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GPL is a wholly owned subsidiary of Gunns Ltd. Gunns was established in 1875 in
Tasmania and has a 133 year history in the forestry industry. Gunns is Australia’s oldest
and largest fully integrated forest products company. Gunns has also been publicly listed
for over 20 years.

GPL’s involvement in MIS commenced in the year 2000, and has seen projects offered
that include varieties of timber, walnuts and winegrape. Since this date we have offered
16 separate projects to the public through MIS and raised $550 million dollars — through
over 7,000 investors.

Through this time GPL has created strong relationships with the financial planning and
research sectors. We are keen to provide new non-forestry MIS projects for the mutual
benefit of all involved, including the individual investors and the wider communities that
we operate in.

For further information about the company or this submission feel free to contact Gunns
Plantations on 1800 015 023 or consult our web site at www.gunns.com.au.
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Gunns Plantations Ltd
PO Box 588, Launceston
Tasmania 7250

lan Blanden

Manager - GPL

Tel: 1800 015 023
Fax: 1800 703 323

ABN: 36 091 232 209
AFSL: 238701
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The Issues Paper requests information relating to the impact of non-forestry MIS from an
economic, environmental, and social prospective.

It should be noted that the “non-forestry MIS” is an incredibly broad field — industries
including broad acre farming, viticulture, horticulture, aqua culture and grazing to name
the major players. Each of these industries has different impacts throughout Australia —
largely positive.

The only real similarity between them is the MIS label — which is essentially a
mechanism for raising capital for these industries. In the 07/08 financial year this sector
received $374,000,000 in inflow through investment — much of these funds support rural
economies and communities.

This paper will examine the social and economic trends in the majority of these rural
communities - which has been negative by most measures for the last three decades —
prior to any wide spread MIS investments. In today’s environment, the pressures on rural
communities are increasing as is the negative growth on population and investment. MIS
investment actually can be a lifeline to many communities, as farms can be consolidated,
people employed and supported by large publicly listed entities.

In regards to non-forestry MIS receiving tax concessions projects being an “unfair
advantage” over other investment classes this is simply not the case. Agribusiness assets
are unique in the financial planning sector due to typically long lead times for return, and
being illiquid in nature — no other asset class is similar. Also no other asset class
possesses such a variety of complex risks — or require that the investor’s knowledge of
the actual investment be as absolute. While the associated tax deductibility is an obvious
advantage — it does reflect the risk and the time frame investors expose themselves to.
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As discussed in the Treasury Issues paper many consider MIS managers to have an unfair
advantage over traditional farmers. From a tax perspective this is simply not the case,
where the issue lies is MIS’s ability to raise significant amounts of money to fund larger
scale, modern efficient farms. Investors in the projects do have significant advantages
over investors in other sectors — however not with out reason.

There are many similarities from a risk perspective between traditional farmers and
investors in MIS. The Treasury’s issues paper discusses MIS having fixed costs — or
limited liability similar to a share holder or unit holder. Examining the history of the
MIS sector shows the “fixed costs” for these projects rarely occurs. Ongoing expenses
for these projects are typically linked to returns — exposing investors to variable incomes
and expenses, similar to traditional farmers (on a lessor scale). There have been many
instances where investors have been charged additional money for a variety of reasons,
the most recent being the drought. Investors in several Almond projects in the Murray
Darling region were, recently required to pay additional fees for water for the project.
When compared to traditional share or unit holders, risks can be limited to the initial
investment and the investment scenario is much simpler. Further more, share holders
have significant liquidity with their investment — non-forestry MIS investors do not have
this flexibility and typically are locked into the investment for up to 25 years. These
factors have required the attraction of tax concessions to attract retail investors into this
sector.

The issue paper also suggests that management decisions are not made by MIS investors.
Again when compared with other asset classes the situation is not straight forward. The
most common issues faced by investors include levels of insurance of the crop. In other
instances where land trusts are involved there is often a decision to be made by investors
as to the next course of action on maturity of the investment.

While these projects are not always seen by investors as investing in “direct farming”
they are none the less involved in the risks associated with farming. The main difference
being is the risk of any one farm is distributed amongst a number of investors rather then
centralised through one company, community or family. The individuals working the
farm would typically have greater job security as the capital and ongoing payments to
secure their roles has been secured prior to the establishment of the crop.

Allotment size is mentioned as unrealistic — MIS investors can purchase lots as small as
0.2ha in size, however the paper also talks about share farming — surely MIS is the
ultimate example of this. This allows mangers to reduce their risk which is divided
between a high number of investors.
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The non-forestry agribusiness industry has spread agricultural projects through out
Australia. In the 2007-2008 years approximately $374 million in non-forestry MIS
projects was raised — down from $488 million in the 2006-2007 year. Many consider the
current uncertainty in this sector being the primary reason for the decline.

The number of publicly listed participants has increased over the years with last year
seeing 5 publicly listed groups rasing the bulk of funds.

The agricultural disciplines that investors now have access to is broad. The full list is
shown in the chart below.
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Source AAG: End of Year Survey.

According to AAG the main impacts on local communities from last years raisings
include;

e Victoria will receive the largest proportion of # from the 2007/08
capital raising, while O $ will receive the largest proportion of
/ 1

e The area of land to be established to horticulture and vineyards stands at 7,025
hectares and 1,122 hectares respectively.

e The companies involved in the industry employ more than 2,300 persons directly
and a further 3,100 persons on a contract basis.
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We have examined 5 major contributors to this sector. Timbercorp, Great Southern,
Macquarie, Rewards and Gunns Plantations make up the largest raising in this sector and
all (excepting Rewards) are listed — providing greater transparency for investors. These

five companies alone have a wide variety of projects including.

t / 1124
Money Raised MIS Land National Area End Market
Area Planted’
Almonds $280 Mil 11,438 26,100 Import
Replacement
Avocado $35 Mil 1,068 Import
Replacement
Citrus $21 Mil 959 29,780 Local and
Export
Beef $153 Mil 30,670 430,000 Local and
Export
Berry $10 Mil 52 Local and
Export
Fruits $82 Mil 1,271 29,780 Local and
(Tropical) Export
Grapes (wine $133 Mil 1,784 89,797 Local and
and table) Export
Olive $214 Mil 5,810 Import
Replacement
Walnut $20 Mil 700 Import
Replacement
TOTALS $948 Million 54,700

Other notable MIS non-forestry projects include;

AACL Grain Co-Production Project which invests in the production of wheat and barley
crops throughout the wheat belt region — including WA, NSW, WA, Vic and QLD. This
project is an example of “share farmimg” where 200 individual farmers across 200,000
ha of land share in the equity raised and have the potential to produce 385,000 tonnes of
wheat and barley.

Arafura Pearls (another listed entity) and the Australian Bight Abalone Project are both
designed for the export markets and involve farming of well understood commercial
commodities. These are industries with high barriers to entry requiring high set up costs.
It is unlikely that these industries will survive without investor input from MIS.

! Total land area where this crop is grown regardless of business structure.
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According to the Australian Natural Resources Atlas in 1996 the area of land holdings in
Australia used for agriculture is 466,152,064 ha. This dwarfs the total land used by MIS
non-forestry projects which makes up less then 1% of this figure.

Without MIS much of the investment that has been experienced in the agricultural sectors
making up the non-forestry MIS would simply not have been made.

These snapshots also show the diversity within in the non-forestry agribusiness sector.
While there is this broad variety of projects there are some common end results from
these projects including;

- New industries have been established and old ones revitalised

- MIS managers focus on markets where there is an under supply in Australia, or
there is an obvious export advantage for Australian producers

- MIS through publicly listed companies provides greater scale, better research and
greater use of technology.

Population movement is often used to determine the success of an area, if we examine a
map showing population movements as the ultimate measure of success we see the
following;

Patterns in population growth,
top 20 and bottom 20 local government areas: 1981-2006
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Source: Australian 2020 Summit — “The Future of Rural and Regional Australia”
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This map shows the trend of movement away from rural areas (in red) — this trend has
been in existence prior to MIS non-forestry projects. We would note that majority of the
areas used by non-forestry agribusiness has suffered depopulation in the past — as
traditional farming methods become uneconomic.

These groups have brought a great deal of capital to areas that have been depopulating
and suffering economically for a variety of reasons. These reasons are typically driven at
a global level where agriculture is becoming increasingly corporatised (with or without
MIS), deregulated and capitalised. This down turn in population has occurred as the
output of agriculture has increased. MIS agribusiness can play a part in reversing this
trend as it provides additional capital into these communities. It also provides new
employment opportunities for the population and exit opportunities for non-commercial
farms. This, along with other measures has been very successful in addressing some of
these rural concerns.
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The current Managed Investment Scheme structure for non-forestry projects has had a
recent, but complex creation.

The late 1990’s saw ASIC and the ATO increase the level of supervision of the industry —
raising barriers for entry and improving the quality of the manager participants. It also
provided clarity for financial advisers, investors and managers. This has resulted in a
unique investment class with specific risks when compared with other business and
investment structures.

3 E
4
3 3
1 Sole Trader Unlimited — responsible for all debts and
liabilities.
2 Partnership Unlimited — the responsibility is shared, 5
LI 4 #
# ,
3 Managed Limited by investment amount — and ongoing fees
Investment determine by variable income amounts.
Scheme
4 Proprietary Limited by shareholding
Ltd Company
5 Share Holder | Limited by share holding
5 Unit Holder Limited by share holding

As can be seen from the Risk table above, investors in managed investment schemes
could lie somewhere between direct share investors and sole traders. That is,
Agribusiness MIS participants bear future risk dependent on the success of the crop —
with no ability to exit early. Compared with other investment classes agribusiness MIS
investors share similar risks to traditional farmers as well as additional corporate risks
including;

Production Risk’

Production risks are factors that negatively affect the yield of an agricultural operation,
ultimately reducing the returns to the investor. Management of these factors is often part
of a tradeoff between the costs incurred with limiting risk and the yield achieved. As
such, it is important that the management team are industry specialists with strong track

? Please note that these risks have been para-phrased or sourced through Pinnacle Financial Services
Academy chapter “Agribusiness”.
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records who are competent in making an informed analysis of the situation, with the
resources to act quickly and thoroughly.

Management incorporates the responsibilities of site selection, site cultivation, weed
control, planting, plant nutrition, maintenance and the protection of the orchard from
damage inflicted by fire, pests and diseases.

There is the risk that the actions of management are not to industry standard, and
therefore impact on the yield through inappropriate management of production risks.
Thus it is crucial that the management team incorporates qualified personnel in the
decision making, with continual site supervision protocols that ensure swift remedial
action in the case of enhanced production risks.

Such risks are discussed below.

Overall, the adoption of best practice farming systems and technology, combined with
high level management capabilities and effective timing of management operations,
should allow for effective risk mitigation.

Investors can further manage agricultural risks by investing in projects which offer a
large “pooling” base (to spread risk), maintaining good insurance, which is generally
available for each project manager (where commercially viable) and maintaining a
diversified portfolio to manage industry and regional risk (by having projects located in
different parts of the country).

Site Selection

The suitability of land for a particular agricultural activity is an important determinant of
productivity and profitability of that activity. Soil and climate suitability in addition to
access to irrigation water (for a number of industries) and transport infrastructure are all
factors that influence the suitability of a site.

Management

The extensive role that the operations manager plays in any project makes their
performance central to achieving estimated outcomes. The quality of horticultural,
agricultural or silvicultural practices, such as the management of weeds, pests and
diseases, and harvesting and processing operations has the potential to impact on yield
and quality. For many industries, the quality of produce (grain, nuts, fruit, grapes, timber,
etc) will be a crucial determinant of the price and yield received.

Water Availability
There has been strong growth in the number of projects reliant on irrigation water (which

is not so prevalent with forestry) to meet production targets. There is a chance that in
some years, due to extremely dry conditions or changes to government policy, water
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entitlements will not be allocated in full. The location of a project will be crucial in this
regard and investors should be cognisant of the security profile of the irrigation system
delivering water to a project. Irrigation systems can be ranked from low to high security
based on their capacity to deliver 100% of the water entitlement held by the project
manager.

For irrigation reliant projects, the water budgets, water rights and irrigation systems to be
used need to be consistent with other modern orchards/vineyards that have high water
application efficiencies. Typically MIS projects are professionally managed and use the
latest technologies, providing high levels of efficiency.

Economic (Price Risks)

Given many export markets have prices determined in US dollars, an appreciation of the
Australian dollar relative to the US dollar will decrease Australian price competitiveness.
A sustained appreciation of the Australian dollar over the life of a project would be
expected to adversely affect project revenues. Depending on the type of industry and
availability of price hedging options, the project manager may to some extent be able to
manage price risk.

Market Forces

Regardless of whether projects are targeting production for international or domestic
markets, the implications of changes in market supply and demand dynamics should be
given consideration.

Inflation

It is important that detailed analysis indicates sustainable long term demand for the
product and that the manager has established sales channels to shift the product.

Sustained increases in the CPI to levels above the growth rate in prices over the life of a
project would be expected to lead to a disproportionate increase in production costs and a
reduction in net harvest proceeds and investor returns.

Interest Rates

Depending on the structure of the project of the financing arrangements entered into by
an investor, the investor may be exposed to changes in interest rates. Due to the long term
nature of many investment projects the Australian Securities and Investments
Commission no longer allows promoters of long term investments eg property and
agribusiness to include financial projections in product disclosure statements. Promoters
can provide appropriate calculators to assist financial advisers, investors and research
house to calculate their own potential returns.
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Liquidity

While there is an embryonic secondary market for forestry investments — investors should
consider these long term investments with the desire to see them to term. Most project
managers also maintain a register of interested parties who wish to sell or purchase
existing holdings. A client entering these investments should consider the investment as
a long-term illiquid buy and hold strategy.

Tax Risk

The application of taxation laws to each investor depends on that investor’s individual
circumstances. Accordingly, investors should be advised to and should seek independent
professional advice on taxation implications before making any investment decisions.

From the MIS managers point of view the risk is significantly less than traditional
farmers — as they are sharing their risk with investors. MIS also allows the manager
greater leverage to use their assets for capital purchases, research and marketing of the
end product.
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4
3
1 Sole Trader/ Unlimited Total involvement
Partnership
2 Proprietary Limited Total Involvement
Liability
Company
3 Managed Limited Receive a PDS and advice from a
Investment financial planner. Refer below for
Scheme additional items.
4 Share Holder Limited Various
4 Unit Holder Limited Various

Under the most recent regime, Agribusiness MIS provides investors the opportunity to
become a grower and purchases the “right to crop”. The grower engages a manager to
establish, maintain and eventually market the produce.

The investor’s involvement is typically greater than a share or unit holder for the
following reasons.

1) Investors must sign off on a Product Disclosure Statement. The majority of
investors must also sign Statements of Advice provided by Financial Planners

2) The majority of MIS groups provide and encourage growers to attend field days
to learn more about the progress of their investment.

3) Investors in MIS make more decisions about the nature of their investment —
including insurance of the crop and many investments have options relating to the
end use of the land once the investment has matured.

4) Affect, through voting entitlement, to change manager and constitution of the
investment if allowed in the constitution.

Ultimately there are limits on investor involvement as they are one of many within a
(typically) pooled investment.

Other investments such as shares and unit trusts have significantly lower levels of
involvement and required oversight by investors.

From the MIS companies point of view the general trend is to have a professional
manager or farmer maintain the project — with reporting to the MIS company. It should
also be noted that different MIS managers will have varying levels of involvement with
their project — with some managers ultimately managing the project themselves.
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The main differences between MIS and traditional farms are at the top tiers of the
business structure rather then the agricultural end. The chart below shows the basic
structure for the Gunns Walnut Project No.2. This structure is not an uncommon model,
and is particularly representative of most listed organisations.

Figure 4.1 - The Gunns Plantations Ltd Walnut Project No.2 Structure.

Lease
Agreement
Gunns Limited Gunns Plantations | | GROWERS
Limited —— — {Gunns Plantations
(Gunns) — Manae Limited
anagement Agreeman )
(GPL) Orchard Right Agreement Walnut Project
Land and Infrastructure —_—— MNo.2
Owner Responsible Ertity {Late Growers)
Management
Agreement
Draft Walnut
Sale Agreement
Sub-Contract Agreement Loan Agreement
Webster Limited Gunns Finance
(Webster) Ltd Pty
(GFL)
Orchard Manager : Financier

Source; Lonsec Research — “Gunns Plantations Ltd Walnut Project No. 2 Late Growers”

The obvious difference between this structure and the traditional is the additional
contracting agreement between the parent company and the orchard manager. The
majority of MIS firms appreciate that farm managers have the expertise to operate the
farm — the MIS companies have oversight and ensure that the funding is there for best
practices. Another important note is that the majority of MIS agribusiness schemes
typically have sales agreements in place.

The other important difference is the finance available from an associated company, in
this case Gunns Finance to investors in the MIS. While Gunns Finance may indirectly
support the project through gearing, it is the collective assets of the MIS investors that
provide the security.
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The history of agribusiness has been marred by some poor performing investments. This
has lead to high degree of scepticism amongst the public and financial advisers. The
industry reached it’s nadir in 2001 when inflows to the entire agribusiness sector
(including forestry) were approximately $300 million, down from the late 90’s when the
inflows where over $1 billion. This dramatic drop occurred for a number of reasons,
including the introduction of the product ruling system in 1998, removal of the 12 month
rule, and the ATO crack down on some illegitimate tax deductions on agribusiness
schemes. Since this period both the ATO and ASIC monitor this sector ensuring high
standards of compliance and supervision.

The introduction of the product ruling system raised the barriers of entry into the agri
MIS sector and drove out many underperforming managers. Since that date the industry
has worked hard to establish itself as a legitimate asset class, and an important
contributor to the economy. Currently the majority of funds raised have been through
publicly listed companies, providing investors a more transparent sector.

The main advantages of including agribusiness in a portfolio include.

C

Agribusiness MIS projects are a separate asset class. Adding this asset class to a
traditional portfolio provides different sources of income, as well as different risks. This
potentially allows investors to smooth out market fluctuations and access investment
performance that is not correlated to other asset classes. Diversity to a portfolio is a
significant benefit — and with this diversity improved performance can result (assuming
you are in an appropriate project). According to research by the Australian Agribusiness
Group (AAG), returns from the top 25% of Agribusiness can produce returns better than
the All Ordinaries (accumulation index)®. Implementing such an investment into your
portfolio could have the impact of reducing your risk (through diversity) and increasing
your returns due to the high yielding nature of many agribusiness projects. The chart
overleaf illustrates the affect agribusiness can have on a portfolio.

? Australian Agribusiness Group - “Does Agribusiness Improve Portfolio Performance?” 2006/2007
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Figure 1: Chart showing the impact of the addition of Agribusiness in a portfolio of All
Ordinaries shares (note: the y-axis scale is truncated)*

#

The long term nature of these investments may seem as an impediment to some investors
however they can be used for the following planning purposes.

Pre Retirement — Investors can invest before retirement and enjoy the tax deduction while
they are working, and receive the income for the project in retirement

Education Funding —Young families can invest in these projects to provide future income
of children’s education.

Future Income Streams — Investors who regularly participate in agribusiness investments

can create income streams into the future.

There are many other strategies that suit agribusiness that are not easily found with other
asset classes.

4 Chart Sources from Australian Agribusiness Group — “Does Agribusiness Improve Portfolio
Performance?” 2006/2007
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Many investors see these projects as a way to reduce tax — the primary reason for any
investment of this nature is to derive future income. Tax benefits are obvious, but need to
be planned thoroughly. The main areas this is used for is general reduction of income tax
and offsetting capital gains tax liabilities. Investors can get added tax benefit (and
expense) through gearing and ongoing fees.

It should be noted that income from these projects is currently treated to income tax —
however this maybe subject to change in the future.

Previously investors could claim GST, but subject to legal review will no longer be
applicable.

Most agribusiness managers offer finance directly or indirectly to investors. There are a
variety of loan packages available, the most generous offering 100% lending on the
project. This allows investors a great deal of flexibility in funding. It should be noted
that there are some very specific arrangements regarding manager finance including;

1) Loan must be commercial

2) Must involve a commercial interest rate

3) Avre full recourse, and not limited to the underlying security of the investment
asset.

4) Non-compliance with these rules threatens the products tax deductibility — and
has significant promoter penalties.

These rules do not give investors any benefits over other assets classes from a gearing
perspective.
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There are several benefits for investors with the previous tax concessions for MIS non-
forestry. While these projects have always been considered as investments foremost - the
tax benefit has been used to minimise CGT, reduce personal debt and assist in general
financial planning. Importantly the upfront tax deductibility makes investments that
would be marginal for many investors attractive.

The return measured on agribusiness investments differ from that of other capital
investments because of the tax deductions available when investing. The following
examples® best illustrates this.

Consider a $100,000 deposited into a bank account at 10% per annum, $10,000 is
returned in the first year plus the return of capital — a maturity value of $110,000. This is
a pre-tax return of 10%. The following calculations are based on tax rates for the 2008/09
year.

Deposit 100,000

Interest 10,000

Total 110,000

Pre-tax return 10% (10,000/100,000)

Tax is paid on the earnings of $10,000. If on the highest marginal tax rate of 46.5%
(including Medicare levy), the amount remaining is $5,350. The after tax return falls to
5.35%.

Earnings 10,000

Tax @ 46.5% (4,650)

Total 5,350

After tax return 5.35% (5,350/100,000)

Now consider a $100,000 in a business investment such as an agribusiness investment
where $110,000 is received in business revenue. Again, the pre-tax return is 10%.

Legitimate business investments are entitled to a 100% tax deduction, as such, on an
after—tax basis the bottom-line spent is $53,500. Conversely tax is paid on the $110,000
business revenue, at 46.5% leaves $58,850 after tax. The after tax return is 10% - the

® Pages 18-19 are sourced from Pinnacle Financial Services Academy “Agribusiness” Chapter.
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same as the pre tax return. This results from the tax deduction afforded to bona fide
business expenses and the tax paid on the business income.

Agribusiness investment 100,000

Tax deduction @ 46.5% (46,500)

Investment  (spend) after | 53,500

deduction

Revenue from investment 110,000

Tax @ 46.5% (51,150)

Net revenue 58,850

After tax return 10% (58,850 -
53,500/53,500)

In a business investment, where expenditure and revenue are subject to tax, the pre-tax
and after-tax returns are the same.

This highlights that investors on high marginal tax rates risk less net capital in an
agribusiness investment than other investments to obtain the same net result.

The attraction for many investors is to borrow 100% of the funds for investment — in the
example above the investor would put in a $0 deposit — yet still receive $46,500 in tax
benefit. This tax benefit can then be used to offset tax, invest in other assets or pay down
personal debt.
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The various MIS companies have used the funds raised through their projects to keep the
costs of the project off their own balance sheets. It also spreads the risk between the
investors, the MIS manager and ultimately the farm manager.

The main disadvantage with the MIS structure for finance is the limitation placed on the
manager by the Product Disclosure Statement. This reduces the flexibility for managers
and places timing restrictions on much of the agricultural activity.

This can provide issues for MIS schemes if there are new technologies or other
opportunities that are missed due to the requirements of meeting the terms of the PDS.

One of the criticisms leveled at the industry in the issues paper is that the fees are heavily
loaded at the front end — to take advantage of the available tax deduction. While the
initial fees are understandably higher than the ongoing annual fees there are several
points to be observed.

1) The initial costs of any project are always more expensive then ongoing
management when measured by annual cost.

2) While the ongoing fee is typically less on an annual basis than entry — due to the
long term nature of these investments the overall ongoing costs is always
significantly larger than the entry fee.

3) The manager of the MIS typically relates the ongoing fees to return from the
project. This provides investors with some comfort that the manager bears risk
for the end returns as well.

4) The entry fee for some projects is particularly modest compared to ongoing
expenses - $5,000 is the median entry fee for past Cattle projects.

5) If we use the Gunns Walnut Project No.2 (released FY2007) as an example the
entry fee is $6,424 GST inc for one lot and the ongoing fees, according to the
independent research® are anticipated at over $90,000 over the 25 year period of
the investment.

® Adviser Edge: “Gunns Walnut Project No. 2 (Late Growers)”
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Risk needs to be understood before return can be examined. When people examine
investments or business, return is typically the first factor examined, but it is meaningless
without an understanding of the probability of that return occurring. Agribusiness is a
notoriously volatile (risky) industry, with returns subject to international markets,
exchange rates, weather and a variety of other factors. To reduce this variability the MIS
industry has some advantages over traditional farming these include;

1) Larger scale farms often in different areas. Risk is reduced by geographic
diversity.

2) Publicly listed firms behind the majority of the projects (by investor inflow)
providing greater research and development. The additional cash inflows also
allow for more expenditure on more modern capital and processing equipment.

3) The listed MIS companies involved typically have multiple projects (such as
Gunns Plantations involvement in timber, walnut and winegrape industries) —
again reducing risk.

There are several separate entities involved in the MIS agribusiness sector. Each needs to
be examined separately. They are as follows;

& ;

The ultimate risk for these investors is the upfront cash they have invested. This is
alleviated by the tax concession available upfront. That is for investors on the highest
marginal rate of tax they risk $53.50 for every $100 invested (assuming 100%
deductibility). Investors also have ongoing costs which could be payable for up to 25
years — this is a risk that needs to be funded.

There is also the risk that investors could lose their tax deductions — if the projects are not
managed as per the product ruling.

Other risks faced by investors have been discussed previously in this document.
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The role and the risk of the manager has changed over time. Previously (early 1990°s)
managers took very little risk — and schemes were established to take advantage of the
available tax concessions. This changed as the barriers to entry were increased by the
ATO and ASIC forcing out non commercial projects. It should also be noted that there is
greater monitoring by regulatory bodies as well as an industry expectation through
independent research that these are real investments with the risk evenly distributed.
Today the risk previously bourn by the investor is now shared more with the MIS
manager.

a) Ongoing Fees. The ability to collect ongoing revenue from fees, which are
often directly related to the yield and price achieved from the investment.
b) Investor Gearing — MIS managers often provide funding for investors into the

project. These are often long term loans. Some of these maybe non-
performing which adds to the costs of the manager.

C) Issues with Farm Manager — the MIS manager is reliant on the farm manager
acting competently and maintaining a budget. While the manager may
contract out various duties — ultimate the performance of the project is their
responsibility.

d) Marketing the end product — typically the MIS manager will give assurances
to investors that they will arrange sale of the end product. This will be subject
to international and local markets.

e) Ability to raise funds through the MIS project. The establishment of an MIS
project requires great expense in terms of Product Rulings, Product Disclosure
Statements and marketing. If funds are not raised through this it becomes
very unprofitable for the manager.

74 $ * -+ 8

The Australian Tax Office and the Australian Government face the risk of providing
deductions on investment that are intended to provide income (and tax) over the course of
the project. If these investments do not perform the ATO will be providing tax
concessions for non-performing sectors.

28

The farmer typically has less risk then traditional farmers. This is because the MIS
usually contracts the farmer for the agricultural activities required. If the contracted
farmer can managed and maintain the project as per their agreement with the MIS
manager then they bear little risk.
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We believe that the only projects worth examining from a returns perspective were
established under the product ruling system (1998 onwards). Prior to that the nature of
this sector was substantially different, and was not always based on sound commercial
practice.

We would further note that judging any agricultural sector over a ten year history (which
includes lead up times in most cases) is simply impractical. The decision to remove tax
concessions has occurred at a time where it is difficult to judge, as the industry has
recently established itself, and its net effects have yet to be seen. However we can
observe the early results of some of the well established projects. In 2004 AAG released
a survey of returns paid to investors. While we believe this survey was a worthy project,
the level of industry participation was low and only related to the investors.

Proiect Tvpe Returns in line || Returns Higher || Returns Lower
J yp with forecast than forecast than forecast
Wine Grape 5 5
Horticulture 1 2 1
Timber 2 1
Other 2
Overall 10 (53%) 2 (10%) 7 (37%)
Returns

Source: Australian Agribusiness Group: “Survey of Returns”

If we examine the performance of the managers examined in the first topic we see the
general trend for investors has been positive. Again it should be noted that these projects
are long term and investors should expect that there will be seasonal variance in return.
The challenges faced by all agricultural communities over the last five years are well
known. This considered, the overall performance for all involved (with a few exceptions)
should be considered as very respectable.
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If we examine the Gunns Plantations Wine Grape Project 2004 investors received their
first income in 2007. The yields were higher than anticipated and the prices obtained
were in line with expectations. The main points we would raise are;

- In 2007 Grower received yields of 3.2 tonnes per hectare. No yield was
forecast in the PDS for that year.

- Average price in excess of $2,000 tonne. (The average price for wine
grape throughout Australia at this time was less then $1,000 a tonne”)

- Growers received yields approximately 10.7 tonnes per hectare for the
2008 year. This yield is approximately 21% higher than forecast in the
independent research.

- 1000 tonnes of high quality fruit have been produced off an 83 hectare

vineyard, that is only four years old. This is above industry expectations.

When compared to industry average for a vineyard of this age it is outstanding in terms
production, and return.

O

The associated involvement of a larger MIS manger allows larger scale operations,
modern technology and better research. This in turn allows the farmer to focus on the
farming aspect while the manager can ensure the cash flow of the project is adequate —
often the biggest issue for traditional farmers. Another important aspect is larger
companies can research appropriate areas for the crop — in this instance the project is
planted in two areas in Tasmania, allowing the cultivation of cool climate grapes. Cool
climate grapes are more highly valued then the warm climate varieties.

Prior to Gunns Plantations Ltd involvement in the Wine industry in Tasmania the
industry was more of a “cottage style” industry — with little scope for expansion or
international exposure. Gunns is now the largest viticulturist is Tasmania — which is
creating demand for Tasmanian wines, and opening opportunities for other Tasmanian
vineyards.

The distribution of all returns from the GPL Winegrape Project is to the grower (less a
2.0% sales commission). The grower then needs to pay a “land rental” fee and a
“Management and Harvest Fee” to Gunns Plantations. The profit for investors in year
four of the project will exceed the forecasts from independent research.

" Please note this project focused on cool climate growth.
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This project had favourable reports from research houses (although it was not one of the
top rated projects at the time). Since then AAG has reviewed the project and stated that
“Considering the initial harvest was 12 months ahead of schedule, the yields from this
first vintage are very good.”

This type of return is not isolated — other projects have also been successful such as the
Timbercorp 2002 Almond Project they have actually achieved higher yields and prices
then stated in their forecasts.

Table 9 - Summary of Performance of Timbercorp’s 2002
Almond Project - Standard

Project Indicator Forecast Actual Change
FY2005 Yield 372 kg/ha 412 kg/ha +11%
Price 57.32/kg $9.19/kg +76%
FY2005 Yield 1,360 kg/ha 1,296 kg/ha -4%
Price $7.51/kg $8.00/kg +7%
FY2007 Yield 1,852 kg/ha 2,620 kg/ha +41%,
Price $7.69kg Mot available Mot available

While this projects in the Murray Darling region may have had issues with water costs —
that risk transcends all agricultural activity. The MIS structure allows for investors, and
the manager to share the cost of this risk.

When compared to industry averages this project has also performed above expectation
(again considering the age of the trees).
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There is no doubt that management through Agribusiness MIS has streamlined
production. The capital expenditure brought by MIS has allowed farmers access to the
most modern capital equipment, research and farming techniques. This has had the
following impacts.

- # #

MIS Managers traditionally pick their crop first and then pick the most appropriate land
for it. Often traditional farmers have to utilise their existing land as best they can with
crops that suit. They face limitations on expertise and available capital limiting their
flexibility. MIS managers traditionally have more capital available to appropriately
manage the land for better outcomes. In Gunns instance their investments (wine and
walnuts) involve perennial plantings — these act as carbon sinks in themselves — and
lower impact on the soil salinity when compared to broad acre farming.

- # #/

Similar to land management, the MIS manager can plan where their project is planted
taking in consideration water supply. The Gunns Plantations Walnut Project No.2 is
planted in the Leeton and Griffith area. Much of this area was previously used for rice
cultivation, (a portion of the properties acquired for the walnut project was a rice farm).
The Gunns Plantation Walnut project uses significantly less water than the rice plantings,
and has provided seasonal employment. We would further note that this area is irrigated
by the Murrumbidgee Irrigation — one of Southern Australia’s most reliable water sources.

Gunns has also established (at some cost) improvements in the irrigation system through
the Griffith area. It has introduced cutting edge wireless technology allowing operation
and monitoring of channel gates remotely — which allows much more efficient use of
water.
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The due diligence taken by MIS agri managers is typically thorough. By way of example
the Gunns Plantations Walnut Project contracts to Webster Ltd — a long term farming
organisation.

Since Gunns association with Webster in 2002 there has been $274,000 spent on research
and development directly related to the walnut industry. Additionally there has been an
$88,000 payment to Horticulture Australia Ltd for blight research as a voluntary
contribtion. This contribution was part of the $400,000 being spent on blight control
throughout Australia and New Zealand. These expenses were not funded through MIS
raising — but part of the typical groundwork done prior to any MIS project commencing.

This simple example hopefully counters the opinion of many that MIS managers tend to
operate outside the traditional farming community. The majority of MIS managers are
keen to improve the industries that they operate in.

The Gunns Plantations Winegrape project has also had significant expenditure on
research and development. This project has had annual offerings to investors since the
2004 financial year — a total of $202,266 has been spent on research — which can benefit
winegrape growers in Tasmania.

There are various levels of research contributions amongst MIS managers, they are
typically active in the area as they are often better placed to contribute to the knowledge
base than smaller, traditional farmers.

#

There are several different models for non-forestry agribusiness managers. Gunns
Plantations Ltd sees itself as an agricultural company that uses MIS to facility investment
in areas where a commercial niche is seen. In this instance Gunns has been a traditional
agribusiness manager that has used MIS to diversify into other fields such as Wine and
Walnuts.

As a consequence Gunns Plantations sees the most significant return for itself is in the
end products produced, be it timber, wine or walnuts — and not just the initial investment
amount raised by investors.

As can be seen from the statement of performance over leaf this agribusiness model while
profitable during the initial raisings, it is largely reliant on a capacity to deliver for its
financial well being. The total raising in 2006, and 2007 was over $100,000,000 each
year — so the profit margin is relatively small in the initial raisings. The long term
profitability is driven by the performance of the project.
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Table 2 - Overview of Gunns' Consolidated

Statement of Financial Performance

2007 2006
($'000) ($'000) Change

IS Sales Revenue $139,247 $112,583 +24%
Other Revenue $573,050 $560,455 +2%
Total Revenue 5712297 $673.048 +6%
Total Expenses 5610,305 $549 426 +11%
Profit (bi/t) 5101,992 $123,622 -17%
Profit (alt) 74,516 $87,187 -15%
EBITDA $163,984 $172,300 -5%
MIS Sales :

Total Revenue Ratio 20% 17% +17%
Profit Margin 10.5% 13.0% -19%
ROA 4.1% 6.0% -32%
ROE 8.5% 12.0% -29%
Interest Coverage 3 times 5 times -33%

The other model for MIS agribusiness is for a manager without an agribusiness history to
identify a need for a product and establish an investment on that basis — and contract (or
employ) the most appropriate manager to farm the project.

There are arguments that support both models and this document does not differentiate
between the two — however for managers that are new to agribusiness there maybe a

reliance on upfront incomes from MIS raisings.
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Again like the company profitability, the allocation of MIS raised funds varies between
manager. With the GPL Walnut Project initial investors pay $29,200 Ex. GST per
hectare included in a total of $40,616 over the first three years of their involvement with
the project. This compares favourably with the industry average of $53,642 per ha
according to the LONSEC research report on the project. The chart below details where
the investor funds are distributed. It can be seen quite clearly that Gunns Plantations does
make a good margin at 19.7%. ldeally the manager and the investor would make similar
returns in this instance the investor’s anticipated return is approximately 12.5%. The
additional margin for the manager should be considered as reasonable as it faces
additional risk in terms uncertain water prices as well as other unknown management
variables.

Table 10.1 Grower Payments
Grower Payments - $ per Hectare First 3 years % of Total Project Life % of Total

Application Fee 29,200 71.9% 29,200 6.9%
Operating Fees (Fixed) 8,022 19.8% 135,320 31.8%
Operating Fees and Sales Commission (Variable) 0 0.0% 63,709 15.0%
Orchard Maintenance (Fixed) 1,318 3.2% 58,004 13.6%
Harvest and Processing Fees (Fixed) 0 0.0% 34,089 B8.0%
Processing Fees (Variable) 0 0.0% 70,080 16.5%
Lease Fee (Fixed) 2,076 51% 35,012 B.2%
Total 40,616 100.0% 425,414 100.0%

Table 10.2 - Allocation of Grower Payments — GPL Walnut Project No.2 (Late Growers)

Manager Costs - $ per Hectare First 3 years % of Total Project life % of Total
Lease 818 2.0% 9,573 2.3%
Land Preparation and Establishment 18,200 44.8% 18,200 4.3%
Annual maintenance and Harvest 7,183 17.7% 186,246 43.8%
Water License Lease 8,625 21.2% 74,750 17.6%
Water Delivery 214 0.5% 9,678 2.3%

Total Orchard Costs 35,039 86.3% 298,447 70.2%

Overheads and Management 384 0.9% 4,501 1.1%
Commission 2,920 7.2% 2,920 0.7%
Tax payable by promoter 682 1.7% 35,863 8.4%
Promoter margin 1,591 3.9% 83,681 19.7%
Total 40,616 100% 425,414 100%
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The commission levels paid to financial advisers has been controversial across all
financial products. The MIS Agribusiness sector has gained some notoriety for paying
excess commissions, a little unfairly, as compared to other financial products the level of
commission is low (in agri MIS). Currently the average across non-forestry agribusiness
industry is 8%-10% (Inc. GST) paid upfront. More recently advisers have the option to
take a smaller upfront payment with a trail (the total of which equates to the upfront
payment.)

When compared to investment in managed funds through direct investment or super the
main difference is the trail. Most advisers do not receive trail on non-forestry MIS where
they do on managed funds. An MIS investor in the Gunns Plantations Walnut Project
will be involved and receiving service from an adviser (and Gunns Plantations) for 25
years — the initial 8% is the only income the adviser receives from Gunns Plantations and
equates to 0.32% commission annually for the life of the project. Fund managers can pay
up to 1% trail on other managed investments — on top of upfront commission.

Comparing agribusiness commission rates to other “tax effective” investments
Agricultural MIS actually pays significantly less. For an investor seeking a $20,000 tax
deduction they could invest that amount into an MIS agribusiness project. The other
alternative is to use an artificially geared investment and prepay interest. With the
current investment interest rate of 10% the total investment would be $200,000 to prepay
$20,000 in interest and receive the equivalent tax deduction — with the adviser receiving
2.2% or $4,400

Gunns Plantations Upfront Geared Project
Tax Deduction $20,000 $20,000
Investment Required $20,000 $200,000
Trail (potential) 0% Up 1o 0.77%
Commission 10% Up to 2.2%
Total Commission $2,000 $6,600

Another “commission based” industry is the risk or personal insurance industry. This
group can pay advisers over 100% in commissions based on the initial premiums. That is,
if the client of a financial planner purchases life insurance with a premium of $1,000 the
adviser can receive over $1,000 in commissions. Typically the insurance company
expects the adviser to maintain the individuals insurance policy for a minimum of 5 years
— significantly less than the illiquid non-forestry investment.

We would further note that the level of marketing/advertising undertaken by the non-
forestry industry is miniscule in relation to the marketing budget of well know
fund/insurance companies such as ING, BT and various banks. For non-forestry MIS
managers the only distribution network available is the financial planning sector —
maintaining this relationship is the main marketing expense.
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There are many examples where traditional managers have used MIS managers to reduce
their own risk. The Gunns Plantations Walnut Project is a good example of this with
Webster being the manager of the farm — being one of the oldest most establishment
agribusiness companies in Australia.

Gunns Plantations uses Webster on a contract basis, this establishes agricultural activity
that simply would not have been taking place otherwise. The only real risk Webster is
exposed to is failure to perform in their management duties - they could have their
contract terminated.

Ultimately MIS involvement in agribusiness reduces much of the risk from traditional
farms and communities that they were previously exposed to.

The MIS managers are also shielded from risk to some degree by the scale they can
achieve. For example Gunns, Timbercorp and Great Southern all have at least three
different end products from timbers, to nut crops to viticulture projects. These projects
are also spread between two to six states.

C

Since the late 1990’s the disclosure required by MIS managers through their PDS has
been comprehensive and detailed. The disclosure requirements are similar to any other
financial products, with ASIC being the key regulatory body involved. The corporations
act dictates the requirements for disclosure — and recently (July 2006) an enhanced fee
disclosure has been required providing more detail on fees.

We would further note that the enhanced fee disclosure statement has been designed
more for the funds management or insurance fields rather then tailored to agribusiness
MIS. Currently while it is compulsory it is in all PDS - the purpose of this statement
could be completed more efficiently and transparently for investors in a better format.

The disclosure of fees and commissions is a requirement, and examining the current level
of disclosure across the previous financial year projects, is good.

Both the fees and commission usually appear in the PDS’s key features statement or in
very plain English thoughout the document. We would further note that the enhanced fee
disclosure document (however flawed) is now required.
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There are a variety of differences between a business enterprise that holds an investment
in trust rather than how non-forestry MIS is structured. The reason why non-forestry
investors are considered as farmers is that they face agricultural risk similar to traditional
farmers.

For the Gunns Plantations Walnut Project, and the Gunns Plantations Winegrape projects
investors who lose their trees for what ever reason stand to lose financially. While the
investment returns are pooled, if an individuals area is damaged then they will face
consequences. Insurance can be taken out on growers interests for a variety of risk —
again a decision made by an individual grower (investor).
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Topic 3.

Inputs the Environment and Regional Impact
Before examining impact to regional areas by MIS the long term trends need to be
understood. The recent Australian 2020 Summit examined the future of regional and

rural Australia. It showed several negative trends — most of which MIS agribusiness can
assist in addressing. The first issue was the increasing farm size.

CHANGE IN FARM SIZE AREA®

Average farm size (hectares)

3,000 -

2,000 -

1,000 -

1982/83 2002/03

Smaller farms tend to be less profitable due to higher production costs for the output of
the farm. MIS agribusiness gives these farmers an opportunity to sell non-performing
assets — competition for non-performing farms would be less without MIS.

Agribusiness MIS tend to operate on larger scale — which tends to be more profitable
(and efficient) for all concerned.

® Source: Australia 2020 Summit; “The Future of Regional Australia”
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The chart below shows the change over the past 25 years being the reduction of smaller
farms by number.

FARM SIZES’®

% of total farms
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Why has this occurred?

Simply a function of a capitalist market — which is increasingly being dominated by
trans-national corporations. The firms, due to their size, and high degree of market
control can place demand on local farmers — who are forced to operate in a global market.

These firms place competitive demands on all operators in the agribusiness field
including capital intensive production with cheap reliable work forces and cheaper
overall costs compared to output. This in turn pressures the Australian farm sector in the
following directions.

1) Corporatisation — forcing farms to up scale, or work co-operatively.
2) Deregulation — to compete on an international level

® Australia 2020 Summit; “The Future of Regional Australia”
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With these factors pushing the traditional farming sector into larger farm sized, we have
also had issues with drought and water forcing smaller operators to either adapt or cease
farming.

As farms move towards greater scale it can be seen from the chart below that their
profitability increases.

RATE OF RETURN OF FARM BY SIZE'’

Average rate of returnl: 2001-2003 (%)
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Ultimately the model espoused by MIS agribusiness managers tends towards greater
scale, modern production values and profitability.

We would also note that these trends are not new — and have been occurring prior to the
existence of MIS. MIS appears to be one model of production that will be able to
compete in the modern world economy.

10 Australia 2020 Summit; “The Future of Regional Australia”
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Gunns Plantations have operations in the Riverina Region and also in the Swansea area of
Tasmania. We feel that the impact in regions has been positive for a variety of reasons.
Essentially the projects in these regions replaced farming practices that were ill suited to
the area, or increased the activity in the areas farmed.

When we examine the change in land prices in the Leeton area over the past decade it is
obvious that the market has remained reasonably flat. The chart below is a representation
of the data from the NSW Department of Lands relating to a property that signifies the
market trend.

The reasons for this trend have been repeated through this document — being a
depopulation of rural areas, an increase in mechanisation and drought.

While the Gunns Plantations Ltd holdings in this area are not a significant proportion of
the available land the impact would have to be considered low — as the land purchase
took place several years ago.

Representative Land Value - Leeton
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Source: NSW Department of Lands

Gunns Plantations Ltd — Non-Forestry Managed Investment Scheme Issues Paper 36
12" September 2008



O

The impact on water prices by MIS is difficult to determine. Any additional buyer will
have an impact on a resource price. The level of impact, particularly in the Murray
Darling region, is nebulous due to the recent established program, “NSW RiverBank”
with $105 million to purchase back water licenses until the year 2011. Similar schemes
are operating in other states, and if drought continues, a Riverina Labor party branch
official (Mr Elliott-Rudder™") suggested compulsory acquisition of some water licences
could be required.

While we see environmental management as a necessary and worthwhile cause it will
likely have more impact than non-forestry MIS.

The final issue of water, is how it is used, and conserved. Well managed MIS (like
traditional farming) focuses agriculture in the most suitable areas — with water being a
major consideration. Gunns Plantations Ltd selected the location for its planting very
carefully and with professional consultation. The Leeton area proved ideal as the water
was reliable and the climate and soil ideal for growing the chosen crop — walnuts.

Previously the land that some of the walnut project was on was used to produce rice.

Rice production is no longer as viable as it once was it the Riverina region. Rice requires
flooding to produce — whereas walnuts do not, and is therefore a more efficient use of the
water for the area.

#" ,

We would not argue that there is an impact from non-forestry MIS on input prices. The
argument as to whether this impact is positive or negative depends on your position. On
the balance the MIS projects seem to provide employment, economic activity and long
term projects with an eye to the competing on the global stage.

With this in mind MIS appears to be supporting property prices that otherwise might be
depressed.

There is little doubt that competition for water is difficult at this time, and any group in
the market for water is going to have an impact on the price. Currently the drought has
not only had an impact on the farming community but the rural environment and
waterways. We believe that MIS, through the latest technologies and careful crop
selection manages water at least as efficiently as the traditional farming sector.

1 ABC Online 27" August 2008
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Impacts on the environment are fairly diverse across the range of MIS non-forestry
projects available. It should be noted that non-forestry MIS projects are more open to
security as typically they are examined by independent researchers, and a public that is
becoming more environmentally conscious. Without having environmental credentials
non-forestry MIS projects would suffer. The projects we have examined, being Walnuts
and Winegrape, are very low impact — and lower impact than what the land was
previously used for. The main points to examine are;

O z

GPL selected crops that could be commercially grown in Australia, and then sought out
the best areas. As a consequence water risk for the GPL projects could be considered
relatively low. The level of water requirement for both Walnut and Winegrape is lower
then the previous land use for both areas — which include broad acre farming and rice
production.

We would also note that MIS typically brings improved technology with it. In the case of
the Walnut project state of the art irrigation has been introduced into the area, with
wireless controls for flow controls. This type of technology allows non-forestry MIS to
use water more efficiency.

Dry land and irrigated land salinity is an increasing problem in rural areas. The simplest
solution to this problem is an increase in water flow. Considering the drought conditions
faced by many farms other solutions are needed. One of next mitigating strategies to this
problem is the planting of Perennial crops.

The paper “Trees, Water and Salt”*? highlight the importance of correct land use for
sustainable farming. The paper states that a balance needs to be met between the
commercial needs of land owners and sustainable agriculture. The majority of projects
supported by MIS fit into this category, due to the way the projects are considered prior
to land purchase.

Gunns Plantations Ltd’s Walnuts and Winegrape projects do little damage in terms of soil
salinity due to there root structures, perennial nature, management of the land and initial
site selection.

12 Edited by Richard Stirzaker, Rob Vertessy and Alastair Sarre
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Gunns Plantations Ltd have all their projects in areas where local employment is seen as
a priority. This was highlighted in the Riverina region late 2007 when 180 SunRice
employees were made redundant due to drought and another 39 were also lost in March
2008. While the Gunns Plantations Ltd Walnut project has not hired as many people as
others have laid off there is good seasonal employment for the local community provided
by this project.

This project has also required the production of a hulling line, which will also provide a
boost to the local economy, and provide opportunities for other interested parties in
growing similar crops.

The Winegrape Project in Tasmania has employed 20 full time people and up to 100
casual staff on a seasonal basis, many of these people are locals making up a significant
portion of the local community.

The local community of Swansea has typically struggled to maintain average levels of
employment, and the vineyard has assisted the community in many ways.

Non forestry MIS also has flow on effects to local communities through simple
expenditure on fuel and agri supplies which are purchased locally — injecting economic
activity into the local community. This is often one of the most important positive
impacts from non-forestry projects around the country.

If non-forestry MIS projects ceased to exist it is unlikely any other groups would replace
their place in the rural economy.

Gunns Plantations Ltd — Non-Forestry Managed Investment Scheme Issues Paper 39
12" September 2008



* 0O 3

We do note that the non-forestry issues paper suggests that walnut projects will not be
considered for a variety of reasons. Given the similarities between the markets and lead
times between walnuts and almonds (which are being considered) we feel that walnuts
are well worth examining.

More specific to the Gunns Plantations Walnut Projects the issues raised as a reason for
exclusion do not apply.

# *

The walnut project is anticipated to deliver it’s first years income to investors in year
three. This is actually earlier than most Almond and Olive projects. While the lead time
to production is four years, investors in this project are investing in trees already
established. The purchase of trees already planted is risk mitigation for investors that
cannot be overstated.

We would further note that lead times to fruiting have changed with improved
management. Previously it was expected that walnut trees could take between 8-10 years
to bear commercial crops. To date that time frame has been reduced, to as little as three
years. Gunns Plantations budget for a four year time frame for first fruit — this could be
brought forward, however Gunns manages their trees to maximise overall production®
rather then bring forward early harvests.

$ Y A

The Walnut Project investors have a 75% off take (purchase) agreement with Webster
Ltd. This company already has established markets for the end product. We would
further note that Australia is currently importing Walnuts (typically not fresh). Replacing
the majority of imported Walnuts with locally grown varieties is not considered onerous
by any of the management involved with Gunns or Webster.

One of the key reasons that MIS managers select a specific crop to produce a project
around is that it has long term commercial viability. The Gunns Plantations Walnut
Project was chosen as currently Australia is importing significant amounts of walnuts
their is an obvious import replacement opportunity.

13 Rather than trees fruiting, they are pruned allowing for increased branching and higher yields in future
years.
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According to the Walnut Market Overview prepared by Australian Agribusiness Group
“current domestic consumption of in-shell walnuts is about 600 — 800 tonnes a year.
Domestic consumption of kernels is around 2,500 — 6,000 tonnes of in shell equivalent,
which is largely destined for baking or confectionary. These consumption rates outweigh
domestic production making Australia a net importer of walnuts. Traditionally the
majority of Australian imports are sourced from the USA with the total value of
Australian fresh walnut imports in 2004/05 being $21 million.”

The demand for walnuts appears to be very strong, for a variety of reasons, the main one
being health. Walnuts have been named as a “Superfood” (Pratt, 2004) benefits include;

1) Walnuts contain three times the amount of omega 3 than any other nut (FAO
2005)

2) Walnuts are rich in anti-oxidants which is believed to reduce cancer risk

3) Walnut oil helps increase the flexibility of arteries — reducing the risk of heart
disease.

4) Fresh walnuts also have a unique flavour.

Demand in walnuts has been increasing, during the period between 2001-2004 world
consumption has increased by 25%. In Australia this increase has been equally
impressive with an increase of 7.3% in the 2006/2007 marketing season (CWMB, 2007).
This growth is expected to continue due to Australia’s comparatively low consumption of
walnuts compared to other developed countries, and health benefits are more widely
advertised.

O

Currently Walnut production is dominated by the northern hemisphere, while Australia
has the largest orchard manager in the southern hemisphere in Webster Ltd, it produces
approximately 0.01% of world production (FAO 2005). The Australian industry is
expanding rapidly from a low base. The 2004 year saw a total of 300 tonnes of in-shell
walnuts produced, a significant increase since 1998 where the industry managed 100
tonnes. More recent annual figures have approached the 600 tonne levels, and are set to
continue to increase as more recent orchards become productive.
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Below the chart shows the relatively dramatic growth in local walnuts — Australian
production is minor compared to international production and demand, and local demand.

Australian Walnut Production
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There are several key reasons why both Webster Ltd and Gunns Plantations Ltd
considered involvement in the walnut industry. One issue examined was the likelihood
of an oversupply. While production has been increasing (as a reflection of demand) these
companies felt that there were limitations to entry, the key ones are as follows;

1) Climatic Requirement — Walnut trees require certain temperature conditions to
fruit — they need approximately 100 “chilling” days, where temperatures must
remain cool. The map below (sourced AAG Walnut Market Overview 2007)
shows there are geographic limits to where walnuts can be grown.

Source: Australian Agribusiness : “Market Overview — Walnuts
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2) Soil Requirement- Walnut trees require specific soil profiles to grow well. The
“Riverina Red” soils for the GPL Walnut project in Leeton and Griffith are ideal.

3) Water Requirement — Good source of irrigation required (although requires a lot
less water than citrus and many other commercially grown crops)

4) Root stock preparation — Quality walnut trees are typically grafted onto root stock,
this is particularly labour intensive, with a potential high attrition rate of the new
plants.

5) Processing requirements — Walnuts require a hulling line as a minimum and can
be further processed to remove the shells. Out of shell walnuts (kernels) opens
additional end markets.

Once these issues have been overcome the next barrier is the export market — GPL
combining with Webster provides an excellent opportunity to overcome this hurdle.

It should also be noted that worldwide Walnut production is over 1.15 million tones,
highlighting the embryonic nature of the Australian industry — and also the opportunities
when world consumption is examined.

Australian Walnut Imports From California
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Given the number of walnut trees in the ground, the Australian industry anticipates
meeting local demand within the next 2-5 years™*. It should be noted that local walnuts
are often more expensive than the imported variety, but the local walnuts have significant
advantages in freshness. As walnuts are not a staple food for most they are typically
bought on the basis of flavour and taste. Locally produced walnuts can be of very high
quality but more importantly it is the freshness of the nut that people can taste. Gunns
Plantations had an independent Market Report, authored by Dr David McKinna, and this
suggested that local walnuts may achieve a premium of AUS$0.75 per kg over the
imported Walnuts (assumed to be between AU$4.00 - $5.00 per kg).

14 Although some cheaper imports may still exist into the future for confectionary and baking that do not
require best quality.
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As the walnut industry in Australia is minor compared to the rest of the world, local
production — with or without MIS has no impact. Currently the USA is key in
determining the market price. Australian growers receive prices to reflect the same.

It is important to examine the international market for long term stability — as the costs
associated with establishing an MIS project is prohibitive if there is no commercial
performance. The best indicator to this is the Californian Walnut Average Price.

Price of Californian Export Walnuts in $US - with trend line

The above chart shows the annual price achieved by Californian growers, which sets the
international benchmark for all walnut growers. The chart also shows the general trend
line for walnut prices being positive, with a relatively low standard deviation (of
US$221.86 per tonne) — showing a fairly stable price for this commodity.
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Currently the US and China are the world’s largest producers of walnuts, with the US
being the largest exporter. Australia is well placed to compete in the export market —
however it needs time and support to overcome the existing demand shortfall in Australia.
It may be 8-10 years before Australia can produce enough walnuts to market overseas.
When Australia is ready to export it will have several key advantages;

1) Australia produces “counter cyclical” fruit to the northern hemisphere. Any
market that appreciates fresh, quality walnuts will be targeted — Europe
(typically importing up to 12 month old nuts from the US) ideally.

2) Australia will be able to exploit a freight advantage to Asian markets —
providing competitive pricing.

Gunns Plantations have Webster as the manager of their Walnut projects. Webster Ltd is
a well establish marketer and producer of a range of vegetables — with existing export
markets established generating revenues of $21.3 million.

There is general consensus that the future of the walnut industry in Australia is bright.
The nut is now regarded as a “superfood” and this is reflected in the increase demand
locally and globally. While the Australian industry is still maturing the participation of
MIS will add to the research and marketing around the sector. It is reasonable to assume
that within the next ten years the Walnut industry can change from a net importer to a net
exporter benefiting Australia locally and federally.
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The non-forestry MIS investment class is a diverse and involved one. This group of
investments is still establishing itself in both the financial and rural sectors. The impacts
on both sectors are only just being understood. To cease these projects at this stage
would deprive both communities and the broader economy of a variety of benefits.

We believe that investors in all agribusiness MIS should receive tax concessions for the
following reasons;

= Investors participating in these projects are in a unique position — entirely
different from share or unit holder based investment, and from capital based
projects. The investment class it is most similar to is traditional agribusiness.

= The value of an investment is typically defined by income — and how that income
is derived. Agribusiness presents investors with unique risks, and exposes them
to an asset class that diversifies their portfolio away from traditional risk. These
risks are identical to those faced by many traditional farmers (with added
corporate risks).

» The tax benefit does attract investors — without this investment many projects will
not go ahead, people will lose jobs, and the current depopulation of rural
communities will continue faster than ever.

The performance of MIS agribusiness is subject to the same risks and benefits of
traditional farming — the underlying profit mechanism is the same for both groups. The
advantage that MIS has over traditional farming is that the risk can be distributed

amongst high numbers of private investors. This allows benefits to everyone considering;

= Economies of scale - improving production comparative to the inputs required

= Expenditure on Research and Development — manager’s profits allow spending of
capital on advancing the technology of the industry.

= Job security — the long term nature of these projects and the security of funding
reduces the volatility of employment in the rural areas.

= Exit Options — Existing land owner’s have more potential buyers if their farms are
non-performing.

= Environment — Private investors are typically concerned with green practices.

= Government — Successful agribusiness MIS projects produce significantly more
revenue to government through personal taxes than it costs in tax concessions.
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These conclusions may seem one sided — there will be critics of MIS in agribusiness as it
will compete for resources within rural communities. This is a fair point — however there
is no doubt that the agribusiness sector is undergoing significant change due to the global
economy, water security issues and a move towards more capital intensive production.
MIS agribusiness offers solutions to many of the challenges faced by the communities
affected, and can assist traditional farmers through the sharing of research, and
technology. We have seen strong evidence that agribusiness MIS will assist both the
national economy and local communities. This is why investors and managers need an
extension to the previous tax arrangements to maintain the momentum that has begun
towards these positive outcomes.
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GPL is a wholly owned subsidiary of Gunns Ltd. Gunns was established in 1875 in
Tasmania and has a 133 year history in the agribusiness industry. Gunns is Australia’s
oldest and largest fully integrated forest products company. Gunns has also been publicly
listed for over 20 years.

GPL’s involvement in MIS commenced in the year 2000, and has seen projects offered
that include varieties of timber, walnuts and winegrape. Since this date we have offered
16 separate projects to the public through MIS and raised $550 million dollars — through
over 7,000 investors.

Through this time GPL has created strong relationships with the financial planning and
research sectors. We are keen to provide new non-forestry MIS projects and for the
mutual benefit of all involved, including the individual investors and the wider
communities that we operate in.

For further information about the company or this submission feel free to contact Gunns
Plantations on 1800 015 023 or consult our web site at www.gunns.com.au.

) (¢

Gunns Plantations Ltd Tel: 1800 015 023
PO Box 588, Launceston Fax: 1800 703 323
Tasmania 7250 ABN: 36 091 232 209
lan Blanden AFSL: 238701

Manager - GPL
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