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DIRECTORS® REPORT
For the Year Ended 30 June 2005 CREATABLE MEDIA LIMITED

Your directors present this report on the consolidated entity of Creatable Media Limited and the entities it controlled for
the year ended 30 June 2605,

DIRECTORS
The names of the directors in office at any time during or since the end of the year are:

L € Olsen (Chairman) (Appointed 21 April 2005}
G Bundy (Chairman} {Resigned 18 April 2003)
A J Armstrong (Deputy Chairman} (Appointed

4 November 2004, resigned 18 April 2003)

C J Wunsh (Resigned 27 April 2005}

C C Lazarus (Resigned 9 June 2605)

S Reynolds (Resigned 21 July 2005)

M G Krawitz (Resigned 30 April 2005}

S Walters {Appointed 21 April 20065)

A McBride (Appointed 21 July 2065}

The directors have been in office since the start of the financial year fo the date of this report unless otherwise stated.
PRINCIPAL ACTIVITY

The principal activity of the consclidated entity dunng the financial year was the establishment and operation of an
indoor adverfising business.

CHANGES IN THE STATE OF AFFAIRS DURING THE FINANCIAL YEAR

The company’s shares were listed on the Australian Stock Exchange on 9 September 2004,
OPERATING RESULTS

The loss after tax of the consolidated entity for the year amounted to $5,731.362 (2004: $2,836,587).
DIVIDENDS

No dividends have been paid or proposed during the year.

ENVIRONMENTAL ISSUES

The consolidated entity operates within the advertising sector. During the vear under review, the directors are not aware
of any particular or significant environmental issues, which have been raised in relation to the entity’s operations.

LIKELY DEVELOPMENTS

Likely future developments in the operation of the consolidated entity will be referred to in the “Chief Executive
Officer’s Report™ to be included in the 2005 Annual Report.
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INFORMATION ON DIRECTORS

L C Olsen
Non-executive Chairman

Mr Olsen has extensive General Management and Operational experience, gained within some of the world’s most
respected retatl, marketing and distribution companies in the world, including Asda, Dixons Group ple, Thorn EMI and
the French hypermarket group, Carrefour S.A.

He has worked throughout Europe, North America and Asia-Pacific, with particular emphasis on establishing new
businesses, formulating and executing M&A strategies, and re-engineering existing businesses.

Mr Olsen was previcusly a Director of UK-based HMV Group Ltd, the world’s third-largest music retailer and
established its Australian operations. He was also the founding CEO of Toys R Us Australasia, and President of Warner
Bros Home Video Australia during which time he was Vice-Chairman of AVSDA and Chairman of the DVD Forum
which oversaw the Australasian launch of the format.

Mr Olsen is currently Chairman of ASX-listed Destra Corporation Ltd, Chairman of Consolidated Franchise Group Ltd
and AAV Regency Ltd. He is also a Director of New York based Musicpoint Inc.

Mr Olsen has not held any other directorships in listed companies in the last three years other than Destra Corporation
Limited.

A MeBride
Non-Executive Director

Mr. McBride's primary field of endeavour is in improving sales, marketing and management techniques for the Group.

Mr. McBride has had over thirty years experience in managing sales operations within media companies in Australia,
New Zealand, UK and USA. This, coupled with the senior executive role of Managing Director for nine years running
the Pacific Rim operations for the world's largest corporate trading company, has developed his extensive management
skills.

Since 1974 Mr. McBride has worked for such diverse media organizations as Radio Hauraki, when the station “came
ashore” after ifs pirate ship days in Auckland. There followed a move to the TV advertising world with a stint at
regional felevision representing NSW and Tasmanian stations before switching fo the TEN Network for nine years.
Later returning to radio he joined 258M Sydney for two years, before his eight years with ZMMM FM and the Triple M
network in Sydney and associated stations.

In 1984 Mr. McBride was recruifed fo establish the Australian operations for the world’s largest corporate trading
company, Active International, establishing offices in Sydney, Melbourne, Auckland and Hong Kong. Completing deals
all over Australia, New Zealand and South East Asia he quickly built the region to become one of the fastest growing
world-wide offices for them. The company specialized in restoring under-performing assets to full value by trading
assets with goods and services and currently numbers well over 80% of the world’s largest companies as clients.
Conseguently he has a strong understanding of the issues faced by many companies in their day-to-day operations.

S Walters
Chief Executive Officer

Mr Walters joined Creatable Media Limited as CEO on 4 November 2604, Prior to joining Creatable Media he was
Head of Financial Planning for Westpac/BT. He has also been CEQ of Merrill Lynch HSBC, the online financial
services joint venture between Maerrill Lynch and HSBC. Prior to that he was Head of Private Stockbroking for
Deutsche Bank in Australia, and had also worked for Deutsche Bank in London for 7 years. Mr Walters is a qualified
Chartered Accountant and a graduate of the Queensland University of Technology. He sits on the Presidents Council of
the Art Gallery of NSW and on the board of 'The Benevolent Society.
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N Geddes
Company Secretary

Mr Geddes is the principal of Australian Company Secrefaries, 2 company secrefarial practice, that he formed in 1993,
Mr Geddes is a2 member of the Natitonal Council of Chartered Secrefaries Australia and Chairman of the NSW Branch
of that Institute. His previous experience, as a Chartered Accountant and Company Secretary, includes investment
banking and development and venture capital in Europe, Africa, the Middle East and Asia.

Qualifications: Chartered Institute of Company Secretaries in Australia (Feliow)

Chartered Accountant {Fellow of both the Australian and English Institutes of Chartered Accountants}.



DIRECTORS® REPORT
For the Year Ended 30 June 2005 CREATABLE MEDIA LIMITED

Significant events after balance date

On 27 June 2065, the Directors of Creatable Media accepted the offer of Hawkesbridge Limited (“Hawkesbridge™) and
HET No. | Pty Limited (“HE'T™) to invest a total of 32,654,412 in equal proportions by way of secured convertible
notes issued by Creatable Media, subject to various conditions including Shareholder approval. Sharcholder approval
was obtained at a meeting held on | September 2005,

The key elements to the transaction were:

on 15 July 2005, Hawkesbridge and HET loaned $500.000 to the Company;
on 27 July 2605, Hawkesbridge and HET loaned a further $500,066 to the Company;

both loans and interest on loans were repaid in September 2003 by the issue of 1,611,786 secured convertible notes
in equal proportions with a face value of $1 each.

on 15 July 2005, the Company issued Hawkesbridge and HET 1,667,468 shares in egual proportions at 2 cents each
being a finance arrangement fee.

a further 6,332,532 shares were issued in September 2005 to Hawkesbridge and HET in equal proportions at 2 cents
each being 2 finance asrangement fee.

in Sgptember 2065, Hawkesbridge and HET subscribed in equal proportions for an additional 1,600,660 convertible
notes in respect of a further advance of $1,660,666.

a further subscription for $654,4 12 by issue of 654,412 notes in equal proportions is due on { October 2005.

Hawkesbridge and HE'Y have a right {but not an obligation} to subscribe for up to an additional 500,000 notes at
any time up fo 13 July 2069,

The convertible notes bear simple interest at 10% per annum, payable on the earlier of redemption or conversion of the
notes.

The notes are convertible to shares at the election of the Note Holder at any time up to 13 July 2069 at the lower price
of 2 cents per share and a 10% discount to the volume weighted average price of the Company’s shares for the 30 day
period immediately prior to conversion. Notes not converted must be redeemed by the Company, with outstanding
interest, by 13 July 2009,

The funds raised pursuant to the above will be used to roll out tabletops in the USA, pay key money to US landlords
and for working capital.
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REMUNERATION REPORT
The remuneration report is set out under the following main headings:

Principles used to determine the nature and amount of remuneration
Details of remuneration

Service agreements

Share based compensation

Analysis of movements in shareholding

mg O w

A Principles used to deteriming the nature and amount of remuneration

The Board reviews and approves the remuneration packages of all directors and specified executives on an annual basis.

Remuneration packages are reviewed and determined with due regard to current market rates and are benchmarked
against comparable industry salaries. The overall objective is to ensure maximum sharcholder benefit from the retention
of a quality Board and Executive Team. To assist in achieving this objective, the Board links the nature and amount of
the Executives” and Directors” emoluments to the company’s financial and operational performance.

B Details of remuneration
Details of the remuneration of each director of Creatable Media Limited and each of the 5 executives of the company
and the consolidated entity who received the highest remuneration for the year ended 30 June 2005 are set out in the

following tables.

Directors of Creatuble Media Limited (uudited)

2005 Primary Post Emplovment Equity Other
Safary & Bonus Super- Other  Options  Benefits Fotal
Fees annuation

5 $ 5 $ $ $ b
CJ Wunsh * 147,945 - 10,470 - - - 138,415
C C Lazarus * 177,533 - 10,807 - - 144,079 332419
A J Armstrong * 22,500 - - - - - 22,500
G Bundy * 56,250 - - - - - 56,250
S Reynolds 48,000 - - - - - 44,000
M G Krawitz * 33,333 - - - - - 33,333
L € Olsen 22,420 - 2,018 - - - 24,438
S Walters *¥ 48,898 - 2,266 - - - 51,164

548,879 - 25,561 - 144,079  7i8519

2004 Primary Post Employment Eguity Other
Safary & Bonus Super- Other  Options  Benefits Fotal
Fees annuation

C J Wunsh 131414 - F1,827 - - - 143,241
C € Lazarus 135,542 7,399 - - 142,941
N A Asset * 13,248 - - - 13,248
A B Davis * 33,591 - - - 33,591
S Reynolds 26,003 - - - 20,003
M G Krawitz 8350 - - - 8.350
G Bundy 18,750 - - - {8,750

360,898 19,226 - - 380,124
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Executives of Creatable Media Limited (audited)

2005 Primary Post Employment Eguity
Safary & Bonus Super- Other  Options Other Total
Fees anauation Benefits
H Woolcott * 146,000 - - - 140,000
A Peruch * 153,726 0,954 3.000 100,579 267,259
B Zelinger 64,633 5,817 - - 70,450
S Walters 117,76% 5,457 - - 123,226
C J Wunsh 32,055 2,269 - - 34,324
508,183 23,497 3,000 100,579 635,259
2004 Primary Post Employment Eguity
Safary & Bonus Super- Other  Options Other Total
Fees anauation Benefits
H Woolcott 211,737 - - - 211,737
A Peruch 47,380 4,264 - - 51,644
259,117 4,264 - - 263,381
* Resigned during the year

wE Since appointment as Director on 21 April 2005

There are no other executives of the consolidated entity.
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C Service agreements

Creatable Media Limited has entered into agreements for the provision of services by each of the following directors
and executives, with effect from 1 July 2004, The key terms of each of these agreements are as follows:

C C Lazaras, Chief Executive Officer (resigned ¢ June 2005)

. Term of agreement: commenced 9 September 2004 {date of listing on the Australian Stock Exchange} for a
period of 4 years. The Company may ferminate the employment for any reason by giving {2 months nofice in
writing.

. Base remuneration of $180,000 per annum

. One-off bonus of $30.060 payable on the company recording a positive net profit after tax for a peried of
3 months in the financial year 2005.

C J Wunsh, Chief Operating Officer (resigned as a director 27 April 2005)

. Term of agreement: commenced 9 September 2004 {date of listing on the Australian Stock Exchange} for a
period of 4 years. The Company may terminate the employment for any reason by giving
12 months notice in writing.

» Base remuneration of $180,00¢ per annum

. One-off bonus of $30.060 payable on the company recording a positive net profit after tax for a peried of
3 months in the financial year 2005.

H Woolcott, Chief Financial Officer (resigned 31 January 2005)

. Term of agreement: expires 31 January 2005

. Base remuneration of $240,006 per annum

A Peruch, National Sales Manager (resigned 31 March 2005)

. Term of agreement: commenced 9 September 2004 {date of listing on the Australian Stock Exchange) for a
period of 12 months unless terminated earlier in accordance with the agreement.

. Base remuneration of $183,486 per annum, plus commission of %% of Company Net Quarterly Sales Revenue
on revenue less than the Company budget, and 1% of Company Netf Quarterly Sales Revenue which exceeds the
Company budget.

S Walters, Chief Execative Officer

. Terms of Agreement: commenced 4 November 2004. The company may terminate the employment for any
reason by giving 3 months notice in writing

. Base remuneration of $250,006 per annum

. Bonus of $100,000 payable on the company recording a positive net profit after tax for two consecutive guarters

B Zeiinger, Chief Financial Officer

. Term of Agreement: commenced 4 January 2005, The company may terminate the employment for any reason
by giving 3 months notice in writing

. Base remuneration of $119,266 per annum
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D Share based compensation
Option holdings

The number of options held during the financial year by each director of Creatable Media Limited and each of the
specified executives of the entity, including their personally related entities are set out below:

Name Balance at  [Essued Exercised Lapsed Balance Vested and
start of during during during the  at end exercisable
year the year the year year of year

Bircetors

G Bundy - - - - -

Al Armstrong - - - - -

L € Olsen - - - - -

CJ Wunsh 600,600 - - 600,000 -

C C Lazarus 600,660 - - 600,000 -

S Reynolds - - - - -

M G Krawitz - - - - -

S Walters - - - - -

Name Balance at  [Essued Exercised Lapsed Balance Vested and
start of during during during the  at end exercisable
year the year the year year of year

Exceutives

H Woolcott 500,660 - - - 500,000 -

A Peruch - 500,000 - - 500,000 -

Executive and Employee Share Option Plans

The Directors have approved the implementation of 3 employee incentive schemes described below fo assist in the
recruitment, reward, retention and motivation of employees of Creatable Media Limited:

. the Executive Share Option Plan for certain Creatable Media Limited executives

. the Employee Tax Exempt Share Plan to allow employees to acquire up to $1,000 worth of shares in any tax year
free of tax in accordance with current taxation legislation; and

. the Employee Tax Deferred Share Plan to allow employees and Non-Executfive Directors to acquire shares in
Creatable Media Limited on a salary sacrifice {or Director’s fee sacrifice} basis.

Details of each of these plans is set out below.
Executive Share Option Plan (ESOP)

The Board may determine who is entitled to participate in the ESOP and set the exercise price, any performance hurdles
and vesting condifions fo apply to a particular grant of Opfions.

Creatable Media has granted a total of 1,006,000 Options to the following Directors, former Direcfors and Executives:

A Peruch 560,000
M Lang 560,000
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Significant terms of these Options are summarised below:

. one third of Options will vest 2 years after the date of guotation of the shares on the ASX and will have an
exercise price of $0.25

. one third of Options will vest 3 years after the date of guotation of the shares on the ASX and will have an
exercise price of $0.30

. one third of Options will vest 4 years after the date of guotation of the shares on the ASX and will have an
exercise price of $0.35

The exercise of options is subject to the Company's Security Trading Guidelines. On the exercise of Options, the
company will issue shares to the executive rather than acquiring the shares on market. All Options will lapse on the
earlier of 5 years after the date of quotation and the date on which the employee ceases to be an employee of Creatable
Media Limited.

Emplopyvee Tax Exempt Share Plan (Exempt Plan}

Under the terms of the Exempt Plan, full-time or part-time employees may acquire up to $1,006 worth of shares in any
financial year free of tax in accordance with current taxation legislation. Shares must be held in the Plan for a minimum
of 3 years (or earlier cessation of employment) and will be subject to disposal restrictions enforced via the application
of a holding lock for that period or until a later date when release is requested by the participant.

Emplovee Tax Deferred Share Plan (Deferral Plan}

The Deferral Plan is a share purchase plan pursuznt to which offers may be made to eligible employees {including
Directors} to acquire shares. The Deferral Plan enables participating employees to defer tax on the value of the shares
in accordance with current taxation legislation.

The price of shares to be allocated under the Plan will be the market value of the shares at the time of acquisition.
Although there is no limitation on the value of shares on which tax can be deferred in any year under the current
taxation law, the Board will specify the amount of salary which can be sacrificed.

The Board does not currently intend to make general employee offers under the Deferral Plan in the short term although
it has been put in place to allow the Non-Executive Directors the opportunity to participate in this Plan and to acquire
shares by way of fee sacrifice.

Shares under option

Ordinary shares of Creatable Media Limited under option at the date of this report are as follows:

Bate options granted Expiry date {ssue Price Number under
option

24 June 2004 9 September 2009 25 cents 366,667
24 June 2004 9 September 2009 30 cents 366,607
24 Jung 2004 G September 2009 35 cents 366,006
1 April 2065 9 September 2009 20 cents 506,000
1 April 2065 9 September 2009 25 cents 166,667
1 April 2065 9 September 2009 30 cents 166,667
1 April 2665 4 September 2009 35 cents 166,660
2,166,000

No option holder has any right under the options to participate in any other share issue of the company or of any other
entity.
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Shares issued on the exercise of options

No ordinary shares were issued during the year ended 30 June 2005 on the exercise of options.

E Analysis of movemenis in shareholdings

The number of shares in which directors and specified executives of the company held a relevant interest on
3¢ June 206035, are set out in the following tables. As the company was listed on 9 September 2004, no comparison with

the previous year is available.

No. of shares
{i) Directors

L C Olsen 200,006
S Reynolds 3,550,066
S Walters 800.060

4,550,660

{iiy  Specified Executives

C I Wunsh 11,990,953
B Zelinger -
11,999 953

MEETING OF BIRECTORS

During the financial vear, attendance af meetings were:

Birectors Meetings Audit Committee Meetings

Number Eligible Number Number Eligible Number

to Atfend Attended fo Attend  Attended

G Bundy tH 9 2 2

C J Wunsh 12 1 - -

C C Lazarus 4 12 - -

3 Reynolds 6 10 2 2

M G Krawitz 12 1 2 2

A ] Armstrong 7 7 - -
L € Olsen 3 3
S Walters 3 5

INDENMNIFYING OFFICERS OR AUDITOR

The parent entity has paid premiums fo insure all of the directors and officers against habilities for costs and expenses
incurred by them in defending any legal proceedings arising out of their conduct while acting in the capacity of director
or officer of the company, other than conduct involving a willful breach of duty in relation to the company. The
contracts of insurance prohibit the disclosure of the nature of the liabilities covered and the amount of the premiums
paid. The Corporations Act 2001 does not require disclosure of the information in those circumstances.
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PROCEEDINGS ON BEHALF OF THE COMPANY

No person has applied to the Court under section 237 of the Corporations Act 2001 for leave to bring proceedings on
behalf of the company, or to intervene in any proceedings to which the company is a party, for the purpose of taking
responsibility on behalf of the company for all or part of those proceedings.

No proceedings have been brought or intervened in on behalf of the company with leave of the Court under section 237
of the Corporations Act 2001,

NON-AUDIT SERVICES

The company may decide to employ the auditor on assignments addifional to their statutory audit duties where the
auditor’s expertise and experience with the company and/or the consolidated entity are important.

Details of the amounts paid or payable to the auditor for audit and non-audit services provided during the year are set
out below.

The board of directors has considered the position and is satisfied that the provision of the non-audit services is
compatible with the general standard of independence for auditors imposed by the Corporations Act 2001 and did not
compromise the auditor independence requirements.

Consolidated
2605 2084
$ $

During the year the following fees were paid or payable for services
provided by the auditor of the parent entity, its related practices and
non-related firms:
Assurance Services
1. Audit services

Audit and review of financial reports under the Corporations et

204 38,311 27,000
Total remuneration for audit services 38311 27,000
2. Other assurance services — non audit

Due diligence services - 126,000
Total remuneration for other assurance services - 120,000
Total remuneration for assurance services 38,311 147,000
Faxation services

Tax compliance services, including preparation of company

income tax refurmns 1,600 6,160
Total remuneration for taxation services 1.600 6,160

11
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AUDITORS INDEPENDENCE DECLARATION

A copy of the auditors” independence declaration as required under section 307C of the Corporations Act 2001 is set
out on page 13.

Signed in accordance with a resolution of the directors for and on behalf of the directors by:

Chairman Director

Dated the 26th day of September 2605,



Horwath Sydney Pardrership
HOr\/Vath ABN 3¢ 856 082 171

Chariered Accountants

1 Market Sirgat Sydney NSYY 2000

GPO Box 1455 Sydney NSW 2601

DX 13004 Sydney Market Street

Fomail- sydneyfh horwath.com.au

Telephone {02) 9372 0777
The Board of Directors Facsimile (02) 9372 0606

Creatable Media Limited
Suite 21, 16-21 Bay Street
Double Bay NSW 2028

AUDITOR’S INDEPENDENCE DECLARATION

This declaration is made in conaection with our audit of the financial report of Creatable Media
Limited for the vear ended 30 June 20035 and in accordance with the provisions of the
Corporations Act 2001,

We declare that, to the best of our knowledge and belief, there have been:

. No contraventions of the auditor independence requirements of the Corporations Act 2001
n relation to this audit;

. No contraventions of the Code of Professional Conduct of the Institute of Chartered
Apcountants in Australia in relation to this audit.

Yours faithfully
HORWATH
SYDNEY PARTNERSHIP

3
&
kS
N
by
K

(e 7

21
ALFREP A'NEHAMA
Partner
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The directors in office at the date of this statement are:

Name Position Date of Appointment
Mr Louis Carl Olsen Non-executive director and Chairman 21 April 2005

Mr Scott Walters Managing director 21 April 2605

Mr Alan McBride Neon-executive director 21 July 2665

Other directors that served during the financial year were:

Mr Gregory Bundy Chairman 17 May 2004
Resigned 18 April 2005

Mr Craig Lazarus Managing director & CEO 11 fanuary 2002
Resigned 9 June 20035

Mr Craig Wunsh Executive director & COO 11 lanuary 20602
Resigned 27 April 2005

Mr Martin Krawitz Non-executive director 24 March 2004
Resigned 30 April 2005

Mr Simon Reynolds Non-executive director T April 2003
Resigned 21 July 2003

This statement outlines the corporate governance policies and practices of Creatable Media, in the context of the best
practice recommendations that have been set by the ASX Corporate Governance Council {ASX Guidelines). Since the
listing of the Company and Group on 9 September 2004, the Board has reviewed the corporate governance practices
and policies of the Company and Group. This most recent review has been in the context of the Company’s and
Group’s financial position as a small public company listed on ASX. A decision was taken o reduce the size of the
Board in line with the operational requirements of the Company and Group and as such it is no longer possible to meet
those ASX Corporate Governance Guidelines as enumerated below that relate to Board Commitiees, and monitoring
and measuring Board performance.

The table below sets down each of the recommendations made in the ASX Guidelines and indicates where the relevant

disclosure can be found in this report. Where Creatable Media has not followed any of the recommendations, the
recommendation and the reasons for not following it have been identified.

14
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Recommendation S U U U U UUU Section
Recommendation 1.} Functions of the Board and Management 1.1
Recommendation 2.1 independent Directors £2
Recommendation 2.2 Independent Chairman 12
Recommendation 2.3 Role of the Chairman and CEOQ 1.2
Recommendation 2.4 Establishment of Nomination Committee 23
Recommendation 2.5 Reporting on Principle 2 1.2 and the Directors’ Report
Recommendation 3.1 Directors’ and Key Executives’ Code of Conduct E1
Recommendation 3.2 Company Securify Trading Policy 1.4.7
Recommendation 3.3 Reporting on Principle 3 1.1and 1.4.7
Recommendation 4.1 CEO and CFO sign-offs on financial statements 1.4.9
Recommendation 4.2 Establishment of Audit Commitiee 2.1
Recommendation 4.3 Structure of Audit Committee 2.1.2
Recommendation 4.4 Audit Committee Charter 2.1
Recommendation 4.5 Reporting on Principle 4 2.1
Recommendation 5.1 Policy for Compliance with Continuous Disclosure | 1.4.4
Recommendation 5.2 Reporting on Principle 3 4.4
Recommendation 6.} Communications Strategy 1.4.6
Recommendation 6.2 Attendance of Auditor at General Meetings 1.4.6
Recommendation 7.1 Pelicies on Risk Oversight and Management 214
Recommendation 7.2 Statement of CEQ and CFO in relation to systems 149
Recommendation 7.3 Reporting on Principle 7 2.1.3
Recommendation 8.} Evaluation of Board, Directors and Key Executives | 1.4.8
Recommendation 9.1 Remuneration Policies 224and 2.2.5
Recommendation 9.2 Establishment of Remuneration Commitiee 22
Recommendation 9.3 Executive and Non-Executive Director 224 and 2.2.5
Remuneration

Recommendation 9.4 Eguity-Based Executive Remuneration 224
Recommendation 9.5 Reporting on Principle 9 222
Recommendation 16.1 Company Code of Conduct 3
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i. Board of Directors
1.1 Role of the Board

The Board has the responsibility of ensuring Creatable Media is properly managed so as to enhance shareholders’
interests in a manner that is consistent with Creatable Media’s responsibiiity to meet its obligations to ail parties with
which it interacts. [t is the role of senior management to manage the Company and Group in accordance with the
direction and delegations of the Board and the responsibility of the Board to oversee the activities of management in
casrying out these delegated duties.

In casrying out its governance role, the main task of the Board is to drive the performance of the Company and Group
including formulating ifs strategic direction, approving and moniforing capital expenditure, setting remuneration,
appointing, removing and creating succession policies for directors and senior executives, establishing and monitoring
the achievement of management’s goals and ensuring the integrity of internal control. The Board must also ensure that
the Company and Group complies with all of its contractual, statutory and any other legal obligations, including the
requirements of any regulatory body. The Beard has the final responsibility for the successful operations of the
Company and Group.

To assist the Board in carrying out its functions, it has developed a Code of Conduct to guide the Directors, the Chief
Executive Officer, the Chief Financial Officer and other key execufives n the performance of their roles.
{A copy of the Code of Conduct is available on the Creatable Media website.)

1.2 Composition of the Board

The names of the directors of the company in office af the date of this report are set out in the Directors’ report on page
1 of this report. The constitution of the Company provides that the number of directors must not be less than 3 and not
more than 12. There are currently 3 directors, of which one is an executive director and two non-executive directors.
The two non-executive directors can be regarded as independent for the purposes of the definition that appears in the
ASX Guidelines. The Chairman is a non-executive and independent director and the roles of Chairman and CEO are
not exercised by the same individual. The table at the commencement of this Report indicates when the Directors were
appointed and resigned. Effectively the Audit and Remuneration Committees continued to function until April 2005
when the Board changes took place.

1.3  Responsibilities of the Board

In general, the Board is responsible for, and has the authority to determine, all matters relating to the policies, practices,
management and operations of the Company. [t is required to do all things that may be necessary in order to carry out
the objectives of the Company.

Without infending to limit this general role of the Beard, the principal functions and responsibilities of the Board
include the following.

1. Leadership of the Organisation: overseeing the Company and Group and establishing codes that reflect the
values of the Company and guide the conduct of the Board, management and employees.

2. Strategy Formulation: working with senior management to set and review the overzll strategy and goals for the
Company and ensuring that there are policies in place to govern the operation of the Company.

3. Overseeing Planning Activities: overseeing the development of the Company’s strategic plan and approving that
plan as well as the annual and long term budgets.

4. Sharcholder Liaison:  ensuring effective communications with sharcholders through an appropriate
communications policy and promoting participation at general meetings of the Company.

5. Monitoring, Comphiance and Risk Management: overseeing the Company’s risk management, compliance,
control and accountability systems, and monitoring and directing the financial and operational performance of
the Company.
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6. Company Finances: approving expenses in excess of those approved in the annual budget and approving and
monitoring acquisitions and divestitures, and financial and other reporting.

7. Human Resources: appointing, and, where appropriate, removing the Chief Executive Officer {CEO) and Chief
Financial Officer (CFO} as well as reviewing the performance of the CEO and monitoring the performance of
senior management in their implementation of the Company’s strategies.

8. Ensuring the Health, Safety and Well-Being of Employees: in conjunction with the senior management team,
developing, overseeing and reviewing the effectiveness of the Company’s occupational health and safety systems
to ensure the well-being of all employees.

9. Delegation of Authority: delegating appropriate powers to the CEO to ensure the effective day-to-day

management of the Company and establishing and determining the powers and functions of the Committees of
the Board.

1.4  Board Policies

1.4.1 Conflicts of interest

Directors must:

" disclose to the Board actual or potential conflicts of interest that may or might reasonably be thought to exist
between the interests of the Director and the interests of any other parties in carrying out the activities of the
Company; and

" if requested by the Board, within seven days or such further period as may be permitted, take such necessary and

reasonable steps to remove any conflict of interest.

If a Director cannot or is unwilling to remove a conflict of interest then the Director must, as per the Corporations Act,
absent himself or herself from the room when discussion and/or veting occurs on matters about which the conflict
relates.

1.4.2 Commitments

Each member of the Board is committed to spending sufficient fime to enable them to carry out their duties as a
Divector of the Company.

1.4.3 Confidentiality

In accordance with legal requirements and agreed ethical standards, Directors and key executives of the Company have
agreed to keep confidential information received in the course of the exercise of their duties, and will not disclose non-
pubic information except where disclosure is authorised or legally mandated.

1.4.4 Continuous Disclosure
The Board has designated the Company Secretary as the person responsible for overseeing and coordinating disclosure

of information to the ASX as well as communicating with the ASX. In accordance with the ASX Listing Rules the
Company immediately notifies the ASX of information:

1. concerning the Company that a reasonable person would expect to have a material effect on the price or value of
the Company’s securities; and

b

that would, or would be likely to, influgnce persons who commonly invest in securities in deciding whether to
acquire or dispose of the Company’s securities.

(A copy of the Company’s centinuous disclosare policy is available on the Company’s website).
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1.4.5 Related Party Transactions

Related party transactions include any financial transaction between a Director and the Company and will be reported in
writing at each Board meeting. Unless there is an exemption under the Corporations Act from the requirement to obtain
shareholder approval for the related party transaction, the Board cannot approve such a transaction.

1.4.6 Shareholder Communication

The Company respects the rights of its shareholders and to facilitate the effective exercise of those rights the Company
is committed to:

1. communicating effectively with shareholders through releases to the market via ASX, the Company’s website,
information mailed to shareholders and the general meetings of the Company;

2. giving sharcholders ready access to balanced and understandable information about the Company and corporate
proposals;

3. mazking it easy for shareholders to participate in general meetings of the Company; and

4. requesting the external auditor to attend the annual general meeting and be available to answer sharcholder

questions about the conduct of the audit and the preparation and content of the auditor’s report.

The Company also makes available a telephone number and email address for shareholders to make enguiries of the
Company.

1.4.7 Securities Trading Policy

Creatable Media has adopted certain guidelines intended to establish best-practice procedures in relation to dealings in
Securities by Directors, management and employees of the Company.

In addition to the restriction that persons may not deal in Securities whilst in possession of material, price-sensifive
information, Dirgctors and senior management may generally not deal in Securities for a period of one month
preceding, or five business days following, an annual general meeting of the Company or the announcement of half-
yearly or yearly results of the Company between the end of the financial half or full year until the release of the
financial information relating to that period.

1.4.8 Performance Review/Evaluation

The ASX Guidelines require the disclosure of the process for performance evaluation of the Board, individual directors
and key executives. Last year it was stated in this report that “the current Board was constituted on 17 May 2004
shortly prior to the listing of the Company on ASX and as a resulf, no formal appraisal has been undertaken at this
time”. Furthermore it was stated that “The Board had delegated the responsibility for designing a system of
performance appraisal to the Remuneration Committee™ and that the system would be disclosed when approved by the
Board. Design of this system did not take place and has been placed on the Board's agenda for 2006.
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1.4.9 Attestations by CEO and CFO
The Chief Executive Officer and the Chief Financial Officer have stated, in wrifing, to the Board that:

{a)  With regard to the integrity of the financial report of Creatable Media Limited for the year ended
30 June 2005;

{it The financial statements and associated notes comply in all material respects with the Accounting Standards
as required by Section 296 of the Corporations Act 2601,

{iiy The financial statements and associated notes give a true and fair view, in all material respects, of the
financial position as at 30 June 2665 and performance of the Company and consolidated entity for the year
then ended as required by Section 297 of the Corporations Act 200%; and

{iily In their opinion, there are reasonable grounds to believe that the company will be able to pay its debts as
and when they become due and payable.

{b)  With regard to the financial records and systems of risk management and internal compliance and control of
Creatable Media Limited for the year ended 30 June 2005;

{it The financial records of the company have been properly maintained in accordance with Section 286 of the
Corporations Act 2001;

{ii} The statements made in {a) above regarding the integrity of the financial statements are founded on a sound
system of risk management and internal comphiance and control.

{iil} The risk management and internal compliance and control systems of the Company and consolidated entity
relating to financial reporting are operating effectively in all material respects.

{iv} Subsequent to 30 June 2005, no changes or other matters have arisen that would have a material effect on
the operation of risk management and internal compliance and control systems of the company and
consolidated enfity.

2. Board Committees

Given the small size of the Board it is considered unrealistic and impractical to appoint Board Commitiees from a three
person board.

Consequently when the persons that were Directors at the time of IPO resigned and a new Board was appointed,
consideration was given to the appointment of Board Committees and the above decision was reached. The decision
will be reviewed when the Board is expanded. In the interim the duties of the Audit,Remuneration and Nomination
Committee have been assumed by the Board.

2.1  Audit Committee (when re-constituted)
2.1.1 Role

The Audit Commitiee monitors and reviews the effectiveness of the Company’s controls in the areas of operational and
balance sheet risk, legal and regulatory compliance and financial reporting. The committee discharges these
responsibiiities by:

. overseeing the adequacy of the controls established by senior management fo identify and manage areas of
potential risk and to safeguard the assets of Creatable Media;

. overseeing Creatable Media’s relationship with the external auditor and the external audit function generally; and

. evaluating the processes in place to ensure that accounting records are properly maintained in accordance with

statutory requirements and financial information provided to investors and the Board is accurate and reliable.
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The committee has also adopted a policy on the provision of non-audit services and the rotation of external audit
personnel and monitors the independence of the external auditor.

Members of management and the external auditors attend meetings of the committee by invitation. The committee may
also have access to financial and legal advisors, in accordance with the Board’s general policy.

{A copy of the audit committee’s charter is available on the company’s website.)
2.1.2 Composition
Not applicable

2.1.3 Responsibilities

The Audit Commitiee reviews the audited annual and half-yearly financial statements and other reports which
accompany published financial statements before submission to the Board and recommends their approval.

The Andit Committee also recommends to the Board the appointinent of the external auditor and the internal auditor
and each year, reviews the appointment of the external auditor, their independence, the audit fee, and any questions of
resignation or dismissal.

The Audir Committee is also responsible for establishing policies on risk oversight and management.

2,14 Risk management

Oversight of the risk management system

The board oversees the establishment and annual review of the company’s risk management system. Management has
established and implemented the Risk Management System for assessing, monitoring and managing operational,
financial reporting and compliance risks for the Company. The CEO and CFO have declared, in writing to the board,
that the financial reporting risk management and associated compliance and controls have been assessed and found to
be operating efficiently and effectively. The operational and other compliance risk management have azlso been assessed
and found to be operating efficiently and effectively.

The Audit Commitiee reports to the board annually on the status of risks through integrated risk management programs
aimed at ensuring risks are identified, assessed and appropriately managed.

2.2 Remuneration Committee {(when re-constituted)

The Remuneration Committee was formed by resolution of the Board on 7 lune 2004 and was effectively disbanded in
April 2005 when the Board was reduced in size.

2.2.1 Role
The Remuneration Committee reviews and makes recommendations to the board on remuneration packages and
policies including but not limited to succession planning, recruitment and the appointment of the Chief Executive

Officer, senlor executives and directors themselves and overseeing succession planning, selection and appointment
practices and remuneration packages for management and employees of the Company.

The objectives of the commitiee include:

. review, assess and make recommendations fo the Board on the desirable competencies of the Board;

. assess the performance of the members of the Board;

. oversee the selection and appointment practices for non-executive directors and senior management of Creatable
Media;

. develop succession plans for the Board and oversee the development of succession planning in relation to senior

managem ent and :

. assist the Board in determining appropriate remuneration policies.
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2.2.2 Composition
Not applicable.
2.2.3 Responsibilities

The responsibilities of the Remuneration Committee include setting policies for senior execufives’ remuneration, setting
the terms and conditions of employment for the Chief Executive Officer, reviewing and making recommendations to
the Board on the Company’s incentive schemes and superannuation arrangements, making recommendations to the
Board on any proposed changes to the Board and undertaking an annual review of the Chief Executive Officer’s
performance, including, sefting with the Chief Executive Officer goals for the coming year and reviewing progress in
achieving these goals.

2.24  Senior Execufive Remuneration Policy
The Company is commitied to remunerating its senior executives in a manner that is market-competitive and consistent

with best practice as well as supporting the interests of shareholders. Consequently, under the Senior Executive
Remuneration Policy the remuneration of senior executive may be comprised of the following:

" fixed salary that is determined from a review of the market and reflects core performance requirements and
expectations;
" a performance bonus designed to reward actual achievement by the individual of performance objectives and for

materially improved Company performance;
" participation in the option scheme with thresholds approved by shareholders;
" statutory superannuation.

By remunerating senior executives through performance and long-term incentive plans in addition to their fixed
remunerzation the Company aims fo align the interests of senior executives with those of shareholders and increase
Company performance.

Details of the amount of remuneration, including both monetary and non-monetary components, for the two highest
paid {Non-Director) Executives during the vear is detailed in the Directors Report at page 6.

2.2.5 Non-Executive Director Remuneration Policy

The Constitution provides that the non-executive Directors are each entitled to be paid such remuneration from the
Company as the Directors decide for thelr services as a Director, but the total amount provided to all non-executive
Directors for their services must not exceed in aggregate n any financial year the amount fixed by the Company in 2
general meeting. This amount is currently fixed as $250,000. The remuneration of non-executive Directors must not
include a commission on, or a percentage of, profits or operating revenue. Directors may also be reimbursed for
traveling and other expenses incurred in attending to the Company’s affairs. Directors may be paid such additional or
special remuneration as the Directors decide is appropriate where a Director performs extra services or makes exertions
for the benefit of the Company.

Non-Executive Directors are entitled to statutory superannuation.

Details of the amount of remuneration, including both monetary and non-monetary components, for each of the non-
executive directors paid during the year is detailed in the Directors Report at page 5.
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2.3 Other Committees

The Board has not established a formal nomination commitiee at this time, but will revisit this question on an ongoing
basis when the Company expands. Due to the relative size of Creatable Media, the Board does not believe that it is
necessary or appropriate for a nomination commitiee 10 be established at this time. In addition, & number of the
responsibififies identified by the ASX Guidelines as being within the ambit of a nomination commitiee were delegated
to the Remuneration Committee.

3.  Company Code of Conduct

As part of its commitment to recognising the legitimate interests of stakeholders, the Company has established a Code
of Conduct to guide comphiance with legal and other obligations to legitimate stakeholders. These stakeholders include
employees, clients, customers, government authorities, creditors and the community as whole. The Company Code of
Conduct was adopted by resolution of the Beard on 22 October 2004, This Code includes the following.

Responsibilities to Shareholders and the Financial Commurnity Generally

The Company complies with the spirit as well as the letter of all Iaws and regulations that govern shareholders’ rights.
The Company has processes in place designed to ensure the truthful and factual presentation of the Company’s financial
position and prepares and maintains its accounts fairly and accurately in accordance with the generally accepted
accounting and financial reporting standards.

Responsibilifies to Clignts, Customers and Consumers

Each employee has an obligation to use their best efforts to deal in a fair and responsible manner with each of the
Company's clients, customers and consumers. The Company for its part is committed to providing clients, customers
and consumers with fair value.

Employnent Practices

The Company endeavours to provide a safe workplace in which there is equal opportunity for all employees at all levels
of the Company. The Company does not tolerate the offering or acceptance of bribes or the misuse of Company assets
O TesOUurces.

Obligations Relative to Fair Trading and Dedling

The Company aims to conduct its business fairly and to compete ethically and in accordance with relevant competition
laws. The Company strives to deal fairly with its customers, suppliers, competitors and other employees and
encourages it employees to strive 1o do the same.

Conflicts of Inferest

Employees and Directors must avoid conflicts as well as the appearance of conflicts between personal interests and the
interests of the Company.

How the Company Complies with Legisiation Affecting its Operations

Within Australia, the Company strives to comply with the spirit and the letter of all legislation affecting its operations.
Outside Australia, the Company will abide by local laws in all countries in which it operates. Where those laws are not
as stringent as the Company's operating policies, particularly in relation to the environment, workplace practices,
intellectnal property and the giving of “gifis”, Company policy will prevail.

How the Company Monitors and Ensures Compliance with its Code

The Board, management and all employees of the Company are committed to implementing this Code of Conduct and
each individual is accountable for such compliance. Disciplinary measures may be imposed for violating the Code.



STATEMENT OF FINANCIAL PERFORMANCE

for the Year Ended 30 June 2005

CREATABLE MEDIA LIMITED

Consolidated Entify

Parent Entity

Notes 2005 2005 2004
$ $ $
Revenue from ordinary activities 2 2.194.342 2,636,793 1,597,356
Expenses from ordinary activities
excluding borrowing costs 3 (7,818,533} {7.666,412) (4,080,068}
Borrowing costs {107.171% (107 171) {347 8753
Loss from ordinary activities before income
tax expense 4 (5,731,362} {5,736,796) (2,830,587}
Income tax expense 5 - - -
Loss from ordinary activities after
income tax 19 (5,731,362} {5.736.796) (2.830.587)
Total changes in equity other than those
resulting from transactions with
OWIETS a8 OWNETsS 20 (5.731.362} {5.736.790) (2,830,587
Cents

Basic earnings per share * 29 {(5.17}
Diluted earnings per share * 29 (5.17%

* see note | (1)

The accompanying notes form part of and are fo be read in

conjunction with this financial siatement.
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STATEMENT OF FINANCIAL POSITION

As at 36 June 2005

CREATABLE MEDIA LIMITED

Consolidated Entify

Parent Entity

Notes 2005 2005 2004
$ 8 8

CURRENT ASSETS
Cash assets 8 416,521 343,538 1,064,557
Receivables 9 391,192 293,601 386,761
Other 10 114,628 62,032 1,382,798
TOTAL CURRENT ASSETS 922,341 699,171 2,834,116
NON-CURRENT ASSETS
Property, plant and equipment 12 682,197 344,299 1,001,238
Intangibles 13 - - 29,142
Other 10 2228514 2.726.964 580,528
TOTAL NON-CURRENT ASSETS 2,910,711 3,071,263 1,610,908
TOTAL ASSETS 3,833,052 3,770,434 4,445,024
CURRENT LIABILITIES
Payables 14 394,326 531,768 976,603
Interest bearing liabilities {5 10,188 10,188 3,123,750
Other 16 - - 72,500
TOTAL CURRENT LIABILITIES 604,514 341,896 4,172,853
NON-CURRENT LIABILITIES
Interest bearing liabilities 15 31.017 31617 -
TOTAL NON-CURRENT
LIABILITIES 311,617 31,617 -
TOTAL LIABILITIES 636,131 573,513 4,172,853
NET ASSETS 3,196,921 3,196,921 27211
EQUITY
Contributed eqguity 17 13,047,121 13,047,121 4,385,581
Reserves 18 (5.428) - -
Accumulated losses 19 {9.844.77 2 {9.850.260) (41134104
TOTAL EQUITY 20 3,196,921 3,196,921 27211

The accormpanying notes form part of and are o be read

i conjunction with this flnancial statement.




STATEMENT OF CASH FLOWS
for the Year Ended 30 June 2005

CREATABLE MEDIA LIMITED

Coasolidated Enfity Parent Entify
Notes 2005 2005 2004
$ $ $
CASH FLOW FROM OPERATING
ACTIVITIES
Receipts from customers 1,962,403 1,908,312 1,430,070
Payments to suppliers and employees (6,983,393} (6,560,783} (4,494,785}
Interest received 194,488 194,483 42,283
Interest paid 216.587 (216.58N (347.875%
Net cash used in operating activifies T(a) {5.043.089} {4.674.575) (3.370.307%
CASH FLOW FROM INVESTING
ACTIVITIES
Payment for property, plant and equipment {603,518} (603,518) {709,271
Payment for other non-current assets (1,733,297 (666,085} -
Leoans to other group companies - (1.525.162) -
Payment to acquire intangible assets - - (29,1421
Net cash used in investing activities 2,336,815 {2.794.765) {738413%
CASH FLOW FROM FINANCING
ACTIVITIES
Proceeds from share issues 8,203,038 8,203,638 2,316,574
Proceeds from borrowings - - 2473813
Repayment of borrowings (1454717 (1.454.71°N -
Net cash flow from financing
activities 6,748.321 6.748.321 4.790.387
Net {decrease)/increase in cash held {631,583 {721,619 681,607
Cash at beginning of the year 1,064,557 1,064,557 382,890
Effect of exchange rate on cash holdings £16.453% - -
Cash at end of year 8 416,521 343,538 1,064,557

The accormpanying notes form part of and are to be read
i conjunction with this fisancial statement.



NOTES TO THE FINANCIAL STATEMENTS CREATABLE MEDIA LIMITED

1. STATEMENT OF ACCOUNTING POLICIES

This general purpose financial report has been prepared in accordance with Accounting Standards, other authoritative
pronouncements of the Australian Accounfing Standards Board, Urgent lssues Group Consensus Views and the
Corporations Act 2001, The financial report has been prepared on the accrual basis, based on historical costs and does
not take into account changing money values or, except where stated, current valuations of non-current assets. Cost is
based on the fair value of the consideration given in exchange for assets. The accounting policies have been
consistently applied, unless otherwise stated.

The following is a summary of the significant accounting policies adopted by the consolidated entity in the preparation
of the financial report.

(a) Prirciples of Consclidation

The consolidated financial statements comprise the financial statements of Creatable Media Limited and all of its
controlled entities.

A controlled entity is any entity controlled by Creatable Media Limited. Control exists where Creatable Media Limited
has the capacity to dominate the decision making in relation to the financial and operating policies of another entity, so
that the other entity operates with Creatable Media Limited, to achieve the objectives of Creatable Media Limited. A
list of controlled entities is comtained in Note 11 to the financial statements.

All inter-entity balances and transactions between entities in the consolidated entity, including any unrealised profits or
losses, have been eliminated on consolidation. Where a confrolled entity has entered or left the consolidated entity
during the year, its operating results have been included from the date control was obtained or up to the date control
ceased.

(b} Income Fax

The consolidated entity adopts the liability method of tax-effect accounting whereby the income fax expense shown in
the statement of financial performance is based on the profit from ordinary activities before income tax adjusted for any
permanent differences.

Timing differences which arise due to the different accounting periods in which ifems of revenue and expense are
included in the determination of profit from ordinary activities before income tax and taxable income, are brought to
account as either provision for deferred income tax or an asset, described as future income tax benefit, at the rate of
income tax applicable to the period in which the benefit will be received or the liability will become payable.

Future income tax benefits in relation to timing differences are not brought 1o account unless realisation of the asset is
assured beyond any reasonable doubt. Future income tax benefits in relation to tax losses are not brought to account
uniess there is virtual certainty of realisation of the benefit.  'The amount of these benefits brought to account or which
may be realised in the future is based on the assumption that no adverse change will occur in income tax legislation and
the anticipation that the entity will derive sufficient future assessable income to enable the benefit to be realised and
comply with the conditions of deductibility imposed by the law.

{c¢) Property, Piant and Equipment

Property, plant and equipment are carried in the financial statements at cost, less, where applicable, any accumulated
depreciation or amortisation. The carrying amount of property, plant and equipment is reviewed annually by directors
to ensure it is not in excess of the recoverable amount from those assets. The recoverable amount is assessed on the
basis of the expected net cash flows, which will be received from the assets’ employment and subsequent disposal. The
expected net cash flows have not been discounted to their present values in determining recoverable amounts. The
depreciable amount of all fixed assets are depreciated over their useful lives commencing from the time the asset is held
ready for use.

Depreciation is calculated on a straight line basis.
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The depreciation rates used for each class of depreciable assets are:

Class of fixed asset Depreciation Rafes

2005 2604
Plant and equipment 33% 33%
Leasehold improvements 25% 25%
Tabletop advertising units 25% 25%

(d} Leaschold Improvements

The cost of improvements to leasehold properties is amortised over the unexpired period of the lease or the estimated
useful hife of the improvement to the entity, whichever is the shorter.

(¢} Employee Benefits
(i} Wages and salaries, anrual leave and sick leave

Liabilities for wages and salaries, including non-monetary benefits and annual leave expected to be settled within 12
months of the reporting date are recognized in other creditors in respect of employees’ services up to the reporting date
and are measured at the amounts expected to be paid when the liabilities are settled. Liabilities for sick leave are
recognized when the leave is taken and measured at the rates paid or payable.

(ii} Long service leave

The liability for long service leave expected to be settled within 12 months of the reporting date is recognized in the
provision for employee benefits and measured in accordance with (i) above. The liability for long service leave
expected to be settled more than 12 months from the reporting date is recognized in the provision for employee benefits
and measured as the present value of expected future payments to be made in respect of services provided by employees
up to the reporting date. Consideration is given to expected future wage and salary levels, experience of employee
departures and periods of service. Expected future payments are discounted using market yields at the reporiing date on
national government bonds with terms to maturity and currency that match, as closely as possible, the estimated future
cash outflows.

(iii} Bonus plans

A hability for employee benefits in the form of boaus plans s recognized in other creditors when there 1s no realistic
alternative but o settle the lability and at least one of the following condifions is met:

s  there are formal terms in the plan for determining the amount of the benefit;
s  the amounts 1o be paid are determined before the time of completion of the financial report; or
s past practice gives clear evidence of the amount of the obligation.

Liabilities for bonus plans are expected to be settled within 12 months and are measured at the amounts expected to be
paid when they are seftled.

(fy Cash

For the purposes of the statement of cash flows, cash includes, cash on hand and at call deposits with banks or financial
institutions, and investments in money market instroments maturing within less than 3 months from the date of
acquisition and net of bank overdrafis.

() Revenue Recogaition

Revenue from the sale of table top advertising space is recognised at the time the service is delivered. Revenue received
or due but not yet earned is recorded as unearned income.

All revenue is stated net of the amount of Goods and Services Tax.
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(h} DBeferred Expenses

Access fees paid to Shopping Centre operators at the commencement of the license agreement are carried forward and
amortised over the period of the license agreement.

(i} Foreign currency fransactions and balances
Foreign currency transactions during the financial year are converted to Australian currency at the rates of exchange

applicable at the date of the transaction. Amounts receivable and payable in foreign currencies at balance date are
converted at the rates of exchange ruling at that date.

The gains and losses from conversion of assets and labilities, whether realised or unrealised, are included in profit from
ordinary activities as they arise.

{(j} Earnings per Share

Comparative earnings per share have not been disclosed as the Company’s shares were not listed at 30 June 2004, and
the Company's share structure changed significantly since then.

(k) Going Concern

As at 30 June 20605, Creatable Media and its controlled entities had a surplus of capital and reserves of $3,196,921, and
a working capital surplus of $317,827. However, the group has experienced operating losses during the year ended 30
June 2005 amounting to $3,731,362 and negative operating cash flows of $5,643,089. Accordingly, the continuing
viability of the group to continue as a going concern and meet its debts and commitments as they fall due are dependent
upen the group obtaining sufficient additional funding, rationalising its operations and achieving sufficient cash flows
from s operations to enable ifs obligations to be met.

If the group s unable to achieve satisfactory outcomes with respect to the above then it may be unable to continue as a
going concern, and in that circumstance if may not be able o realise its assets and extinguish its liabilities in the normal
course of business and at the amounts stated in the financial report. The financial report does not contain any
adiustments relating to the recoverability and classification of recorded asset amounts or to the amounts and
classification of recorded liabilities that might be necessary should the group not continue as a going concern.

Notwithstanding the above, the financial report has been prepared on a going concern basis as a result of the following
factors:

- subsequent to 30 June 2005, the group has raised $2,654,412 by way of Convertible Notes (refer Note 26)
- the directors have rationalised areas of the groups operations to reduce future cash outflows, and are confident

that this rationalisation together with strategies implemented to increase the groups revenues will generate
sufficient cash flows from operations to enable the group to pay its obligations as and when they fall due.
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CREATABLE MEDIA LIMITED

Consolidated Entity

Parent Entity

2005 2005 2004
$ $ Y
REVENUE FROM ORDINARY ACTIVITIES
Revenue from operating activities:
Sales 1,981,836 1,825,934 1,555,073
Revenue from outside the operating
activities:
Interest from other corporations 212.506 210.859 42.283
Revenue from ordinary activities 2.194.342 2.036.793 1.897.356
EXPENSES FROM ORDINARY ACTHIVITIES
shopping centre rentals 2,497 917 2,260,942 1.324.966
Commission paid 265,508 251,019 99 572
Instaliation and maintenance of
tablefop unifs 103,843 101,499 160,850
Advertising production expenses 77,663 70,924 135,035
Employee benefits expense 2,078,894 1,822,546 1.024,483
Fundraising costs 20,304 11,708 86,099
Depreciation and amortisation expenses 433,466 348,149 222,792
Advertising 62,775 62,775 165,574
Additional write-down of tabletop units 560,027 562,86G1 -
Consultancy fees 89.391 69,756¢ 152,777
[nsurance 41,266 37,899 44,786
Professional fees 439600 353,833 130,051
Travel expenses 100,709 69,649 97.998
Office rental 98,2776 94 486 65,9006
Write down of intercompany loan - 666,846 -
Non Executive directors fees 153,748 153,748 96,362
Other expenses 765.546 727.844 272211
7,818,533 7,666,412 4,080,068
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CREATABLE MEDIA LIMITED

Consolidated Entity

Parent Entity

No dividends were paid or proposed during the year.

2005 2005 2004
$ $ b
4. LOSS FROM ORDINARY ACHIVITIES
Loss from ordinary activities has been
determined after:
{8 Cherging as expense
Amortisation 61,385 - 924
Depreciation — property, plant and
equipment 372,081 348,149 221,868
Additional write-down of tabletop units 596,027 562,861 -
Movements in provisions:
Employee entitlements {4,248 (1,16) 46,974
Rental expenses on operating lease charges
- office rental 08,246 94 486 65,906
- shopping centre rentals 2,497 917 2,260,942 1,324,966
Loss on disposal of fixed assets 16,078 16,078 6,414
(i) Crediting as income
Interest from other corporations 212,506 216.859 42,283
Foreign currency - 5,428 -
Bad debis 24,895 24,895 -
5. INCOME TAX EXPENSE
{a) The prima facie tax benefit from
the operating loss from ordinary
activities is reconciled to the income
tax benefit as follows:
Prima facie tax benefit on loss from
ordinary activities before income tax
at 30% (2064:30%) 1,719,412 (1.721.63N1 (849.176)
Tax benefit attributable to the losses
not recognised as a future income tax
benefit 719412 721,037 849 176
Income tax benefit attributable to
operating loss - - -
Future income tax benefits relating to
the tax losses not brought to account,
the benefit of which will only be
realised if the conditions for
deductibility set out in note 1(a)
occur: 3.019 985 3019 985 1,499 0G0
6. BEVIDENDS
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CREATABLE MEDIA LIMITED

Consolidated Entity

Parent Entity

2005 2005 2004
$ $ b
7. CASH FLOW INFORMATION
() Reconciliation of Cash Flow from
Operafions
Reconciliation of Cash Flow from
Operations with Loss from ordinary
activities after Income Tax
Loss from ordinary activities after income
fax (5,731,362} {5,736,796) {2,830,587)
Non cash flows in loss from ordinary
activifies:
- depreciation and amortisation of
property, plant and equipment 433,466 348,149 222,792
- write-down of tabletop units 590,027 562 801 -
- loss on disposal of fixed assets 16,078 16,078 6,414
- writedown of intercompany loan 666,840 -
Changes in assets and habilities
Increase/{decrease) in receivables {44313 93,160 {125,003)
Increase in other assets 325,096 (107,513) (1477129
Increase in trade creditors and accruals 671.963 (517.360) 833374
Net cash used in operating activities (5,043,089) {4,674.575) {3,370.36
() Non-cash financing and Investing
activities
[ssue of shares on conversion of
convertible notes 1,674,231 F.674231 -
Acquisition of assets held under
finance leases 46.908 46.908 -
1,721,139 1721,139 -
8. CASH ASSETS
Cash at bank 416,521 343,538 1.064.557
416,521 343,538 1,064,557




NOTES TO THE FINANCIAL STATEMENTS

CREATABLE MEDIA LIMITED

Consolidated Entity

Parent Entity

2005 2005 2004
$ $ b
9. RECEIVABLES
CURRENT
Trade debtors 222,928 126,930 209,655
Other debtors 168.264 166.671 117,106
391,192 293 601 386761
18. OTHER ASSETS
CURRENT
Deferred expenses — [PO costs - - 1.215,729
Security deposits 25,505 20,716 -
Prepayments and other deferred
expenditure 88.723 41,322 167.069
114,628 62.032 1,382,798
NON-CURRENT
Deferred expenses - Shopping centre access
fees 904,350 - 126,461
USA development costs 460,391
Security deposits pursuant to shopping centre
licence agreements 833,773 114,774 454 667
Amounts receivable from
controlled entities - 1,952,190 -
2228514 2,726,964 380,528
i1, CONTROLLED ENTITIES
Country of Percentage Investment
Incorporation Owned %
2605 20604 2065 2004
b ¥
Creatable Media (NZ) Limited New Zealand 100 - 1 -
Creatable Media Inc. United States 10 - { -
2 -
Provision (2) -
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Consolidated Entity Parent Entity
20065 2005 2004
$ h] h]

i2. PROPERTY, PLANT AND EQUIPMENT

Tabletop advertising units

At recoverable amount 891,773 534,264 1,105,263
Accumulated depreciation (325311 {301.464) (261.638)
566,462 232,860 903,565

Office equipment

At cost 108,616 104,694 85,031
Accumulated depreciation {34.658% {34.372% (14.56
73,958 69,722 70,464

Proprietary software

At cost 31,704 31,704 10,467
Accumulated depreciation (11,328} {11,328} (4.047
20.376 20,376 12,360

Motor vehicle

At cost 28.830 28,830 13,636
Accumulated amortisation {7,429 {7.42%) (1.616)
21,401 21,401 12,020
Leasehold improvements
At cost - - 3,753
Accumulated amortisation - - {(924)
- - 2.829
Total property, plant and equipment 682,197 344,299 F,061,238

Movements in the carrying amounts for each class of property, plant and equipment between the beginning and
end of the current financial year:

Proprietary  Motor Leaschold Tabletop Office Total
software vehicles improvements units  equipment
b b % 5 b 5

Conselidated entity
Balance at beginning of financial yvear 12,366 12,020 2,829 B(3.565 Taded 1L061,238
Additions 16,035 {51% 6,382 378.784 42,730 659,145
Disposals {537} - {7.565) - (7.976) (16,078}
Additional write-down - - - {590,027} - {590,027
Depreciation expense {7482} (3813 {1,646} {32586 {31,280% (3720813
Carrying amount af end of financial vear 20,376 21401 - 566,462 73,938 682,197
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PROPERTY PLANT & EQUIPMENT cont.

Proprietary  Motor Leaschold Tabletop Office Total
software vehicles improvements units  equipment
b b % 5 b 5
Parent entity
Balance at beginning of financial yvear 12366 12,020 2,829 513,565 T6.464  1L06G1,238
Additions {6,035 15,194 6,382 297.561 38227 373,399
Disposals {337 - {1.363) - (7.976)  (16,078)
Transfer to subsidiary - - - {103,314 - {1331
Depreciation expense {7482y (5813} {1.646} {302,215} 30,993} (34K,149)
Additional write-down - - - {362,861 - {362,801
Carrying amount at end of financial vear 20,376 21404 - 232,800 69722 344,299

Ineluded in the consolidated and company
assets are assets held under finance leases as follows:

Office Equipment Motor Vehicles
Cost 31,714 15,194
Accumulated depreciation {2350 (2484}
29.363 12.794
Consolidated Entity Parent Entity
2003 20065 2004
h) $ $
13.  INTANGIBLES
Trademarks - - 29,142
14. PAYABLES
CURRENT
Trade creditors 297,827 296,603 585,531
Other creditors and accruals 296.499 235,165 391.672
564,326 531,768 976,603
15, INTEREST BEARING LI1ABILITIES
CURRENT
Finance lease hability (Note 23b) 10,188 10,188 -
Unsecured convertible notes - - 3.123.756
10,188 10188 3123750

NON-CURRENT
Finance lease lability (Note 23b) 31617 31,617 -




NOTES TO THE FINANCIAL STATEMENTS CREATABLE MEDIA LIMITED

Consolidated Entity Parent Entity
2003 2003 2004
$ $ h]
6. OTHER LIABILITIES
CURRENT
Unearned income - - 72,500
7. CONTRIBUTED EQUITY
20658 2064 2060658 2004
() Share capital No. No. 5 b
Ordinary shares, fully paid 122,280,968 62,357,600 13,647,121 4,385,381
(b)) Movemenis in ordinary shave capital
Bate Betails Namber Issae b
of shares price (cents)
36 June 2663 Balance 25,030,000 2,069,067
Share split 2:1. 25,030,000 -
Nov - Dec 2003 Exercise of options 3,400,000 5 170,066
Dec 2003 Issue of shares 126,000 10 12,006
Jan - May 2004 Issue of shares 8,777,600 25 2,194,466
Expenses of share issues {59.826}
30 June 2004 Balance 62,357,600 4,385,581
9 September 2004 Issue to holders of 25 cent
shares on 3 for 7 basis 3,761,828 - -
9 September 2004 [ssue on conversion of Convertible Notes 11,161,340 {5 1,674,231
9 September 2004 [ssue pursuant to [PO 45,000,000 20 9,606,000
Cost of the issueg to 30 June 2664 {Note 10) (1,215,729}
Expenses of Share issues £796.962%
30 June 2065 Balance 122,286 968 13,047,121
(e} Movemenis in ordinary shave capital since 30 June 2003
as a result of the subsequent events described In Note 26
36 June 2005 Balance 122,286,968 13,047,121
{5 July 2005 [ssue of Shares 1.667. 468 2 33,349
05 September 2005 Issue of Shares 6.332.532 2 126,651
130.2806.968 13,207,121

_ars—ue—e s
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CREATABLE MEDIA LIMITED

i8.

19,

26.

21,

()

(b

Consolidated Entity
20065
s

RESERVES

Foreign Currency Translation Reserve
at the beginning of the financial year -
Foreign exchange differences in the year (5.4281

Foreign currency Translation Reserve

at the end of the financial year (5428
ACCUMULATED LOSSES

Accumulated losses at the

beginning of the financial year (4,113,410}
Net loss attributable to members

of the Company (5.731.3062%
Accumulated losses at the end

of the financial year (0.844.772%
EQUITY

Total equity at the beginning of the

financial year 272,171
Total changes in equity recognised in the

statement of financial performance {5,731,362)
Movement in Foreign Currency

Translation Reserve (5,428}
Transactions with owners — issue of shares

net of fransaction costs 8.561.540
Total equity at the end of the financial

year 3196521

FINANCIAL INSTRUMENTS

Credit Risk Exposures

Parent Entity

2004

2005
$
(4.113,410)  (1,282,823)
(5736790y  (2.830.587)
(9.850.200)  (4,113.410)
272,171 786,184
(5,736,790)  (2.830,587)
8.661.540 2316574
3,196,921 272,171

The credit risk on financial assets of the entity which have been recognised on the statement of financial
position is generally the carrying amount, net of any provisions for doubtful debts.

Interest Rate Risk Exposure

The entify’s exposure to interest rate risk and the effective weighted average interest rate for each class of

financial assets and financial ligbilities is set out below.

Exposure to interest rate risk arises predominantly from finance leases.
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CREATABLE MEDIA LIMITED

2665

Consolidated entity
Financial Assets
Cash Assets
Receivables

Other

Weighted average interest rate
Financial liabilities

Trade and other creditors
Interest bearing liabilities
Weighted average interest rate
Net financial assets (liabilities}
2004

Consolidated entity

Financial Assets

Cash Assets

Receivables
Other

Weighted average interest rate
Financial Liabilities

Trade and other creditors
Interest bearing liabilities

Weighted average interest rate

Net financial assets (Habifities)

Fixed Interest maturing in

Floating lyrorless overlyrto3 Non interest Fotal
interest ¥rs bearing
5 3 5 3 3
416,521 - - - 416,521
- - - 391,192 391,192
- 833,773 - - 833,773
416,521 833,773 - 391,192 1,641,486
4.8% 5.5%
- - - 594,326 594,326
- 10,188 31,617 - 41,805
- 10,188 31,617 594,326 636,131
- 13.6% 13.6% -
416,321 823,585 (31,617) (203,134) 1,005,355
1,080,575 - - - 086,575
- - - 269,655 269,655
- 67.000 - - 67,0600
1,080,575 67.000 - 269,655 1,417,230
4.5% 5% - -
- - - (976,603) (976,603)
- (3,139.768) - - {3.139.768)
- (3,139,768) - £976.,603) {4.116,371)
- 14.5% - -
1,080,575 (3,072,768} - (706,948 {2.699.141)
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Reconciliation of net financial assets to net assets:

2005 2604
$ 3
Net financial assets/{liabilities} as above 1,005,355 (2,699,141
Non-financial assets and liabilities
- plant and equipment 682,197 1,001,238
- prepayments and deferred expenditure {,509,369 2,042,574
- other labilities — unearned income - {72,500}
Net assets per statement of financial position 3,196.921 272,171

Net Fair Value of financial assets and Habilities
On-balance sheet

The net fair value of cash and cash equivalents and non-interest bearing monetary financial assets and financial
Labitities of the entity approximates their carrying value.

Coansolidated Entity Parent Entity
2005 2005 2004
$ $ $
22. EMPLOYEE BENEFITS
Employee benefits and related on-costs
liabifities:
Included in other creditors
- current 61222 45814 46974
Aggregate employee benefits and
related on-costs liabilities 61,222 45,814 46,974

Employee numbers:
Average number of employees during the

financial year 13 11 9

Refer to Remuneration Report for details of Employee Option Schemes
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Consolidated Entity Parent Entity
20065 2005 2004
$ $ h]

23, CAPITAL AND LEASING
COMMITMENTS

() Property rental commitments pavable

Property rental commitments payable but
not capitalised in the financial statements.

Payable
- not later than | year 1,996,771 £.591,731 2,058,794
- later than | vear but not later than

5 years 7,061,991 5,419,925 5,042.187
- later than 5 years 678,932 - 49,333
Total {ease commitment 9,737,694 7.611.656 7450314

The property rental commitments are in respect of all shopping centre licence agreements entered into at
30 June 20605, Contingent rental payments which may arise in the event that revenue exceeds pre-determined
levels are not included above.

(b} Finance leases

Commitments in relation fo finance leases are
repayable as follows:

Within one year 15,292 15,262 -

Later than one year but not later than

five years 37.338 37.338 -

Minimum lease payments 52,630 52,636 -

Future finance charges {16.825) {10.825} -

Total lease Habilities 41,805 41,865 -

Representing lease liabilities

Current (Note 15} 10,188 10,188 -

Non-current (Note 15} 31617 31617 -
41.805 41.865 -

24, SEGMENT INFORMATION
Geographical Segments (Primary Segment Reporting)
The consolidated entity operates in two main geographical areas:

o Australasia
e United States

The company operates in one business segment only, that of advertising.
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CREATABLE MEDIA LIMITED

2605

Sales to external customers
Inter-segment sales

Total sales revenue
Other revenue

Total segment revenue
Segment result

Unallocated revenue less unallocated
expenses

Loss from ordinary activities before income
tax expense

Income tax expense

Loss from ordinary activities after income fax
expense

Segment assets

Unaliocated assets

Total assets

Segment labilities

Unaliocated liabilities

Total liabilities

Acquisitions of property, plant and
eguipment, intangibles and other non-current
segment assets

Depreciation and amortization expense

Other non-cash expenses

Australasia United States Inter- Consolidated

$ b Segment $

Efiminations
Unaliocated
8

1,932,470 35,354 - 1,967 824
1.932.4770 35,354 - 1,967,824
221.082 8 5,428 226 518
2,153,552 35,362 5,428 2.194 342
{5,970,0656) {433,585) 612,279 (5,731,362}
(5,731.362)
(5,731.362)
!’5,73 ] ,362!
4,114,248 1.670,985 {15952,181} 3,833,052
3,833,052
1,150,593 2,104 565 (2,619,031} 636,131
636,131
501,899 1,613.362 - 2,115,261
387.504 45 962 - 433 466
562,799 27,522 - 500,320

Primary Reporting — Geographical Segments — 2064

In the year to 30 june 2004, Creatable Media Limited operated in one geographical segment, being Australasia.
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(2)

(b)

25,

26.

Notes to and forming part of the segment information
Accounting Policies

Segment information is prepared in conformity with the accounting polices of the entity as disclosed in Note |
and AASB 1005 Segment Reporiing.

Segment revenues, expenses, assefs and liabilities are those that are directly atfributable to a segment and the
relevant portion that can be allocated to the segment on a reasonable basis. Segment assets include all assets used
by a segment and consist of operating cash, receivables, inventories, property, plant and equipment and goodwill
and other intangible assets, net of related provisions. While most of these assets can be directly attributable to
individual segments, the carrying amounts of certain assefs used jointly by segments are allocated based on
reasonable estimates of usage. Segment liabilities consist primarily of trade and other creditors, inter-segment
loans and employee benefits. Segment assets and labilities do not include income taxes.

Segment Margins

Aunstralasia United States
% %
Gross margin % (58) 49

Gross margins are measured as revenues less cost of goods sold, being labour and related on-costs as well as
direct material costs, as a percentage of revenues.

CONTINGENT LIABLITIES
Creatable Media Limited is the applicant in Federal Court proceedings whereby the company is seeking

revocation of certain patents. A cross-claim has been filed by the patentee for patent infringements. The parties
have been directed to attend a mediation, anticipated to be held in November 2605,

In the event that the matter does not settle at mediation, Creatable Media may incur further costs and
disbursements estimated at between $200,0600 and $350,000 in the conduct of the proceedings.

SUBSEQUENT EVENTS

On 27 June 2005, the Directors of Creatable Media accepted the ofter of Hawkesbridge Limited
{“Hawkesbridge™} and HET No. ! Pty Limited {“*HET™) to invest a total of $2,654,412 in equal proportions by
way of secured convertible notes issued by Creatable Media, subject to various conditions including Shareholder
approval. Shareholder approval was obtained at 2 meeting held on 1 September 2605,

The key elements to the transaction were:

on 15 July 2005, Hawkesbridge and HET loaned $500,000 to the Company;
on 27 July 2605, Hawkesbridge and HET loaned a further $500,660 o the Company;

both loans and interest on loans were repaid in September 2005 by the issue of 1,011,780 secured
convertible notes in equal proportions with a face value of §1 each.

on 15 July 2605, the Company issued Hawkesbridge and HET 1.667.468 shares in equal proportions at 2
cents each being a finance arrangement fee.

a further 6,332,532 shares were issued in September 2605 to Hawkesbridge and HET in equal proportions at
2 cents each being a finance arrangement fee.

in September 2005, Hawkesbridge and HBET subscribed in egqual proportions for an additional 1,000,600
convertible notes in respect of a further advance of $1,060,000.
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a further subscription for $654.412 by issue of 654,412 notes in equal proportions is due on 1 October 2005,

Hawkesbridge and HET have a right (but not an obligation) to subscribe for up fo an addifional 500,000
notes at any time up to 13 July 2609,

The convertible notes bear simple interest at 10% per annum, payable on the earlier of redemption or conversion
of the notes.

The notes are convertible to shares at the election of the Note Holder at any time up fo 13 July 2009 at the lower
price of 2 cents per share and a 10% discount to the volume weighted average price of the Company’s shares for
the 30 day period immediately prior to conversion. Notes not converted must be redeemed by the Company,
with outstanding interest, by 13 July 2069,

The funds raised pursuant to the above will be used to roll out tabletops in the USA, pay key money to US
landlords and for working capital.
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Consolidated Entity
2005
$

Parent Entity

2005
$

2004
$

27.

{ay

RELATED PARTY TRANSACTIONS

Transactions between related parties are on
commercial terms and conditions no more
favourable to other parties unless otherwise
stated.

Transactions with related enfities

Aggregated amounts included in  the
determination of loss from ordinary
activities before income tax that resulted
from transactions with each related entity:

Brokerage fees for placement of shares paid to
Turner Leasing and Financial Services Pty
Limited, a company controlled by Mr M G
Krawitz. -

Advisory fees in relation to PO, paid to Equity
Capital Markets Limited, a company controlled
by Mr G Bundy

Consulfing fees paid to Interactive Corporate
Development Pty Limited, a company
controtied by Mr A B Davis.

Fees paid to Love Creative Solutions Pty
Limited, a company controlled by Mr §
Reynolds, for public relations and marketing
services.

Capital raising fees paid fo Mr K Wunsh,
brother of C 3 Wunsh.

Consulting fees paid to Tandem

Corporate Pty Limited, a company

in which Mr K Wunsh, brother of C 1 Wunsh,
has an interest.

Donations and membership paid to

the Art Gallery of NSW. Mr S Walters

is on the Presidents Council.

Trade creditors includes the following amounts
payable to related entities:

- Greg Bundy
- Love Creative Solutions Pty Limited

- Moon Corporation Pty Limited

75,0600

47,042

15,000

75,000

47,642

15,000

24,730

8,500

20,635
5,104

5,501
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Consolidated Entity Parent Entity
20065 2005 2004
$ $ h]

28.

29.

{a)

{b)

36.

RELATED PARTY TRANSACTIONS cont

(b}  Amounts receivable from
Creatable Media (NZ) Limited 338,042 -
Creatable Media Inc 1,614,139 -

REMUNERATIONS OF DIRECTORS AND EXECUTIVE

The Company has applied the exemption under Corporations Amendments Regulation 2005 which exempts
listed compznies from providing remuneration disclosures in relation to their specified directors and specified
non-executives in their annual financial reports by Accounting Standards AASB 1046: “Directors and
Executives”. These remuneration disclosures are provided in the remuneration report within the Directors’
Report designated as audited.

EARNINGS PER SHARE

2005
Weighted average number of ordinary
shares used in the calculation of basic
garnings per share 110,788 815
Weighted average number of shares and
potential ordinary shares used in the
calculation of diluted earnings per share 110,788 815

Basic and diluted loss per share have been
calculated  on  consolidated  losses  of
85.731,362.

IMPACT OF ADOPTING AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS (IFRS)

Creatable Media Limited is in the process of preparing, and transitioning, is accounting policies and financial
reporting from current Australian Accounting Standards {AGAAP) o Australian equivalents of International
Financial Reporting Standards (AIFRS), which is effective for financial years commencing on or after 1 January
2605. The adoption of AIFRS will be reflected for the first time in the consolidated and parent entity's financial
statements for the year ending 30 June 2006.

On first time adoption of AIFRS, comparatives {amounts reported for the financial year ended 36 June 2605} are
required to be restated on the basis that AIFRS had always applied, with certain limited exceptions (in terms of
AASB I First Time Adoption of Austradian Equivalents to International Financial Reporting Standards). Part of
the adjustments required 1o comply with AIFRS will be made retrospectively against retained earnings at | July
20604 where the amounts relate to periods prior to that date.

Set out below are the key areas where accounting policies are expected to change on adoption of AIFRS, and our
best estimate of the quantifative impact of these changes as at the date of preparing the 30 June 2605 financial
report. The actual effects of transition to AIFRS may differ from the estimates disclosed due to

{a) potential amendments to AIFRS’s and Interpretations being issued by the standard setters; and

{b} emerging accepted practice in the interprefation and application of AIFRS and UlG interpretations.

44



NOTES TO THE FINANCIAL STATEMENTS CREATABLE MEDIA LIMITED

The chief financial officer will oversee and manage the groups transition to AIFRS including the training of staff and
systemy/internal control changes necessary to obfain and implement all the required financial information.

Empact on the statement of financial performance

Consolidated Parent Entity
Nofes Existing Effect of AIFRS Lxisting Effect of AIFRS
GAAP Change GAAP Change
h] s h] h] s 5
Revenue from ordinary 2,194,342 - 2,104,342 2,036,793 - 2,036,793
activities
Expenses from ordinary
activities excluding borrowing (7,818,533 (495,525)  £8,314,058)  (7,666.412) (5,134) (7.671,546)
costs
Borrowing costs {167,171 - (107.171) (107,171 - {107,171
Loss from ordinary activities
before income tax expense (5,731,362} (495,525) {6,226,887) {5,736,790) (3,134)  {5,741,924)
Income tax expense - - - - - -
Loss from ordinary activities
after income tax (5,731,362) (495,525)  {6,226,887)  {5,736,790) (5,134) (5,741,924
Total changes in equity other
than those resalting from
rransactions with owners as
owners {5,731,362) {495,525) {0,226.887) {5,736,790) (5,134)  (5,741,924)
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Empact on the statement of financial pesition

CURRENT ASSETS
Cash assets
Receivables

Other

TOTAL CURRENT ASSETS

NON-CURRENT ASSETS
Other financial assets

Property, plant and equipment

Intangibles
Other

TOTAL NON-CURRENT
ASSETS

TOTAL ASSETS

CURRENT LIABILITIES
Payables
Interest bearing liabilities

TOTAL CURRENT
LIABILITIES

NON-CURRENT
LIABILITIES
Interest bearing liabilities

TOTAL NON CURRENT
LIABILITIES

TOTAL LIABILITIES
NET ASSETS
EQUITY

Contribuied equity
Reserves

Accumulated losses

TOTAL EQUITY

Consolidated Parent Entity
Existing Effect of AIFRS Lxisting Effect of AIFRS
GAAP Change GAAP Change
h] $ h] h] s $
416,521 - 416,521 343,338 - 343,538
391,192 - 391,192 293,601 - 293,601
114,628 - 114,628 62,032 - 62,632
922,341 - 922,341 699,171 - 699,171
- - - 1,952,190 - 1,952,190
682,197 - 682,197 344,299 - 344,299
2228514 (490,391) 1,738,123 774,774 - 714,774
2,910,711 {490.,391) 2,429,320 3,671,263 - 3,071,263
3,833,052 (490,391) 3,342,661 3,770,434 - 3,770,434
594,326 - 594,326 531,708 - 531,708
13,188 - 13,188 13,188 - 10,188
604,514 - 604,514 541,896 - 541,896
31,617 - 31,617 31617 - 31,617
31617 - 31617 31617 - 31,617
636,131 - 636,131 573,513 - 573,513
3,196,921 (490,391) 2,706,530 3,196,921 - 3,196,921
13,047,121 - 13,647,121 13,647,121 - 13,047,121
(5,428) 12,687 7,259 - 12,687 12,687
(9,844,772)  (503,078) (10,347.850)  (9,850,200) (12,687} (9,862,887}
3,196,921 {4906,391) 2,706,530 3,196,921 - 3,196,921
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Notes explaining the impacts on the statements of financial performance and statements of financial position.
() Eguity-based compenseation benefits

Under AASB 2 “Share-Based Payments”, equity-based compensation to employees will be recognised as an expense in
respect of the services received, over the expected period of that service. The related cost in respect of the employees’
service is based on the fair value of the benefit received (such as an option to purchase shares).

This will resulf in a change to the existing accounting policy, which requires no expense for equity-based compensation
to be recognised.

AASB 2 “Share Based Payment” has been applied retrospectively fo all options granted after 7 November 2002 before
date of transition to AIFRS (1 July 2004).

If the policy required by AASB 2 had been applied during the year ended 30 lfune 2005, consolidated and parent entity
retained profits at 30 June 2003 would have been $12,687 lower, with a corresponding increase in the share-based
payment reserve. For the year ended 30 June 2005, the consolidated and parent entity employee benefits expense would
have been $5,134 higher, with a corresponding increase in the net movement to the share-based payment reserve.
These adjustments would not affect taxation except to increase the losses available for set off against future income by
$3.806.

(ii} USA Development Costs

AASB 138 ‘intangible Assets’ reguires that any costs that are capitalised are identifiable. To meet this requirement, the
costs must either be separable, or must arise from either a contractual or legal obligation. The group has identified costs
of $490,391 which have been capiralised but would not meet these requirements. This has had the effect of reducing
assets by $490,391 and increasing accumulated losses by this amount. These adjustments would not affect taxation
except to increase the losses available for set off against future income by $147,117.

(iii} Recoverable amounts of non-curreni assets

Presently, the expected cash flows used in determining the recoverable amounts of non-current assets are not discounted
to their present values. AASB 136 “Impairment of Assets” requires that future cash flows used in determining
recoverable amount be discounted to present value using a risk adivsted pre-fax discount rate. The gconomic entity has
reassessed its impairment testing policy, and tested all assets for impairment at | July 2003. It is not expected that any
of the assets will be impaired.

{iv) Income Tax

The economic entity currently adopts the hability method of tax-effect accounting whereby the income tax expense is
based on the accounting profit adjusted for permanent differences. Timing differences are currently brought to account
through deferred taxation. Future income benefifs are only recognised when the benefit is “virtually certain™. Therefore
tax losses in this economic entity have not been recognised. Under AASB {12 “Income Taxes™, the “virtual certainty™
test is replaced by a “probability” of future benefit test. At 1 July 2003 it is still uncertain whether these losses will
result in a benefit, and therefore no deferred tax asset has been included in the expected changes on adoption of AITFRS.

In addition, the entity will be required to adopt a balance sheet approach of calculating deferred taxation, under which
temporary differences are identified for each asset and liability, rather than based on timing differences befween taxable
income and accounting profit. The change in methodology of calculating deferred taxation is not expected to result in
any changes to amounts currently recognised.

On transition o AIFRS, the estimated cumulative effect of the reliably known differences on the parent and
consolidated entity’s reported net profir and equity at 36 June 2005 is given above. As noted above, these amounts
represent management’s best estimates, and could differ from reported amounts.

Restated AIFRS Statement of Cash Flows for the vear ended 30 June 2605,

No material impacts are expected to the cash flows presented under AGAAP on adoption of AIFRS.
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DIRECTORS’ DECLARATION CREATABLE MEDIA LIMITED

The directors of Creatable Media Limited declare that:

{a) in the directors’ opinion, the financial statements and notes for the financial year ended 306 June 2065 are in
accordance with the Corporations Act 2001, including:
{i} section 296 (compliance with accounting standards); and

{ii} section 297 (true and fair view); and

{b)  inthe directors’ opinion 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

{¢)  the directors have been given the declarations by the chief executive officer and chief financial officer required
by section 295A of the Corporations Act 2001,

This declaration is made in accordance with a resolution of the Board of Directors and is signed for and on behalf of the
directors by:

Director

Dated the 26th day of September 2605.
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INDEPENDENT AUDIT REPORT CREATABLE MEDIA LIMITED

HORWATH SYDNEY PARTNERSHIP
Charrered Accowmianis
A member of Horwath Intersational

I Market Street Sydney NEW 2000
GPO Box 1455 Svdney NSW 1041

Independent audit report to members of Creatable Media Limited
Seope
The Financial Report and Directors ™ Responsibility

The financial report comprises the statement of financial performance, statement of financial position, statement of cash
flows, and accompanying notes to the financiad statements for both Creatable Media Limited (the company) and
Creatable Media Limited (the consolidated entity), and the directors’ declaration for the year ended 30 Jure 2005, The
consolidated entity comprises both the company and the entities # controlled during that vear.

The company has disclosed information about the remunersiion of directors and execwlives {“remuneration
disclosures™), as required by Accounting Standard AASB 1046 Director and Executive Disclosures by Disclosing
Entities, under the heading “remuneration report” in pages 5 to 10 of the directors’ report, as permitted by the
Corporations Regulations 2001

The directors of the company are responsible for the preparation and true and fair preseniation of the financial report in
accordance with the Corporations Act 2001, This includes responsibility for the maintenance of adequate accounting
records and internal controls that are designed to prevent and detect fraud and error, and for the accounting policies and
accounting estimates inberent in the financial report. The directors are also responsible for the remuneration disclosures
contained inn the directors” report.

Auwdir approach

We conducted an independent audit in order 10 express an opinion to the members of the company. Our audit was
conducted in accordance with Australian Auditing Standards in order to provide reasonable assurance as to whether the
financial report is free of material misstatement and the remuneration disclosures comply with Accounting Standard
AASB 1046 and the Corporations Regulations 2001, The nature of an sudit is influenced by factors such as the use of
professional judgement, selective testing, the inherent imitations of internal control, and the availability of persuasive
rather than conclusive evidence. Therefore, an audit cannot guarantee that all material misstatements have been
deteeted.

We performed procedures to assess whether in all material respects the financial report presents fairly, in accordance
with the Corporations Act 2001, including compliance with Accounting Standards and other mandatory financial
reporting requiremenis in Australia, a view which is consistent with our understanding of the company’s and the
consolidated entity’s financial posifion, and of their performance as represented by the results of their operations and
cash flows and whether the remuneration discloswres comply with Accounting Standard AASB 1046 and the
Corporations Reguiations 2001,

We formed our awdit opinion on the basis of these procedures, which included:
. examining, on a fest basis, information o provide evidence supporting the amounts and disclosures in the

financiai report and remuneration disclosures, and

. assessing the appropriaieness of the accounting policies and disclosures used and the reasonableness of
significant accounting estimates made by the directors,

Horwath
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INDEPENDENT AUDIT REPORT CREATABLE MEDIA LIMITED

While we considered ihe effectiveness of management’s internal contrals over financial reporting when determining the
nafure and extent of our procedures, our audit was not designed to provide assurance on internal controls.

Independence

We are independent of the company and group, and have met the independence reguirements of Australian professional
ethical pronouncements and the Corporations Act 2001, In addition to our audit of the financial report, we were
engaged 10 undertake the services disclosed in the notes to the financial statements. The provision of these services has
not impaired our independence.

in accordance with ASIC Class Order 03/83 we declare that, 1o the best of our knowledge and belief, the awditor’s
independence declaration set out on page 13 of the financial report has not changed as af the date of providing this audit
opinion,

Audit opinion

In our opinion:
b, the financial report of Creatable Media Limited is in accordance with:
{(a} the Corporations Act 2001, including:

() giving 2 true and fair view of the company’s and consolidated entity’s financial position as a3 30 June 2003
and of their performance for the year ended on that date: and

{ii} complying with Accounting Standards in Australia and the Corporations Regulations 2001, and

(b other mandatory financial reporting requirements in Australia.

2. the remuneration disclosures that are contained in pages 5 to 10 of the directors” report comply with Accounting
Standard AASB 10646 and the Corporations Regulations 2001,

Inherent uncertainty regarding continuation as & going concern

Without qualification o the opinion expressed above, attention is drawn to the following matter. As a result of the
matters described in Note 1, there is significant uncertainty whether Creatable Media Limited and its comtrolled entities
will continue as a going concern and therefore whether it will realise Hs assels and settle s Habilities and commitments
in the normal course of business and at the amounis stated in the financial report. :

Dated the 26" day of September 2005,
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