Corporate governance

The Board is committed to maintaining the highest standards of corporate governance.
Furthermore, the Board considers its governance practices and policies comply with the
28 ASX Corporate Governance Council recommendations which are set out in the March
2003 ASX publication “Principles of Good Corporate Governance and Best Practice
Recommendations ™.

Set out below is a summary of Arnstocrat’s (“the Company™) corporate governance
practices which were in place throughout the 2005 reporting period. For ease of
reference this statement has been prepared and presented i a format consistent with the
above named pubiication.

Principle 1 - Lay solid foundations for management and oversight
Board role and responsibilities
The Board has formalised 1fs roles and responsibilities 1nto a Board Charter which 1s

available on the Company’s website, www.anistocratgaming.com. In summary, the
Board’s main responsibiiities mclude the:

- review and approval of Company strategy;

- monitoring of Company performance and overall conduct;

- selection, appomtment, remuneration and performance evaluation of the Chief
Executive Officer (CEO) and Chief Financial Officer (CFO);

- implementation and confinued monitoring of appropriate risk management and
reporting systems;

- establishment and monitoring of policies to ensure compliance with the legal and
regulatory regimes to which the Company is subject and to ensure the highest
standards of corporate conduct; and

- promotion of open and proper communication between the Company and its
stakeholders.

Delegation to management

The Board has delegated certain responsibiiities to management including the day fo day
operation and administration of the Company. The Board Charter clearly specifies those
matters that are reserved for the Board only.

Principle 2 - Structure the Board to add value

Board Composition

The Board has determined that ifs optimal size 1s between seven and nine members. As at
31 December 20035, the Board comprised six non-executive directors and one executive



director. Details, qualifications and information on other directorships held by each
member of the Board can be found in the Birectors’ Report.

The Board comprises members with a broad range of skills and experience. The Board
considers 1t important for the foliowing skills and experience to be represented on the
Board:

- experience as a Chief Executive;

- International business experience;

- financial experience;

- technology experience especially in the software or computer mdustries;
- marketing experience;

- legal and regulatory experience; and

- corporate govermnance and risk management experience.

The Board annually reviews the skills and experience of its members and decides on
whether any action needs to be taken to augment or complement those skills.

The Board Chairman

The Chamrman s selected by the Board and is a non-executive directfor. The Chairman
and the office of the CEO are not held by the same person. The Chairman 1s responsible
for the leadership of the Board, ensuring effectiveness in all aspects of its role including:

- setting board meeting agendas;

- conducting and leading Board meetings;

- ensuring effective communication with sharcholders;

- conducting and leading sharehoider meetings; and

- being the main point of contact between the Board and the CEO.

Board meetings

The Board meets regularly and this year the Board met a total of eleven fimes which
inciuded two day meetings focussed on strategy and budget. The number of meetings
attended by each director 1s tabled in the Directors” Report. Executive management are
regularly mvited fo attend and present at Board meetings. During the year the non-
executive directors also held meetings without the presence of executive management.

Director independence
Every year the Board assesses each of the non-executive directors against specific criteria
to decide whether they are independent. Directors are considered to be mdependent if

they meet the following critena:

- they are not g substantial (5% or greater) shareholder of the Company or an
officer of & substantial shareholder of the Company;



- they have not been employed in an executive capacity in the last three years by
the Company or a subsidiary of the Company;

- they have not been employed as a principal of a4 material professional advisor to
the Company during the past three years;

- they are not a material supplier or customer of the Company or any subsidiary of
the Company;

- they have no material contractual relationship with the Company (other than as a
directory; and

- they are free from any mterest, business or personal, which could or could
reasonably be perceived to materially mterfere with the director’s ability to act m
the best mierests of the Company.

In determining whether or not a material relationship exists with a third party such as a
supplier, professional advisor or customer the Board considers that relationship to be
material if it meets the followmg critena:
- where the customer accounts for more than 5% of the Company’s consolidated
£TO8s revenue per annum;
- 1f the Company accounts for more than 5% of the suppiier’s consolidated revenue;
- where the total value of any contract or relationship between the Company and
the director (other than as a director of the Company) exceeds ASTm.

The Board determined that all non-executive directors were considered to be independent
as at 31 December 2005.

Independent professional advice

Any director may seek mdependent external advice 1n relation fo any Board matter at the
expense of the Company with the prior consent of the Chairman. Whenever practicable
the advice should be commissioned in the jomt names of the director and the Company
and a copy of the advice should be made availabie to the entire Board.

Board committees

The Board 1s assisted m fulfilling ifs responsibilities by four committees. Each commitiee
1s governed by a Charter which 1s regularly reviewed and approved by the Board. The
Charters are available on the Company’s website www.aristocratgamine.com. The four
Board committees are the:

- Regulatory and Compliance Commuttee;
- Nomination and Governance Committee;
«  Audit Committee; and

- Remuneration Commitfee.

An overview of the composition and responsibilifies of each of the Board commuttees 18
provided below.



Regulatory and Compliance Committee

This committee is chaired by Mr WM Baker who is a non-executive director. The
committee also comprises a number of executive management members. Committee
members are appointed for two years by the Board and are subject fo approval by certain
gaming authorities / bodies. The commuttee 1s required to meet four times per year.
During the year the commitfee met nine fimes. Attendance of committee meetings by its
members 1s confained in the Directors” Report.

The commuttee responsibilities melude:

- assisting the Board and executive management in obtaining information necessary
to make decisions in the area of hiring key personnel and entering info or
continuing business associations;

- the review of existing and proposed business underfakings for regulatory
compliance;

- conducting mvestigations as appropriate and making recommendations to the
Board; and

- monttoring and ensuring licensing condifions and regulatory reguirements are
met.

Nomination and Governance Commitiee

This committee is chaired by the Chamrman, Mr DJ Simpson and all directors are
members of this committee. The commuittee 1s scheduled to meet twice per year. During
the year the commitiee met four fimes. Atftendance of committee meetings by iis
members 1s confained in the Directors” Report.

The commuttee responsibilities melude:

- recommendations on Board structure, membership, tenure, succession planning
and committee membership;

- induction and fraining of directors;

- the Board and mdividual director performance assessment;

- development and review of CEQ conditions of employment; and

- overall Company corporate governance policies and procedures.

Audit Commitice

This committee is chaired by Mrs P Morris. The Audit Committee comprises four non-
executive directors. The committee is scheduled to and did officially meet four times
throughout the year. During the year separate meetings in addition to the four scheduled
Audit Commuttee meetings aiso fook place between the Chair of the Audit Committee
and both the Company’s external and internal auditors. Attendance of commitiee
meetings by 1its members 1s contamned in the Directors’ Report.



The commuttee responsibilities melude:

- the evaluation and monitoring of the Company’s mternal control environment and
risk management function;

- overseeing and reviewmg the scope, quality and cost of the internal and external
andiis;

- reviewing the reports presented to the committee by both the auditors and
management;

- recommending to the Board the appomtment of internal and external auditors;

- reviewing the Company’s management and statutory reporting (including the half
year and full year accounts);

- the review and approval of finance and accounting policies and the ongoing
monitoring of thewr implementation and effectiveness;

- ongoing monitoring of the Company’s various disclosure obiigations; and

- the review and pre-approval of any non audit services provided by either the
internal or external auditors ensuring that their independence is mamtained at all
fimes.

Remuneration Commitiee

This commuttee 1s chaired by Mrs P Morris. The Remuneration commuttee comprises
three non-executive directors. The committee 1s scheduled to and did officialiy meet four
fimes throughout the year. Attendance of committee meetings by ifs members is
contained m the Directors’ Report.

The commuttee responsibilities melude:

- the recruitment, remunerafion, retention, succession planning, fraining policies
and procedures for senior management;
- making recommendations to the Board on:
o the CEO and senior management fixed remuneration framework and
levels;
¢ the CEO and senior management performance and equity based
remuneration plans mcluding performance meentives and hurdles;
e the Chairman and non execufive director fees; and
- the Company’s superannuation arrangements.

Nomination, selection and appointment process of new directors

Recommendations for the nomination of new directors are made by the Nomination and
Governance Committee. Generally, external consultants are used to identify potential
directors. Those nommated are assessed by the committee against a range of criteria
including professional skills, experience, qualifications and background. Any director
appomted during the year will stand for election by shareholders at the next annual
general meeting (AGM).



Formal letters of appointment are issued to those invited fo join the Board and mdividual
service agreemenis are entered mto with all directors. All new directors undergo an
induction program.

Other directorships

Directors are required to imit the number of directorships of other histed companies to
five in order to ensure that sufficient time 1s available to attend to the affamrs of the
Company. The Chair 1s required not {o hold more than one other position as Chair of a
listed company. The CEO shouid only accept appomiment to the Board of another listed
company with the approval of the Board.

Principle 3 - Promote ethical & responsible decision making
Code of Conduct

The Board has adopted a Code of Conduct which applies to directors and all employees.
The Code is reinforced through various training programs and Company publications.
The Code provides an ethical and behavioural framework for the way business is
conducted and contains a sef of general business ethics meluding (but not limited to):

- acting honestly and fairly in all dealings and to conduct business with strict
professional courtesy and mtegrity;

- fo abide and comply with all applicable laws and reguiations;

- report suspected corrupt or unethical conduct;

- ensure that Company resources and property are used properly and efficiently;
and

- not disciose mformation or documents relating to the Company or its businesses
other than as required by law and not to make any public comment on Company
matters unless authorised to do so.

The full Code of Conduct is availabie on the Company’s website
www.aristocratzaming.com

“Tip-Offs Anonymous ™ program

“Tip-offs Anonymous™ s an mdependent, confidential telephone, email and postal
service that provides an effective channel for employees to anonymously report mstances
of suspected workpiace misconduct. The service is avatlable to all employees worldwide.
All reported meidents are reviewed by a select group of senior executives who decide on
the appropriate course of action fo be taken. A summary of all reported mcidents and
action taken 1s provided to the Audit Committee. Any reported incidents invoiving senior
executives are reported directly fo the Chairman of the Audit Commuttee by the Tip-offs
Anonymous service provider.



Securities trading policy

The Company’s policy prohibits any director or empioyee dealing m the securities of the
Company if they are m possession of any price-sensitive information. Subject fo this,
directors and senior executives may only deal in the shares of the Company from the day
after unfil the 42nd calendar day foliowing:

- the announcement of the half year and full year results;
- the issue of any prospectus by the Company; and

- the Company’s annual general meeting.

The policy can be found on the Company’s website, www.aristocratgaming. com.

Principle 4 - Safeguard integrity in financial reporting
Certifications from the CEO and CFO

The Board received & written certification on 23 February 2006 from both the CEO and
CFYO that the Company’s financial reports for the year ended 31 December 2005 present a
true and fair view i all matenial respects of the company’s financial condition and
operational results and are mn accordance with relevant accounting standards.

Audit Commitice

The Audit Committee’s composition, roles and responsibiliies are provided under
Principle 2 of this statement.

Selection of auditors

In February 20035, the Board invited submiss:ions from a number of professional
accounting firms for the provision of external audit services.

The Audit Committee 1s responsible for overseeing the external auditor selection process.
This process mcludes assessing each of the submissions received and makmg a formal
recommendation to the Board on the appomiment of the external audifor.

As part of that seiection process, the Audit Committee assessed each of the submissions
received on the following critera:

- independence

- overall audit approach and methodology;

- relevant industry experience;

- experience, and qualifications of key audit staff; and

- cost.



After careful consideration of the above criteria, the Audit Committee recommended to
the Board the re-appointment of Pricewaterhouse Coopers (Pw(C} as the Company’s
external auditors.

Auditor independence

The Company has adopted a formal charter of “Audit Independence”. The Charter
restricts the types of non audit services that can be provided by either the mternal or
external audifors. In addition, any non-audit services which are fo be provided by the
internal or external auditors need fto be pre-approved by the Chair of the Audit
Committee.

The Charter does not aliow the followng services to be provided by the internal or
external auditors:

- bookkeeping or other services related to accounting records or financial
statements;

- financial information systems design and mmplementation;

- valuation services (including appraisals or fairness opinions);

- management or human resource functions; and

- actuarial, mvestment advisory or banking services.

The Audit Committee reviews the independence of the auditors four fimes a year. The
Company requires the senior audif partner to rotate every five years. The Charter also
places restrictions on the hiring of employees or former employees of the auditor firms.
The Company expects the external auditor to attend the annual general meeting of
shareholders and fo respond to gquestions relating to the conduct of the audit and the
auditory’ role.

Non audit services provided

Non audit services provided by the external auditor are disclosed and explained m both
the Directors’ Report and Note 29 to the financial statements.

The Board 1s satisfied that the nature and scope of these services did not compromise
auditor mdependence. When making this assessment the Board used the Corporations
Act and the Company’s Charter of Audit Independence. The auditor’s mdependence
deciaration for the year ended 31 December 2005 has been received and 1s attached to the
Directors’ Report.

Principle 5 - Make timely and balanced disclosure

The Company has written policies dealing with the Company’s disclosure obhigations and
responsibilities under both the ASX Listing Rules and the Corporations Act. The
Company’s policy on continuocus disclosure 1s available on the Company’s website
www.aristocratzaming.com.




The Company has m place the following procedures in order fo comply with its
continuous disclosure responsibibities:

- to immediately advise the ASX of any information which a reasonable person
would expect to have a material effect on the price of the Company’s securities
subject to the exceptions setf out in Listing Rule 3.1;

- the Chair, CEO, CFO and Group General Manager Commercial and Legal are the
only persons authorised fo talk to the media, analysts or sharehoiders;

- any employee who comes into possession of information which 1s ikely fo affect
the price of the Company’s securities or which has the capacity to affect the
Company’s profit or balance sheet totals by 5% or more, must immediately
consuit the CEO or the Company Secretary who will decide, 1n consultation with
the Chair (where appropriate), whether an announcement is required;

- the establishment of the Senior Executive and Risk Review Committee which
normally meets monthly to review risks to which the Company is exposed in the
light of the continuous disclosure responsibilities; and

- there is an estabhished protocol and signoff procedure for all intended
announcements.

Principle 6 - Respect the rights of shareholders

The Company promotes effective communication with shareholders and encourages
effective participation at general meetings. The Company mamtams a website which is
regularly updated with 2ll recent announcements to the ASX, annual reports, briefing
materials and presentations fo 1nvestors and analysts. The Corporate Governance section
of the website allows shareholders direct access fo the Board charfer, committee charters
and key govemance policies.

Principle 7 - Recognise and manage risk

The Company 18 Licensed to sell products m over 200 jurisdictions and operates from six
major regional offices being Australia, USA, Japan, New Zealand, United Kingdom and
South Africa. The Board accepts that risk exists in all aspects of the Company’s business
activities.

The Company’s major risks include (but are not hmited to} increased regulation by
Governments, profection of the Company’s gaming licenses, action by competitors,
product development, product approvals, mfringement of intellectual property rights,
availability and quality of raw materials and manufacturing equipment used m the
production of products and occupational health and safety.

Risk management plays a key role m helping to identify, measure and treat risk which m
turn assists the Company 1n achieving its goals and objectives. The Company has m place
an effective risk management system to ensure that business risks are identified, assessed,
monitored and properly managed.



Elements of the Company’s risk management system include:

H

a formal risk management policy which is based on Standards Australia AS
4360:2004;

the training of key executives and managers m the area of nisk and the
requirements of the Company’s risk management policy;

formal risk ident:fication workshops and meetings across the business to identify
and rate significant busmess risks (financial, operational and strategic);

the rating of risks for the hkelihood of occurrence, possible consequence and the
level of current controls and strategies which exist to manage the risk;

formal risk management updates are provided fo the Board on a monthly basis.
These updates summarise the likehihood, consequence and mitigating controls
around key risks and highlight any new risks identified. The Audit Commitiee
recerve a full consolidated risk register on an annual basis;

a dedicated “Group Risk & Audit Manager” responsible for assisting management
in mmplementig the Board’s risk management policies;

the monthly review of risks by the Senior Executive and Risk Review Committee;
the establishment of an internal audif function which has unrestricted access to the
Board and management and which assists the Board m ensuring compliance with
internal controis, policies and risk management programs by performing reviews;
the development of a risk based internal audit plan;

a clearly defined organisation structure together with documented expenditure
authority and approval fimits;

detaifed financial policies and procedures m the areas of expenditure
authorisations, credit, treasury and required miernal controls;

annual budgeting and monthly reporting systems for all operating units;

a group wide regulatory compliance program covering licensure, environment,
occupational health and safety and employment practices;

a comprehensive insurance program; and

a confidential tip-offs anonymous program deployed worldwide.

In the fourth quarter of 2005, the Company mmplemented new risk management software
fo facilitate the update and mamtenance of the Company’s risk register. This new system
is expected to be operational by January 2006.

Risk management certification

The Board of directors have received a written declaration from both the CEO and CFO
that the financial cerfification given by them on the Company’s financial reports:

is founded on a sound system of risk management and mternal compliance and
control which mmpliements the policies adopted by the Board; and

the Company’s risk management and intemal compliance and control system 13
operating effectively and efficiently in all material respects.
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This declaration provides a reasonable but not absolute level of assurance and it does not
in any way imply or guarantee against adverse events or more volatile outcomes from
arnsing.

More mformation on the Company’s risk management framework and policy can be
found on the Company’s website, www.aristocratgaming.com.

Principle 8 - Encourage enhanced performance
Review of Board performance

The Board Charter requires the annual review of its own performance as a Board
inciudmg its committees as well as the performance of mdividual directors. The Board
conducted m the fourth quarter of 2005 a “peer review process” whereby directors
evaluated and assessed the overall performance of the Board as a whole and of its
committees.

The “peer review” process is admmistered by the Nomination and Govemance
Committee using comprehensive written questionnaires. These questionnaires are
completed by each director and cover the performance of the Board m the following
areas:

- Board governance, structure and roles;

-~ Board responsibilities;

- Board processes;

- Board committees;

- Performance of individual directors and

- Continuing improvement

A detailed report on the findings of this review was formally presented to the Board i
December 2005.

Principle 9 - Remunerate fairly and responsibly
Remuneration Committee

The composition of the commuttee, 1ts roles and responsibifities are provided under
Principle 2 of this statement.

Remuneration of non executive directors

Details of the principles and amounts of remuneration of non executive directors are set
out in the Directors” Report.
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Remuneration of seniorv executives and linkage with corporate performance

Details of the principles and amounts of the Company’s executive fixed and variable
remunerafion schemes including the hinkage with corporate performance are provided
the Directors” Report.

Equity based remuneration
The company has m place the following equify based remuneration plans:

- Long Term Performance Option Plan (POP) - Established 20035
- Performance Share Plan (PSP} - Established 2004
- Employee Share Option Plan (ESOP) - Established 1998

The POP 1s an executive incenfive scheme designed to drive the continuing improvement
in the Company’s performance. The POP provides for eligible empioyees to be offered
conditional entitlements fo options over fully paid shares in the Company. The POP was
approved by shareholders at the last AGM of the Company as required under ASX listing
rules.

The PSP was mmplemented in 2004, Approval from sharehoiders was obtamed at a special
meeting held m December 2004 for the participation of the Chief Executive Officer and
Managmg Director, Mr PN Oneile. Sharchoider approval was not required or obtained
(under the ASX Listing Rules or Corporations Act) for the other participants. The PSP
replaced the older Employee Share Option Plan (ESOP) which was approved by
shareholders in 1998. The PSP plan is more siringent than the ESOP plan as it includes a
vesting scale and tougher performance hurdles. A more detailed description of equity
based remuneration is provided in the Directors” Report.

Principle 10 - Recognise the legitimate interests of stakeholders

The Board and senior management of the Company are committed to the “Code of
Conduct” and the principles contained within it. More mformation on the Code is
provided under Principie 3 of this statement. The Code 1s also available on the
Company’s website, www.aristocratgaming.com

In addition to the Code, the Company also has policies which govern:

- Occupational, Health and Safety;
- Trade practices;

«  Conflicts of interest;

- Gifts, gratuities and donations;

- Deahng m Company securities;

«  Market disclosure; and

- Privacy.
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