 in relation to the
audit, and

(i) no contraventions of any applicable code of professional conduct in relation to the audit.

kG

KPMG

Yot

M G Wallace
Partner

W
o
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Place: Launceston
Date: 28th day of September 2007
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KPMG. KPMG, an Australian partnership, is a
member of KPMG International, a Swiss
Association



Historical
Financial Data

Historical financial data for Gunns Limited and its controlled entities, derived from Gunns Limited’s audited consolidated
financial statements, are summarised in the following table:

Revenue ($m) 102, 154 613, 674 670| 638 690
EBIT 2 ($m) 7 9 18 36| 105 131| 175 173| 153| 145
Borrowing Costs (net) ($m) 2 2 4 10 27 25 24 29 30 43
PAT ($m) 3 5 9 18 53 74| 105 100 87 75
Operating Cashflow ($m) 12 6 19 12 89| 104| 116 80 67 21
Capital Expenditure (cash) ($m) 3 34 19| 427 40 52 571 114 159| 171

Earnings per share (basic) 4 | (cents) 26| 39, 6.0/ 105 16.7| 230 31.3 29.9| 24.7| 19.1
Dividends per share (ordinary) 4 | (cents) 201 25| 33| 4.0 6.8| 100 125 125| 16.0| 14.0
Dividends per share (special) 4 | (cents) - 75 - 35 -l 7.5 - - - -
Dividends per share (total) 4 | (cents) 2.0/ 100 33 75/ 6.8| 17.5| 125 125| 16.0| 14.0
Total Assets ($m) 87| 123| 143 704| 744| 879| 951 1,266/ 1,447 | 1,806
Debt (net) ($m) 23 54 60| 362| 327| 299| 286 382| 431| 592
Equity ($m) 43 44 50| 185| 218| 355| 444 577| 729| 878
Gearing 3 (%) 34% | 55% | 54%| 66% | 60% | 46% 39%| 40%| 37% | 40%
Interest cover (EBIT) (times) 36/ 50 49| 36| 38 53, 74 59| 51 3.4
NTA per share 4 3) 0.36, 0.30| 0.34| 0.58| 0.68| 1.07| 1.30, 1.97| 2.14| 2.48

Notes:
* 2005, 2006 & 2007 financial statements have been prepared under AIFRS.

1. Revenue has been extracted from historical financial statements. Accounting standards have modified the definition of revenue during
this period.

2. EBIT excludes borrowing costs as well as interest revenue.
3. Gearing is calculated as debt divided by the sum of debt and equity.

4. Share Subdivision - On 5 November 2004 the Company’s ordinary shares were subdivided on a 4:1 basis so that each share was
subdivided into four shares. For comparative purposes all prior period calculations have been disclosed as if the subdivision had been in
effect throughout the prior period and from 1 July 2004 to 5 November 2004.

w
—_—

100z Moday 1enuuy pajiwi] suung



Financial
Statements

32




Income Statements
For the year ended 30 June 2007

Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

Revenue 3(a) 689,895 637,583 499,022 450,130
Other income 3(c) 22,402 35,465 11,402 7,982
Expenses

Changes in inventories of finished goods and work in

progress (6,975) (5,043) (4,268) (2,688)
Raw materials and consumables used (335,748) (328,881) (262,463) (242,166)
Employee benefit expenses (80,797) (81,576) (69,558) (70,507)
Depreciation and amortisation 4 (18,716) (18,042) (8,938) (7,625)
Freight and shipment expenses (15,572) (20,940) (17,630) (16,040)
Selling and marketing expenses (36,672) (21,342) (13,838) (8,415)
Other expenses 4 (73,178) (43,767) (27,991) (7,305)
Profit before financing costs and tax 144,639 153,457 105,738 103,366
Financial income 3(b) 629 801 4,336 3,228
Financial expenses 4 (43,276) (30,636) (51,257) (37,473)
Net financing costs (42,647) (29,835) (46,921) (34,245)
Profit before tax 101,992 123,622 58,817 69,121
Income tax expense 6(a) (27,476) (36,435) 8,952 3,564
Net profit attributable to equity holders of the

parent entity 74,516 87,187 67,769 72,685
Basic earnings per share (cents) 7 19.1¢ 24.7c

Diluted earnings per share (cents) 7 18.8¢ 23.8¢

Statements of Recognised Income and Expense

Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

For the year ended 30 June 2007

Asset revaluation reserve - fair value adjustment 23(a) 5,562 (60) 5,469 -

Equity raising costs 22 (297) (4,475) (297) (4,475)
Foreign exchange translation difference 23(c) 823 (929) - -

Net income/(expense) recognised directly in equity 6,088 (5,464) 5172 (4,475)
Profit for the period 74,516 87,187 67,769 72,685

Total recognised income and expense for the period

attributable to equity holders of the parent entity 80,604 81,723 72,941 68,210

The Income Statements and Statements of Recognised Income and Expense are to be read in conjunction with the notes set out on pages 37 to 81
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Balance Sheets
As at 30 June 2007

Current assets

Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

Cash and cash equivalents 9 17,913 5,434 7,257 1,085
Trade and other receivables 10 158,843 154,038 54,023 52,246
Inventories 11 109,287 118,516 81,345 88,586
Biological assets 12 17,626 25,718 6,439 10,905
Income tax receivable 6(b) 1,879 1,008 1,890 1,023
Other 13 17,483 622 17,130 592
Total current assets 323,031 305,336 168,084 154,437
Non-current assets

Receivables 10 269,168 93,785 84,217 59,354
Inventories 11 12,030 11,945 12,030 11,945
Biological assets 12 236,014 227,749 37,558 28,990
Investments 14 90,779 1,595 417,939 323,927
Property, plant and equipment 15 869,909 798,788 469,708 401,446
Intangible assets 16 3,849 3,022 3,849 3,022
Deferred tax assets 6(d) 1,136 746 - -
Other 17 - - 91,242 -
Total non-current assets 1,482,885 1,137,630 1,116,543 828,684
Total assets 1,805,916 @ 1,442,966 @ 1,284,627 983,121
Current liabilities

Payables 18 132,658 96,691 91,746 68,040
Interest-bearing loans and borrowings 19 36,736 128,367 30,270 124,675
Provisions 20 12,675 11,065 8,130 6,671
Other 21 16,201 16,740 - -
Total current liabilities 198,270 252,863 130,146 199,386
Non-current liabilities

Payables 18 - - - 5413
Interest-bearing loans and borrowings 19 555,371 304,142 476,731 253,793
Deferred tax liabilities 6(c) 171,926 154,359 68,462 56,203
Provisions 20 2,618 2,540 2,335 2,379
Total non-current liabilities 729,915 461,041 547,528 317,788
Total liabilities 928,185 713,904 677,674 517,174
Net assets 877,731 729,062 606,953 465,947
Equity

Issued capital 22 458,040 327,907 458,040 327,907
Reserves 23 218,306 211,921 87,746 82,277
Retained earnings 24 201,385 189,234 61,167 55,763
Total equity 877,731 729,062 606,953 465,947

The Balance Sheets are to be read in conjunction with the notes set out on pages 37 to 81




Statements of Cash Flows

For the year ended 30 June 2007

_

Cash flows related to operating activities

Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

Cash receipts from customers 648,411 653,935 461,019 408,095

Cash receipts from managed investment financing 26,909 26,875 - -

Cash receipts from loan securitisation 22,721 - - -

Cash paid to suppliers and employees (625,479) (553,714) (409,262) (378,327)
Dividends received 57 55 57 55

Interest received 629 801 317 226

Borrowing costs paid (38,915) (23,428) (34,172 (25,536)
Income taxes paid (13,333) (37,616) (13,281) (37,599)
Net cash from operating activities 32(b) 21,000 66,908 4,678 (33,086)
Cash flows related to investing activities

Proceeds on disposal of non-current assets 2,398 2,008 2,294 1,790

Payments for purchases of property, plant

and equipment (81,337) (123,122) (68,836) (105,135)
Payments for standing timber, plantation, orchard

and vineyard establishment (12,461) (18,496) (7,819) (7,628)
Acquisition of investments (52,350) - (57,083) -

Acquisition of subsidiaries - - - (3,040)
Loans repaid by other entities - - 6,051 79,527

Payments for woodlot development expenditure (24,863) (17,854) (24,863) (17,854)
Net cash from investing activities (168,613) (157,464) (150,256) (52,340)
Cash flows related to financing activities

Net proceeds from issues of ordinary shares 65,378 - 65,378 -

Net proceeds from issue of FORESTS - 115,525 - 115,525

Proceeds from borrowings 660,247 130,920 645,870 118,548

Repayment of borrowings (508,330) (114,263) (503,992) (111,500)
Finance lease payments (4,702) (2,073) (3,005) (2,073)
Dividends paid (33,842) (49,183) (33,842) (49,183)
Net cash from financing activities 178,751 80,926 170,409 71,317

Net increase/(decrease) in cash and cash equivalents 31,138 (9,630) 24,831 (14,109)
Cash and cash equivalents at beginning of period (17,756) (8,126) (22,105) (7,996)
Cash and cash equivalents at end of period 32(a) 13,382 (17,756) 2,726 (22,105)

The Statements of Cash Flows are to be read in conjunction with the notes set out on pages 37 to 81
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

1. Statement of significant
accounting policies

Gunns Limited (the ‘Company’) is a company domiciled in
Australia. The consolidated financial report of the Company
for the financial year ended 30 June 2007 comprise the
Company and its subsidiaries (together referred to as the
‘consolidated entity’) and the consolidated entity’s interest
in associates and jointly controlled assets.

The financial report was authorised for issue by the directors
on 28 September 2007.

The significant policies which have been adopted in the
preparation of this financial report are:

(a) Statement of compliance

The financial report is a general purpose financial report
which has been prepared in accordance with Australian
Accounting Standards ("AASBs’) (including Australian
Interpretations) adopted by the Australian Accounting
Standards Board ("AASB’) and the Corporations Act 2001.
The consolidated financial report of the Group also complies
with International Financial Reporting Standards (‘IFRSs")
and interpretations adopted by the International Accounting
Standards Board.

(b) Basis of preparation

The financial report is presented in Australian dollars.

The following standards, amendments to standards and
interpretations have been identified as those which may
impact the entity in the period of initial application. They are
available for early adoption at 30 June 2007, but have not
been applied in preparing this financial report:

e AASB 7 Financial Instruments: Disclosures (August 2005)
replaces the presentation requirements of financial
instruments in AASB 132. AASB 7 is applicable for annual
reporting periods beginning on or after 1 January 2007, and
will require extensive additional disclosures with respect to
the Group's financial instruments and share capital.

* AASB 8 Operating Segments replaces the presentation
requirements of segment reporting in AASB 114
Segment Reporting. AASB 8 is applicable for annual
reporting periods beginning on or after 1 January 2009
and is not expected to have an impact on the financial
results of the Company and the Group as the standard is
only concerned with disclosures.

e AASB 2007-3 Amendments to Australian Accounting
Standards arising from AASB 8 makes amendments
to AASB 5 Non-current Assets Held for Sale and
Discontinued Operations, AASB 6 Exploration for and
Evaluation of Mineral Resources, AASB 102 Inventories,
AASB 107 Cash Flow Statements, AASB 119 Employee

Benefits, AASB 127 Consolidated and Separate Financial
Statements, AASB 134 Interim Financial Reporting, AASB
136 Impairment Assets, AASB 1023 General Insurance
Contracts and AASB 1038 Life Insurance Contracts.
AASB 2007-3 is applicable for annual reporting periods
beginning on or after 1 January 2009 and must

be adopted in conjunction with AASB 8 Operating
Segments. This standard is only expected to impact
disclosures contained within the financial report.

* Interpretation 10 Interim Financial Reporting and
Impairment prohibits the reversal of an impairment
loss recognised in a previous interim period in respect
of goodwill, an investment in an equity instrument or
a financial asset carried at cost. Interpretation 10 will
become mandatory for the Group’s 2008 financial
statements, and will apply to goodwill, investments
in equity instruments, and financial assets carried at
cost prospectively from the date that the Group first
applied the measurement criteria of AASB 136 and
AASB 139 respectively (i.e., 1 July 2004 and 1 July 2005,
respectively). The adoption of Interpretation 10 is not
expected to have a material impact on the results of the
consolidated financial report or the Company.

e AASB 2007-1 Amendments to Australian Accounting
Standards arising from AASB Interpretation Il amends
AASB 2 Share-based Payments to insert the transitional
provisions of AASB 2, previously contained in AASB
1 First-time Adoption of Australian Equivalents to
international Financial Reporting Standards. AASB 2007-1
is applicable for annual reporting periods beginning on
or after T March 2007 and is not expected to have any
impact on the consolidated financial report. The potential
impact on the Company has not yet been determined.

* AASB 2007-2 Amendments to Australian Accounting
Standards arising from AASB Interpretation 12 makes
amendments to AASB 1 First-time Adoption of Australian
Equivalents to International Financial Reporting
Standards, AASB 117 Leases, AASB 118 Revenue,

AASB 120 Accounting for Government Grants and
Disclosures of Government Assistance, AASB 121 The
Effects of Changes in Foreign Exchange Rates, AASB
127 Consolidated and Separate Financial Statement,
AASB 131 Interest in Joint Ventures, and AASB 139
Financial Instruments: Recognition and Measurement.
AASB 2007-2 is applicable for annual reporting periods
beginning on or after 1 January 2008 and must be
applied at the same time as Interpretation 12 Service
Concession Arrangements.

The financial report is prepared on the historical cost basis
except that the following assets and liabilities are stated at
their fair value: derivative financial instruments, investments
in listed companies, biological assets and freehold land.
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The Company is of a kind referred to in ASIC Class Order
98/100 dated 10 July 1998 (updated by CO 05/641 effective
28 July 2005 and CO 06/51 effective 31 January 2006)

and in accordance with that Class Order, amounts in the
financial report and Directors’ Report have been rounded off
to the nearest thousand dollars, unless otherwise stated.

The preparation of a financial report in conformity with
Australian Accounting Standards requires management to
make judgements, estimates and assumptions that affect
the application of policies and reported amounts of assets
and liabilities, income and expenses. The estimates and
associated assumptions are based on historical experience
and various other factors that are believed to be reasonable
under the circumstances, the results of which form the

basis of making the judgements about carrying values of
assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates.
These accounting policies have been consistently applied by
each entity in the consolidated entity.

The estimates and underlying assumptions are reviewed on
an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised if
the revision affects only that period, or in the period of the
revision and future periods if the revision affects both current
and future periods.

Judgements made by management in the application of
Australian Accounting Standards that have a significant effect
on the financial report and estimates with a significant risk of
material adjustment in the next year are discussed in note 1(aa).

The accounting policies set out below have been applied
consistently to all periods presented in the consolidated
financial report and have been applied consistently by all
entities in the consolidated entity.

Subsidiaries

Subsidiaries are entities controlled by the Company.
Control exists when the Company has the power, directly
or indirectly, to govern the financial and operating policies
of an entity so as to obtain benefits from its activities. In
assessing control, potential voting rights that presently

are exercisable or convertible are taken into account. The
financial statements of subsidiaries are included in the
consolidated financial statements from the date that control
commences until the date that control ceases.

Investments in subsidiaries are carried at their cost of
acquisition in the Company’s financial statements.

Associates (equity accounted investees)

Associates are those entities in which the Group has
significant influence, but not control, over the financial

and operating policies. Associates are accounted for using
the equity method (equity accounted investees). The
consolidated financial statements include the Group’s share

of the income and expenses of equity accounted investees,
after adjustments to align the accounting policies with
those of the Group, from the date that significant influence
or joint control commences until the date that significant
influence or joint control ceases. When the Group's share of
losses exceeds its interest in an equity accounted investee,
the carrying amount of that interest (including any long-
term investments) is reduced to nil and the recognition of
further losses is discontinued except to the extent that the
Group has an obligation or has made payments on behalf
of the investee.

Joint venture assets

The interest of the Company and of the consolidated entity
in unincorporated joint ventures and jointly controlled
assets are brought to account by recognising in its financial
statements the assets it controls, the liabilities that it incurs,
the expenses it incurs and its share of income that it earns
from the sale of goods or services by the joint venture.

Transactions eliminated
on consolidation

Intragroup balances and any unrealised gains and losses
or income and expenses arising from intragroup
transactions, are eliminated in preparing the consolidated
financial statements.

Unrealised losses are eliminated in the same way as
unrealised gains, but only to the extent that there is no
evidence of impairment.

Revenues are recognised at fair value of the consideration
received net of the amount of goods and services tax (GST).
Exchanges of goods or services of the same nature and
value without any cash consideration are not recognised

as revenues.

Sale of goods

Revenue from the sale of goods is recognised (net of returns,
discounts and allowances) when the significant risks and
rewards of ownership passes to the customer. No revenue

is recognised if there are significant uncertainties regarding
recovery of the consideration due, the costs incurred or

to be incurred cannot be measured reliably, there is a risk

of return of goods or there is continuing management
involvement with the goods.

Construction contracts

As soon as the outcome of construction contracts can
be estimated reliably, contract revenue and expenses
are recognised in the income statement in proportion
to the stage of completion of the contract. The stage of
completion is assessed by reference to surveys of work
performed. An expected loss on contract is recognised
immediately in the income statement.



Dividends

Dividend revenue from controlled entities is recognised
by the parent entity when they are declared by the
controlled entities.

Dividend revenue from other investments is recognised
when the dividends are received.

Dividends received out of pre-acquisition reserves of
controlled entities are eliminated against the carrying
amount of the investment and not recognised as revenue.

Managed investment schemes

Woodlot establishment services revenue is recognised in the
income statement in proportion to the stage of completion
of the transaction at balance date.

Vineyard management, supervision and other revenue are
recognised in the income statement in proportion to the
stage of completion of the transaction at balance date.

Walnut management, supervision and other revenue are
recognised in the income statement in proportion to the
stage of completion of the transaction at balance date.

The stage of completion is assessed by reference to
inspection of the work performed and consideration of the
establishment, management, supervision or other relevant
costs incurred relative to total estimated costs.

Standing timber fair value movement

Increments in the fair value of standing timber are recognised
as other income in the financial year in which they occur.

The net increment in the fair value of standing timber
recognised as other income is determined as the difference
between the fair value of standing timber as at the
beginning of the financial year and the fair value of standing
timber as at the end of the financial year, after deducting
plantation, forest establishment and acquisition expenditure
and costs incurred in maintaining and enhancing standing
timber for the year and adding back the fair value of
standing timber harvested during the year.

Grape vines and fair value movement

Increments in the fair value of grape vines recognised as
other income is determined as the difference between the
fair value of grape vines as at the beginning of the financial
year and the fair value of grape vines as at the end of the
financial year after deducting establishment and acquisition
expenditure and costs incurred in maintaining and
enhancing of grape vines for the year and adding back the
fair value of grapes harvested during the year.

Sale of non-current assets

The net gain or loss on disposal is calculated as the
difference between the carrying amount of the asset at the
time of disposal and the net proceeds on disposal.

Revenues, expenses and assets are recognised net of the
amount of GST, except where the amount of GST incurred is
not recoverable from the Australian Tax Office (ATO). In these
circumstances the GST is recognised as part of the cost of
acquisition of the asset or as part of an item of the expense.

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

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

Transactions

Transactions in foreign currencies are translated at the foreign
exchange rate ruling at the date of the transaction. Monetary
assets and liabilities denominated in foreign currencies at the
balance sheet date are translated to Australian dollars at the
foreign exchange rate ruling at that date. Foreign exchange
differences arising on translation are recognised in the
income statement. Non-monetary assets and liabilities that
are measured in terms of historical cost in a foreign currency
are translated using the exchange rate at the date of the
transaction. Non-monetary assets and liabilities denominated
in foreign currencies that are stated at fair value are translated
to Australian dollars at foreign exchange rates ruling at the
dates the fair value was determined.

Translation of controlled foreign entities

The assets and liabilities of foreign operations, including
goodwill and fair value adjustments arising on consolidation,
are translated to Australian dollars at foreign exchange

rates ruling at the balance sheet date. The revenues and
expenses of foreign operations, excluding foreign operations
in hyperinflationary economies, are translated to Australian
dollars at rates approximating to the foreign exchange

rates ruling at the dates of the transactions. The revenues
and expenses of foreign operations in hyperinflationary
economies are translated to Australian dollars at the foreign
exchange rates ruling at the balance sheet date. Foreign
exchange differences arising on retranslation are recognised
directly in a separate component of equity.

The consolidated entity uses derivative financial instruments
to hedge its exposure to foreign exchange and interest

rate risks arising from operating, financing and investing
activities. Derivative financial instruments are recognised
initially at fair value. Subsequent to initial recognition,
derivative financial instruments are stated at fair value. The
gain or loss on remeasurement to fair value is recognised
immediately in profit or loss.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

In the financial report, movement in fair value of foreign
exchange options of $19,289,000 have been expensed. These
options hedge Euro denominated capital expenditure exposures
related to the proposed Bell Bay pulp mill. In the view of the
directors the costs have been necessarily incurred in progressing
the pulp mill project, and if they had been capitalised the effect
on the consolidated financial statements would be as follows:

Actual Potential Proforma
results adjustment results
$°'000 $°'000 $°'000

Income statement

Other income 22,402 16,697 39,099
Other expenses (73,178) 2,592 (70,586)
Profit before tax 101,992 19,289 121,281

Income tax expense (27,476) (5,787) (33,263)
Profit after tax 74,516 13,502 88,018
Balance sheet

Property, plant & equipment 869,909 19,289 889,198
Total assets 1,805,916 19,289 1,825,205

Deferred tax liabilities 171,926 5,787 177,713
Total liabilities 928,185 5,787 933,972
Net assets 877,731 13,502 891,233
Retained earnings 201,385 13,502 214,887
Total equity 877,731 13,502 891,233

(i) Net financing costs

Financial income

Interest is recognised as it accrues, taking into account the
effective yield on the financial asset.

Financial expenses

Borrowing costs include interest, amortisation of ancillary
costs incurred in connection with arrangement of
borrowings and lease finance charges.

Other borrowing costs are expensed as incurred unless they
relate to qualifying assets. Qualifying assets are assets which
take more than 12 months to get ready for their intended
use or sale. In these circumstances, borrowing costs are
capitalised and offset against the related debt.

Transaction costs directly attributable to the acquisition of
a financial liability are accounted for as part of the financial
liability over the period the debt is outstanding.

(j) Taxation

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

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

Deferred tax is provided using the balance sheet liability
method, providing for temporary differences between

the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for taxation
purposes. The following temporary differences are not
provided for: initial recognition of goodwill, the initial
recognition of assets or liabilities that affect neither
accounting nor taxable profit, and differences relating

to investments in subsidiaries to the extent that they will
probably not reverse in the foreseeable future. The amount
of deferred tax provided is based on the expected manner
of realisation or settlement of the carrying amount of assets
and liabilities, using tax rates enacted or substantively
enacted at the balance sheet date.

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




Tax consolidation

The Company and its wholly-owned Australian resident
entities have formed a tax-consolidated group with effect
from 1 July 2003 and are therefore taxed as a single entity
from that date. The head entity within the tax-consolidated
group is Gunns Limited.

Current tax expense/income, deferred tax liabilities and
deferred tax assets arising from temporary differences of the
members of the tax-consolidated group are recognised in
the separate financial statements of the members of the tax-
consolidated group using the ‘stand alone-alone taxpayer’
approach whereby each entity in the tax consolidated group
measures its current and deferred taxes by reference to the
carrying amounts of assets and liabilities in the separate
financial statements of each entity and the tax values
applying under tax consolidation.

Any current tax liabilities (or assets) and deferred tax assets
arising from unused tax losses of the subsidiaries is assumed
by the head entity in the tax-consolidated group and are
recognised as amounts payable (receivable) to (from) other
entities in the tax-consolidated group in conjunction with
any tax funding arrangement amounts (refer below). Any
difference between these amounts is recognised by the
Company as an equity contribution or distribution.

Nature of tax funding arrangements
and tax sharing arrangements

The head entity, in conjunction with other members of

the tax-consolidated group, has entered into a tax funding
arrangement which sets out the funding obligations of
members of the tax-consolidated group in respect of tax
amounts. The tax funding arrangements require payments
to/from the head entity equal to the current tax liability
(asset) assumed by the head entity and any tax-loss deferred
tax asset assumed by the head entity, resulting in the head
entity recognising an inter-entity receivable (payable) equal
in amount to the tax liability (asset) assumed. The inter-
entity receivables (payables) are at call.

Contributions to fund the current tax liabilities are payable
as per the tax funding arrangement and reflect the timing
of the head entity’s obligation to make payments for tax
liabilities to the relevant tax authorities.

The head entity in conjunction with other members of the
tax-consolidated group, has also entered into a tax sharing
agreement. The tax sharing agreement provides for the
determination of the allocation of income tax liabilities
between the entities should the head entity default on its tax
payment obligations. No amounts have been recognised

in the financial statements in respect of this agreement as
payment of any amounts under the tax sharing agreement is
considered remote.

Carrying amount

Items of property, plant and equipment are stated at cost

or deemed cost less accumulated depreciation (see below)
and impairment losses (see note 1(p)) except for freehold
land which is stated at valuation refer note 1(q). The cost of
self-constructed assets includes the cost of materials, direct
labour, the initial estimate, where relevant, of the costs of
dismantling and removing the items and restoring the site
on which they are located, and an appropriate proportion of
production overheads. Financial expenses are capitalised to
qualifying assets as set out in Note 1(i).

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

Leased assets

Leases under which the Company or its controlled entities
assume substantially all the risks and benefits of ownership
are classified as finance leases. Other leases are classified as
operating leases.

Finance leases

Finance leases are capitalised. A lease asset and a lease
liability equal to the present value of the minimum lease
payments are recorded at the inception of the lease.

Lease liabilities are reduced by repayments of principal. The
interest components of the lease payments are expensed.
Contingent rentals are expensed as incurred.

Operating leases

Payments made under operating leases are expensed on a
straight line basis over the term of the lease, except where
an alternative basis is more representative of the pattern of
benefits to be derived from the leased property.

Depreciation

All property, plant and equipment have limited useful lives
and are depreciated using the straight line method over
their estimated useful lives, with the exception of plant
and equipment. Finance leased plant and equipment is
amortised over the term of the relevant lease, or where it is
likely the consolidated entity will obtain ownership of the
asset, the life of the asset. Other plant and equipment is
depreciated using either straight line, diminishing value or
units of production methods.

Assets are depreciated from the date of acquisition or, in
respect of internally constructed assets, from the time an
asset is completed and held ready for use.



Depreciation rates and methods are reviewed annually for
appropriateness. When changes are made, adjustments are
reflected prospectively in current and future periods only.

The consolidated entity constructs roads on freehold land
and land owned by other parties in order to provide access
to standing timber. Construction expenditure is capitalised
and then amortised. Roads on property not owned by the
consolidated entity are amortised over the life of the relevant
wood supply contract. Roads on freehold land are amortised
on the basis of an assessment of effective useful life. This
may extend to multiple harvest rotations.

Road maintenance costs are expensed as they are incurred.

The depreciation rates used for each class of asset are
as follows:

2007 2006
Buildings 2% - 22.5% 2.5%-17%
Plant and equipment | 2% - 50% 2% - 50%

Roads minimum 2.2% | minimum 2.2%

The collectibility of debtors and loans is assessed at balance
date and specific provision is made for any doubtful
accounts. Trade debtors and loans are stated at amortised
cost less impairment losses.

Inventories are valued at the lower of cost and net realisable
value. Net realisable value is the estimated selling price in
the ordinary course of business, less the estimated costs

of completion and selling expenses. Costs are assigned to
timber and veneer inventories on the basis of first in first out
or average cost methods whichever is the most appropriate
for each class of inventory and include expenditure incurred
in acquiring or processing the inventory to its existing
condition and location. Cost includes an appropriate
proportion of both variable and fixed costs, the latter being
allocated on the basis of normal operating capacity.

The cost of woodchips on hand reflects an accumulation

of both direct and indirect costs associated with their
production, transportation and storage. Where woodchips
are a joint product of the timber production process,

an estimate of the product cost of the sawmill residue is
included as raw material cost. This amount is then deducted
from the cost of sawn timber.

Inventories which require a period in excess of twelve
months to be processed for sale are classified as non-current.

Construction work in progress represents the gross unbilled
amount expected to be collected from customers for
contract work performed to date. It is measured at cost
plus profit recognised to date less progress billings and
recognised losses. Cost includes all expenditure related
directly to specific projects and an allocation of fixed and

variable overheads incurred in the Group’s contract activities
based on normal operating capacity.

Construction work in progress is presented as part of trade
and other receivables in the balance sheet. If payments
received from customers exceed the income recognised,
then the difference is presented as deferred income in the
balance sheet.

Investments in controlled entities are carried in the
Company’s financial statements at cost less accumulated
impairment losses.

Brand names

Brand names have been acquired with the purchase of

a business and are only recognised where title is clear,
brand earnings are separately identifiable and the brand
could be sold separately from the rest of the business.

The value inherent in the brand names is reliant on the
ability to generate superior returns for the business. No
annual amortisation is provided except where the end of
the economic life of the acquired brand names can be
foreseen and is limited by technical, commercial or legal
factors. Brand names are carried at cost less accumulated
impairment losses. The directors believe that brand names
have indefinite lives and are not amortised as they have
unlimited legal lives and on the basis of current information
are unlikely to become commercially or technically obsolete.

Water rights

Water rights are treated as having an indefinite life as the
rights are automatically renewed every ten years if their
conditions have been met.

Other intangibles

Other intangible assets include trade marks, patents
and franchise fees, and have limited useful lives and
are amortised using the straight line method over their
estimated useful lives.

Trade marks, patents and franchise fees are amortised from
the date of acquisition.

The amortisation rate and method is reviewed annually for
appropriateness. When changes are made, adjustments are
reflected prospectively in current and future periods only.

The amortisation rates used for each class of asset are
as follows:

2007 2006

Trade marks, patents
and franchise fees 10% 10%



Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

(p) Impairment

The carrying amounts of the consolidated entity’s assets,
other than biological assets (see Note 1(v)), inventories

(see Note 1(m)) and deferred tax assets (see Note 1(j)), are
reviewed at each balance sheet date to determine whether
there is any indication of impairment. If any such indication
exists, the asset’s recoverable amount is estimated.

The carrying amount of all intangible assets is reviewed at
each reporting date to determine if there is any indication
of impairment.

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

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

Indefinite-lived intangible assets were tested for impairment
at 1 July 2004, the date of transition to AIFRSs, even though
no indication of impairment existed.

Calculation of recoverable amount

The recoverable amount of the consolidated entity’s
receivables carried at amortised cost is calculated as the
present value of estimated future cash flows, discounted at
the original effective interest rate (i.e. the effective interest
rate computed at initial recognition of these financial assets).
Receivables with a short duration are not discounted.

Impairment of receivables is not recognised until objective
evidence is available that a loss event has occurred.
Significant receivables are individually assessed for
impairment. Impairment testing of significant receivables
that are not assessed as impaired individually is performed
by placing them into portfolios of significant receivables
with similar risk profiles and undertaking a collective
assessment of impairment. Non-significant receivables
are not individually assessed. Instead, impairment testing
is performed by placing non-significant receivables in
portfolios of similar risk profiles, based on objective evidence
from historical experience adjusted for any effects of
conditions existing at each balance sheet date.

The recoverable amount of other assets is the greater of
their fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash flows are discounted
to their present value using a pre-tax discount rate that
reflects current market assessments of the time value of
money and the risks specific to the asset. For an asset that
does not generate largely independent cash inflows, the

recoverable amount is determined for the cash-generating
unit to which the asset belongs.

Reversals of impairment

Impairment losses, other than in respect of goodwill, are
reversed when there is an indication that the impairment
loss may no longer exist and there has been a change in the
estimate used to determine the recoverable amount.

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

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

(q) Revaluations of non-
current assets

Classes of non-current assets measured at fair value are
revalued with sufficient regularity to ensure the carrying
amount of each asset in the class does not differ materially
from fair value at reporting date. Independent valuations
of land and building assets are obtained at least every three
years. Revaluation increments, on an asset by asset basis,
are recognised in the asset revaluation reserve. Revaluation
decrements are only offset against revaluation increments
relating to the same asset and any excess is recognised as
an expense.

(r) Payables

Liabilities are recognised for amounts to be paid in the
future for goods or services received. Trade accounts payable
are normally settled within 60 days. Payables are stated at
amortised cost.

(s) Interest bearing loans
and borrowings

Interest-bearing borrowings are recognised initially at

fair value less attributable transaction costs. Subsequent

to initial recognition, interest-bearing borrowings are
stated at amortised cost with any difference between cost
and redemption value being recognised in the income
statement over the period of the borrowings on an effective
interest basis.

(t) Employee benefits

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

Liabilities for employee benefits for wages, salaries, annual
leave and sick leave that are expected to be settled
within 12 months of the reporting date represent present
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obligations resulting from employees’ services provided to
reporting date, are calculated at undiscounted amounts
based on remuneration wage and salary rates that the
consolidated entity expects to pay as at reporting date
including related on-costs, such as workers compensation
insurance and payroll tax. Non-accumulating non-
monetary benefits, such as medical care, housing, cars and
free or subsidised goods and services, are expensed based
on the net marginal cost to the consolidated entity as the
benefits are taken by the employees.

Long service leave

The consolidated entity’s net obligation in respect of long-
term service benefits is the amount of future benefit that
employees have earned in return for their service in the
current and prior periods. The obligation is calculated using
expected future increases in wage and salary rates including
related on-costs and expected settlement dates, and is
discounted using the rates attached to the Commonwealth
Government bonds at the balance sheet date which

have maturity dates approximating to the terms of the
consolidated entity’s obligations.

Superannuation plan

Obligations for contributions to defined contribution
superannuation funds are recognised as an expense in the
income statement as incurred.

A provision is recognised in the balance sheet when the
consolidated entity has a present legal or constructive
obligation as a result of a past event, and it is probable that
an outflow of economic benefits will be required to settle
the obligation.

Biological assets are stated at fair value less estimated point-
of-sale costs, with any resultant gain or loss recognised in
the income statement. Point-of-sale costs include all costs
that would be necessary to sell the assets, excluding costs
necessary to get the assets to market. The determination of
fair value is further discussed in Note 12.

The consolidated entity provides services in relation to
managed investment schemes. These services comprise
maintenance services and land rental on behalf of woodlot
growers. The consolidated entity receives consideration
through an interest in the proceeds from harvested wood.
Revenue is recognised on an annual basis to the extent
that costs are incurred and when recovery of the amounts
receivable is probable. Recognition of profit on a stage of
completion basis is unlikely to occur earlier than five years
prior to harvest. All costs incurred prior to establishment of

the woodlots, principally costs associated with establishing
the relevant managed investment scheme, have been
expensed as incurred.

Earnings per share

Basic earnings per share (EPS) is calculated by dividing the
net profit attributable to members of the parent entity for
the reporting period, by the weighted average number of
ordinary shares of the Company, adjusted for any bonus
issue. Diluted EPS is calculated by dividing the basic EPS
earnings, adjusted by the after tax effect of financing costs
associated with dilutive potential ordinary shares and the
effect on revenues and expenses of conversion to ordinary
shares associated with dilutive potential ordinary shares, by
the weighted average number of ordinary shares and dilutive
potential ordinary shares adjusted for any bonus issue.

Cash and cash equivalents comprise cash balances, short
term bills and call deposits. Bank overdrafts that are
repayable on demand and form an integral part of the
consolidated entity’s cash management are included as a
component of cash and cash equivalents for the purpose of
the statement of cash flows.

FORESTS

FORESTS issued in the prior year, being unsecured, non-
cumulative, redeemable and convertible preference notes
have been classified as equity instruments. Distributions are
accounted for as a deduction from equity.

Transaction costs

Transaction costs of an equity transaction are accounted
for as a deduction from equity, net of any related income
tax benefit.

Management discussed with the Audit Committee the
development, selection and disclosure of the consolidated
entity’s critical accounting policies and estimates and the
application of these policies and estimates.

The estimates and judgements that have a significant risk
of causing a material adjustment to the carrying amounts
of assets and liabilities within the next financial year are
discussed below:

¢ Note 1d describes the approach to the recognition of
revenue on construction contracts. Judgment is required
in assessing the stage of completion of construction
contracts.



Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

¢ Note 12 contains information about the assumptions,
such as estimated cash flows and discount rates, used in
determining the value of biological assets.

e Note Tw describes the accounting policy relating to
services provided in respect of managed investment
schemes. Judgment is required to determine when there
is probable recovery of the amounts receivable such that
revenue can be recognised.

e Note 15 describes the basis of determining the fair value
of land where a valuation by the directors is used.

Significant areas of uncertainty that effect the amount
recognised in the financial statements are discussed below:

* Note 15 describes the ongoing approval process for the
Bell Bay pulp mill project.

(ab) Loan securitisation

All securitised loans, other than the securitisation which was
exempted under the AIFRS accounting standards, remain
on the balance sheet as a receivable (both current and non-
current) and an interest bearing liability (both current and
non-current) as the risks and rewards of ownership have not
been transferred. Interest earned is included in revenue and
interest expense is included in financing expense.

(ac) Government grants

Government grants that compensate the Group for expenses
incurred are recognised in profit or loss on a systematic basis
in the same periods in which the expenses are recognised.
Grants that compensate the Group for the cost of an asset
are recognised in profit or loss on a systematic basis over the
useful life of the asset.

2. Change in
accounting policy

There have been no material changes in accounting policies
since the end of the previous reporting period.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

3. Revenue and other income

Consolidated The Company
2007 2006 2007 2006
Notes $'000 $°000 $°000 $°000
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(a) Revenue

Sale of goods 493,668 475113 375,634 327,807
Rendering of services 196,170 162,415 43,331 42,268
689,838 637,528 418,965 370,075
Dividends:
Related parties - - 80,000 80,000
Other parties 57 55 57 55
689,895 637,583 499,022 450,130
(b) Financial income
Interest:
Related parties - - 4,019 3,002
Other parties 629 801 317 226
629 801 4,336 3,228
(c) Other income
Gain from change in fair value of biological assets 12 17,766 31,133 6,583 3,502
Gain from sale of non-current assets - 680 557
Fair value adjustment - investment 1,232 272 1,232 272
Other incomes
Related parties - - 303 303
Other parties 3,404 3,380 3,284 3,348
Total other income 22,402 35,465 11,402 7,982




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

4. Profit before iIncome tax expense

Consolidated The Company
2007 2006 2007 2006
$'000 $°000 $°000 $°000

Profit before income tax expense has been arrived at
after charging/ (crediting) the following items:

Cost of goods sold 480,534 446,031 313,123 315,805
Depreciation of:
Buildings 1,598 1,353 1,071 822
Plant and equipment 11,194 9,074 7,282 6,218
Amortisation of:
Forest roads 5,923 7,614 584 584
Intangible assets 1 1 1 1
Total depreciation and amortisation 18,716 18,042 8,938 7,625

Financial expenses:

Bank loans and overdrafts, other loans and deposit

scheme 41,635 29,854 50,696 36,981

Finance charges on capitalised leases 1,641 782 561 492

Total financial expenses 43,276 30,636 51,257 37,473
Net bad and doubtful debts expense including
movements in provision for doubtful debts 2,746 (382) 1,244 (134)
Net expense from movements in provision for
employee entitlements 1,714 (29) 1,415 (30)
Operating lease rental expense:

Minimum lease payments 7,647 5,296 2,313 1,436
Research expensed as incurred 703 712 138 65
Net foreign exchange loss/(gain) 1,134 (43) 1,023 (43)
Loss from change in net market value of financial
instruments 2,592 - 2,592 -

Other expenses

Other expenses includes woodlot establishment
expenses, repairs and maintenance, power
and insurance.

H. Auditors’ remuneration

Audit services:
Auditors of the Company - KPMG

— audit and review of financial reports 384 247 297 165
— other regulatory audit services 14 2 13 -
398 249 310 165

Other services:
Auditors of the Company - KPMG
- other services 274 243 219 193
— taxation services 60 58 60 58
334 301 279 251
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

6. Taxation

Q Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000
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(a) Income tax expense

Recognised in the income statement
Current Tax Expense
- Current year 15,359 18,865 (20,998) (6,821)
- Adjustment for prior years (233) (1,320) 274 (517)
15,126 17,545 (20,724) (7,338)
Deferred Tax Expense
Origination and reversal of temporary differences 12,350 18,890 11,772 3,774
Total income tax expense in income statement 27,476 36,435 (8,952) (3,564)
Numerical reconciliation between tax expense and pre-tax net profit
Profit before tax 101,992 123,622 58,817 69,120
Prima facie income tax expense calculated at 30%
(2006: 30%) on profit 30,598 37,087 17,645 20,736
Increase/(decrease) in income tax expense due to:
Impact of tax rate change in other jurisdictions (33) 39) - -
Roading amortisation - 70 -
Lease payments (2,151) - (2,151) -
Non-deductible expenses 97 65 117 -
Equity raising costs write-off (537) (265) (537) -
Non-assessable dividends received from wholly-
owned subsidiaries - - (24,000) (24,000)
Research and development (390) (390) (300) (300)
Other 125 6) - -
Income tax expense related to current tax
transactions of the wholly owned subsidiaries in the
tax-consolidated group - - 31,410 25,106
Recovery of income tax expense under tax
funding agreement - - (31,410) (25,106)
Add/(less): Income tax under/(over) provided in
prior year (233) 87) 274
Income tax expense attributable to profit 27,476 36,435 (8,952) (3,564)
Current tax recognised directly in equity
Relating to share issue costs ‘ ‘ (26) - (26) -
Deferred tax recognised directly in equity
Revaluation of property, plant and equipment 2,383 - 2,343 -
Foreign currency translation reserve 17) - - -
Relating to share issue costs (101) - (101) -
2,265 - 2,242 -




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

6. Taxation (continued]

Consolidated The Company
2007 2006 2007 2006
$°000 $'000 $°000 $°000

(b) Current tax assets and liabilities

The current tax asset for the consolidated entity of $1,879,000 (Company: $1,890,000) represents the amount of income
taxes recoverable in respect of prior periods and that arise from the payment of tax in excess of the amounts due to the
relevant tax authority.

The current tax asset for the consolidated entity last year of $1,008,000 (Company: $1,023,000) represents the amount of
income taxes recoverable in respect of prior periods and that arise from the payment of tax in excess of the amounts due to
the relevant tax authority.

In accordance with the tax consolidation legislation, the Company as the head entity of the Australian tax-consolidated
group has assumed the current tax asset initially recognised by the members in the tax consolidated group.

(c) Deferred tax liabilities

Deferred tax liabilities are attributable to the following:
Property, plant & equipment 85,544 80,795 38,150 35,958
Deferred woodlot expenditure 24,797 17,338 25,265 17,806
Biological assets 66,892 66,974 4,980 5,736
Consumable stores 1,723 1,393 82 -
Financial instruments - option premium and
interest rate swaps 4,084 - 4,084 -
Leased assets 510 (518) 441 550
Other 441 210 151 8
183,991 166,192 73,153 60,058
Transfer from deferred tax asset 12,065 11,833 4,691 3,855
171,926 154,359 68,462 56,203

(d) Deferred tax assets

Deferred tax assets are attributable to the following:

Employee entitlements 4,214 4,241 3,139 2,715
Seasonally dependent agriculture application fees 4,860 5,022 - -
Doubtful debts 1,813 1,200 1,363 1,073
Forest road and other expenditure capitalised
for tax 359 1,179 - -
Other 1,955 937 189 67
13,201 12,579 4,691 3,855
Transfer to deferred tax liabilities 12,065 11,833 4,691 3,855
1,136 746 - -

(e) Investments in tax consolidated subsidiaries

The Company currently has no intention to sell any of its tax consolidated subsidiaries and it is expected that they will remain
in the tax consolidated group for the foreseeable future. As a result, no temporary differences arise in relation to investments
in those subsidiaries as all transactions between a tax consolidated subsidiary and its parent are ignored for tax purposes.

£
O

100z Moday 1enuuy pajiwig suung



Sluauwlalelsg jeloueul

O1
o

100z Hoday 1enuuy pajiwi] suung

Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

6. Taxation [continued]

Balance
1/7/2005

(f) Movement in temporary differences during the year

Consolldated

Recog-
nised in
income

Recog-
nised in
equity

Balance Balance
30/6/2006 | 1/7/2005

The Company

Recog-
nised in
income

Recog-
nised in
equity

Balance
30/6/2006

Deferred tax liabilities

Property, plant & equipment 80,403 392 - | 80,795 | 36,765 (807) - | 35,958
Deferred woodlot expenditure 11,981 5,357 - | 17,338 | 12,450 5,356 17,806
Biological assets 62,529 4,445 - | 66,974 6,034 (298) 5,736
Consumable stores 538 855 - 1,393 214 (214) - -
Leased assets 358 (876) - (518) 358 192 - 550
Other 1,244 | (1,034) - 210 1,186 | (1,178) - 8
157,053 9,139 - 1 166,192 | 57,007 3,051 - | 60,058
Deferred tax assets
Employee entitlements 3,963 278 - 4,241 2,726 11) - 2,715
Seasonally dependent agriculture
application fees 14,900 | (9,878) - 5,022 - - -
Doubtful debts 1,251 (51) - 1,200 1,148 (75) 1,073
Forest road and other
expenditure capitalised for tax 411 768 - 1,179 - - - -
Other 1,805 (868) - 937 705 (638) - 67
22,330 | (9,751) - 12,579 4,579 (724) - 3,855

Deferred tax liabilities

Balance
1/7/2006

Consolidated

Recog-
nised in
income

Recog-
nised in
equity

Balance Balance
30/6/2007 | 1/7/2006

The Company

Recog-
nised in
income

Recog-
nised in
equity

Balance
30/6/2007

Property, plant & equipment 80,795 2,366 2,383 | 85,544 | 35,958 151)| 2,343 | 38,150

Deferred woodlot expenditure 17,338 7,459 - | 24,797 | 17,806 7,459 25,265

Biological assets 66,974 (82) - | 66,892 5,736 (756) 4,980

Consumable stores 1,393 330 - 1,723 - 82 - 82

Financial instruments - option

premium and interest rate swaps - 4,084 - 4,084 - 4,084 - 4,084

Leased assets (518)| 1,028 - 510 550 (109) - 441

Other 210 231 - 441 8 143 - 151
166,192 | 15,416 2,383 | 183,991 | 60,058 | 10,752 2,343 | 73,153

Deferred tax assets

Employee entitlements 4,241 27) - 4,214 2,715 424 - 3,139

Seasonally dependent agriculture

application fees 5,022 (162) - 4,860 - - -

Doubtful debts 1,200 613 - 1,813 1,073 290 1,363

Forest road and other

expenditure capitalised for tax 1,179 (820) - 359 - - - -

Other 937 900 118 1,955 67 21 101 189

12,579 504 118 | 13,201 3,855 735 101 4,691




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

/. Earnings per share

Consolidated
2007 2006

Weighted average number of ordinary shares used as the denominator

Number for basic earnings per share 352,215,187 339,112,188
Effect of FORESTS 43,799,617 26,626,230
Number for diluted earnings per share 396,014,804 365,738,418

$°000 $°000

Earnings reconciliation

Net profit attributable to equity holders of the parent entity 74,516 87,187
Effect of FORESTS distributions (7,230) (3,403)
Basic earnings 67,286 83,784
Diluted earnings 74,516 87,187
Basic earnings per share 19.1c 24.7c
Diluted earnings per share 18.8¢c 23.8¢c

Refer Note 22 for further information on conversion of FORESTS.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

8. Segment reporting
Primary Reporting

Managed
Forest | Investment Consolidated
Business Segments Products Schemes Total
L m ml mlom
$°000 $°000 $°000 $°000
Segment Revenue * 431,478 152,450 105,910 689,838
Unallocated revenue 57
689,895
Segment Results * 61,717 77,299 6,025 145,041
Unallocated costs (402)
Net financing costs (42,647)
Profit before income tax expense 101,992
Income tax expense (27,476)
Net profit 74,516
Segment Assets 1,413,156 296,240 76,808 1,786,204
Unallocated assets 19,712
Consolidated total assets 1,805,916
Segment Liabilities (488,260) (237,257) (11,453) (736,970)
Unallocated liabilities (191,215)
Consolidated total liabilities (928,185)
Other Segment Information
Capital expenditure 85,400 24,648 8,613 118,661
Depreciation and amortisation 17,403 5 1,308 18,716
Harvest of biological assets (29,794) - (985) (30,779)
Change in fair value of biological assets 16,000 - 1,766 17,766

Secondary Reporting

Australia Consolidated
Geographical Segments & NZ Asia Other Total

Segment revenue* 346,185 332,763 10,947 689,895
Segment assets 1,805,916 - - 1,805,916
Capital expenditure 118,661 - - 118,661

* Segment revenue represents external revenue from operating activities. It is reported net of intersegment sales as they
are considered immaterial.



Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

8. Segment reporting (continued)
Primary Reporting

Managed

Forest | Investment Consolidated
Business Segments Products Schemes Total
L ml mlom o
$°000 $°000 $°000 $°000
Segment Revenue * 414,038 124,380 99,110 637,528
Unallocated revenue 55
637,583
Segment Results * 73,884 74,261 4,655 152,800
Unallocated costs 657
Net financing cost (29,835)
Profit before income tax expense 123,622
Income tax expense (36,435)
Net profit 87,187
Segment Assets 1,233,713 146,101 61,398 1,441,212
Unallocated assets 1,754
Consolidated total assets 1,442,966
Segment Liabilities (483,164) (74,107) (2,274) (559,545)
Unallocated liabilities (154,359)
Consolidated total liabilities (713,904)
Other Segment Information
Capital expenditure 144,565 9,385 3,514 157,464
Depreciation and amortisation 15,761 10 2,271 18,042
Harvest of biological assets (31,653) - (1,012) (32,665)
Change in fair value of biological assets 30,707 - 426 31,133

Secondary Reporting

Australia Consolidated
Geographical Segments & NZ Asia Other Total

Segment revenue* 314,624 314,519 8,440 637,583
Segment assets 1,442,966 - - 1,442,966
Capital expenditure 157,464 - - 157,464

* Segment revenue represents external revenue from operating activities. It is reported net of intersegment sales as they
are considered immaterial.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

8. Segment Reporting (continued)

Segment Reporting

Segment assets and liabilities have been allocated according
to the application of specific items to the relevant segment.
Unallocated items comprise tax assets and liabilities.
Segment capital expenditure is the total cost incurred during
the period to acquire segment assets that are expected to be
used for more than one period.

Business segments

The consolidated entity comprises the following main
business segments, based on the consolidated entity’s
management reporting system:

Forest products — Forestry management and the processing,
manufacture and sale of forest products including timber,
veneers, woodchips and other manufactured products

Managed investment schemes - Establishment and
financing of managed woodlots, vinelots and orchards and
the provision of related forestry and horticultural services.

Other - Merchandising, construction services, vineyard
management and wine production and sale.

Geographical segments

In presenting information on the basis of geographical
segments, segment revenue is based on the geographical
location of customers. Segment assets are based on the
geographical location of the assets. The consolidated
entity’s business segments operate geographically as follows:

Asia - sales of forest products and wine.

Australia and New Zealand — manufacture and sale of
forest products, establishment of managed woodlots,
vinelots and orchards and provision of related forestry
and horticultural services, sale of building materials and
hardware products, provision of construction services,
vineyard management and wine production and sale.

Other - sales of forest products and wine.

9. Cash and cash equivalents

Consolidated The Company

‘ Cash at bank and on hand

2007 2006 2007 2006
$°000 $°000 $ 000 $ 000

17913 | 5434 | 7257 | 1,085 |

10. Trade and other receivables

Current

Trade debtors 49,863 54,840 47,984 52,369

Less: Accumulated impairment losses (4,544) (3,576) (4,544) (3,576)

Trade debtors 45,319 51,264 43,440 48,793

Loans receivable 10(i) 100,737 95,737 2,773 -

Less: Accumulated impairment losses (1171) - - -

Loans receivable 10(i) 100,626 95,737 2,773 -

Other debtors 12,898 7,037 7,810 3,453
158,843 154,038 54,023 52,246

Non-Current

Loans receivable 10(i) 181,312 33,550 - -

Less: Accumulated impairment losses (1,389) - - -

Loans receivable 10(i) 179,923 33,550 - -

Deferred loan consideration 10(ii) 6,590 2,418 -

Other debtors - 25 -

Receivable for services in relation to MIS 82,655 57,792 84,217 59,354
269,168 93,785 84,217 59,354

(i) Includes loans to managed investment scheme investors

(if) Amounts due as deferred consideration under securitisation programmes.




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

11. Inventories

@ Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

Current
Raw materials and stores - at cost 11,414 13,569 5,291 6,728
Work in progress
- at cost 35,903 37,809 35,604 37,662
- at net realisable value 51 402 51 402
Finished goods
- at cost 52,666 54,015 31,146 33,026
- at net realisable value 13 3,462 13 1,509
Construction work in progress (net) 242 25 242 25
Merchandising stock - at cost 8,998 9,234 8,998 9,234
109,287 118,516 81,345 88,586
Non-current
Work in progress - at cost 11,675 10,194 11,675 10,194
Finished goods - at cost 355 1,751 355 1,751
12,030 11,945 12,030 11,945
Total inventories 121,317 130,461 93,375 100,531
Construction work in progress comprises:
Contract costs incurred to date 293 2,978 293 2,978
Less: Progress billings (51 (2,953) (1)) (2,953)
Net construction work in progress 242 25 242 25
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

12. Biological assets

@ Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

(a) Standing timber - at fair value

Current 17,626 25,718 6,439 10,905
Non-current 223,004 219,217 24,548 20,458

240,630 244,935 30,987 31,363
Timber volume (‘000 cubic metres) 16,098 17,732 2,298 2,203
Timber volume harvested (‘000 tonnes) 1,296 1,568 491 423

(b) Horticultural assets - at fair value

Current - - - -
Non-current 13,010 8,532 13,010 8,532
13,010 8,532 13,010 8,532
Horticultural assets (hectares) 390 223 390 223
Fruit volume harvested (tonnes) 666 640 666 640
(c) Total
Current 17,626 25,718 6,439 10,905
Non-current 236,014 227,749 37,558 28,990
253,640 253,467 43,997 39,895

(d) Reconciliation of movements in biological assets

Consolidated

Horti- Horti-
Timber culture Total Timber culture Total

Balance at 1 July 2005 230,637 5,864 236,501 32,556 5,864 38,420
Acquisitions 7,330 - 7,330 4,556 - 4,556
Expenses capitalised 7,914 3,254 11,168 438 3,254 3,692
Harvest (31,653) (1,012) (32,665) (9,263) (1,012) (10,275)
Change in fair value 30,707 426 31,133 3,076 426 3,502
Balance at 30 June 2006 244,935 8,532 253,467 31,363 8,532 39,895
Balance at 1 July 2006 244,935 8,532 253,467 31,363 8,532 39,895
Acquisitions 6,502 - 6,502 4,229 - 4,229
Expenses capitalised 2,987 3,697 6,684 619 3,697 4,316
Harvest (29,794) (985) (30,779) (10,041) (985) (11,026)
Change in fair value 16,000 1,766 17,766 4,817 1,766 6,583
Balance at 30 June 2007 240,630 13,010 253,640 30,987 13,010 43,997




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

12. Biological assets (continued)

(e) Method of determining fair
value of standing timber

The directors consider there is no active and liquid market
for large areas of native forest and plantation estates.
However, as the consolidated entity intends to utilise

this resource in its future production activities, the best
indication of fair value of the standing timber expected to be
harvested in the future is based on the following:

* Direct and indirect costs of establishment in the early
years of the plantation.

e Net present value of future cash flows for plantation
timber once it exceeds the cost of establishment.

e Net present value of future cash flows for all
native forest.

Accordingly fair value has been determined using the
following significant assumptions:

(i) Harvestable volumes have been determined as the
estimated future volume as at expected harvest date for
plantations and the estimated current standing volume
for native forest. The methodology used to assess the
volume of plantation standing timber is based on the
following inputs and assumptions: the net planted area,
estimated growth rates, estimated yield per hectare
and expected year of harvest. The native forest estate
has been assessed using generally accepted forest
measurement techniques.

(i) The costs associated with the land owned by the
consolidated entity on which native forests and
plantations are grown are rates, land tax and other costs.

(iii) The valuation assumes the continuation of existing
practices with regard to silviculture and harvesting.

(iv) Current market royalty rates have been used.

(v) Areal discount rate of 10% has been applied to the
estimated future cash flows in arriving at net present
value. This discount rate has been determined with
reference to the consolidated entity’s market determined
discount rate for this asset type. The rate has not
changed from that used last year.

The financial risks associated with standing timber are
mitigated by the geographical diversification of the asset
and management strategies including fire management
strategies and regular inspection for pest infestation.

(f) Method of determinin
fair value of horticultura
plants and fruit

The valuation methodology for grape vines and olive trees
and their fruit is similar to that used for standing timber,
with the distinction that these plants are a bearer biological
asset. A bearer biological asset is one where the non-living
produce (fruit) is extracted and the biological asset (grape
vines and olive trees) remains.

The fair value of grape vines and olive trees has been
determined as the difference between the net present value
of the cash flows expected to be generated by the produce
harvested from the assets and the net market value of the
other integral fixed assets associated with the vineyards and
groves. In determining the fair value, directors have had
regard to certain assumptions including the market price,
yield and quality of the fruit.

The fair value of fruit has been determined by the directors
having regard to the market value for fruit sold to non-
related parties in arms-length transactions.

The financial risks associated with horticultural plants and
fruit are mitigated by the geographical diversification of
the asset, in-house provision of maintenance services and
regular inspection for disease.

A real discount rate of 10% has been applied to the
estimated future cash flows in arriving at net present value.
This discount rate has been determined with reference to
the consolidated entity’s market determined discount rate
for this asset type. The rate has not changed from that used
last year.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

13. Other current assets

Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

Prepayments 786 622 433 592

Derivative at fair value 26 16,697 - 16,697 -
17,483 622 17,130 592

14. Investments

Non-current

Investments in controlled entities - unlisted shares at

cost - - 327,160 322,332

Auspine Limited - listed shares at fair value 85,648 1,595 85,648 1,595

Other investments - at cost 5,131 - 5,131 -
90,779 1,595 417,939 323,927

Auspine Limited

On 15 May 2007 Gunns Limited acquired a 25.1% interest
in the equity of Auspine Limited. The interest was acquired
through a tender process. The shares were purchased at

a cost of $6.15 per share or 1.83 Gunns Limited shares
per Auspine share. The total cost of the acquisition was
$83.3m. Consideration was paid in the form of cash
($47.2m) and the issue of 10,742,997 Gunns Limited
shares. The cash consideration was subsequently funded
by the placement of 15,000,000 Gunns Limited shares at
a price of $3.36 per share. Prior to the tender acquisition
Gunns Limited held a 0.7% interest in Auspine Limited.

Subsequent to the tender acquisition Gunns Limited has
made an off market offer to acquire all of the shares in
Auspine Limited. This offer is in identical terms to the tender
offer, that is $6.15 cash or 1.83 Gunns Limited shares per
Auspine share.

As at 30 June 2007 Gunns Limited held a 25.8% interest in
Auspine Limited.

Despite the level of holding in Auspine Limited, the
investment has not been recognised as an associate at year
end as the Company had no representation on the Auspine
Limited board and no access to information.

It is impracticable for Gunns Limited to provide information
relating to the revenue, profit and loss or assets and
liabilities of the Auspine Limited in the period subsequent
to the share acquisition.




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

15. Property,

Freehold land

lant and equipment

Consolidated

The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

| At fair value | 576354 | 551,081 | 298980 | 275,119 |
Buildings
At cost 55,482 44,939 44,796 34,427
Accumulated depreciation (7,080) (5,503) (4,543) (3,521)
48,402 39,436 40,253 30,906
Plant and equipment
At cost 189,790 181,946 105,551 100,008
Accumulated depreciation (69,860) (59,887) (54,833) (48,438)
119,930 122,059 50,718 51,570
Forest roads
At cost 99,262 90,595 18,373 18,373
Accumulated amortisation (40,464) (34,541) (5,041) (4,457)
58,798 56,054 13,332 13,916
Capital works in progress
At cost 66,425 29,958 66,425 29,935
Total property, plant and equipment at net book value 869,909 798,788 469,708 401,446

Valuation of freehold land

Freehold land is measured on a fair value basis, being the amount for which the assets could be exchanged between
knowledgeable and willing parties in an arm’s-length transaction, having regard to the highest and best use of the asset
for which other parties would be willing to pay. The current year’s valuation for operating sites was determined by the
directors, taking into account an independent valuation (based on prevailing market prices) at 30 June 2007. The current
year’s valuation for other sites was determined by the directors and is consistent with assessments at 30 June 2006 with

subsequent additions valued at cost.

Land carrying amount if valued at cost

334,067

316,818

179,781

163,845

Land revaluation surplus

242,287

234,463

119,199

111,274

The consolidated entity leases plant and equipment under a number of finance lease agreements. At the end of each lease,
the consolidated entity has the option to purchase the equipment. At 30 June 2007, the carrying amount of leased plant
and equipment was $31,788,000 (2006: $32,912,000).

Capital works in progress includes $39.4 m relating to the proposed Bell Bay pulp mill. The project is the construction of a
bleached kraft pulp mill in Tasmania. The costs capitalised are those costs incurred after establishing the commercial viability
of the project and which are directly attributable to the development of the project. They include preliminary environmental
monitoring and engineering work and costs associated with the planning approval process for the mill.

Regulatory approval for the project is required by both state and federal governments. State approval was obtained in August
2007 . The scope of the federal approval process is limited to impacts on specifically listed species and Commonwealth
territory. Note 37b provides details of events since the balance sheet date in relation to the approval processes.

The directors have considered the probability of the project proceeding by assessing the commercial viability of the project
and the requirements of the regulatory processes. The directors are of the opinion that the proposed mill complies with
federal government environmental guidelines and that it is probable that the project will proceed to completion.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

15. Property, plant and equipment (continued]

Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

Reconciliations of the carrying amounts for each class of property, plant and equipment are set out below:

Reconciliations

Freehold land

Carrying amount at beginning of year 551,281 472,145 275,119 198,936

Additions 18,113 76,976 16,789 76,976

Acquired through business combination - 3,008 -

Revaluation to fair value 8,448 - 8,313

Impact of movements in foreign exchange 48 (55)

Disposals (1,536) (793) (1,241) (793)
Carrying amount at end of year 576,354 551,281 298,980 275,119

Buildings

Carrying amount at beginning of year 39,436 34,860 30,906 25,638

Additions 12,024 3,927 12,024 3,923

Transfer from capital works in progress - 2,530 - 2,530

Disposals (1,606) (363) (1,606) (363)
Depreciation (1,598) (1,353) (1,071) (822)
Impact of movements in foreign exchange 146 (165)

Carrying amount at end of year 48,402 39,436 40,253 30,906

Plant and Equipment

Carrying amount at beginning of year 122,059 95,721 51,570 52,708

Additions 6,734 32,721 4,305 3,823

Transfer from capital works in progress 2,861 3,566 2,838 1,814

Disposals (808) (592) (713) (557)
Impact of movements in foreign exchange 278 (283)

Depreciation (11,194) (9,074) (7,282) (6,218)
Carrying amount at end of year 119,930 122,059 50,718 51,570

Forest roads

Carrying amount at beginning of year 56,054 54,910 13,916 14,501

Additions 8,667 8,844 - -

Disposals - (86) -

Amortisation (5,923) (7,614) (584) (585)
Carrying amount at end of year 58,798 56,054 13,332 13,916

Capital works in progress

Carrying amount at beginning of year 29,958 13,002 29,935 11,425

Additions 39,328 23,109 39,328 22,854

Impact of movements in foreign exchange - (58) -

Transfers to property, plant and equipment (2,861) (6,095) (2,838) (4,344)

Carrying amount at end of year 66,425 29,958 66,425 29,935




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

16. Intan

Ibles

Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

’Brand names at cost ‘ ‘ 3,246 ‘ 2,700 ‘ 3,246 ‘ 2,700 ‘
| Water rights at cost \ \ 558 | 300 | 558 | 300 |
Other - at cost 49 24 49 24
Accumulated amortisation 4) 2 4) (@)
45 22 45 22
3,849 3,022 3,849 3,022

Consolidated

Company

Balance at 1 July 2005 2,700 300 13 2,700 300 13
Purchases - - 10 - - 10
Amortisation - - M - - m
Balance at 30 June 2006 2,700 300 22 2,700 300 22
Balance at 1 July 2006 2,700 300 22 2,700 300 22
Purchases 546 258 25 546 258 25
Amortisation - - 2 - - 2)
Balance at 30 June 2007 3,246 558 45 3,246 558 45

17. Other non-current assets

Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

’ Loans to controlled entities ‘ 35 ‘ - - ‘ 91,242 ‘ - ‘

18. Payables

Current

Trade creditors 61,218 50,070 60,206 48,850

Derivative at fair value 26 19,289 - 19,289 -

Other creditors and accruals 52,151 46,621 12,251 19,190
132,658 96,691 91,746 68,040

Non-current

Loans from controlled entities 35 - - 5,413

Total payables 132,658 96,691 91,746 73,453
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

19. Interest bearing loans and
borrowings and financing arrangements

m Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

Current

Bank overdrafts - secured 4,531 23,190 4,531 23,190

Bank loans - secured - 82,500 - 82,500

Lease liabilities - secured 4,734 4,322 3,626 2,858

Trade facilities - secured - 8,424 - 8,424

Other loans - secured 18,964 2,228 13,606

Other deposits and borrowings - unsecured 8,507 7,703 8,507 7,703
36,736 128,367 30,270 124,675

Non-current

Bank loans - secured 396,877 247,426 396,877 247,426

Other loans - secured 133,139 29,378 74,131 -

Lease liabilities - secured 25,355 27,338 5,723 6,367

555,371 304,142 476,731 253,793
592,107 432,509 507,001 378,468

Capitalised borrowing costs of $3,123,000 (2006 $4,074,000) have been offset against bank loans payable and the
comparative amount adjusted accordingly.

Financing arrangements

The consolidated entity has access to the following secured lines of credit:

Total facilities available:

Bank overdrafts & trade facilities 19(i) & (iii) 42,864 67,500 42,864 67,500
Bank loans 19(ii) & (iii) 400,000 334,000 400,000 334,000
Asset finance 19(iii) & (iv) 134,687 34,000 110,687 10,000

577,551 435,500 553,551 411,500

Facilities utilised at balance date:

Bank overdrafts & trade facilities 4,531 31,614 4,531 31,614
Bank loans 400,000 334,000 400,000 334,000
Asset finance 117,824 31,660 97,084 9,225

522,355 397,274 501,615 374,839

Facilities not utilised at balance date:

Bank overdrafts & trade facilities 38,333 35,886 38,333 35,886
Bank loans - - - -
Asset finance 16,863 2,340 13,603 775

55,196 38,226 51,936 36,661




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

19. Interest bearing liabilities and
financing arrangements (continued)

(i) Working capital is provided under a revolving facility
subject to annual review. Interest on bank overdrafts is
charged at prevailing market rates.

Projects, property held by Gunns Plantations Limited in
its capacity as Responsible Entity of Woodlot Projects
and property held by any entity in the group as agent
for growers (other than other members of the group)

(i) The bank debt facility has scheduled repayments of S ;
participating in Woodlot Projects.

$40m in 2011 and 2012, with the balance repayable in
January 2012. Bank and other loans bear interest at the
lenders’ prime rates. Normal commercial credit margins
are applied in addition to the underlying interest rates.
Interest is payable on a quarterly cycle.

(iv) Asset finance is provided under a revolving facility
with terms of up to ten years. Interest is charged at
the prevailing market rates on inception of the asset
financing. Asset finance includes a financing transaction
entered into in the current year secured over certain
forest products plant and equipment with monthly
repayment until 2011. The balance of this finance at
30 June 2007 was $87,735,000 (2006: nil).

(iii) The total finance facilities of the consolidated entity
are secured by fixed and floating charges over assets of
entities in the consolidated group with the exclusion of
property held by Gunns Limited as custodian of Woodlot

20. Provisions

Consolidated The Company
2007 2006 2007 2006
$°000 $°000 $°000 $°000

Current
Employee benefits 33 12,145 10,509 8,130 6,671
Insurance 530 556 -
12,675 11,065 8,130 6,671
Non-current
Employee benefits 33 2,618 2,540 2,335 2,379
15,293 13,605 10,465 9,050

Insurance

This provision represents the amounts set aside to cover potential claims against both general and workers compensation
insurance risks held by the consolidated entity as an insurer/self-insurer.

21. Other current Liabilities

‘ Deferred woodlot establishment revenue ‘

16,201

16,740
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

22. Issued capital

Q Consolidated The Company

2007 2006 2007 2006
$°'000 $°000 $°'000 $°000

Sluauwlalelsg jeloueul
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Issued and paid-up share capital

382,969,165 (2006: 339,112,188)
ordinary shares fully paid 342,515 212,382 342,515 212,382
1,200,000 (2006: 1,200,000) FORESTS, fully paid 115,525 115,525 115,525 115,525
458,040 327,907 458,040 327,907
Share movement
Balance at the beginning of year 327,907 212,382 327,907 212,382
Shares issued
- 18,113,980 ordinary shares (2006: Nil) from
Dividend Reinvestment Plan 43,926 - 43,926 -
- 10,742,997 ordinary shares (2006: Nil) as
consideration for share purchase 36,104 - 36,104
- 15,000,000 ordinary shares (2006: Nil) from
share placement 50,400 - 50,400
- Nil (2006: 1,200,000) FORESTS issued - 120,000 - 120,000
Equity raising transaction costs (297) (4,475) (297) (4,475)
Balance at the end of year 458,040 327,907 458,040 327,907

Terms and conditions

Holders of ordinary shares are entitled to receive dividends
as declared from time to time and are entitled to one vote
per share at shareholders’ meetings. In the event of winding
up of the Company, ordinary shareholders rank after all
creditors and are fully entitled to any remaining proceeds
of liquidation.

On 31 May 2007, 10,742,997 shares were issued to
shareholders of Auspine Limited as consideration for the
purchase of their shares as part of a tender process. These
shares were issued at a ratio of 1.83 Gunns shares for each
Auspine share.

On 14 October 2005, 1,200,000 FORESTS were issued by
the Company raising $120m prior to costs. FORESTS are
subordinated notes which pay a quarterly distribution at a
margin of 2.5% to the 90 day bank bill swap rate. FORESTS
are treated as equity for accounting and taxation purposes.
FORESTS may be redeemed or converted to ordinary
shares of the Company on the occurrence of a Tax Event,
Accounting Event, Change of Law Event or Takeover Event
(as defined in the Trust Deed).

Note 33 provides details of shares issued on exercise

of options.




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

23. Reserves

Consolidated The Company
2007 2006 2007 2006
$'000 $'000 $°000 $°000

Asset revaluation 23(a) 195,038 189,476 87,746 82,277
Maintenance 23(b) 23,300 23,300 - -
Foreign currency translation 23(c) 32) (855) - -
218,306 211,921 87,746 82,277
Movements during the year
(a) Asset revaluation
Balance at beginning of year 189,476 189,536 82,277 82,277
Total recognised income for the year - (60) - -
Revaluation increment on freehold land 5,562 - 5,469 -
Balance at end of year 195,038 189,476 87,746 82,277
(b) Maintenance
Balance at beginning of year 23,300 6,200 - -
Transfer from retained profits - 17,100 - -
Balance at end of year 23,300 23,300 - -
(c) Foreign currency translation
Balance at beginning of year (855) 74 - -
Net translation adjustment 823 (929) - -
Balance at end of year 32) (855) - -

Nature and purpose of reserves

Asset revaluation

Foreign currency translation

The foreign currency translation reserve records the foreign
currency differences arising from the translation of the
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The asset revaluation reserve includes the net revaluation
increments and decrements arising from the revaluation of
freehold land in accordance with AASB 116 Property, Plant
& Equipment.

financial statements of foreign operations.

Maintenance

The maintenance reserve is a specific reserve retained
by Gunns Plantations Limited for the provision of future
maintenance services under Gunns Plantations Limited’s
woodlot projects.

24. Retained profits

Consolidated The Company
Notes

2007 2006 2007 2006
$°000 $°000 $°000 $°000

Retained profits at beginning of year 189,234 168,330 55,763 32,261
Net profit attributable to members of the parent entity 74,516 87,187 67,769 72,685
Transfer to reserves 23 - (17,100) - -
Dividends recognised during the year 25 (62,365) (49,183) (62,365) (49,183)
Retained profits at the end of the year 201,385 189,234 61,167 55,763
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

25. Dividends

Dividends recognised in the current year Cents am-lt-)outra:: Date of | Franked/
by the Company are: per share $°000 | payment | Unfranked
2007

Ordinary shares

Interim 2007 6.0c 21,224 5 Apr 07 Franked
Final 2006 10.0c 33,911 6 Oct 06 Franked
Total 16.0c 55,135

FORESTS distributions

July quarter 142.58¢ 1,711 14 Jul 06 Franked
October quarter 150.85¢ 1,810 13 Oct 06 Franked
January quarter 154.62c 1,855 15 Jan 07 Franked
April quarter 154.48¢ 1,854 16 Apr 07 Franked
Total 602.53¢c 7,230

2006

Ordinary shares

Interim 2006 6.0c 20,347 7 Apr 06 Franked
Final 2005 7.5¢ 25,433 7 Oct 05 Franked
Total 13.5¢ 45,780

FORESTS distributions

January quarter 143.33c 1,720 16 Jan 06 Franked
April quarter 140.21¢ 1,683 13 Apr 06 Franked
Total 283.54c 3,403

Franked dividends declared or paid during the year were franked at the tax rate of 30%.

Subsequent events

Since the end of the financial year, the directors have declared the following dividends:

Final - ordinary

8.0c 30,637 50ct 07 100%

July quarter - FORESTS

157.59¢ 1,891 16 Jul 07 100%

The financial effect of these dividends has not been brought
to account in the financial statements for the year ended 30
June 2007 and will be recognised in subsequent financial
reports. The declaration and subsequent payment of these
dividends have no income tax consequences.

Dividends were paid out of current GAAP profits (post
AIFRS changes).

Dividend franking account

As a result of Gunns Limited and certain wholly-owned
subsidiaries adopting the Taxation Consolidation legislation
with effect from 1 July 2003, a single franking account is
created for the tax consolidated group. The amount of

franking credits available to shareholders of the parent entity
(being the head entity in the tax-consolidated group) at 30
June 2007 has been measured under the new legislation as
those available from the tax consolidated group. As a result,
the franking credits available to Gunns Limited as at 30 June
2007, adjusted for franking credits that will arise from the
receipt of the amount of the receivable for income tax at the
year end is $54,067,000 (2006: $67,755,000).

It is expected that sufficient franking credits will be available
for the payment of the dividends declared above as well as
the payment of a fully franked dividend in respect of the next
financial year.




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

26. Financial Instruments

(a) Interest rate risk

The consolidated entity enters into interest rate swaps and interest rate options to manage cash flow risks associated with the
interest rates on borrowings that are floating.

Interest rate swaps allow the consolidated entity to swap floating rate borrowings into fixed rates.

Each contract involves quarterly payment or receipt of the net amount of interest. Floating rates were at bank bill rates plus
the consolidated entity’s credit margin.

Consolidated Consolidated

2007 2007 2006
Principal Currency Fixed rate (%) Maturity (year)
100,000,000 usb 5.125 - 2017 -
400,000,000 AUD 6.025 - 2011 -
359,375,000 AUD - 5.755 - 2010

(b) Foreign exchange risk

The consolidated entity is exposed to foreign currency risks on sales and capital purchases that are denominated in currencies
other than Australian dollars. The currencies giving rise to this risk are primarily US dollars and Euros. The consolidated entity
uses forward exchange options to hedge its foreign currency risk. The forward exchange options typically have maturities of
less than one year and where still required, are rolled over at maturity.

The consolidated entity has hedged planned future capital purchases in respect of the Bell Bay pulp mill project (note 15).
The fair value of the options taken out as hedges does not qualify for cash flow hedge accounting as it principally comprises
the time value of the options.

At 30 June 2007, the face value of the option was $430,000,000 (2006 Nil). The following table sets out the strike price, fair
value and term of the option:

Consolidated Consolidated

Buy Euros
Not later than one year 0.61 - 1,720 -

The following table sets out the gross value to be received under foreign currency contracts, the weighted average
contracted exchange rates and the settlement periods of outstanding contracts for the consolidated entity:

Consolidated Consolidated

i
average rate ($) $°000 $°000
Sell US dollars

Not later than one year - 0.725 - 5,795

As these contracts are hedging anticipated sales, any unrealised gains and losses on the contracts, together with the costs
of the contracts, are deferred and recognised in the financial statements at the time the underlying transactions occur. The
gross deferred gains and losses on hedges of anticipated foreign currency transactions are:

Consolidated
2006

Consolidated
2007
Gains

Gains Losses
$°000 $°000 $°000

BT

Losses
$°000

Not later than one year
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(c) Credit risk exposures

Credit risk represents the loss that would be recognised if
counterparties failed to perform as contracted.

Recognised financial instruments

The credit risk on financial assets, excluding investments,
of the consolidated entity which have been recognised
on the balance sheets, is the carrying amount, net of any
accumulated impairment losses.

The consolidated entity minimises concentrations of credit
risk by undertaking transactions with a large number of
customers and counterparties in various countries and by
performing extensive due diligence procedures on major
new customers.

The consolidated entity’s loans receivable related to investors
in MIS projects comprises 66% of the total receivables
balance. These loans are secured by mortgage over the
grower’s interest in the MIS.

Other than the concentration of credit risk described above,
the consolidated entity is not materially exposed to any
geographic area, industry or individual customer except for
the Japanese pulp and paper industry which represents 19%
(2006: 14%) of trade debtors as at 30 June 2007.

(d) Net fair values of financial
assets and liabilities

Recognised financial instruments

The carrying amounts of cash assets, receivables, investments
in other entities, payables, bank overdrafts, bank and other
loans, lease liabilities and employee entitlements approximate
net fair value. The net fair value of investments in shares

in controlled entities is determined by reference to the
underlying net assets and assessment of future maintainable
earnings and cashflow.

Interest rate swaps

The fair value of interest rate swaps is based on broker
quotes. Those quotes are tested for reasonableness by
discounting estimated future cash flows based on the terms
and maturity of each contract and using market interest
rates for similar instruments at measurement date.

Foreign exchange options

The fair value of options is based on a mark to market
valuation, using the Garman and Kohlhagen valuation model.

(e) Capital management

The consolidated entity regards its capital as including
ordinary share capital, FORESTS, asset revaluation reserve,
maintenance reserve and retained profits. The consolidated
entity is bound by the statutory requirement to only

pay dividends/distributions out of ‘profits’. The above
requirements have been complied with. There has been no
change in the above since the prior period.

The consolidated entity will satisfy its ongoing capital
expenditure requirements and meet its working capital
needs through cash generated from operations, together
with cash and borrowings made available under existing and
new financing facilities.



Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

27. Commitments

Consolidated The Company
2007 2006 2007 2006
Notes $'000 $°000 $°'000 $°000

Capital expenditure commitments for property, plant and equipment

Contracted but not provided for and payable:

Within one year | 6794 6977 2540 555

Non-cancellable operating lease expense commitments

Future operating lease commitments not provided for

in the financial statements and payable:

Within one year 9,763 5,643 1,111 1,487

One year or later and no later than five years 36,191 16,922 1,801 670

Later than five years 82,019 36,649 94 90

127,973 59,214 3,006 2,247

Finance lease payment commitments

Finance lease commitments are payable:

Within one year 6,844 6,519 4,174 3,414

One year or later and no later than five years 19,680 17,676 6,332 6,998

Later than five years 14,841 20,848 - -
41,365 45,043 10,506 10,412

Less: Future lease finance charges

Within one year 2,110 2,197 548 556

One year or later and no later than five years 6,970 7,937 609 631

Later than five years 2,196 3,249 - -
11,276 13,383 1,157 1,187
30,089 31,660 9,349 9,225

Lease liabilities provided for in the financial statements:

Current 4,734 4,322 3,626 2,858

Non-current 25,355 27,338 5,723 6,367

Total lease liability 30,089 31,660 9,349 9,225

Operating leases as lessee:

The consolidated entity and Company leases plant and
equipment under operating leases expiring from one to
five years.

The consolidated entity leases forestry land under operating
leases expiring from one to twenty years.

Some operating lease contracts contain market review
clauses in the event that the consolidated entity exercises

its option to renew for an extended term. The consolidated
entity does have an option to purchase some leased assets at
the expiry of the lease period.

Operating leases as lessor:

The consolidated entity is also the lessor on operating leases of
land to managed investment woodlot growers. These leases
are payable by the growers as a share of harvest proceeds.

The minimum lease payments under these arrangements are
not considered to be material.

Finance leases:

The consolidated entity and Company leases production
plant and equipment under finance leases expiring from one
to ten years.

At the end of the lease term, the consolidated entity has the
option to purchase the equipment.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

28. Contingent liabilities

Details of contingent liabilities where the directors consider the probability of future payments are remote are
set out below. The directors are of the opinion that provisions are not required in respect of these matters,

as it is not probable that a future sacrifice of economic benefits will be required or the amount is not capable
of reliable measurement.

Guarantees

Consolidated The Company
2007 2006 2007 2006
$'000 | $°000 | $'000 | $°000

(i) Under the terms of a Deed of Cross Guarantee, described in Note 29, the
Company has guaranteed the repayment of all current and future creditors
in the event any of the entities party to the Deed are wound up. No
deficiency in net assets exists in these companies.

(i) The Company’s banker has provided performance guarantees to certain

third parties as per contractual arrangements:

7,136

4,689

4,305

3,342

Indemnities

Indemnities have been provided to directors of the Company and controlled
entities in respect of liabilities to third parties arising from their positions,
except where the liability arises out of conduct involving a lack of good faith.

No monetary limit applies to these agreements:

Joint and several liability

Associated Forest Holdings Pty. Limited, as a 62% venturer in the Tamar
Tree Farms Joint Venture operation, is jointly and severally liable for 100%
of all liabilities incurred by the joint venture. The assets of the joint venture
are sufficient to meet such liabilities. The joint venture liabilities not already
reflected in the balance sheets are:

35

111

The Company, as a 15% venturer in the Plantation Platform Tasmania Joint
Venture operation, is jointly and severally liable for 100% of all liabilities
incurred by the joint venture. The assets of the joint venture are sufficient to
meet such liabilities. The joint venture liabilities not already reflected in the
balance sheets are:




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

29. Deed of cross guarantee

Pursuant to ASIC Class Order 98/1418 (as amended) dated
13 August 1998 the wholly-owned subsidiaries listed below
are relieved from the Corporations Act 2001 requirements for
preparation, audit, and lodgement of financial reports with
the exception of Gunns Finance Pty. Ltd., TBVIC Pty. Ltd. and
Northern Forest Investments Pty. Ltd. which are ineligible for
relief under the Class Order as they were small proprietary
companies during the financial year and thus already exempt
from the abovementioned reporting requirements.

It is a condition of the Class Order that the Company

and each of the subsidiaries enter into a Deed of Cross
Guarantee. The effect of the Deed is that the Company
guarantees to each creditor payment in full of any debt in
the event of winding up of any of the subsidiaries under
certain provisions of the Corporations Act 2001. If a winding
up occurs under other provisions of the Act, the Company
will only be liable in the event that after six months any
creditor has not been paid in full. The subsidiaries have also
given similar guarantees in the event that the Company is
wound up.

The subsidiaries subject to the Deed are:
Kauri Timber Company Ltd.

Gunns New Zealand Pty. Ltd.

Gunns Forest Products Pty. Ltd.
Associated Forest Holdings Pty. Ltd.
Wesley Vale Engineering Pty. Ltd.
Tasmanian Pulp & Forest Holdings Ltd.
Sorisdale Pty. Ltd.

TBVIC Pty. Ltd.

Gunns Finance Pty. Ltd.

Northern Forest Investments Pty. Ltd.

The consolidated income statement and consolidated
balance sheet, comprising the Company and subsidiaries
which are a party to the Deed, after eliminating all
transactions between parties to the Deed of Cross
Guarantee, at reporting date is set out below:

I Consolidated

2007 2006
$'000 $'000

Income Statement

Profit before income tax 25,169 50,744
Income tax expense 4,461 14,638
Net profit 20,708 36,106
Retained profits at beginning of year 112,607 125,684
Dividends recognised during the year (62,365) (49,183)
Retained profits at end of year 70,950 112,607
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

29. Deed of cross quarantee (continued)

Consolidated

Balance Sheet

2007 2006
$°000 $°000

Cash and cash equivalents 12,803 3,495
Trade and other receivables 73,133 104,580
Inventories 109,287 118,516
Biological assets 17,596 25,687
Income tax receivable 1,897 1,028
Other 17,481 620
Total current assets 232,197 253,926
Trade and other receivables 186,513 35,993
Inventories 12,030 11,945
Biological assets 236,014 227,749
Investments 90,779 1,595
Property, plant and equipment 866,717 795,763
Intangible assets 3,849 3,021
Deferred tax assets 1,136 729
Other 82,655 61,866
Total non-current assets 1,479,693 1,138,661
Total assets 1,711,890 1,392,587
Payables 99,668 80,581
Interest-bearing loans and borrowings 36,736 128,366
Other 2,255 -
Provisions 12,145 10,682
Total current liabilities 150,804 219,629
Payables 110,596 81,545
Interest-bearing loans and borrowings 555,371 308,216
Deferred tax liabilities 176,139 159,063
Provisions 2,618 2,537
Total non-current liabilities 844,724 551,361
Total liabilities 995,528 770,990
Net assets 716,362 621,597
Issued capital 452,915 322,782
Reserves 192,497 186,208
Retained profits 70,950 112,607
Total equity 716,362 621,597




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

30(a). Controlled entities

Ordinary Shares
Consolidated Entity
Interest

2007 2006
% %

Particulars in relation to significant controlled entities

Name

Gunns Limited

Controlled entities

Kauri Timber Company Ltd. 0] 100% 100%
Gunns New Zealand Pty. Ltd. (@) (i) 100% 100%
Gunns Finance Pty. Ltd. (@) 100% 100%
Gunns Plantations Ltd. 100% 100%
Gunns Forest Products Pty. Ltd. 0] 100% 100%
Associated Forest Holdings Pty. Ltd. () 100% 100%
Wesley Vale Engineering Pty. Ltd. () 100% 100%
Tasmanian Pulp & Forest Holdings Ltd. (@) 100% 100%
Sorisdale Pty. Ltd. 0] 100% 100%
Evergreen Insurance Pte. Ltd. 100% 100%
East Coast Pastoral Pty. Ltd. 100% 100%
All of the above named entities are incorporated in Australia except as noted below.

Notes

(i) Refer to Note 29 for details of Deed of Cross Guarantee.
(i) Gunns New Zealand Pty. Ltd. was incorporated in Australia but carries on business in New Zealand.
(iii) Evergreen Insurance Pte Ltd was incorporated in Singapore.

30(b). Acquisition of controlled entities

During the year ended 30 June 2007, the consolidated entity purchased

100% of the voting shares of the following entities: Date
LBVIC Pty. Ltd. 15-Dec-06
MMVIC Pty. Ltd. 15-Dec-06
KWIC Pty. Ltd. 21-Jun-07

At the time of acquisition, these entities had no assets
or liabilites. The entities do not trade.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

31. Interest in joint venture operations

Interest Interest

2007 2006

Name of Entity Principal Activity % %
Tamar Tree Farms Plantation establishment 62 62
Plantation Platform of Tasmania Plantation establishment 15 15

The consolidated entity’s interest in assets employed in the above joint venture operations is detailed below. The amounts
are included in the consolidated financial statements under their respective asset categories.

. ] Consolidated
2007 2006
$°'000 $°'000

Current assets

Cash assets 578 276
Receivables 142 73
Total current assets 720 349

Non-current assets

Standing timber 36,476 34,858
Property, plant and equipment 4,617 4,144
Total non-current assets 41,093 39,002
Total assets 41,813 39,351

Current liabilities

Payables 700 180
Total liabilities 700 180
Net assets 41,113 39,171
Total payments (net) from the Company to the joint venture (320) 738
Receivable from the joint venture 1,038 177

Transactions with the joint venture are on the same terms and conditions as arm’s-length transactions.

The contribution of the joint ventures to the profit of the consolidated entity was a loss of $1,110,000
(2006: profit of $3,922,000).

The value of the consolidated entity’s share of timber harvested during the year was $nil (2006: $nil).
Refer to note 28 for details of contingent liabilities.



Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

32. Notes to the statements of cash flows

(a) Reconciliation of cash

For the purposes of the statements of cash flows, cash includes cash on hand and at bank and short term deposits at call,
net of outstanding bank overdrafts. Cash as at the end of the financial year as shown in the statements of cash flows is
reconciled to the related items in the balance sheets as follows:

|| Consolidated The Company

2007 2006 2007 2006
Notes $°'000 $°000 $°000 $°000

Cash assets 9 17,913 5,434 7,257 1,085
Bank overdraft 19 (4,531) (23,190) (4,531) (23,190)
13,382 (17,756) 2,726 (22,105)
(b) Reconciliation of profit after income tax to net cash provided by operating activities
Profit after income tax 74,516 87,187 67,769 72,685
Add/(less) items classified as investing/ financing activities:
(Profit)/loss on sale of non-current assets 664 (680) 675 (557)
Net (increment)/decrement - biological assets 12,303 1,531 3,735 6,152
Add/(less) non-cash items:
Amortisation of goodwill & other intangibles 1 1 1 1
Revaluation of hedge 2,592 - 2,592 -
Deferred tax impact of asset revaluations (2,383) - (2,341) -
Deferred tax impact of equity raising costs 101 - 101 -
Current tax impact of equity raising costs 26 - 26 -
Revaluation of assets through income statement (1,232) (272) (1,232) (272)
Amounts set aside to provision for doubtful debts,
loans and claims 2,468 (593) 968 (249)
Amounts set aside to sundry provisions 1,001 77) - (215)
Depreciation and amortisation of property, plant,
equipment and forest roads 18,715 18,041 8,937 7,625
Amortisation of borrowing costs 4,362 2,152 4,362 2,152
Net interest to/(from) controlled entities - - 8,704 6,782
Net management fee (revenue)/expense - - 500 500
Rent received from controlled entities - - (303) (303)
Dividends from controlled entities - - (80,000) (80,000)
(Decrease)/increase in income taxes payable 871) (20,073) (867) (20,077)
(Decrease)/increase in deferred taxes payable 17,900 19,162 12,259 3,776
(Increase)/decrease in deferred tax assets (723) (272) - -
Net cash provided by operating activities before
change in assets and liabilities 129,440 106,107 25,886 (2,000)
Change in assets and liabilities during the financial year:
(Increase)/decrease in inventories 9,144 (2,980) 7,157 (6,867)
(Increase)/decrease in prepayments (163) 6 159 7
(Increase)/decrease in receivables (134,338) (18,201) (2,745) (3,357)
(Decrease)/increase in accounts payable 16,768 15,896 4,415 7,226
(Decrease)/increase in loans with controlled entities - - (31,607) (28,104)
(Decrease)/increase in deferred revenue (540) (33,893) - -
(Decrease)/increase in provision for employee benefits 689 27) 1,413 9
Net cash provided by operating activities 21,000 66,908 4,678 (33,086)

(c) Non-cash financing and investing activities

During the financial year the consolidated entity acquired property, plant and equipment with an aggregate fair value of
$3,130,000 (2006: $24,396,000) by means of finance leases.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

33. Employee benefits
| Consolidated |  TheCompany |
2007 2006 2007 2006
e & O &

Aggregate liability for employee benefits including on-costs
Current
Employee benefits provision 20 12,145 10,509 8,130 6,671
Other creditors and accruals 18 930 755 534 590
Non-current
Employee benefits provision 20 2,618 2,540 2,335 2,379
15,693 13,804 10,999 9,640

The present values of employee entitlements (other than non-executive directors) not expected to be settled within twelve
months of reporting date have been calculated using the following weighted averages:

Assumed rate of increase in wage and salary rates 2.5% 2.5% 2.5% 2.5%
Discount rate 5.6% 5.6% 5.6% 5.6%
Settlement term (years) 15 15 15 15

Executive Share Option Plan

The Company has an Executive Share Option Plan (‘Plan’)
approved at the annual general meeting on 19 October 1993.

The Plan provides for the Board of Directors to invite
applications by executives to receive options over ordinary
shares for no consideration with the exercise price for the
option equivalent to the quoted price of the company shares
as at the date the options are granted.

Each option is convertible to one ordinary share. There are
no voting rights attached to the unissued ordinary shares.
Voting rights attach to the unissued ordinary shares when
the options have been exercised.

The Plan is subject to a limitation that the number of share
options issued over a five year period must not exceed 5%
of the total number of issued shares of that class at the time
of an offer.

The fair value of shares issued as a result of exercising the
options during the reporting period is the market price of
shares of the Company on the Australian Stock Exchange as
at close of trading on their issue date.

All options expire on the earlier of their expiry date,

which as per the executive share option plan is 5 years
from the date the options are issued, or termination of the
employee’s employment.

Company policy requires that future issues under the
Plan are subject to specific performance hurdle and
exercise constraints. This policy also prohibits the entry
by executives into transactions designed to limit risk on
unvested options and requires the disclosure of hedging
transactions undertaken to limit risk on vested options.

There were no unissued ordinary shares under option during
the 2007 or 2006 financial year.

The total proceeds received on the exercise of options were
$nil (2006: $nil). The fair value at the date of issue of the
shares was $nil (2006: $nil).

No options expired during the year ended 30 June 2007
(2006: nil).

There are no amounts recognised in the financial statements
of the Company and consolidated entity in relation to
employee share options exercised during the financial year.



34. Key management personnel disclosures

Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

The following were key management personnel of the consolidated entity at any time during the reporting period and unless
otherwise indicated were key management personnel for the entire period:

Directors

J.E. Gay Executive Chairman

R.T.J. Holyman Non-Executive

D.M. McQuestin ~ Non-Executive

R.T. Gray Non-Executive

C.A. van der Kley  Non-Executive

C.J. Newman Non-Executive

R.V. Millar Non-Executive Appointed 24 January 2007.
Executives

L.R. Baker (Manager - Forest Products Division; Executive Director - Gunns Plantations Ltd)
W.L. Chapman (Company Secretary)

R.D. Coffey (Manager - Forest Products Division Marketing)
B.E. Hayes (Manager - Forest Products Division)

I.M. Blanden (Manager - Gunns Plantations Limited)

Key management personnel compensation

The key management personnel compensation included in employee benefit expenses on the face of the Income
Statement are as follows:

| consolidated The Company

2007 2006 2007 2006
$°'000 $°'000 $°'000 $°000

Short-term employee benefits 2,913 2,367 2,913 2,367
Other long term benefits 368 104 368 104
Post-employment benefits 294 403 294 403

Termination benefits - - - R

Equity compensation benefits - - - B
3,575 2,874 3,575 2,874

Individual directors and executives compensation disclosure

Information regarding individual directors and executives compensation is provided in the Remuneration Report
section of the Directors’ report on pages 22 to 27.

Apart from the details disclosed in this note or the Directors’ Report, no director has entered into a material contract with
the Company or the consolidated entity since the end of the previous financial year and there were no material contracts
involving directors’ interests existing at year-end.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

34. Directors and executive disclosures (continued)
Key management personnel loans

Details regarding loans outstanding at the reporting date to key management personnel and their related parties in relation to
investments in managed investment projects are as follows:

Balance at Balance at Interest Highest in
1 July 2006 30 June 2007 charged perlod

L R.Baker

751, 322

631 434

74, 786

751, 322

‘ J.E. Gay

’ Aggregate for key management personnel

|

461,951 |

Balance at

1 July 2006 | 30 June 2007

1,260,018 |

676,364 |

Balance at

1,440,267 |

Interest

charged
79,640 |

676,364 |

Number in
group at 30
June

5.

For all loans to key management personnel, interest is payable at the rate of 9.5-10.5% (2006: 9.5-10.5%) which represents
a commercial rate of interest. No interest is payable on 12 month terms arrangements which are interest free. Loans are

on the same terms and conditions as loans provided to woodlot growers for investment in the respective Gunns Plantations
Ltd projects. Loans are secured against the interest in the respective Project and by recourse to the investor. All balances are

considered fully collectible.

Key management personnel equity holdings

The movement during the reporting period in the number of ordinary shares of Gunns Limited held, directly, indirectly or
beneficially, by each key management person, including their personally-related entities is as follows:

Balance at Holding on Net (sold) / Balance at
1 July 2006 | appointment purchased | 30 June 2007

Directors

.E. Gay 18,005,612 - 416,595 18,422,207
R.T.J. Holyman 548,281 23,650 571,931
D.M. McQuestin 2,243,512 20,000 2,263,512
R.T. Gray 244,208 15,855 260,063
C.A. van der Kley 114,416 19,910 134,326
C.J. Newman 2,775,684 - - 2,775,684
R.V. Millar 6,817,679 70,754 6,888,433
Executives

L.R. Baker 7,456 - 46,000 53,456
W.L. Chapman 242,152 15,722 257,874
R.D. Coffey 40,000 - 40,000
B.E. Hayes 84,000 - 84,000
.M. Blanden 89,200 2,030 91,230




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

34. Directors and executive disclosures (continued]

Other transactions with key
management personnel

From time to time key management personnel of the
Company or its controlled entities or their personally-related
entities may purchase goods from the consolidated entity.
These purchases are on the same terms and conditions as
those entered into by consolidated entity employees or
customers and are trivial or domestic in nature.

Directors

Messrs ). E. Gay, C. A. van der Kley, D. M. McQuestin, R.

T. ). Holyman. R.V. Millar and R. T. Gray and their director
related entities have funds on deposit with the Gunns
Limited Unsecured Note Scheme. The aggregate amount

of these deposits is $4,893,277 (2006: $3,838,427) for the
consolidated entity and the Company which is included
within “Other deposits and borrowings - unsecured” in Note
19. Interest paid on these deposits totalled $334,720 (2006:
$260,069) for the consolidated entity and the Company. The
terms and conditions relating to these deposits are the same
as apply to all depositors in the Scheme.

A division of Gunns Ltd is undertaking construction services
for Mr J.E. Gay valued at $33,873 for the year ended 30 June
2007. This work is being undertaken on normal commercial
terms. At 30 June 2007, $22,131 remained outstanding.

Mr D.M. McQuestin (2007 only) and Mr J.E. Gay invested in
the Gunns Plantations Limited managed investment schemes
at an aggregate value of $910,550 (2006 $701,250). These
investments were purchased on the same terms as apply to
all investors under the projects.

An entity associated with Mr. R.V. Millar operates several car
dealerships. During the period of Mr Millar’s directorship,
the consolidated entity purchased goods and services valued
at $367,957 from the entity and sold vehicles valued at
$26,545 to the entity based on normal commercial terms
and conditions. At 30 June 2007, the consolidated entity
owed the entity $11,001.

Executives

Mr L.R. Baker and Mr W.L. Chapman have funds on deposit
with the Gunns Limited Unsecured Note Scheme. The
aggregate amount of these deposits is $247,559 (2006:
$101,948) for the consolidated entity and the Company
which is included within “Other deposits and borrowings -
unsecured” in Note 19. Interest paid on these deposits totalled
$17,015 (2006: $36,187) for the consolidated entity and the
Company. The terms and conditions relating to these deposits
are the same as apply to all depositors in the Scheme.

Mr L. R. Baker, Mr W.L. Chapman (2006 only) and Mr |.M.
Blanden invested in the Gunns Plantations Limited managed
investment schemes at an aggregate value of $145,920
(2006: $413,550). These investments were purchased on the
same terms as apply to all investors under the projects.
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Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

39. Other related parties

The classes of non-key management personnel related parties are directors of related parties and their director related entities,
and wholly-owned controlled entities.

Directors of related parties and their director related entities

From time to time directors of related parties or their director-related entities may purchase goods and services from the
consolidated entity. These purchases are on the same terms and conditions as those entered into by consolidated entity
employees or customers and are trivial or domestic in nature.

Wholly-owned group

Details of dealings with these entities are set out below.

transactions with non-director related parties are:

- Consolidated The Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

The aggregate amounts included in the profit from ordinary activities before income tax expense that resulted from

Wholly-owned controlled entities:

Dividend revenue - - 80,000 80,000
Interest expense - - 12,723 9,784
Interest revenue - - 4,019 3,002
Management fee expense - - 500 500
Rent revenue - - 303 303
The balances outstanding with wholly owned controlled entities are:
Loan to Gunns Forest Products Pty. Ltd. - - 110,552 69,511
Loan to Gunns New Zealand Pty. Ltd. - - 5,540 9,911
Loan from Evergreen Insurance Pte. Ltd. - - (2,333) (2,205)
Loan to Gunns Finance Pty. Ltd. - - 70,365 48,986
Loan from Gunns Plantations Ltd. - - (93,244) (130,132)
Loan to Sorisdale Pty. Ltd. - - 7,278 5,019
Loan from Kauri Timber Company Ltd. - - (6,916) (6,503)
- - 91,242 (5,413)

Intercompany loan accounts have no fixed term and are repayable on demand but this is not envisaged in the next twelve

months. Interest may be charged on these loans.

The net intercompany receivables (2006: payables) are included in non-current assets in Note 17 (2006: non-current payables

in Note 18).

Ultimate parent entity

The ultimate parent entity is Gunns Limited, a public company incorporated in Tasmania.




Notes to and forming part of the financial statements of Gunns Limited and its controlled entities for the year ended 30 June 2007

36. Equity accounted investees

The consolidated entity’s share of profit in equity accounted investees is $16,000 (2006: nil).

During the year, the consolidated entity acquired a 30% interest in the Australian Forestry Plantations Trust. The Trust was
established to acquire plantation land for leasing to the consolidated entity. Based on an evaluation of the risks and rewards of
the Trust, it is not consolidated by the consolidated entity. The Trust leases land to the consolidated entity.

Summary financial information for the Trust, not adjusted for the ownership percentage of the consolidated entity:

2007 2006
$'000 $°000

Current assets 469 -
Non-current assets 39,945 -
Total assets 40,414 -
Current liabilities 2,842 -
Non-current liabilities 20,417 -
Total liabilities 23,259 -
Net assets 17,155 -
Revenues 294 -
Expenses 241 -
Profit 53 -

37. Events subsequent to balance date

(a) Dividends
For dividends declared after 30 June 2007 see Note 25.

(b) Pulp Mill Project

Note 15 details the approval process for the Bell Bay pulp mill project which is subject to both state and federal government
approvals. State approval was obtained in August 2007. The federal process is expected to be completed in October 2007.

(c) Auspine Limited

As at the date of issue of this report the Gunns Limited interest in Auspine Limited was 60.8%. The off market offer closed on
31 August 2007. Consideration for shares acquired subsequent to the tender offer has been in the form of cash ($72.7m) and
issue of Gunns Limited shares (12.9m shares).

Control of Auspine Limited was gained on 22 August 2007.

Other than the abovementioned items, there have been no material events subsequent to balance date.
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1. In the opinion of the directors of Gunns Limited (“the Company”):

(a) the financial statements and notes, set out on pages 33 to 81 and including the remuneration disclosures that are
contained in sections 1, 2 and 4 of the Remuneration report in the Directors’ report set out on pages 22 to 27, are in
accordance with the Corporations Act 2001, including:

(i) giving a true and fair view of the financial position of the Company and consolidated entity as at 30 June 2007
and of their performance, as represented by the results of their operations and their cash flows, for the year ended
on that date; and

(if) complying with Australian Accounting Standards and Corporations Regulations 2001; and

(b) the remuneration disclosures that are contained in sections 1, 2 and 4 of the Remuneration report in the Directors’
reports comply with Australian Accounting Standard AASB 124 Related Party Disclosures and Corporations Regulations
2001; and

(c) there are reasonable grounds to believe that the Company will be able to pay its debts as and when they become due
and payable.

2. There are reasonable grounds to believe that the Company and the controlled entities identified in Note 29 will be able to
meet any obligations or liabilities to which they are or may become subject to by virtue of the Deed of Cross Guarantee
between the Company and those controlled entities pursuant to ASIC Class Order 98/1418.

3. The directors have been given the declarations required by Section 295A of the Corporations Act 2001 from the chief
executive officer and the chief financial officer for the financial year ended 30 June 2007.

Dated at Launceston this 28th day of September 2007.

Signed in accordance with a resolution of the directors:

{ S TEr
S, Tl
o

D. M. McQuestin % R.T.). Holyman
Director Director



Independent auditor’s report to the
members of Gunns Limited

Report on the financial report and AASB 124 remuneration
disclosures contained in the directors’ report

We have audited the accompanying financial report of Gunns Limited (the Company), which comprises the balance sheets
as at 30 June 2007, and the income statements, statements of recognised income and expense and cash flow statements
for the year ended on that date, a description of significant accounting policies and other explanatory notes 1 to 37 and the
directors’ declaration of the Consolidated Entity comprising the Company and the entities it controlled at the year’s end or
from time to time during the financial year.

As permitted by the Corporations Regulations 2001, the Company has disclosed information about the remuneration of
directors and executives (remuneration disclosures), required by Australian Accounting Standard AASB 124 Related Party
Disclosures, under the heading “Remuneration report” (and in sections 1, 2 and 4 of the Remuneration report) in the
Directors’ report and not in the financial report. We have audited these remuneration disclosures.

Directors’ responsibility for the financial report and the AASB 124
remuneration disclosures contained in the directors’ report

The directors of the Company are responsible for the preparation and fair presentation of the financial report in accordance
with Australian Accounting Standards (including the Australian Accounting Interpretations) and the Corporations Act 2001.
This responsibility includes establishing and maintaining internal control relevant to the preparation and fair presentation of
the financial report that is free from material misstatement, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the circumstances.

The directors of the Company are also responsible for the remuneration disclosures contained in the directors’ report.

Auditor’s responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our audit in accordance
with Australian Auditing Standards. These Auditing Standards require that we comply with relevant ethical requirements
relating to audit engagements and plan and perform the audit to obtain reasonable assurance whether the financial report is
free from material misstatement. Our responsibility is also to express an opinion on the remuneration disclosures contained in
the directors’ report based on our audit.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial report
and the remuneration disclosures contained in the directors’ report. The procedures selected depend on the auditor’s
judgement, including the assessment of the risks of material misstatement of the financial report and the remuneration
disclosures contained in the directors’ report, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial report and the remuneration
disclosures contained in the directors’ report in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by the
directors, as well as evaluating the overall presentation of the financial report and the remuneration disclosures contained in
the directors’ report.

KPMG. KPMG, an Australian partnership, is a
member of KPMG International, a Swiss
Association
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KPMG

We performed the procedures to assess whether in all material respects the financial report presents fairly, in accordance with
the Corporations Act 2001 and Australian Accounting Standards (including the Australian Accounting Interpretations), a view
which is consistent with our understanding of the Company’s and the Group’s financial position and of their performance and
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whether the remuneration disclosures are in accordance with Australian Accounting Standard AASB 124.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Auditor’s opinion on the financial report

In our opinion:
(a) the financial report of Gunns Limited is in accordance with the Corporations Act 2001, including:

(i) giving a true and fair view of the Company’s and the Group's financial position as at 30 June 2007 and of their
performance for the year ended on that date; and

(if) complying with Australian Accounting Standards (including the Australian Accounting Interpretations) and the

Corporations Regulations 2001.

Auditor’s opinion on AASB 124 remuneration disclosures
contained in the directors’ report

In our opinion the remuneration disclosures that are contained in sections 1, 2 and 4 of the Remuneration report in the
Directors’ report comply with Australian Accounting Standard AASB 124 Related Party Disclosures.

kPG

KPMG

Yoo

M G Wallace
Partner

Launceston
28 September 2007

KPMG. KPMG, an Australian partnership, is a
member of KPMG International, a Swiss
Association



Additional Information

ASX Additional Information

Additional information required by the Australian Stock Exchange Limited Listing Rules and not disclosed elsewhere in

this report.

20 Largest Shareholders as at 31 August 2007

Shareholder Shares held Held
1 HSBC Custody Nominees (Australia) Limited 51,683,038 13.32%
2 ) P Morgan Nominees Australia Limited 49,584,193 12.77%
3 National Nominees Limited 37,974,014 9.78%
4 RBC Dexia Investor Services Australia Nominees Pty Ltd - PIPOOLED Account 34,332,618 8.85%
5 Citicorp Nominees Pty Limited 14,673,665 3.78%
6 RBC Dexia Investor Services Australia Nominees Pty Ltd - BKCUST Account 13,859,001 3.57%
7 ANZ Nominees Limited Cash Income Account 9,415,730 2.43%
8 RBC Dexia Investor Services Australia - PIIC Account 8,282,584 2.13%
9 Mr John Eugene Gay 8,252,161 2.13%
10 | Australian Reward Investment Alliance 8,118,888 2.09%
1 Cogent Nominees Pty Limited 7,453,817 1.92%
12 | Citicorp Nominees Pty Ltd CFSIL Cwlth Aust SHS 4 A/C 5,206,176 1.34%
13 | JEG Management Pty Ltd 4,594,566 1.18%
14 | UBS Nominees Pty Ltd 4,259,925 1.10%
15 | AMP Life Limited 4,204,606 1.08%
16 | BFIPtyLtd 3,431,576 0.88%
17 | Queensland Investment Corporation 3,218,140 0.83%
18 | ANZ Nominees Limited Income Reinvest Plan A/C 2,846,888 0.73%
19 | Huntley Investment Company Ltd 2,470,500 0.64%
20 | Citicorp Nominees Pty Ltd CFS Future Leaders Fund A/C 2,230,520 0.57%

Total: 276,092,606

Total number of shares on issue: 388,143,107
The 20 largest shareholders hold 71.13% of the ordinary shares of the Company.
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Additional Information (continued)

Shareholders

Substantial Shareholders
The number of shares held by substantial shareholders and their associates are set out below:

Shareholder No. of Shares

Perpetual Trustees Australia Limited 52,533,241
Concord Capital Ltd 43,368,325
Capital Group Companies Inc 21,598,109
Schroder Investment Management Group 21,353,717

Class of Shares and Voting Rights

Refer to note 22.

As at 31 August 2007 there were nil options over unissued ordinary shares granted to executives under the Executive Share
Option Scheme.

Distribution of Shareholders as at 31 August 2007

| Odinyl _____ Options

1-1,000 shares 1,291 -
1,001 - 5,000 shares 3,115 -
5,001 - 10,000 shares 1,247 -
10,001 - 100,000 shares 1,256 -
100,001 shares and over 145 -
TOTAL 7,054 -

Number of shareholders holding less than a marketable parcel at 31 August 2007 was 137.
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