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DIRECTORS’ REPORT

The directors present their report together with the financial report of Gunns Limited (“the Company”)
and the consolidated financial report of the consolidated entity, being the Company and its controlled
entities, for the year ended 30 June 2008 and the auditor’s report thereon.

Directors

The directors of the Company at any time during or since the end of the financial year are:

Name and qualifications Experience and special responsibilities

John E Gay 65 | Chairman (since 2002)
Managing Director
Director (since 1986)
Director of:
— AMC Search Limited
— Forest Industries Association of Tasmania Limited
— Gunns Plantations Limited
— Auspine Limited (since 2007)
Robin T Gray B. Ag. Sci. CPM 68 | Director (since 1996)
Director of:
— AMC Search Limited
— Agribusiness Project Management Pty. Ltd.
— Chairman of Botanical Resources Australia Pty Ltd.
— Auspine Limited (since 2007)

Robin TJ Holyman Dip. Agric. FAICD MCIT 70 | Director (since 1983)

Director of:
— Auspine Limited (since 2007)
David M McQuestin 64 | Director (from 1988 to May 2008)
Christopher J Newman B.Ec. 64 Director (since 2001)
Director of:

— Austereo Limited (since 2005)

— Coneco Limited (since 2004)

— Prime Financial Group Limited (since 2006)
— Webjet Limited (since 2006)

— Auspine Limited (since 2007)

Cornelis A van der Kley AASA 69 | Director (since 1996)
Richard V Millar FCA 64 Director (since 2007)
Paul D Teisseire 53 | Director (appointed March 2008)
Director of:
— Austin Exploration Limited
— BSA Limited

— Mesbon China Nylon Limited.




Company Secretary

Mr Wayne L Chapman (B.Com., CA) was appointed to the position of Company Secretary in 1997. Mr
Chapman joined the Company in 1994 and worked in various finance and accounting roles before
being appointed to the position of Company Secretary. He has previous experience in finance,
administration and secretarial roles.

Directors’ meetings

The number of directors’ meetings (including meetings of committees of directors) and number of
meetings attended by each of the directors of the Company during the financial year are:

Board Audit Remuneration Nomination

e Meetings Committee Committee Committee

B B

JE Gay 12 12 - - 1 1 2 2

RT Gray 11 12 3 3 1 1 2 2

RTJ Holyman 11 12 3 3 1 1 2 2

DM McQuestin 8 10 2 3 1 1 2 2

CA van der Kley 12 12 2 3 1 1 2 2

CJ Newman 12 12 3 3 1 1 2 2

RV Millar 11 12 2 3 1 1 2 2

PD Teisseire 4 4 0 0 0 0 1 1
LEGEND A= number of meetings attended B = number of meetings held during
the time the director held office

during the year

Principal activities
The principal activities of the consolidated entity during the course of the financial year were forest
management and development, milling, processing, merchandising and export of wood products,

merchandising of hardware and building supplies, management of forestry and horticultural managed
investment schemes, construction and wine production and sale.

Results for the year

The consolidated profit of the consolidated entity for the year, net of income tax expense, attributable
to members of Gunns Limited was $64.5 million (2007: $76.4 million).

Operating and financial review

Group revenue for the 2008 financial year was $861.9 million, up 26.3% on the prior year, driven by
strong performance of the group’s hardwood operations and the consolidation of 10 months of
revenue from Auspine’s operations following its acquisition in August 2007.

Earnings per share of 14.2 cents compares to 19.6 cents in the prior year.

Net operating cash inflow for the year of $69.5m compares to an operating cash outflow of $15.6m in
the prior year.



Earnings before interest and tax (EBIT) for the year of $145.6m was up 4.3% on the prior year result.
The EBIT result includes the following non-operating items:

e $16.3m expense related to pulp mill related financial instruments
e $5.8m expense related to acquisition and business restructuring costs

Group interest cost for the year was $80.4m, up 85.9% on the prior year. This increase was due to
$18.5m additional interest expense arising from funding of the cash component of the Auspine
acquisition and higher domestic interest rates.

Forest Products revenue for the 2008 financial year was $634.1 million, an increase of 47.0% on the
prior year. EBIT for the division increased by 62.4% to $104.6 million for the year.

The improved performance for the division was principally driven by an improving Asian wood fibre
market and increasing global competition for wood supply. The demand for wood fibre continued to
strengthen during the second half of the financial year with sales volume for the full year being 3.7
million gmt compared to 3.45 million gmt in the prior year.

Margins on wood fibre sales increased during the year reflecting an improved pricing environment.
The company anticipates further improvements earnings of the Forest Products division with a positive
market outlook for the 2009 financial year.

The company’s results from the Auspine softwood operations were impacted by significantly weaker
trading conditions in the June quarter as a result of slowing domestic construction activity and strong
import competition.

The managed investment scheme (MIS) business recorded revenue for the year of $124.3 million, a
14.1% reduction on the prior year. Woodlot development completed for the year totalled approximately
16,000 hectares (21,000 hectares in the prior year). The reduction in activity levels was in line with
management plans.

Sales from the wine and walnut projects increased significantly on the prior year with revenue
increasing from $5.8m in 2007 to $15.6m. In light of Federal Government announcements in relation
to the future of non-forestry MIS projects, management expects that there will be no new project
developments in this segment of the business. The business’ operating margin was impacted by an
increase in the cost of providing forestry establishment services, largely due to increased fuel and
fertiliser costs.

The Tasmanian based merchandising, construction and wine business reported revenue of $103.5
million and EBIT of $4.3 million for the 2008 financial year. The revenue from construction and
merchandising activity was impacted during the year by lower residential construction activity. The
Tamar Ridge wine operations performed to expectations with annual case sales increasing by 16% to
67,000 cases.

On 22 February 2008 Gunns Limited completed the acquisition of the Auspine Limited business. The
acquisition was a significant strategic step for the Gunns group. Whilst providing an opportunity in the
short term to generate synergy benefits the investment provides diversification for the Gunns forestry
and timber businesses through expansion into the softwood sector in sawn timber, woodfibre and
plantation operations. Importantly the acquisition provides a diversification in the resource base in
geographical terms with an interest in a large mature plantation base outside of the group’s traditional
Tasmanian base.



The Company has continued to invest in the Bell Bay mill development. Expenditure on the project in
the 2008 year totalled $50.4m. This expenditure was primarily associated with the completion of key
contractual arrangements for the mill equipment supply and construction, engineering services,
securing long lead items of equipment, development of environmental management plans (including
ongoing monitoring and compliance programs), and progressing financing arrangements for the
development.

State of affairs

The Company has continued with the development of plans to build a plantation-based bleached kraft
pulp mill to be located in the Bell Bay Industrial Zone in northern Tasmania, adjacent to the
Company’s existing wood fibre operations.

The mill project has been subject to separate regulatory approval processes by the Commonwealth
and the State of Tasmania. Approvals under both jurisdictions have been obtained, subject to
conditions, including the requirement for a number of environmental management plans to be
approved by Tasmanian Government agencies and the Federal Minister for the Environment, Heritage
and the Arts. Gunns has already satisfied a number of conditions and has received approval for
management plans allowing Gunns to commence clearing of vegetation and to undertake bulk
earthworks on the mill project site.

The Company is continuing to pursue the financing of the mill project. In addition, discussions are
continuing with a number of potential equity parties, including industry participants, who have
expressed interest in making a direct equity investment in the mill project. It is Gunns’ current intention
that a joint venture equity partner will be invited to take up to a 50% interest in the Company’s mill
project; however, whether this eventuates will depend on the outcome of negotiations between the
parties.

The Company is working towards a financing structure which will not require additional equity to be
raised from shareholders. The process with potential equity parties will take a period of time to work
through and it is not expected that the financing plan to be finalised before the first quarter of 2009,
with principal construction activities unlikely to commence before then. Whilst the directors believe it is
probable that the mill project will proceed to completion, the financing structure is yet to be finalised
and the Company cannot state with certainty that such a structure will be achievable nor can it provide
an assurance that the mill project will proceed.

The Company commenced a capital raising on 1 September 2008 with a non-renounceable pro rata
entitlement offer to raise between $300m and $430m. The proceeds of the offer will be applied to the
reduction of group debt facilities.

The Company has announced it was considering the divestment of a tranche of plantation forest.
Negotiations regarding the proposed transaction are progressing. The expected consideration from
the transaction is approximately $170 million (pre-tax), with the net proceeds to be used to further
reduce Gunns’ corporate debt. The proposal provides that Gunns retains the freehold land associated
with the standing timber. Gunns’ timber supply from the land would not be impacted by the proposed
sale.



Dividends

Dividends paid or declared on ordinary shares by the Company to members since the end of the

previous financial year were:

Cents Per Share

Total Amount
$'000

Date of Payment

Franked/

As disclosed in current report:

Paid or declared during the year

- FORESTS 158c 1,891 15 October 2007 Franked
- FORESTS 166¢ 1,994 14 January 2008 Franked
- FORESTS 168c 2,019 14 April 2008 Franked
- Interim — ordinary 6¢C 24,148 21 April 2008 Franked
Paid or declared after end of year

- FORESTS 180c 2,164 14 July 2008 Franked
- Final — ordinary 4c 16,262 3 October 2008 Franked
In respect of the last year’s financial year

Paid or declared during the year

- FORESTS 151c 1,810 13 October 2006 Franked
- FORESTS 155¢ 1,855 15 January 2007 Franked
- Interim — ordinary 6¢C 21,224 5 April 2007 Franked
- FORESTS 154c 1,854 16 April 2007 Franked
Paid or declared after end of year

- FORESTS 158c 1,891 16 July 2007 Franked
- Final — ordinary 8c 30,637 5 October 2007 Franked

All the dividends paid or declared by the Company since the end of the previous financial year were
franked at 30%.

Environmental regulation

The consolidated entity is subject to significant environmental regulation in respect of its
manufacturing and forestry activities.

Manufacturing operations, regulated primarily under the Environmental Management and Pollution
Control Act, are subject to conditions of specific site operating licences which are developed in
consultation with regulatory authorities. Forestry operations are regulated under a range of legislation
covering agricultural and forestry activity. This legislation includes the Forest Practices Act,
Agricultural and Veterinary Chemicals (control of use) Act, Threatened Species Protection Act 1995
and Historic Cultural Heritage Act.

The consolidated entity has implemented environmental management systems for its forestry
operations which are compliant to ISO 14001 standard. These systems are designed to maintain
compliance with regulatory requirements and as a basis for continual improvement in environmental
performance.

Environmental performance is reviewed by management and reported to the Board of Directors on a
regular basis.

The Directors are not aware of any material breaches of environmental regulations during the period
covered by this report.



Likely developments

The Company is planning for the development of a 1.1m air dried tonne kraft pulp mill to be located at
Bell Bay in Northern Tasmania. It is expected that final approvals will be gained and construction will
commence in the 2009 financial year.

Events subsequent to balance date

The Company has commenced a capital raising by a non renounceable prorata entitlement offer. The
offer was launched with institutional shareholders on 1 September 2008. The offer will raise between
$300m and $430m with the proceeds used to repay debt. The institutional offer is scheduled to close
on 3 September 2008 with settlement on 11 September 2008. The retail offer is expected to close on
24 September 2008 and complete on 4 October 2008.

Gunns has also announced that it is considering the divestment of a tranche of plantation forest.
Negotiations in relation to the transaction are progressing. The expected consideration from the

transaction is approximately $170m (pre tax). The proceeds will be used to further reduce corporate
debt.

Remuneration report - Audited

The Board has established a Remuneration Committee to provide advice on remuneration policies
and practices generally, and makes specific recommendations on remuneration packages for
executive directors, secretaries and other executives.

Key management personnel have authority and responsibility for planning, directing and controlling
the activities of the Company and the consolidated entity, including directors of the Company and
executives for the Company and the consolidated entity, including the five most highly remunerated
S300A executives of the company and consolidated entity.

Key management personnel of the Company and consolidated entity are the same.
Section 1 — Non-Executive Directors’ Remuneration - Audited

A. Board Policy on remuneration

Non-executive directors’ fees are set by the Board within the maximum aggregate amount paid of
$800,000 approved by shareholders. This amount was approved by shareholders in 2007.

The fees paid to directors are set at levels which reflect both the responsibilities of, and the time
commitments required from, each director to discharge their duties. The remuneration of the non-
executive directors is not linked to the performance of the Company in order to maintain their
independence and impartiality. In setting fee levels, the Remuneration Committee, which makes
recommendations to the Board, takes into account:-

- the Company'’s existing remuneration policies;

- independent professional advice;

- fees paid by comparable companies;

- the general time commitment required from directors and the risks associated with discharging the
duties attaching to the role of director; and

- the level of remuneration necessary to attract and retain directors of a suitable calibre.



Directors receive a fee of $75,000 per annum in relation to their services as a director. The Executive
Chairman, taking into account the greater time commitment required and his executive role as
Managing Director, received a total remuneration payment of $1,030,791 in the 2008 year. Details of
the remuneration of John Gay, the Executive Chairman and Managing Director, are found within
Section 4, Part A of this report. The salary and fee component of Mr Gay’s remuneration was reviewed
by the Remuneration Committee within the context of the scope of his role and with consideration of
market remuneration levels for similar roles in comparable listed entities. The Company does not pay
additional fees for membership of the Board’'s Committees. Superannuation contributions are also
made on behalf of the non-executive directors in accordance with the Company’s statutory
superannuation obligations.

The Board will continue to review its approach to non-executive director remuneration to ensure it
remains in line with general industry practice and best practice principles of corporate governance.

In accordance with rule 19.4 of the constitution, directors are also permitted to be paid additional fees
for special duties or exertions. Such fees are not included in the aggregate remuneration cap
approved by shareholders. No such fees were paid during the year. Directors are also entitled to be
reimbursed for all business related expenses, including travel on company business, as may be
incurred in the discharge of their duties.

Non-executive directors do not participate in option schemes or bonus systems. The Company has not
adopted a non-executive director option plan.

B. Retirement benefits

The Company pays non-executive director retirement benefits in accordance with the Director
Retirement Scheme. A specific allowance is payable to directors on retirement. The calculation of this
payment is in accordance with S200 (A) of the Corporations Law. This allowance vests after five
years’ service as a director. The following amounts are provided under the scheme as at 30 June
2008:

Mr R.T.J. Holyman $177,500
Mr R.T. Gray $177,500
Mr C.A. van der Kley | $177,500
Mr C.J. Newman $168,625

Entitlements pursuant to the Directors Retirement Scheme were frozen effective from 30 June 2006.
During the year a retirement allowance payment of $177,500 was made to Mr D.M. McQuestin.

These benefits are in addition to statutory prescribed superannuation entitlements funded by
Company contributions.

Section 2 - Executive Director and Senior Executive Remuneration - Audited

Board Policy on remuneration

The Remuneration Committee of the Board has recommended, and the Board has adopted, a policy
that remuneration will:

(a) reinforce the objectives of the Company as set out in the strategic business plans endorsed by the
Board;

(b) provide a common interest between employees and shareholders; and

(c) be competitive in the markets in which the Company operates in order to attract, motivate and
retain high calibre employees.



The remuneration of the Managing Director and senior management is set to attract, retain and
motivate appropriately qualified and experienced senior executives. The Board recognises that
remuneration packages of senior executives (including the Managing Director) may include both a
fixed component and an incentive or performance related component.

The fixed component of remuneration includes salary, superannuation and other benefits such as
motor vehicle usage. The level of fixed remuneration is determined to provide a competitive level of
regular remuneration compared to similar roles within the relevant business sectors, the nature and
scope of the specific executive role and the qualifications, experience and location of the executive.
The level of fixed remuneration is reviewed by the Board on an annual basis as a part of the
performance review process.

The Board may approve a level of performance based remuneration based on specific business
objectives or targets or in recognition of achieved outcomes. Bonus payments are determined by the
Board on an annual basis following finalisation of the Company’s annual accounts. The level of bonus
payments is determined by the Board and is related to actual divisional operating performance
(considering factors such as profitability, expenditure control, working capital management) or
contribution towards specific Company strategic objectives. Bonus payments made in the 2008 year
were based on divisional earnings results achieved in the 2007 financial year.

In fiscal 2008 the proportions of fixed remuneration and performance related remuneration were as
follows:

Fixed remuneration Performance based remuneration

Executive Director 100% 0%
Other executives 87% 13%
Company Secretary 100% 0%

Specific information on bonus payments made is detailed in the Executive Remuneration Disclosure
Table in section 4 Part B of this report.

In general, the total remuneration packages for the Managing Director and senior management are
largely based on fixed remuneration entitlements.

Long Term Incentive Programs

The Company’'s Executive Share Option Plan (Plan) provides for options to be issued to senior
executives. This Plan was approved by shareholders in 1993.

The terms of the plan provide for eligible executives to apply for options to acquire shares in the
Company upon payment of an exercise price which is set at the market value of a share in the
Company at the date of issue of the option.

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 options issued under the Plan in the 2008 year and there are no options outstanding
under the Plan as at 30 June 2008.



Service Agreements

Remuneration and other terms of employment for executive officers and other key management
personnel are formalised in letters of appointment. The employment arrangements for these personnel
are open ended with termination by either party on the provision of one month’s notice.

Notice periods and payments on termination

The potential liability of the Company in relation to the termination or cessation of employment of other
group executives is dependent upon the circumstances of the termination, and the Company’s policies
and arrangements. As the potential for liability is dependent upon the circumstances in which an
executive ceases employment, it is not possible to quantify the potential future impact of these
agreements on the Company’s financial position. Typically, the Company is required to pay an

executive one months salary in lieu of notice if the Company terminates the executives employment
without cause.

Sigh-on payments

No payments have been made by the Company as consideration for persons agreeing to hold office
as an employee of the Company.

Section 3 - Company Performance — AUDITED

Over the past five years the Company has made a significant investment in developing its forest
resource both through plantation establishment and acquisition. The Company is well positioned to
generate increased shareholder returns in supplying the increasing demand for wood fibre and value
added products in the rapidly developing Asian market.

The following charts detail relative share price performance, earnings and dividends, profit after tax
and total shareholder return for the company over the past five years. Total shareholder return
measures both share price and dividend returns.

Relative share price performance
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Section 4 — Remuneration paid and other specific disclosures - Audited

A Remuneration of Directors

Details of Company and consolidated directors’ remuneration for the year ended 30 June 2008 and
30 June 2007 are set out in the following table.

The total amount paid to all directors (executive and non-executive) for the year ended 30 June 2008
was $1,751,506 (2007: $1,840,886).



Post-
Short-term employment

STI Non- Super- Other Term-
Salary cash monetary annuation long- ination
& fees bonus  benefits Total benefits (1) term (3)  benefits Total

Non-executive

RT Gray 2008 75,000 - 4,611 79,611 6,750 - - 86,361
RTJ. Holyman 2008 75,000 - 4,611 79,611 6,750 - - 86,361
DM McQuestin 2008 68,750 - 4,611 73,361 6,188 - 177,500 257,049
CA van der Kley 2008 75,000 - 4,611 79,611 6,750 - - 86,361
CJ Newman 2008 75,000 - 4,611 79,611 6,750 - - 86,361
RV Millar 2008 75,000 - 4,611 79,611 6,750 - - 86,361
PD Teisseire 2008 25,000 - 4,611 29,611 2,250 - - 31,861
Executive

JE Ga 2008 851,579 - 22,752 874,331 127,736 28,724 - 1,030,791

Post-
Short-term employment
STI Non- Super- Other Term-
Salary cash monetary annuation long- ination
& fees bonus  benefits Total benefits (1)  term (3)  benefits Total

Non-executive

RT Gray 2007 67,500 - 4,573 72,073 6,075 - - 78,148
RTJ Holyman 2007 67,500 - 4,573 72,073 6,075 - - 78,148
DM McQuestin 2007 67,500 - 4,573 72,073 6,075 - - 78,148
CA van der Kley 2007 67,500 - 4,573 72,073 6,075 - - 78,148
CJ Newman 2007 67,500 - 4,573 72,073 6,075 - - 78,148
RV Millar 2007 33,750 - 4,573 38,323 3,037 - - 41,360
Executive

JE Gay 2007 950,793 - 50,153 1,000,946 124,016 | 283,824 - 1,408,786

Superannuation contributions made on behalf of non-executive directors to satisfy the Company’s obligations under applicable Superannuation Guarantee Charge legislation.

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.

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



B Remuneration of Executives
Details of remuneration
Details of the remuneration paid to each of the executive key management personnel (including the 5

named executives of the Company and the consolidated entity with the highest remuneration) during
the years ended 30 June 2008 and 30 June 2007 are set out in the following table.



Short-term Post-employment SHECE
Non- Super- Other Term- based
Salary STlcash  Monetary annuation long ination  payments
& fees bonus benefits benefits Other term benefits options
Executives
WL Chapman
Company Secretary 315,314 67,685 - 382,999 34,684 - 12,878 - - 430,561
LR Baker
Executive Director - Gunns
Plantations Limited 333,784 75,000 44,599 13,640 467,023 36,716 - 24,026 - - 527,765
IM Blanden
Manager - Gunns Plantations
Limited 270,270 75,000 13,413 - 358,683 29,729 - 12,489 - - 400,901
BE Hayes
Manager - Forest Products
Division (North West & South) 277,613 86,666 8,445 372,724 24,751 - 11,392 - - 408,867
RD Coffey
(ceased 4/1/08)
Manager - Forest Products
Division (Marketing) 34,752 25,000 14,250 74,002 4,085 - 63,917 - - 142,004
GP L'Estrange
(appointed 14/4/08)
Manager — Timber - 80,750
| 1,297,424 | 261,666 | 150,151 | 13,640 | 1,722,881 137,191 | 130,776 | 1,990,848
Short-term Share-
Non- Super- Term- based
STlcash  Monetary annuation ination payments
bonus benefits benefits benefits options
Executives
W.L. Chapman
Company Secretary 292,790 - 45,562 30,318 368,670 32,206 - 48,411 - - 449,287
I.M. Blanden
Manager - Gunns Plantations
Limited 228,324 100,000 8,445 11,935 348,704 25,115 - 25,822 - - 399,641
L.R. Baker
Executive Director - Gunns
Plantations Limited 315,901 - 18,168 334,069 33,815 - 26,191 - - 394,075
B.E. Hayes
Manager - Forest Products
Division (North West & South) 232,316 - 18,668 250,984 23,717 - (9,041) - - 265,660
R.D. Coffey
Manager - Forest Products
Division (Marketing 187,203 - 23,045 210,248 22,236 - 6,649 - - 225,835

1,256,534

100,000 |

113,888 |

42,253 |

1,512,675

137,089

| 1,734,498




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. The grant date
of the cash bonuses was 31 August 2007.

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



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 S205G(1)
of the Corporations Act 2001,at the date of this report is as follows:

Directors Gunns Limited Options over Interest in Managed

ordinary shares ordinary shares Investment Schemes
JE Gay 18,753,436 - 338
RT Gray 272,667 - -
RTJ Holyman 586,953 - -
PD Teisseire - - -
CA van der Kley 134,326 - -
CJ Newman 2,775,684 - -
RV Millar 7,056,016 - -

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 2008. The Company has also paid or agreed to pay premiums in respect of such insurance
contracts for the year ended 30 June 2009. 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 and former directors and secretaries of the
Company and its controlled entities: Messrs. JE Gay (Chairman), RT Gray, RTJ Holyman, DM
McQuestin, CA van der Kley, CJ Newman, RV Millar, RJ Loone, PJ Sullivan, LR Baker, A de Bruin,
RH Graham, DS Kerr as directors and WL Chapman, MA McGlone and TD Nguyen as company
secretaries.




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:

e 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: Consolidated

2008 $

Other regulatory audit service:-

- workers compensation audit 2,700
- review of export woodchip shipments 3,000
- other 25,792
31,492

Other services:-
- tax consolidation accounting services 97,591
- other accounting services 2,000
- taxation compliance services 76,578
- other taxation services 61,200
- services associated with Auspine acquisition 43,932
- services associated with Pulp Mill project 28,390
- transaction services 1,263,388
- other services 7,045
1,580,124

Total services other than statutory audit 1,611,616 |



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

The lead auditor’'s independence declaration forms part of the Directors’ Report for the year ended 30
June 2008.

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 4th day of September 2008.

Signed in accordance with a resolution of the directors:
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JE Gay RTJ Holyman

Director Director



Lead Auditor's Independence Declaration under Section 307C of the Corporations
Act 2001 to the directors of Gunns Limited

| declare thai, to the best of my knowledge and belief, in relation to the audit for the financial period
ended 30 June 2008, 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

{ii) no contraventions of any applicable code of professional conduct in relation to the audit.

KP4

KPMG

Yo llree

Matthew Wallace
Partner

Launceston
4 September 2008

.I.. KPMG, an Australian partnership, is part of the KPMG Intemational Liability limited by a scheme approved under
netwark, KPMG International is a Swiss coaperative. Frofessional Standards Legistation.



INCOME STATEMENTS For the year ended 30 June 2008

Revenue
Other income

Expenses

Changes in inventories of finished goods and work in progress
Raw materials and consumables used
Employee benefit expenses

Depreciation and amortisation

Freight and shipment expenses

Plantation establishment expenses

Selling and marketing expenses

Loss on revaluation of financial instruments
Other expenses

Profit before financing costs and tax
Financial income

Financial expenses

Net financing costs

Share of profit of equity accounted investees
Profit before tax

Income tax expense

Profit for the period

Attributable to equity holders of the Company
Attributable to minority interests

Profit for the period

Basic earnings per share (cents)
Diluted earnings per share (cents)

Consolidated

The Company

Notes 2008 2007 2008 2007
Restated Restated
$'000 $'000 $'000 $'000
3(a) 861,949 682,207 475,327 418,965
3(c) 46,119 25,128 12,697 14,128
3,394 (6,975) (642) (4,268)
(401,314) (320,528) (311,342) (262,463)
(125,395) (80,797) (76,170) (69,558)
4 (26,708) (18,716) (9,918) (8,938)
(26,622) (15,572) (16,906) (17,630)
(53,443) (48,090) - -
(32,419) (36,672) (13,142) (13,838)
(16,294) (2,592) (16,294) (2,592)
4 (83,577) (37,716) (25,945) (25,399)
145,692 139,677 17,666 28,407
3(b) 19,789 8,317 79,393 84,393
4 (80,484) (43,276) (79,332) (51,257)
(60,695) (34,959) 61 33,136
36 437 - - -
85,434 104,718 17,726 61,543
6(a) (20,958) (28,294) 20,153 8,134
64,475 76,424 37,879 69,677
62,149 76,424 37,879 69,677
2,326 - - -
64,475 76,424 37,879 69,677
7 14.2¢c 19.6¢
7 Non dilutive 19.3c

The income statements are to be read in conjunction with notes 1-37




STATEMENTS OF RECOGNISED INCOME AND EXPENSE For the year ended 30 June 2008

Asset revaluation reserve - fair value adjustment
Foreign exchange translation difference

Fair value reserve adjustment

Hedge revaluation reserve adjustment

Net income/(expense) recognised directly in equity

Profit for the period
Total recognised income and expense for the period

Total recognised income and expense for the period
attributable to equity holders of the parent entity

Note that net income/(expense) recognised in equity and outlined above is net of taxes.

Consolidated

The Company

Notes 2008 2007 2008 2007
Restated Restated

$'000 $'000 $'000 $'000
23(a) 31,611 51,125 10,933 15,800
23(c) (1,337) 823 - -
23(d) 47) - - -
23(e) (2,386) - (2,590) -
27,841 51,948 8,343 15,800
64,475 76,424 37,879 69,677
92,316 128,372 46,222 85,478
89,990 128,372 46,222 85,478

The income statements are to be read in conjunction with notes 1-37




BALANCE SHEETS As at 30 June 2008

Consolidated The Company
Notes 2008 2007 2008 2007
Restated Restated
$'000 $'000 $'000 $'000
Current assets
Cash and cash equivalents 9 9,522 17,913 1,309 7,257
Trade and other receivables 10 181,604 146,019 58,514 54,023
Inventories 11 149,895 109,287 84,711 81,345
Biological assets 12 39,370 17,626 13,348 6,439
Income tax receivable 6(b) 4,285 1,879 6,267 1,890
Other, including derivatives 13 2,325 17,483 1,699 17,130
Total current assets 387,002 310,207 165,848 168,084
Non-current assets
Receivables 10 329,306 269,168 117,831 84,217
Inventories 11 17,151 12,030 17,138 12,030
Biological assets 12 485,235 236,014 64,405 37,558
Investments 14b 11,581 85,648 327,210 412,808
Investments in equity accounted investees 1l4a 8,756 5,131 8,319 5,131
Property, plant and equipment 15 1,294,132 891,035 498,463 428,567
Intangible assets 16 56,540 3,849 3,862 3,849
Deferred tax assets 6(d) 1,308 1,136 - -
Other 17 - - 449,421 91,242
Total non-current assets 2,204,009 1,504,011 1,486,650 1,075,402
Total assets 2,591,011 1,814,218 1,652,498 1,243,486
Current liabilities
Payables, including derivatives 18 188,928 132,658 121,204 91,746
Interest-bearing loans and borrowings 19 353,142 36,736 344,532 30,270
Provisions 20 15,703 12,675 6,966 8,130
Other 21 19,225 16,201 - -
Total current liabilities 576,998 198,270 472,702 130,146
Non-current liabilities
Payables 18 56,481 - - -
Interest-bearing loans and borrowings 19 705,312 542,547 461,471 476,731
Deferred tax liabilities 6(c) 251,413 178,264 80,398 56,120
Provisions 20 7,488 2,618 2,705 2,335
Total non-current liabilities 1,020,694 723,429 544,574 535,186
Total liabilities 1,597,691 921,699 1,017,276 665,332
Net assets 993,319 892,519 635,222 578,154
Equity
Issued capital 22 532,501 458,040 532,501 458,040
Reserves 23 266,050 238,209 72,405 64,062
Retained earnings 24 194,768 196,270 30,316 56,052
Total equity 993,319 892,519 635,222 578,154

The balance sheets are to be read in conjunction with notes 1-37



STATEMENTS OF CASH FLOWS
For the year ended 30 June 2008

Consolidated The Company
Notes 2008 2007 2008 2007
Restated Restated
$'000 $'000 $'000 $'000

Cash flows related to operating activities

Cash receipts from customers 902,418 648,411 513,153 461,019
Cash receipts - MIS financing unsecuritised 27,634 19,176 - -
Cash receipts - MIS financing securitised 21,346 10,949 - -
Cash paid to suppliers and employees (780,273) (625,479) (471,937) (409,262)
Payments for woodlot lease and maintenance (33,615) (24,863) (33,615) (24,863)
Dividends received 4 57 - 57
Interest received 11,396 8,362 515 317
Borrowing costs paid (72,397) (38,915) (60,738) (34,172)
Income taxes paid (6,996) (13,333) (7,267) (13,281)
Net cash from operating activities 32(b) 69,517 (15,635) (59,889) (20,185)
Cash flows related to investing activities

Proceeds on disposal of non-current assets 2,027 2,398 1,827 2,294
Payments for purchases of property, plant and equipment (105,254) (81,337) (77,341) (68,836)
Payments for standing timber, plantation, orchard and

vineyard establishment (38,437) (12,461) (20,891) (7,819)
Acquisition of investments (221,224) (52,350) (224,245) (57,083)
Proceeds on disposal of investments 833 - - -
Loans repaid by other entities - - 97,469 6,051
Net cash from investing activities (362,055) (143,750) (223,181) (125,393)
Cash flows related to financing activities

Net proceeds from issues of ordinary shares - 65,378 - 65,378
Cash receipts from loan securitisation 25,156 22,721 - -
Cash payments - MIS financing securitised (21,346) (10,949) - -
Share issue costs (30) - (30) -
Proceeds from the realisation of interest rate swap 16,030 - 16,030 -
Proceeds from borrowings 560,384 660,247 530,422 645,870
Repayment of borrowings (298,890) (508,330) (280,141) (503,992)
Finance lease payments (5,110) (4,702) (3,589) (3,005)
Dividends paid (38,866) (33,842) (32,389) (33,842)
Net cash from financing activities 237,328 190,523 230,303 170,409
Net increase/(decrease) in cash and cash equivalents (55,210) 31,138 (52,767) 24,831
Cash and cash equivalents at beginning of period 13,382 (17,756) 2,726 (22,105)
Cash and cash equivalents at end of period 32(a) (41,828) 13,382 (50,041) 2,726

The statements of cash flows are to be read in conjunction with notes 1-37
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FINANCIAL STATEMENTS

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 2008 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 4 September 2008.

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 consolidated entity and the financial report of the company comply with
International Financial Reporting Standards (‘IFRSs’) and interpretations adopted by the International
Accounting Standards Board.

(b) Basis of preparation

These consolidated financial statements are presented in Australian dollars, which is the Company’s
functional currency and the functional currency of the majority of the consolidated entity.

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 2008, but have not been applied in preparing this financial report:-

e Revised AASB 3 Business Combinations changes the application of acquisition accounting for
business combinations and the accounting for non-controlling (minority) interests. Key changes
include: the immediate expensing of all transaction costs; measurement of contingent consideration
at acquisition date with subsequent changes through the income statement; measurement of non-
controlling (minority) interests at full fair value or the proportionate share of the fair value of the
underlying net assets; guidance on issues such as reacquired rights and vendor indemnities; and
the inclusion of combinations by contract alone and those involving mutuals. The revised standard
becomes mandatory for the consolidated entity’s 30 June 2010 financial statements. The Group has
not yet determined the potential effect of the revised standard on the consolidated entity’s financial
report.

e AASB 8 Operating Segments introduces the “management approach” to segment reporting. AASB
8, which becomes mandatory for the consolidated entity’s 30 June 2010 financial statements, will
require the disclosure of segment information based on the internal reports regularly reviewed by
the consolidated entity’s Chief Operating Decision Maker in order to assess each segment’'s
performance and to allocate resources to them. The consolidated entity has assessed that this
standard will have no material effect on reporting.

e Revised AASB 101 Presentation of Financial Statements introduces as a financial statement
(formerly “primary” statement) the “statement of comprehensive income”. The revised standard
does not change the recognition, measurement or disclosure of transactions and events that are
required by other AASBs. The revised AASB 101 will become mandatory for the consolidated
entity’s 30 June 2010 financial statements. The Group has not yet determined the potential effect of
the revised standard on the consolidated entity’s disclosures.



e Revised AASB 123 Borrowing Costs removes the option to expense borrowing costs and requires
that an entity capitalise borrowing costs directly attributable to the acquisition, construction or
production of a qualifying asset as part of the cost of that asset. The revised AASB 123 will become
mandatory for the consolidated entity’s 30 June 2010 financial statements. In accordance with the
transitional provisions the consolidated entity will apply the revised AASB 123 to qualifying assets
for which capitalisation of borrowing costs commences on or after the effective date. There will be
no impact to the consolidated entity.

e Revised AASB 127 Consolidated and Separate Financial Statements changes the accounting for
investments in subsidiaries. Key changes include: the remeasurement to fair value of any
previous/retained investment when control is obtained/lost, with any resulting gain or loss being
recognised in profit or loss; and the treatment of increases in ownership interest after control is
obtained as transactions with equity holders in their capacity as equity holders. The revised
standard will become mandatory for the consolidated entity’s 30 June 2010 financial statements. The
Group has not yet determined the potential effect of the revised standard on the consolidated
entity’s financial report.

e AASB 2008-1 Amendments to Australian Accounting Standard - Share-based Payment: Vesting
Conditions and Cancellations changes the measurement of share-based payments that contain
non-vesting conditions. AASB 2008-1 becomes mandatory for the consolidated entity’'s 30 June
2010 financial statements. The consolidated entity has determined that this standard will have no
material impact on financial statements.

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, available-for-sale financial
assets, investments in listed companies, biological assets and freehold land.

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, all financial information presented in Australian dollars has been
rounded to the nearest thousand 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 Group.

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 Group.



(c) Principles of consolidation
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 consolidated entity 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 consolidated entity’s share of
the income and expenses of equity accounted investees, after adjustments to align the accounting
policies with those of the consolidated entity, from the date that significant influence or joint control
commences until the date that significant influence or joint control ceases. When the consolidated
entity’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 consolidated entity has an obligation or has made
payments on behalf of the investee. In the Company's financial statements, investments in associates
are carried at cost.

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.

Managed Investment Schemes

Managed investment schemes are not consolidated, refer note 1(aa).
(d) Revenue recognition
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. Transfers of risks and rewards vary
depending on the individual terms of the contract of sale. For sales of timber, transfer usually occurs
when the product is received at the customer’s warehouse; however, for some international shipments
transfer occurs upon loading the goods onto the relevant carrier. 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 is recognised in profit or loss on the date that the right to receive the dividend is
established. 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 from applications is recognised in the income statement in
proportion to the stage of completion of the transaction at balance date.

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. Significant estimates
and assumptions involved in undertaking the impairment testing of this asset are the future inflation
and real royalty increase rates per annum, plantation growth rates and future plantation management
and lease costs.

Revenue is recognised from maintenance services 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. As soon as the outcome of the MIS service
contracts can be estimated reliably, revenue and expenses are recognised in the income statement in
proportion to the stage of completion of the contract. An expected loss on a contract is recognised
immediately in the income statement. All costs incurred prior to establishment of the woodlots,
principally costs associated with establishing the relevant managed investment scheme, have been
expensed as incurred.

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.

Deferred Revenue
Deferred revenue is recognised to the extent that revenue does not meet the revenue recognition

criteria on a percentage of completion basis. Deferred revenue is carried forward to be reversed in
future periods.



(e) Otherincome recognition
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.

(f) Goods and services tax (GST)

Revenues, expenses and assets are recognised net of the amount of GST, except where the amount
of GST incurred is not