








38. Financial instruments

a) Credit risk

The credit risk on financial assets of the consolidated entity which have been recognised on the balance sheet is generally the carrying

amount, net of any provision for doubtful debts.

b) Interest rate risk

The consolidated entity’s exposure to interest rate risk and the effective weighted average interest rate by maturity periods for each class
of financial assets and liabilities is as follows:

30 June 2007 Note Fixed interest maturing in
Floating 1 Year 1to5 Over 5 Non-interest
interest or less years years bearing Total
$°000 $°000 $’000 $°000 $’000 $’000
Financial assets
Cash and deposits 7 23,361 - - - - 23,361
Receivables — current 8 - - - - 53,512 53,512
23,361 - - - 53,512 76,873
Weighted average interest rate 6.11%
Financial liabilities
Trade and other creditors 17 - - - - 53,125 53,125
Bank loans — non-current 21 71,364 - - - - 71,364
Other loans — non-current 21 - - - - 4 4
71,364 - - - 53,129 124,493
Weighted average interest rate 7.50%
Net financial assets/(liabilities) (48,003) - - - 383 (47,620)
30 June 2006 Note Fixed interest maturing in
Floating 1 Year 1to5 Over 5 Non-interest
interest or less years years bearing Total
$’000 $’000 $’000 $°000 $’000 $’000
Financial assets
Cash and deposits 7 16,869 - - - 100 16,969
Receivables — current 8 - - - - 54,784 54,784
16,869 - - - 54,884 71,753
Weighted average interest rate 5.68%
Financial liabilities
Trade and other creditors 17 - - - - 54,538 54,538
Bank overdraft 18 26 - - - - 26
Bank loans — current 21 1,640 40,500 - - - 42,140
Other loans — non-current 21 1,465 - - - 4 1,469
3,131 40,500 - - 54,542 98,173
Weighted average interest rate 7.89% 6.24%
Net financial assets/(liabilities) 13,738 (40,500) - - 342 (26,420)

c¢) Net fair values of assets and liabilities

The net fair value of the consolidated entity’s financial assets and liabilities would not vary significantly from the value as stated in the

financial statements.
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Notes forming part of the financial statements (continued)

39. Financial risk management

The Group’s activities expose it to a variety of financial risks: currency risk, credit risk, liquidity risk and interest rate risk. The Group's overall
risk management program focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the
financial performance of the Group. The Group uses derivative financial instruments such as foreign exchange contracts to hedge certain
risk exposures. The Group uses different methods to measure different types of risk to which it is exposed. These methods include
sensitivity analysis in the case of interest rate and foreign exchange risks and ageing analysis for credit risk.

Financial risk management is carried out by the finance department under policies approved by the Board of Directors. Group Finance
identifies, evaluates and hedges financial risks in close co-operation with the Group’s operating units. The Board provides written principles
for overall risk management, as well as policies covering specific areas, such as foreign exchange risk, interest rate risk, credit risk, use of
derivative financial instruments and non-derivative financial instruments, and investment of excess liquidity.

(a) Currency risk
Foreign exchange risk arises when future commercial transactions and recognised assets and liabilities are denominated in a currency
that is not the entity’s functional currency. Forward contracts, transacted with Group Treasury, are used to manage foreign exchange risk.

(b) Credit risk

Management has a credit policy in place and the exposure to credit risk is monitored on an ongoing basis. Credit evaluations are
performed on all customers requiring credit over a certain amount. Investments are allowed only in liquid securities and only with
counterparties approved by the Board. The Group has no significant concentrations of credit risk.

(¢) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and marketable securities, the availability of funding through an
adequate amount of committed credit facilities and the ability to close-out market positions. Due to the dynamic nature of the underlying
business, Group Treasury aims at maintaining flexibility in funding by keeping committed credit lines available.

(d) Interest rate risk
The Group has no significant interest bearing assets. The Group’s interest rate risk arises from long-term borrowings. Borrowings issued
at variable rates expose the Group to cash flow interest rate risk. Exposure to interest rate risk is monitored on an ongoing basis.

The Group purchased plant & equipment from Belgium in June 2007 totalling 700,000 Euros. In order to protect against exchange rate
movements, the Group has entered into forward exchange contracts to purchase Euros. These contracts are hedging firm commitment
purchases for the ensuing financial year. The contracts are timed to mature when progress payments for the equipment are scheduled to
be made, refer note 10.

At balance date the details of outstanding contracts are:

Buy Euros Sell Australian dollars Exchange rate
2007 2006 2007 2006
$’000 $°000

Maturity

March 2008 454 - 0.6165 -

May 2008 342 - 0.6141 -
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Consolidated

2007 2006
Cents Cents
40. Earnings per share
(a) Basic earnings per share
Profit from continuing operations attributable to the ordinary
equity holders of the company 18.0 5.1
Profit/(loss) from discontinued operations 1.6 0.9
Profit attributable to the ordinary equity holders of the company 19.6 4.8
(b) Diluted earnings per share
Profit from continuing operations attributable to the ordinary
equity holders of the company 18.0 5.1
Profit/(loss) from discontinued operations 1.6 0.3
Profit attributable to the ordinary equity holders of the company 19.6 4.8
2007 2006
$°000 $°000
(c) Reconciliations of earnings used in calculating
earnings per share
Basic earnings per share
Profit from continuing operations attributable to the ordinary
equity holders of the company 15,299 4,280
Profit/(loss) from discontinued operations 1,289 (196)
Profit attributable to the ordinary equity holders of the company
used in calculating basic earnings per share 16,588 4,084
Diluted earnings per share
Profit from continuing operations attributable to the ordinary
equity holders of the company 15,299 4,280
Profit/(loss) from discontinued operations 1,289 (196)
Profit attributable to the ordinary equity holders of the company
used in calculating diluted earnings per share 16,588 4,084
2007 2006
Number Number
Weighted average number of ordinary shares outstanding during
the year used in the calculation of basic earnings per share 84,791,787 84,584,078
Weighted average number of options outstanding which are dilutive — 19,117
Weighted average number of partly paid ordinary shares
outstanding which are dilutive 8,921 10,047
Weighted average number of ordinary shares outstanding during
the year used in calculation of diluted EPS 84,800,708 84,613,242
The following potential fully paid ordinary shares are not
dilutive and hence are not used in the calculation of diluted
earnings per share:
1. Options issued under the Executive Share Option Plan 200,000 377,197
2. Partly paid ordinary shares issued under the employee share scheme 45,529 50,253

Information concerning the classification of securities

Partly paid shares carry the right to participate in dividends in proportion to the amount paid on the nominal value of such shares. To that
extent they have been recognised as equivalents of ordinary shares in the determination of basic earnings per share.
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Directors’ declaration

In the directors’ opinion:
(@) the financial statements and notes set out on pages 41 to 83 are in accordance with the Corporations Act 2001, including:

(i) complying with Accounting Standards, the Corporations Regulations 2007 and other mandatory professional reporting
requirements; and

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

(b) there are reasonable grounds to believe that the company will be able to pay its debts as and when they become due and payable;
and

(c) the audited remuneration disclosures set out on pages 27 to 37 of the directors’ report comply with Accounting Standards
AASB 124 Related Party Disclosures and the Corporations Regulations 2001; and

(d) at the date of this declaration, there are reasonable grounds to believe that the members of the Closed Group, identified in note 37,
will be able to meet any obligations or liabilities to which they are, or may become, subject by virtue of the deed of cross guarantee
referred to in note 37.

The directors have been given the declarations by the Chief Executive Officer and the Chief Financial Officer required by section 295A of
the Corporations Act 2001.

This declaration is made in accordance with a resolution of the Directors.

) s %

J.W. Ingram Dr J.D. Nolan
Director Director
Sydney

22 August 2007
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Independent auditor’s report

to the members of Wattyl Limited

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

We have audited the accompanying
financial report of Wattyl Limited (the
company), which comprises the balance
sheet as at 30 June 2007, and the income
statement, statement of recognised
income and expense and cash flow
statement for the year ended on that date,
a summary of significant accounting
policies, other explanatory notes and the
directors’ declaration for both Wattyl
Limited and the Wattyl Limited Group (the
consolidated entity). The consolidated
entity comprises the company and the
entities it controlled at the year's end or
from time to time during the financial year.

We have also audited the remuneration
disclosures contained in the directors’
report. As permitted by the Corporations
Regulations 2001, the company has
disclosed information about the
remuneration of directors and executives
(“remuneration disclosures”), required by
Accounting Standard AASB 124 Related
Party Disclosures, under the heading
“remuneration report” in the directors’
report and not in the financial report.
These remuneration disclosures are
identified in the directors’ report as being
subject to audit. The remuneration report
contains information also, for which an
auditors’ opinion is not required and has
not been formed. These disclosures have
been identified as such.

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

The directors of the company are
responsible for the preparation and fair
presentation of the financial report in
accordance with Australian Accounting
Standards (including the Australian
Accounting Interpretations) and the
Corporations Act 2001. This responsibility
includes establishing and maintaining
internal control relevant to the preparation
and fair presentation of the financial report
that is free from material misstatement,
whether due to fraud or error; selecting
and applying appropriate accounting
policies; and making accounting estimates
that are reasonable in the circumstances.
In Note 1 (b), the directors also state, in
accordance with Accounting Standard
AASB 101 Presentation of Financial
Statements, that compliance with the
Australian equivalents to International
Financial Reporting Standards ensures
that the financial report, comprising

the financial statements and notes,
complies with International Financial
Reporting Standards.

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

Auditor’s responsibility

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

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

also includes evaluating the appropriateness
of accounting policies used and the
reasonableness of accounting estimates
made by the directors, as well as evaluating
the overall presentation of the financial
report and the remuneration disclosures
contained in the directors’ report.

Our procedures include reading the other
information in the Annual Report to
determine whether it contains any material
inconsistencies with the financial report.

For further explanation of an audit,

visit our website
http://www.pwc.com/au/financialstate
mentaudit.

Our audit did not involve an analysis of the
prudence of business decisions made by
directors or management.

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

Independence

In conducting our audit, we have complied
with the independence requirements of the
Corporations Act 2001.

Auditor’s opinion on the financial report
In our opinion:

(@) the financial report of Wattyl Limited
is in accordance with the Corporation
Act 2001, including:

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

(i) complying with Australian
Accounting Standards
(including the Australian
Accounting Interpretations)
and the Corporations Regulations
2001; and

the consolidated financial statements
and notes also comply with
International Financial Reporting
Standards as disclosed in Note 1(b).

G5

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

In our opinion, the remuneration
disclosures contained in the directors’
report and identified as being subject to
audit comply with Accounting Standard
AASB 124.

PricewaterhouseCoopers

Matthew Lunn
Partner
Sydney
22 August 2007

Liability limited by a scheme approved under
Professional Standards Legislation.
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