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WEBSPY LTD
CHIEF EXECUTIVE OFFICER'S LETTER

Fellow Shareholders,

Your Company has condinued mproving its operaling cash performance over tha past vear producing its best
results so far, with gross cash inflow from operating activities of over $3.3rm, an increase of approximately
$580,600 from lost year and o decrease in operaling ouiflows by Just over $400,000. The second half of
financial year 2003-2004 produced the Company’s best half-year resulls fo date generating nearly $2m n
gross cash inflows from operating aclivifies. | expect to see the Company continue 1o mantain o full year
cashflow positive result frorm operating activities for 2004/2005 based on the curent revenue growih trend.

Dwuring the past year the Company was recognised for its revenue growih by BRW Magarine and received
position 35 Iy iis Fast 100 listing, and then again by receiving posifion 18 in the Delollte Technology Fast 50
isting. In the past five years of product sale has taken iis customer base frorm a couple of
Bfo date.

The past year has also seen a nu
Unit Trust and a few of the empl d some of the employees have
d up by rmany other ermployees
staff has resulted in reduced

& core workforce.

fribution of the core software
products, (WebSpyv® and In offices in Perth, London and
Seattie. Together with softwd ! ; st Ul vear of revenue from 1fs
Inspection Manger Services depair '
office.  Inis activity is expected i _ y with increased sales ond setvice
revenues, but with the addition of s : 1

In May the Board saw the addifion of Mr execUtive director and then welcomed him
inte an execulive role starting  Jduly 20 arct's indenfion fo increase capacity and
effectivenass. In June 2004 Mr Richard ¢ of the company affer serving ds d non-
axacutive for five years, and as the C ; prior to that., The Board wishes My Chua
the bestin his endeavours and expressss ovel the yaars.

| know that the Board and Staff are o
and confidence in the knowledge th

of the 2004-2005 year with exciternent
¢ will be successt

Jack Andrys

Chief ExecUtive Officer
Managing Director
WebSpy Lid

20 Sepiember 2004



WEBSPY LTD
OPERATIONS REVIEW

WebSpy Operational Summary
Highlights

- Weblpy Infermnet Monitoring Division was able fo achieve a 30% growth rate desplie o strengthening
Awustralian doliar reducing expor! earmings

- WebSpy Infermel Monitorng Division sales for the financial yeor topped $1.8 million.

- Through corsdlidation of existing partharships and developmeant of new technolody parthers, WebSpy has
strengthened #s shratedic position and developead naw revenue channels as  result.

- Rafification of WebSpy's strengthenead strategic pasition was achieved thwough the appoiniment of g Vice
Prasident of Business Developrnent for North America

- New software was released in support of st
just Interme! Monitoring 1o the broader yiew

- The finoncial yvear saw two magj
strengthening WebSpy's core

The 2003-2004 financial year v
corsistent 30% sales growth acy

| Mornitoring Division, achieving

WebSpy Inte
i ‘osts.

consolida

The continued emphasis on &
to date and enabled the Divi
goals 1o iay a solid foundation

bvision of its best financial year
annel strategies and stratedic

Product Development
Product development for the We

on shengthening the existing p
technologies for market opportuniti

nagetnent toois this vear focused
portunities and devealoping new

ear have cenfered around improving the
bysis, and ease of use of the software.

Developments 1o the exisiing product ra
technologies that set WebSpy apart; inciu

Throughout the yeor several key advand
log file loading, reporting and andalysis
WebSpy client base.

red, specificdly fowards performance of
ants which now forrm the majority of the

In August 2003, WebSpy released version
WebSpy Analyrer Gig and WebSpy Liv
product rangs as they moved gl the
database called the "Storage™
Following from the success of 1his rele
the public on the 197 August 2004,

WebSpy Anc
lecses were Q
r applications

dard and Prermium, and versions 2.0 of
I miestonsa in the development of the
n WebSpy's proprietary log analysis

freleases of the e
he following fealun

oy rande were mads avdiable to
erifs.

- dmproved Task Schedulin | Task Wizard,

- Inhanced Storage management capabilifies inciuding the ability to save Storages based on filters,
ard Storage Spitting for disiibuted analysis.

- Zip Fle support enabling users to load log file data direcily from compressed folders.
- Additiondl Report forrmats and improved report lemplates.

- Auvtomatic updating of patches and loader updates ensuring thal mainienance subscription holders
always have the most up to date version of the software availabie.

- Extra fields in surmmmanies to ailow for enhanced data anabysis.



WEBSPY LTD
OPERATIONS REVIEW (cont’d]

In addition 1o developrment of the core preduct range, WebSpy has continued 1o seek oul new opporiunities
and technologias. Following the full release of HowhMonitor in Adgust 2003, WebSpy has progressed with
research and developrnent of non proxy analysis fools, and has actively sought fechnology pariners 1o bring
this to markel. WebSpy expects to have a beta version of this new technology avdilable before the end of the
colendar year 2004,

WebSpy s also expanding product developrment to take advantage of the strategic cpportunities offered by
cornplimentory technology partners such a8 Exindag, Content Keeper and Fast Scout. Throughout the yvedr, the
development team completed o rebadge of WebSpy Andlyzer Standard to be sold under OEM license with
Fast Scout’s Virtual Web blocking and filtering software. Al the end of the year, o similar rebadging process
with Contertt Keepear was well under way.

Product development has alse researched and worked with Melboume-based network oplimisation specialist
Exinda Networks [Piy} Lid fo look at ways to deliver an inlegrated soiution to the international market.

Sales and Business Development

With saveral excellent software relecsasions ' ar, dtecsing rarkeding awarensss Tor WebSpy
sofiware solutions and the advance
breaking sales year for sales world

Each office was able fo co
maintenance subscription revel

sfied client base for ohgoing
wers infroduced.

In addition to this, specific pro

Aystralia
The fledging Australian saies
advarntage of sstabiished di

board. '

/2004 and was able 1o toke
rjoy sales growth across the

the focus o channel developm
figure is set o ncrease in the 2004/

hrough channeal parthars and this
otal sales sei for the channel.

At the beginning of January, the Australian
to take advartage of the time zone adva
Australic has been responsible for this r
improved communications channels wij
region.

v managemerd of Asia from North America
is region from Australia. In the six months that
partners have responded positively 1o the
ass and of course sales increasing in the

WeblSpy's key sales paginer in Asic, MPI
region and at the conclusion of the finas
partnaership and WebSpy's representat

logy Pty Ltd
o, MPEwas In
South bast Asia

ntinued to lead the way for sdles in the
ns with WehSpy to further enhance the

ce g exhibitions and frade shows in
kets.

centered around ¥
ile of the software |

N Australia, WebSpy's key markeiing
conjunction with partners fo help raise

During the financial vear, WebSpy
Ausiralic 2004 In Sydney {May :
¥, Me

y Melboume (August 2003}, CeBIT
d Show In March 2004 which

Through these marketing activities, WebSpy was able 1o Increase its presence with corporate clienis on the
Australicn eastem seaboard and also break info the [ucralive federal government market, prirmarily through
the signing of an OkM Licencing Agreement with Canberra based CondentKesper Technologiss Ply Lid.

European Region

WebSpy's European office capped off its fifth year of operations with exceptional sales and increased
operationad efficiency. The region's fraditionally strong markets in the United Kingdom, Germany and Benetux
{Belgium, The Netherdands, and Luxembourg) continued o grow whilst new growth areas in ftaly and France
were a key focus for the vear.



WEBSPY LTD
OPERATIONS REVIEW (cont’d]

Growih in these regions was dchisved as a result of ongoing work with some ong term channgl pariners, as is
the case with Sllare in taly, and direct sales efforts.

In the United Kingdom, WebSpy has alse mades Inroads inte the lucralive managed services marked, working
with a number of partness to offer WebSpy internat Monitoring and Managernent Tools as a service to cliehts.

Sirnilar to the Australion region, altendance at trade shows was the main focus of marketing aclivities Burope
for the financial year. The iwo madin events attended by WelSpy were bolh in Londor internet World in Aprd
2004, and Information Security Warld in November 2003, Capialising on Weblpy's continued partnership with
mMicrosoft, WebSpy siaff also attended Microsoft's Furopean TechEd Conferance, held in Barcalona in July
2003.

Following on from the significand inroads made with the enferprise marke! on the back of WebSpy Analyzer
Giga, WebSpy's Buropean office has beean working closely with @ numiber of large organisations throughout
Europe on some large sofiware mplementations. Although no concrele agreements were formed by the end
of the financid year, Weblpy s excepliondly well placed fo capiialise on these opportunities in the 2004/2005
financial year. . :

North America
After struggling through a vear of 2 st financicl year, WebSpy's North
American operations enjoyed fog i ' n 2003/2004. Desplie the region’s

strong sales galns in tocal curre
overshadowed by d weakens

Norfh America continues o
financial year saw an intensifi
of ihe financid year with |
Development for North Armeri

Mr Mclivin will enhance WebSp
opportunities Tor the business Uy
WelbSpy's sales team in Seattle as'w

region as well as identity further
& developmen! and growlh of

WebSpy's cutrent stratedic affliation
the Company’s ISY Royally Agreernent wi
push for Australian network optimization de

Ivin's appointment i Seattls include
3 retationshio with Movell and the US market!

M Mcirvin will provide local knowledge it
is working ciosely with senior WebSpy
projedcts. Mr Mclivin's appointment repr
and echoes the Company’s plans to aoc

fo market stralegy for North America and
Seatlle on both cutrent and uUpcoming
osition crealed and filled within the region
1 partnerships in the region.

Julia Andrys
Businass Development Mandger
WelbSpy Ud.

Nellink Operations
I raany respects 2003-2004 was d challenging year for Netlink Inspection, set against the backdrop of a world
ol price cotming off the bottomn of a price cycle.

Meeting the neeads of such a challenging operating environment entailed a refocussing of the business on
sarvicing our clients' immediate needs while keaping an eye on the longer ferm direction of the industry. This
held frue in both Product development and Inspeciion Services.

The Products

inspecton Managger Enterprise {IME}, our flagship product, has the capabliity 1o operate as a compiete Asset
Ntegrity Management System {AIMS] providing full fife-of-field inspaciion coverage.

The philosophy of the software 1§ - In the ohe product - fo facilitate the rapid collection of comprehensive
inspection data on-site and then provide the necessary fools for enferprise wide dala storage, relrieval,
reporiing and analysis.

3



WEBSPY LTD
OPERATIONS REVIEW (cont’d]

The Inspection Manager Enterprise Sulte 15 a sedles of software applications or 'modules’ that can be used
independently or fogether as required by the user.

The modules are built around an industry accepled ralational multi-user database, and utilises powerful
database guerying algorithrms fo produce efficient, comprehensive results. Each module of the application
connects fo the same dalobase o provide g separale yel infegrated service, which, when combined,
provides o totally integrated business solution.

nspection and Asset Management personnel can therefore use
different modules {or muliiple nsiances of the same module) af
the same fime greatly enhancing the applicability of ks
technoiogy.

Ten years in the making, Inspection Manager Enterprise 13
becoming a mature product with a strong reputation in the
marketplace and impressive market pengl
Pacific and the Middie bast.

Long-termn  development s

specifications for IME Version 3
siated to include some significa
resulting frorm condinued tech

The past year saw the inspectian et i il of ihiee separate products - all
highly integraled with IME an y i plication of the software.

Web Overview 15 a poweatful view: : g er. This is a huge step forward
in the abilily of the software
specidised training. Built on o
sforage and relieval advantagss
to cornpany and asset data with

1es the exisiing inspection data
enable quick and easy aooess

And, as our clients are discovering, §
rermote offi ;

keeping datd synchronised betweaen

VR] s a tool designed specifically for the
dwide there 1s an Increasing trend away
digital medium in general. DVER provides
re and many other features with Tull
- idition to the huge advantages in video

rocess of risk-base
ncle numerous R
rcustorn buit, i i
0 schemd, but wi
fional level of i

fion {RBH. The software is able to
whether standord [eg. APIS81,
for stand dlone operation on our
= with IME it will provide an

Y conjunction with the
Perth office of lonk Consulting, an endinesring firm of the Wood Group
specialising i asset inteqrity issues.

HZ 32-3 Platform, Huizhou Fiekt, Ching

The Year's Highlights:

»  Sdle of inspection Manager inlerprise o SecQuill Inspection 3ervices {a Covus Corporation /
Sogatech Joint Venture).

»  Development of the 'Web Overview' application as part of the ongoing implementalion of IME
systemn for Apache Energy.

#  Development of the "Digital Video Recorder” and infhial unit sales to subseq services companias.



WEBSPY LTD
OPERATIONS REVIEW (cont’d]

#  Development of "4-Site” Risk Application and the ongoing relationship with fonik Consulting.

¥ Successful compietion of the Qaolar Pelroleumn contract for the supply of Inspection Manager
Enterprise as a Subsea Bata Acquisition and Assef Management System.

inspection Services

The first full year of operalion for the Services division saw significant activity and the establishment of o
reasonabie frack-record in the provision of offshore inspection services using IME.

NiS personnel, software and equipmeant ware on the ground in the off fields
of Australia and South-tast Asia working in the full range of conditions; from
a single inspacior and laptop, 1o g 24-hr inspection team with a network of
inspeciion compulers and sensors.

The ohgolng su

existing clients was also extended from the redims
nversion, custorn development and bug fixes

dures for spection and the

fits 1o the Nellink nspeciion
using IME both for ourselves
coniinually being refined and
ditven by client need.  Web
eing prime exarmplas.

Wremndloo B Flatform,  Austrafio t are beln

Overview ¢
The Year's Highlights:

China and Gatar.
B West Shelf for the Wandoo Production

¥ inspection personnel employadiy
¥  Personng ermploved in client-rep
Aiance and Apache BEnergy Lid.
»  Confinuation of mainfenance cg
inspection Services and Woodsi

srgy, ConccoPhilips, Qatar Gas, SeaQuil

Looking Ahead

The year ahead s full of positives for Ng
current level long ehough 1o encouragy
management systems.

speciion. The
as producers to

ding world oil price has remadined ot s
ine and invest it upgrading their asset

As sales leads begin fo re-emerge f new releases, Web Gverview and

4-Site are opening doors to the topsic

fion Manager Enlery

Mason Linden
Operations Manager
Meilink Inspection

Pinefine woll thickness measurement, Avstrodics



WEBSPY LTD
DIRECTORS’ REPORT

The Directors present thelr Raport together with the financial report of WebSpy Umited {the "Company"} and
of the consolidated endity, being the Company and 1is controlled entifies, for the year ended 30 June 2004
and the auditor's report therson.,

Directors
The Directors of the corsolidated entity at any fime during or since the end of the financial vear are:

Muanaging Director - Jack Andrys [appointed 16 August 1999}

Mr Andrys, aged 41, was appolnfed to the Board on 16 August 1999 as WebSpy's Chief Executive Officer and
Managing Director, prior to which he was Netlink's Managing Director and Tounder. My Andrys has worked In
the inforrmation fechnology Industry since 1992 and founded Nellink in 19%4. Prior fo this he spent o decade
working in the oil and gas industry, inifially as a commercial diver and findly as the Operations Co-ardinator of
Australic’'s largest underwalter intervention serviceas provider, Coniract Biving Serviceas.

My MeGetin, aged 52, was g foundh ' A Ply Ltd from 1994 to 19%% when {f
was acgulired by Webdpy Lid, : and famiicr with the company’s
products and monagement tea ! Spy's wholly owned subsidiaries.
M Mo Gellin currently hoids bodri i . ; ish i eompanies.

Non-Executive Director - jose

Mr Chuag, aged 46, graduat
Lendon Polytechnic, UK and
Gray's Inn and Inner Termple fra
its Marketing Director in 1985, °
represents the single largest sharg

in Business Law from City of
83. Foliowing his sty at the

Mr Chua will be relifing by rotali : ders at the 2004 Annudal Generdl
Mesting.

Non-Executive Direclor - Richard Chua {ap, 1994, resigned 1 June 2004}

Results

The result of the consolidated entity for 'ended 30 4 wrs ¢ joss from ordinary activities affer

income tax of $1,096,292 {2003: §1,503,52

Principal Activity

The principal dotivily of the cons
developrnent, sales and the provig

he financial year was software

Dividends
The directors do not recommend the payrment of a dividend and no amount has been paid or declared by
way of a dividend o the date of this Report.

Review of Operations

A review of the consolidated entity's aclivities and operations Is contained in the seclion "Operalions Review”
appearng earlier in the 2004 Annud Finoncial Report.



WEBSPY LTD
DIRECTORS' REPORT (cont’d]

State of AHairs

There were no significant changes in the state of affairs of the consolidated entily during the financial vear.

Environmental Regulation

The consolidated entity's operations are not subject 1o any significant environmenial regulations under Unlted
Siates, turope, Coammonwedhh or State legisialion. However, the direciors believe that the consolidated
antily has adeguale systerns in place for the management of its environmental regulalions and are not aware
of any breach of those environmental requirements as they apply 1o the consolidated entity.

Events Subsequent to Balance Date

For reporting petiods starting on or after 1 July 2005, the consolidated entity must comply with Intermationd
Financial Reporting Standards {IFRS} as issu lon Accounting Standards Board. At balance
date, i was not possible o guantify th ancarto IFRS s key 1ASs and AASEs are currentdly
under development, Cther than the
and of the financial year and the
nature likely, in the opinion of
consolidated entity, the resuils
financial years.

r event of a matericl and unusual
Ignificantly the operations of the

Likely Developments
The consoiidated entity will © usiness in Ausiralia, the United
Siates and Europe.

Directors’ and Senior Executives

The Board s o wholg 1s resporsible
Board members and seniofr execulives o
ensure that any remuneration package p
competifive in attracting, refdining and mg

=5 and packages applicable both fo
“the Company's rermuneration policy i 1o

rson's duties and responsibiities and that 1t s

ghest quality.

Details of the nalure and amount o & remunsration of sach Director of the

Company duting the financial year wer

Base remiun:
{sclary & § leave Payouls Total
] 3
Birectors

Non-execufive

mMr f Chua 20,000
Mr R Chuail! 18,334
wr T Mo Geliin ... 1,667
Exectiive

wT F ANdrys 191,669 18,750 19,230 229,649

1. mrE Chug resigned on 1 june 2004,

No securities were issued o directors of the Company and Consolidated Entity during the year. The Company
and consolidaled entily cumently has no execulive officers concemed in, or who toke pat in, the
management of the body.



WEBSPY LTD
DIRECTORS' REPORT (cont’d]

Directors’ Meetings

The number of direclors’ meetings held in he period each director held office during the financial year and
the nurmber of meetings attended by each director are:

e . Board Meetings -~
____ Direcior Held Aftended
Y Ay T e

T e S D T R

P T MCGemn .......... . e ‘[ PR .:. D '; IEET TR

The size of the Company s such that Qi ' sidered warranted. All audit matters are

considered by the Board of Directors
Directors’ Interests

the redevant interest of ex
consolidated entity] ot the d

by the companhies within the

FAndryst
FChiua
T McGeliin

1,609 494
1.566 000
992317

1. 3.800 shares and 740 oplions held ind
2. 4,801,586 shares and 892,317 options
Mo Gelin Trust, of which M MeGellin i

which Mr Andrys s o director.
rpass Holdings Pty Lid as frustes for The Tomn

Options
At the date of this report, unissued ordinag der option are:
s 21,492 501 oplions exercisa 31 May 2004, {ASX Code: WEYO).

These oplions do not endile the hol
corporate.

of the Company or any other body

indemnification and insurance of ¢
indemnification

The Company has agreed fo indemnify the directors of the Company agalnst liability incutred to a third party
not being the Comparny or any relaled company] that may arise from their position as directors of the
Company and its controlled endities, unless the Tability anses out of conduct involving a tack of gooad faith.

The Company has also adreed to cover Bability for costs and expensess incurred in successfully defending civi
of criminal proceadings, or in conneclion with a successful application for relief under the Corporalions Act
2001. IF dlso provides indemiity against costs and expenses in connection with an appilication where g court
grants relief to a director under the Corporations Act 2001

16



WEBSPY LTD
DIRECTORS' REPORT (cont’d]

insurance premiums

Since the end of the previous financial vear the Company has not paid any nsurance premiums in respect of
directors’ and officers Hability and legal expensas’ insurance contracts, for curtent and former directors and
officers.

Dated af Perth, Westem Australia this 29th day of Seplemizer 2004,

Signed in accordance with d resolution of the Direciors,

4 Andrys
Diector

11



WEBSPY LTD
CORPORATE GOVERNANCE STATEMENT

This statement surmmorisas the conporate governance praciices adopted by the Board. Webdpy Limited's
objective is to achieve best praclice In corporate govermnance, and the Company’s officers and employees
are committed fo achieving this objective.

ASX Best Practlice Recommendations

The ASX Listing Rules require listed comipanies to include in their Annudl Report g statement disclasing the
axtent to which they have complied with the ASX Best Practice Recommendations in the reporting period.
The recormmendations are hol prescriptive and T a company considers that a recommeandation s
inappropriate having regard to its parficuiar circumstances, the company has the flexibility not to adopt .
Whete the Company considered It was not oppropriate to presently comply with a  parliculay
recormmendation the reqsons are set oul in the lalter port of this statermnent.

Board of Directors

Role of the Boord

The Board's primary responsibifity 15 1o A el ass activities and management for the
penefit of sharghoiders by:

» setting obiectives, goals and Sl o view fo madmising shareholder
valiue;

»  oversesing the financial pg

»  establishing corporate go afetly standards;

s ensuring sigaificant busing anhd

= snsuing the composition or appointment 1o the Board

vl direciors.

the Company’s day 1o day actiy
which exceed certain timits, requi

Board composifion
The Board cormyprisas three Directors inciu

The Directors are subject fo slection
subjaect to re-election by rotation within &
of the Directors refire by rotation ol eac
alection by shareholders, including an
previous AGM. The composition of the
axperience i appropriate. The Director
information technology ond finance
the Directors’ Repori.

apart from the Maonaging Direclor, are
cay's Constitulion provides that one-third
cre retiing may subrait thermsebves for re-
casuad vacancy since the date of the
lly to ensure the balance of skills and
fions, experence and expertise in he
expertise of Directors are set out In

7 appointed |
reviewed at le
procad range of
. The skills, experie

he date of this Report, the

_ eir appolntment, their status as
t Directors, cre.set out in the

the narnes of the Directors in offic
non-execulive, execuiive or indg

ndependence of non-execulive direcfors

The Board considers an independent director o be a non-executive director who meets the critetia for
independence included in the ASX Bast Practice Recommendations. A majority of the Board of directors is not
comprised of independent directors under this definition however each individual membear of the Board 15
satisfied that whilst the Cornpany may not cormply with best practice recommendations 2.1, 2.2 and 2.3, the
Board aways acts with independence and in aocordance with the Staterment of Corporale Govermance.

12



WEBSPY LTD
CORPORATE GOVERNANCE STATEMENT [cont'd)

independent professional advice

The Board has adopted o formal policy on accesss 1o independeant professiondl advice which provides that
Diractors are entifled 1o seek independeant professional advice for the purposes of the proper performance of
thedr duties. The advice is al the Company's expense, subject to the prior gpproval of the Chairman. Advice so
obtained is to be made available to all Directors.

Meetings

The Board hetd 4 scheduled meelings during the reporting period and no unscheduled meetings were held
during that yeor. Senior management attended and made presentations at the Board Mestings as
considered appropriate and were availabie for questioning by Direclors.

Booard cormmiftees

The Board has not formally constituted an audit committes. The entirs board currently underiakes the duties
of an audit committee which includes:

s supervising the engagement of e helr performance;
»  reviewing the effectivensss o

»  reviewing all arsas of sighifi ¢ i jie fo confain those to acceptable
ieveals; 2

's business;
tatementds;

s reviewing significant frans
s reviewing the vear-end g

»  monitoring the intemal ¢
atterndl audit reports and

arations Act, ASX Listing Rules,

= reviewing the Company's §

the Company's auditor s nvite
principle of the auditor being avail
the audi report.

‘and the Company supporis the
t of the audit and the content of

rmuneration committes. The whole Board
gHon commitfes.

The Board has not formadly constituled and
conducts the functions of g nomination co

Evaluation of Board performance

eculives was carmied out on an informal
: format evaluation proceduras, iIncluding

Dwring the reporting petiod an evalud]
basis. As the activifies of the Company d
guaniitative measures of performance.

Rermunerafion poficies

e remunercted B
vices., Non-execut

Executive Direclors and key exeg
commensurcte with thelr required
thedr services.

of a salary or consulfancy fees,
s receive o fixed monthly fee for

The attendance of Directors af Board meeatings during the year is detdiled in the Directors’ Report.

wManaging business ks and irernal confrof framework

The Board acknowledges that it s responsible for the overall internal control framework, but recogrises that no
cost sffective infernal condrol systern will preciuvde afl errors and ivegularities. To assist In discharging his
responsibility the Board has instigated an internal condrol framework that includes the following:

s Financial reporting ~ there 18 g comprehensive budgeling and forecasting system with updates provided

to the Board ot eqch Board meeling. Periodic reports are provided to the Board. Quarterly, half vearly
and annudi reports are prepared in geoordance with fhe Corporations Act 2001 and ASX Listing Rulas.
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WEBSPY LTD
CORPORATE GOVERNANCE STATEMENT [cont'd)

= The Managing Director and the Company Secretary are required fo confirm in writing that the Company’s
financial reports present a irue and fair view, i gl matenidl respects, of the Company's financial condition
and operational resuls are in accordance with relevant accounting standards.

» The Company has written policies covering health and safely.
Ethicdf standards

The Board s committed to promoting the practice of high ethical standards. Al direcions and ermployees are
axpecied o act with the Utmost infegrity and objectivity, striving at all Himes to enhance the reputation and
patformance of the Comparny in the following areas:

»  professional conduct;
o dedlings with suppliers, advisers and reguiaiors:
»  dealings with the cormmmunity; and

»  dealings with other employeas.
Trading in the Company's securifies

The Board has adopled o policy
Direclors and employees. Undk
securiies whilst In possession §
fransaction and must give cle

& Compdny which applies fo all
1 term frading in the Company’s
be nofified of any proposed

Privacy

The Cornpany has resolved 1
to the exient required fora co

ained in the Piivacy Act 1988,

information disclosure

The Boord is cormimitted fo the prom
securities takes place in an efficient, ¢
disclosure requirements under the ASX L
price sensitive information is identified, revi
and that ol information provided to the
Company’s website.

suring that trading in the Company’s
&l In gocordance with the continuous
y has procedures In place to ersuie that o
L and disclosed to the ASX In a timely manner
ble to sharsholders and the market on the

Analysis and press briefings may be con
madjor announcements and, from fimes fo
promoie a better understanding of the ¢
that any price sensitive information inc
all shareholders and the market.

& of haif-year results, full-year results and
eholders may be conducted in order to
ngs, the Cornpany takes care to ensure
has aiready been made available to

Shareholders

the Boord cims {0 ensure fhat sh
Company. information is comimuye

»  continuous disclosdre In the form of public announcementds on ASX;

ders are kept informed
o shorahoiders through:

or developmends affecting the

o annudal reports to shareholders;

» Investor briefings;

» the meeling Chairrnan's address delivered ot the Annual General Meeting: and

» hotlices of all meetings of shareholders and explanatory notes of proposed resolutions.

N addifion, information for shareholders Is available on WebSpy's website www.weabspy.cormn, including recent
announcements, presenialions, past and current reports to shareholders, blographical information on Directors
and information relating to operations.

Shareholders are encouraged of annuadl general meetings 1o ask qguestions of Direclors and  sehior
manadement and ase the Company's exlemdal auditors, who are required o be in alfendancea.
Refirernent benefifs for non-executive directors

14



WEBSPY LTD
CORPORATE GOVERNANCE STATEMENT [cont'd)

The Company does not have any scheme relating to refirement benefits for non-exaculive Directors.

ASY Guidelines on Corporate Governance

Pursuant fo ASX Listing Rules, WebSpy Limited must provide a staternent disciosing the extent o which the ASX
pest practice recornmendations have not been followed in the reporting period. The Campany sets out below
an explanation of the areas where 1f doas not presently comply with ASX best practice recormmendations.

Composition of ihe Board

A mgiorily of the Board of directors s not comprised of independent directors under the ASX definifion of
independence, as set oul in the ASX Corporate Govermnance Councll Best Practice Recommendations. Each
indivicual member of the Board is salisfied that whilst the Company may not comply with best praciice
recomimendations 2.1, 2.2 and 2.3, the Board always acts with independence and in accordance with the
Staterment of Corporate Govemance.

Website

The ASX guidelines also prascrib
information section on s web
Cornpany’s website, although t
Corporate Govemancs can b

edicaled corporale governance
hot presently avdilable on the
& website and the Statement of

Board cormmifteas

ration cormmiliee as required
by best practice recommen pany is i its early stages of
development and as such, 1 mmitiess. The dufies of such
committeas have been corsidaied and ado . rd invites persons with relevant
uch committees.




WEBSPY LTD

STATEMENTS OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 30 JUNE 2004

Consclidated o Company
2004 2003 2004 2003

Note L
Revenue frorm sale of goods 1874911 0 1,845 395 -
Revenue from rendering of services L 701255 341,754 ) -
Other revenues from ordinary L L
activities 185,848 303,189 166,517 284 854
Total revenue from ordjnury S R R
activities 2 LT2762,012 2,494 338 164,517 284,854
Cost of sales - i1R0,017) [14,443) -
Corperate and adminisirative SRR S
EXpensas {404,628 ©UUH404,428) 0 [463,745)
Technicat expenses S 457,713) e I -
Marketing and seling expenses - f1.841,558) L T{2,343) -
Research & developrneni expens S {7 44,605) CL7R085) (87,580)
Borrowing costs o 3 s {4,284) -

4,284} -
Pravision for non-recovery of lo R
condrolled entity
Write down of research and
development expendifure

{850.092) - (1,208,463]

{402’728} .............. R B

Loss from ordinary activities belo T
(1,166,893} - (1,474,934)

refated income tax benefit

11.308,521) _

ncome tax benefit otiributable : o : e
ioss from ordinary aclivifies : S 207,229 LL207,229. 00 B}

Loss from ordinary activities after
related income tax benefit

(1,096292) . {1,508,597) {959,646} (1,474934)

Basic loss per share

The Cornpany's potential ordincry shares considersd

is the same as diluted joss per share.

and accordingly the basic foss per share

The statements of financial performance are to be read In conjunction with the notes
o the finoncidl statements.
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WEBSPY LTD

STATEMENTS OF FINANCIAL POSITION

AS AT 30 JUNE 2004

CURRENT ASSETS

Cash gssels
Receivables
Other

Total Current Assets

NON CURRENY ASSETS

Receivables

Other financicd assets
Property, piant & equipment
Intangibles

Capitdlised ressarch and
developrment expenditure

Totad Non Current Assets

TOTAL ASSETS

CURRENT LEABELITIES

FPayables
rterest bearing abiities
Provisions

Total Current Liabilities

NON CHURRENT LIABILITIES

Interest bearing liabilities

Total Non Current Liabilities

TOTAL LEABILETIES

NET ASSETS

EQUITY

Contributed equity
Reserves
Accumulated losses

TOTAL EQUITY

_ Consolidated Company

2008 2003 2003
6 .' 865,734 448,931
7 494,447 732,944 : _ 22873
8 41932 50,840 - ;
"""" 809,376 1,649,538 ) ' 491,754
1,389,601
........ 71406
"""" 06,717 705,480 o709 1,397,007
1,414,093 2,355,218 1001821 1,888,741
419,508 _ _ 91,763
B9 554 59854 -
93,549 450 - 5845
""" 572,611 127,439 58,339 97 408
iy e . oo 1o _
o5 — T oo _
SN TR o7 408
'g31487 192719, 1,791,153
17 17261804 17,261,804 17281804 L 17,261,804
18 38,582 38,582 38,582 38,582
19 (16,468,991 _ (15,372,607} {16,468899] _ {15,509,233)
"""" 831,487 1,927,779 T a31,487 1,791,153

The statements of financial position are to be read In conjunction with the notes

to the financial staternents.
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WEBSPY LTD

STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE 2004

. Consolidated . Company

2004 e 2003 2004 2003
Cash flows from operating activities S TR R
Cash recelpts in ihe course of operations 31010100 2,663,583 12523 92,840
Cash payments in the course of operations L[3,148,907)  {3,551,540] L {436,709 - {520,717}
Interest received TR VA 51,330 LT 6,628 45,039
ncome tox refunds LLI207.,229 - LLT207.229 -
Borrowlng costs paid _ {4,284} (299 _ [4.284] -
Net cash pgo\r‘ded by’!(used ]n} ........ e - T R
operating activities 24fb} 163,617 {836,926) {101,905} {382,838}
Cuash flows from investing activities
Fayments for property, plant and T N
equipment - {171,811 L{133.476) (9,916)
Proceeads from sale of investment: 23,894 - 123894 130,245
Proceeds from disposa: of proper G S
plant and equipment ST 9000 -
Payments fo Term Deposii - {371,067} -
Payments for capitalised resear L
development 4317720 -
Repayment of loans by other & sy 25808 L N 2,500
Loans fo controlled endities _ - {326,270} {1,064,897]
Net cash used in Investing achiviies = 827703y (241,854 435,850} (942,068}
Cash flows from financing activities
{fransactions costsi/net proceeds from e T
issue of shares and optlons g L 200 38,783 IRRTEPRN ) § 38,783
Proceeds from borrowings s T 124,995 - LL124,995 -
Repayment of inderaest bearing liabilities {53,445} 107,%04] {53,445} -
Net cash provided by/{used ) : R
financing activities 38,783

NET DECREASE IN CASH HELD

Cash at the beginning of the financia

[1,286.123]

Cash at the end of the financial year 4{cs) 272,997 865,734 2,525

The statemeants of cash flows are to be read in conjunclion with the notes
to the financial statements.



WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The significant policies which have been adopled in the preporafion of this financial report ore:
{a) Basis of preparation

The financial report 5 a generdl purpose financial report which has been prepared In accordance with
Accounting Standards, Urgent Issugs Group Consensus Views, other authoritative pronouncements of the
Ausiralion Accounting Standards Board and the Corporations Act 2001.

It has been prepared on the basis of historical costs and excep! where stated, does not take inte account
changing moneay values of current valualions of non-curent assets.

{b)} Financial Position

The consolidated enfity has recorded ¢ loss for the year of $1,096,292 (2003: $1,503,527]. The parent entity has
recorded a loss of $959,666 {2003 $1,474934). AT 30 June 2004, the consolidated entily has o surpius T
working capital of $243,765 (2003 $1,222,099]. The parent entity has o surplus/{deficient} in working copiial of
{$123,537) {2003 $394,144]. Whilst the conselid as yet to establish profifable operations, the
direciors have prepared the finandi =0f going cohcemn, which confemplates
cordinuity of nonmal business activitie settlernent of liabilities in the ordinary
Bwing recsons:

+  The consclidated entity al aclivilies in sales of software

arncl services,

+  The Company has d
developrment work w

s WebSpy Lid in Perth
costs in Beceamber 20

cormpletion of research and

W premises, ch saw a number of once off

ed.

riity will be able fo confinue

s The Cornpany belieyv ral equity 1f

Based on the above, the din
operations inte the foresesable

{c) Prnciples of consolidation

inciude the financial sialerments of the
consolidaled entily™].

The consolidated financial sialements of
Cormpany, being the parent endity, and iis
the baiances and effecis of fransaction as included i the consolidaled financial
statements have been eliminated.

{d} Goods and services tax

Revaenues, expensas and assets are re
where the amount of GST incurred |
circumstancess the G5 s recognised
axpense.

oods and services tax (GST, except
fralion Tax Office (ATGL  In thase
& asset or as part of the tem of the

Receivables and payables are stal

The net amount of Gilteeov@iae e eaiual sl e ol mrentasset or liability in the
stalernent of financial posifion.

Cashflows are included in the statement of cash flows on a gross basis. The GST componends of cashflows
arsing from investing and financing activities which are recoverable from, of payable to, the ATO are
classified as operating cashflows.

{e) Investments

Investments are caried i the financial statermments af the lower of cost and recoverable amount.  Dividends
and distibutions are brought to account in the statements of financial performance when they are receaived.
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WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS [cont’d)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {cont'd)
i{f) Acquisition of assetfs

All assels acquired Including plant and equipment and inlangibles other than goodwill are initiclly recorded
at thelr cost of aequisiion at the date of acquisition, belng the fair value of the consideration provided plus
incidental costs direcily atiibutalile to the acquisifion. When eguity instrurments are issued as consideration,
their market price at the date of aoguisition s used as falr value. Transaction costs grising on the issue of
aquily instruments are recognised directly in equily subject fo the extent of proceeds received, olherwise
aexpensed.

{g)} Depreciation and amortisation

lterns of property, plant and eguipment are depreciated/amartised from the dale of acquisition using the
straight line method over their estimated uselul lives.

jpment cre as foliows:

The depreciation and amortisation rates used fo

Plant and equiprnent
Leqsehold improvements
Motor vehicies

{h) Intellectual propery

ntellectual properly represe
during which benefits are exp

fsed over the period of time

ntellectual property is amortis

the amorised balance of i
bdiance exceeds the value &
financial performance stateme

reporting date.  Where the
" charged to the stalement of

{iy Revenue recognition

Saie of goods

Sales revenus COrnprises revenus eam
discounts and dllowangces) from the pro
revenue is recognised when the control

b of goods and services jax [GST), returns,
fles cutside the consolidated enfity. Sales

Rendering of services

Revenue from rendaring servicas is recogl
the stage of completion of the contrac

sihie service s provided, having regard to

Interest income
Interest income is recogrised os it Gy

Saie of non-current assefs

The gross proceeds of non-curer Jrtention of resale are included

sailes not originglly purchased
as revenle of the doledbe.con :

The gdin or joss on disposdal is calcutated o8 the difference between the canying amount of the asset at the
fime of disposal and the net proceeds on disposal (including incidental costs).

Government Granis
Government Grants received are recognised as revenue when recsived.

{fy Taxction

The Company adopts ihe ihcome siatement lability mefhod of tax effect accounding.

ncorme fax expernse s calculated on operaling profif adjusted for permanent differences belween taxable
and accounding income.  The fox effect of liming differences, which arise from items being brought to
account in different perods for income tax and aocounting purposes, 1§ carmed forward in the statemeants of
financial position as a fulfure income tax benelit or a provision for defered income tax.
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WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS [cont’d)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {cont'd)

Future income tax benefits are not brought fo account unless realisation of the asset is assured beyond
recqsonabie doubt. Fulure income tax benefits ralating fo tax losses are only brought to accound when their
redlisation is virtudlly certain, The tax effect of capital lossas is not recorded uniess redlisation is virually certain.

{k) Foreign currency

Transackons

Forgign cutrency fransactions are transialed to Australian cumency ot the rates of exchange ruling at the
dates of the transaciions. Armounts recelvable and payable in foreign currencies af baiance date are
fransiated at the rates of exchange ruling an that date.

Exchange differsnces relating fo amounts payable and recelvable in foreign currencies are brought fo
account as exchange gaing or josses in the statements of financial perforrmance i the financial year in which
the exchange rates change.

Transiafion of controlied foreign entili

The staternents of financial positic
fransialed using the termporal
a weighted average rate for th
exchange gains of losses in thed

riiities whid integrated foreign operalions are

nee staternends are ransialed af

H{}] Leased assets

Leases under which the cons
classified as finance leases. O

Finance leases

Finance leases are caplfalised. A ili the present value of the minimum
fedse payments are recorded af th

Lease labiliies are reduced by the rep
payment are expensed. Contingent rental

Operating leases

Payrmenis made under operating leas
axcept where an alternative basis, 1s 11t
ieasad property.

{m)} Research and development costs

Research and development expend]
assured beyond any reasonable dg
arnortised on a straight fine bhosis
realised.

the extent that s recoverability is
 amorfised.  The expendiure 18
ted bensfils agre expecied to be

which case it is d
year pefad in which

The amortised balance ihg date. Where ihe
balance exceeads the valug of expected fulure benefils, the diffsrence § charged to the stalerment of
financial performance in the pefdod.

in} Employee entiflements

Wages, salarfes and annual leave

The provision for employee entilements 1o wages, salanies and ahnudl leave reprasents the armount which the
Company has g present obligation to pay resulting from employees’ services provided up 1o the balance
date. The provisions have been calcuicted af nomingl amounts based on remuneration wags and salary
rates thatl the consolidated enfity expects to pay as af reporting date including related on-costs. Fulure
cashiflows have not been discounted.
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WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS [cont’d)

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {cont'd)

Employee option plon

WebSpy Ltd operates an employee oplion plan. There were no oplions ssusd under the pian duling the year.
Further information about the plan is sef out in Note 21 to the financial staterments.  Other than the costs
incutred in administering the plan, which are expensed as incurted, the plan doas not result It any expeanse fo
the Company.

{o] Recoverable amount of non-current assets valved on cost basis

The carrying armounts of non-current assets valued on e cost basis are reviewed o determine whether they
are in excess of recoverable amount af balance date. I the canying amourt of a non-current asset exceesds
its recoverable amount, the assel s written down 1o the lower amount. The write-down 1s recognised ds an
axpense in the net profit or loss in the reporting period in which it oocurs.

whete a group of asseis working together su ration of cash inflows, recoverable amount s
assessed in relation to that group of assels,,

In assessing recoverable amounts ¢ flows have net been discounied to

{ip) Receivables

the colleciabiity of debtsis a provision ade for any doubtul debts.

Trade debfors
To be settled within 30 days o
Term debtors

Tern debtors are generally seft] ue as a rmarket rale of inferest is

charged.
{q) Payables

Liabilifies are recogrised for amounts fo b
billed to the Cormpany of consolidated eng

r goods or services recelved, wheiher or not
wable are normally seffled within 40 days.

ir} Borrowing costs
Borrowing costs include inferest and are ¢

{5} Loss per share

he net loss atirib
umber of ordinary

smbers of the parent entily for the

Basic loss per share is calculated by
: he Company on ssue during the

reporiing petiod by the weighted
financial year.
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WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS [cont’d)

{2

{b)

Consolidated _ Company
2004 2003 112004 2003
REVENUE FROM ORDINARY ACTIVITIES el . :
Sdle of goods revenue :'1,8_7.4,_9_2 i 1,849,395 _
Rendering of service revenyus 701,253 341,754 - -

2,576,164 2,191,149 :
Other revenues S e RN

From operating octivifles S R
friterest 193330 68,059 17,390

Oiher income 450

From oulside operafing activities

Gross proceeads from sale of plge S T
5 123,896
_1_25210 _

Gross proceads from sale o

Proceeds from governm

61,769
450

130,245
92,390

Total other revenues

254,854

166,517

Total revenues from ording .166,51 7 '

254,854

1085 FROM ORDINARY A
TAX BENEFT

Individually significant items |
kom ordinary activities before

Provision for ron-recovery of Ics
entity

- B50,092.

Write down  of research  and
expendilure

1,208,463

402728

Loss from ordinary aclivities before |
tax benefit has been arrived at affer
credifing the following accounts:

Profit on sade of nvesiments 2385’6
Profit/{loss) on sale of plant and e - {'1,5_5?.4_}
Depreciation and amortisation .
- piant and eguipment
- motor vehicles

- leasenoid mprover

Armortisation of intangibles: s e
- research and development expenditure L {375,122y 1 {297,088} LT
- infellectudl property - {184.974) -

L {70.968)

- 138,323)

120,245

Total depreciation and amortisaiion expense .".{484,413} " {595,650} .".{39,642} '

Finance charges on capiialised leases {4,284} {299} {4,284) _

Total borrowing costs (4284) {299} 4284y

Lease rental expense - operating lecses f_".{247,793} - {335,373}

Net foreign exchange loss/{gains) -:'--'.....{32,6_24} - {109,050} L

Provision for empioves entiiements sl 62,328 3,845
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WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS [cont’d)

{a)

(b}

30% {2003: 30%} on the operali

. Consolidoted Compary
2 el 2003 ‘2008 .. 2003

- $ R $
AUDITOR™ § REMUNERATION - R
Arnounts received of due ond receivabie by the
auditor for: SR
Audit services - KPMG 24 24245 24193 24245
----- other auditors CLUALAS3C NS16 el -
Other services - other auditors 3,984 _ 9,348 2,500 _ -
"""" 39,630 45,109 26693 24,245
TAXATION
income tax benefit
Pima facie ncome tax benefit ¢ e
451,058 350,069 - 442 480

Decredse in income tax
deductible erms:

Armnortisation of intellectu
Arnortisalion and wirite
development expenditu
Provision for nor-recove

(233355}

- 285028} (362,539

entities o=

Sundry itemns ce T 43) cL T {378) {1,985}
Future income tax bensfil rg - 207,229 - ©207.229 -
Future income tax bens

account {157,659} {1,267} {94,665} {77 954}
ncome tax benelit attibutable fo

Estimated futlre income fax benefl
at 30% {2003: 30%) arsing from {g
othar expenditure that have not b
accourd af baance date, as re
benefit s not reqgarded as virfually ¢

Future Income Tax Benefit not brough

The fulure ncome tax benefit whi
cared forword as an assel in the

{1}

(i}

207,229 - 007,229

3258000 3,100,000 1733000 1,638,000

ndifure and fox iosses has not been
it only be obiained if:

'be derived from
nis of financicl po

e and of an arnaunt sufficient 1o
r the bensfit can be realised by
ivision 170 of the ncome Tax

cssessable ncome
on of the loss to be
ity In_accordanc

the relevant Company de
enable the benefit from t
anocther company in :

the relevard Company continues 1o comply with the conditions for deductibility imposed by the law;
and

no changes in tox legisiation adversely affect the relevant Company and/or the consolidaled entity in
redlising the bensfit from the deduction of the loss.

WebSpy Umited and its controlled entifies are cutrently reviewing the Impact of fax consolidation legislation on
the group. The dacision {o implement this legislation has not yet been findglised.
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WEBSPY LTD

NOTES TO THE FINANCIAL STATEMENTS [cont’d)

Note Consolidated Company
2004 2003 2004 2003
L. 3 S 3
CASH ASSETS T R

Cash at bank and on hand 385,774 {11,029}
Securily deposit fa 40%,000 - - 40%,000
Bank short term deposils 70,960 - 70,560
865734 2,525 448,931
RECEIVABLES
Cunent AR
Trade debiors 330,774 659,300 - -
Provision for doubtiul frade debtors R {10,445} o -
Term debiors . 135,807 135,807 ¢ 124,262
Provision for doubtful term debi S {106,092} L 06,092) 3_ {106,092}
Other deblors L 194,236 L2582 3,870
Provision for doubtful other dg | : T e -
Deposits S L o -
interast Receivable - 783
....... 22,823
Non-current
Tradde debtors -
Securily deposit . e = -
loans jo condrofed entities. o T L 7,619,599 - 7.293,32%

Provision for non-recovery' (6,753,820} {5,903,728]

------- ' 865779 1,389,601

(o} Security deposit

moximum volue of $40%9,000 o5 guarantee,
ted Company, CormuAlr Pty Lid, of which wr

This securlly deposit involves d term depo
incernnily and secutity for o toan faciity |
Andrysis a director.

(b} Term debtors

af advance
AITECHS.

the loan is a nonsecourse foan and
appiicable s 9% per annum payable qug

an fully provided for. The interest rate

{c) Deposils

The deposit represents $3,145 [2003: §
United Siales, $32,223 {2003 $33,12
Kingdom and $16,860 as security p

dged as security
urlly pursuant to @
property rental agr

a property rental agreement in the
y rertal agreement in the United
1L Western Australic.

8. OTHER CURRENT-ASSEY!

Prepayimenis 41,932 ' 50,860 S -




WEBSPY LTD

NOTES TO THE FINANCIAL STATEMENTS [cont’d)

Consolidated Compuony
2004 2003 2004 2003
s $ R §
g. OTHER FINANCIAL ASSETS S T RS
Controfied entifies D
Unlisted units, at cost - - BP8553 . 898,553
Unlisted shares, at cost : S - 3237 93,237
Less: provision for dirminution - - {9_91 ,_7_90} {991,790}
Other corporations _ _
Listed shares, at cost Lo S F7202 L - 77,202
Less: provision for dirnution - {77202} - {77.202)
Tetal other financial assets : - - -
10. PROPERTY, PLANT & EQUIPMEN]T ) T R
Piant and equiprnent, at cost 462,173 70974 1 70,974
Less: Accumulated deprecialk [529.382) L {66.858) - {63.568)
132,791 CoANMe L 7.406
Leasehold iImprovements, o ."174,70} L U163,704 30,228
lesst Accurmnulated amor tisation . _{_66,580} {35,228}
97,124 -
sMotor vehicies, al cost RO -
Less: Accumulated depreciali - -
Total plant and equipment nel book's 7,406
Reconciliations
Reconciliations of the camying amout
edch class of property, plant and eaqui
are set out below:
Plant and eguipment
Balance ot the beginning of the yed 1,083
Addifions : ?.916
Disprosals - - -
Depreciation __[3.290] {3,593}
Balonce atthe endoftheyear &0 yan7yer S aizeda 7.4064

Leasehold improvements

Balance ot the beginning of 1
Addifions
Arnortisation

UU141,145

133,476 -

(38323) (418)

Balance af the end of the year 102842 .

(3635 :

97124 :
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WEBSPY LTD

NOTES TO THE FINANCIAL STATEMENTS [cont’d)

10.

Motor vehicles

Leased motor vehicles

1.

intelleciudl property, at cost
Less: intellectual property wr
Less: Accumulated amortisa

12,

Capitalised  research  and  develop
expendiure

Less: Accumulated amortisction
Less: Arnount wriffen down

Reconciliation
A reconciliction of the carying am
capiialised  research  and  deve
expendiure is set out below:

Consolidated
2004 2003

3 $
PROPERTY, PLANT & EQUIPMENT {cont'd) Sl T

Badancs ot the beginning of the year 9991
Addifions -
Disprosals -
Depreciation {2,991]

Company
2003

2004

$

Balonce ot the end of the year

Balance ot the beginning of the year
Disposals
Arnortisation

Balonce at the end of the yeq

INTANGIBLES

CAPITALISED RESEARCH
DEVELOPMENT EXPENDITURE

1574718
(1,171,990}
(402,778

1,256,997
[796,868)

460, 12%

S 480,129
C 317,721
C375122)
402,728

Badance at the beginning of the
Expendiiure deferred i cumen
Arnortisation

Arnount wrilten down

Balance at the end of the year - 460,129 ) -

13. PAYABLES
Trade creditors gs 477 185,525 L 04,450 49,243
Other creditors and agocruals 323,831 147 444 74,335 42,500
 Aes08 az2eey 98,785 91,763
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WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS [cont’d)

Consolidated Company
2004 2003 2004 2003

3 $
14. INTEREST BEARING LIABILITIES

Current

Lease liabiiities

Non-curend

Lease liabiiities 11,9958 . -

The legse liabiities are secured over the
leased assels.

15. PROVISIONS

rmployes entillements

16, AMOUNTS PAYABLE/RE
FOREIGN CURRENCIES

The Australion doliar equive
amounts  payable/receiv
currencies calculated at yea
rates, are as follows:

United States dollars

Arnounts payable:
Currernt

Arnounts receivabie:
Current
British pounds

Arnounts payvable:
Currernt

Arnounts receivable:
Current

17.  CONTRIBUTED EQUITY
Share capital

107,462,505 (200310
ordinary shares

17,261,804 " 17,261,804

Haolders of ordinary shares are entitled to recelve dividends as declared from time to fime and are entitled to
ong vole per share at sharsholders’ meetings. In the event of winding up the Company, ordinary
shareholders rank after creditors.

Options

There are 21,492 501 options {20031 21,492,501} onissue. These oplions are exercisable af 8 cents each on of
bafore 31 May 2006.
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WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS [cont’d)

Consolidated Company
2004 2003 2004 2003
N $ s $
18. RESERVES SR
Share Opfion Reserve 38582 38582 00 8,582 38,582

Movements during the yvear

Balance ai beginning of year

Add: proceeds aiising hwough the issue of
21,492,501 options in May 2003 at an

issue price of 0.2 cents each 42,985 42 985
tess: Jransaction cosis arising fromtheisspe - o0 T

of oplions {4,403] - {4,403;
Balance atend ofyear &0 .38,582 """ 38,582 38,582

Nature and purpose of reserve

Share Option Reserve

The share option reserve rec
iapse of hese options, amo
accumulated losses respectiv

ises the pr
recorded

inary shares. Upon exercise or
ermed to contibuled equity or

19. ACCUMULATED LOSSES

(15,509,233} " {14,034,299)

Aceumuiated losses at beginning & (15,372,607

11,096,292

Loss from ordinary activities after income

Accumulated losses at end of year (16,465,899} 5,372,607} (16,468,899} {15509 233}

20. DIRECTOR AND EXECUHVE DISCLO

Remuneration of specified directors ant ed executives by olidated entity

f a saary or consulfancy fess,
ofs recelve a fixed monthly fee for

e remunercted
vices. Nor-executs

Executive Direclors and key exec
commensurcte with thelr required e
thelr services.

ion committes. The whole Board

The Board has not formally constl
conducts the functions.olarmne

The Company doas nof have any scheme relating to retirement benefits for non-exacutive Directors.
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WEBSPY LTD

NOTES TO THE FINANCIAL STATEMENTS [cont’d)

20. DIRECTOR AND EXECUHVE DISCLOSURES (cont'd)

The following tabie provides the details of gl direciors of the Company ["specified direciors®] and the nature
and amount of the elemeants of thelr remuneralion for the vear, The Company and consolidated enfity
currently has no executives {"specified exaculives”] concemed in, of who take part in, the management of
the body.

POST-
PRIMARY EMPLOYMEMT
Non-monelary Superannuaiion
Salary & fees banefils benefits Totdd
$ $ $ $
Specified directors 2003 2004

12004 2003 2004 . 2003  .2004 2003

Not-executive o :
- ._20,000 : 15,000

Mr J Chua

Mr T MeGelin - LT -
5 R Chua - 18334 15,000
Execulive 3

Nr J Andrys 210,899 229,649 262,739

Total  ~ 250,900~ 259.9 ‘ '- “069,650 292,739

Equity holdings and kansaction

irectly, indirectly or beneficially by
Ows:

The rmovermeant during the reportin
eqch specified director, including el

Shores

L Heldat  Held on Heldat . Heldat

1 Jui 2003 - Appointment Resignation 30 Jun 2004
Directors : _. v : _ : .. s
Mr J Andrys 8043678 T N/A N/A 8235878
Mr R Chua 3,340,000 - N/A 3340000 L UN/A
Mr J Chua 13,695,167 NAA 13,695,187
My T MeGelliin e NfA NSA 4801586
Options exercisabde ot $30.08 onor
Heldat . Granted as Other Held on Heldat . Heldat .

1 Jul 2003 _ rermuneration Changes* Appolntment Resignation 30 JU{_} 2004 _
Directors R . :.. .I _' | ._ .
Mr J Andrys - 760 NJA N/AL609,496
Mr R Chua - - N/A 668000 v UR/A
My ) Chua - - - N/A N/A . HB56,000 -
My T MeGelliin T NiA - - 992,317 N/A B PR2,317

All options vasted on the date of issue. No options held by specified direclors are vested but not exercisable.

¥ Olher changes reprasents the net movement in oplions thal were issued, expired or wers forfeited duing
the year.
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WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS [cont’d)

2t.  EMPLOYEE OPTION PLAN

The Company has in place an incentive scheme known as the Webspy Lirmited Staff Oplion incentive Scheme
{"Scheme”}. No ophions to subscribe for ordinary fully paid sharas were issuad or exarcised under the Schems

during the year, and there are no options on issue af balance dale.

Note Consolidated Compuoany
2004 2003 2004 2003
s

22, COMMITMENTS - $ s

Operating lease commitments

Future operaling lease rendals not provided for in
the financial statements and payabie:

- Not later than one year B3390 T 150,482 41,566 - 28,000

- Later than one year but not later than five years 288,507 47.947 277,104 -

finance lease commitments

Finance lease rentals for leasehold |
are payabie as follows:

42,408

371,897 198429 318,670 28000

] 62,408 -

- Notlater than one year
- Later than one yvear but not litgr than five yeol _ 12,285 - 12,285 -
Less: finance charges .{3,144} ) -

Lease labilifles provided f
statements

- Currernd
- Non Current

23. SEGMENT INFORMATION

Eurcpe Consolidated
SA'000 SATO00
Pemary reporting . D
Geographical segments - 2004 05 L2004 2003 - 2004 - 2003
Segment revenue 1,317,267 579.81% 3 845,592 &72.774 2742678 2,426,279
Undliocated interest R R o R
FEVENE _ 12,333 48,059
2,762,011 2,494,538
Segment resui [1.659.014] 143,454 192,707 {o0848) 11,322,855 " (1,571,586)
Unodlocated interest R N e e e,
FEVENE 26,563 48,059

Crepreciafion ana

(10762921 {1,.503,527]

armorisation CUas0zez. 548242 14548 34,152 15256 1 4B4,413 595,650
Mo cash expenses other L AAEERR
themn depreciation and S T el T
arnortisction S AD2,727 - - - - e AD2727. -
Asseis SESHEREEES SN ST S
Segment assets _ 472105 1160586 91,275 112598  o0BsdS 216300 772,029 1,487,484
Unaliocated cash Ll SR R 644064 865734
Consolidated total assets 1,416,093 2335218
Segment liabifities (4566900 [424.552)  (34.419) (27293 (93,4991 {75,594} [584,6081 (427 459
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WEBSPY LTD
NOTES TO THE FINANCIAL STATEMENTS [cont’d)

Secondary reporting
Business segments

The principal activity of the consolidated entity 1s software development and sales. More than 0% of segrment
revenue and segment profifs/(losses) from ordinary activities, and more than %0% of segment assets, retate to
these operalions.

Consolidated Company
2004 2003 2004 2003
3 $ %8
24. NOTES TO THE STATEMENTS OF CASHFLOWS PR S

{a) Reconciliation of cash:

For the purposas of the statements of cash flows,
cash includes cash on hand and at bank ang.
funds held of coll, net of oulsfon
averdrafts. Cash at the end of the fi

shown i the statements of cash
o the relaled items in the stalg
position as follows:

972997,

Cash assets 59,931
Security deposit 00 409,000
272,997 34 463,931
{b) Reconciliation of loss fr
after income tax fo net ¢
activities T
Loss frorn ordinary aclivilies affer inca "_'-{3__,{)9.6;,292}___ 1,503,527) {1,474,934;
Add/less] non-cash iterns: el
Write off R&D expenditure - -
Armortisation of R&D 482,417 -
Profit on sale of investments {120,245) {120,245}
Profit on saie of fixed assels [6,866]
Provision for doubiful trade and oth - e -
Provision for controlled entily receivy - < UBAG092 L 1,208,463
Provision for employes entitlemen 42,328 {5,846} 5,845
Depreciation = 112,355 3290 - 3.593
Arnorfisation 817 36,352 -

Forelgn exchange [oss

Net coash used in operating
changes in assets and Habilities

- (99.674) . (377,278

Changes T assets ancFiaiifEsdormg e iRarcs

yearn ISR
Decredss/(Increase} in recaivables 31 6081 219,633 -:_'-_----.{9,4_54_) o {16318
Decrease/{Iincrease; in prepayments L 8,928 {43,905) IR R
ncrease/{Becrease; in payables 81,577 [3%.933] 7.223 10,758

Nef cash used in operafing activiies 143,617 1836,926) {101,905)  (382,838)
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NOTES TO THE FINANCIAL STATEMENTS [cont’d)

25, 1085 PER SHARFE
Consolidated
2004 2003
Number of shares

Welghled average number of ordinary shares Used as the denominator in the
caloation of basic earmings per share 107,462,505 107,462,505

Potential ordinary shares are not considered diutive and accordingly diluted eamings per share 8 not
disctosed Tor this reasorn.

24, FINANCIAL INSTRUMENTS DISCLOSURE
)] Interest rate risk exposure

The consclidated entfity’s exposure to Inferest rate risk is sef out below:

Cash

Caosh includes short term deposit of $49

Receivables

Receivables include a loan
interest rate of 9% per annum
The balance of funds 5 g se
paying inferest af 30 June 200
interest beagring fabififies

A finance lease of $71,549 as di i [ 8.4 &1 CINNUTL

{b) Credit risk exposures

Credi risk represents the 1oss that would & fdlied 1o perform as confracted.

The credil rsk on financicl assets, excly
recogrised on the statements of financ
debts.

he consolidated enfity which have been
amount, nat of any provision for doulbifui

The consolidated entity minimises concg of credit ns

of customers in various countries,

cerfaking fransactions with a large number

The Comparny Is not materially exposed Individual overset try or individuatl customer.

{c) Net fair vatues of financial as

The financial assets and liabiities inch
carted ot amounts that approxima

& assels and abilif
alues. '

fatements of financial position are

27. PARTICULARSINR

2003
Porent enfity T
WebSpy Limited
Confrofted enfities
WebSpy UK Limited 3] s S 100%
Netink Unit Trust {# S 0% - 100%
Netlink (WA} Pty Lid (%) LUH0% 100%
Webspy US inc {iiix 100% 106%

fi} incorporated in the Unifed Kingdom
fil} Established in Ausiralic
fiil} incorporated in the United States
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28

EVENTS SUBSEQUENT TO REPORTING DATE

Impact of Adopting Australian equivalents to international Financial Reporting Standards

For reporting petiods begihning on or after 1 Jonuary 2005, the Compoany must comply with
International Financial Reporting Standards {IFRS] as issued by the Australian Accounting Standards
Board {AASE}.

This financial report has been prepared in accordance with Australian accounting standards and other
financial reporting requirements {Austialian GAAP).  AASB 1047 ‘Disclosing the impacts of Adopling
Australian Equivalents fo Infemalional Fnancial Reporting Standards’ requires financial reports to
disclose inforrmalion about the impact of any changes in accounting policies in the transition period
leading Up fo the adoption dale. This standard applias o interim and annual reporting perlods from 30
June 2004 and ceasing to operate on the first-time adoption of Australion equivalents 1o {FRS.

Subseguently the Company has alloc
assessing those accourting policie
IFRS. Priofity has been given to
the preparation of g statem

ources and i corjunciion with s auditors 15
e, ikely to be impacted by the fransition to
the Australian equivalents to IFRS and
ce with those Australion equivalent
for Austradia equivalents of IFRS In
cidl report, I accordance with

the Tuture, and 18 reqguln
IFRS, for the yvear ended

Pursuant 1o AASE 1047
of the conversion to {F
explanation of the sign
financial reparts prep in dccord
recognised by restatingeamparatives
of prior year effects.

the key potential implications
Company sels out below an
which may impact on future
N accounting policies will be
iustments with note disclosure

Taxation

Under AASE 112 "Income Toxes”,
replacing the "statement of financi
defered tax balances for all tempg
Hability and #s tax base.  Under th
included in the determination of

il be adopled for calculating taxation,
Och” cutrently used. This method recognises
4 between the canying value of an asset or
od, fems are only tax-effected if they are
for taxable income/ floss).

Under current standard AASE 10
cerfain. Under AASE 112, the rece
when recovery i probable. '

v iax losses is when realisation s virtually
nd deferred tax assets are recognised

The full impact of changes arising has yet to be quantifisd.

financial Instruments

Under AASE 139 "Financial

required to be ciassifieds

classification. The i@ eategorierantdbesiss

«  financial asset or financlal fabiily measured ot fdir value through the staterment of financial
performance;

" financial insfruments will be
- Dased on fhe nalure of the

+«  held fo maluity investments rmeasured al amottised costs, subject to impaliment;
+ loans andreceivabiles measured at amortised cost, subject {o impairment:

34



WEBSPY LTD
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28.

EVENTS SUBSEQUENT TO REPORTING DATE {Cont'd)

« available for sale assels measured at falr value with changes in fair value measured directly in
equity; and
+ financidl Bability measured af armortised cost.

This will result in o change i the corent aeccounting policy that doess not classify financial instruments.
Share based Payments

The Commpany currenily does not recognise an expense for options sued fo directors and employees.
Under AASB 2 "Share Based Payments”, the Company will be required to recognise an expense for all

share based remuneration, inciuding options, and will amorfise those expenses over the relevant vesting
perods.

Intangible Asseds

Under AASE 138 “infangible Agiedy i i bUsiness combination and which have
finite usetll lives must be : generaled goodwill, brands and
costs related to research @ noi be recognised as assets. All
expendiure on research eveloprnent phase expenditure
in cerfdin creurrsiancs rrent accounting pofcy which
aliows for the copiialisa;
asset wheare future ben

Impairment of Assets

Under the Australian eg
determined as the high
Comparny's current accou

coverable amount of an asset is
B owill result in o change to the
e arnount of an asset on the basls
: t the Impairment of assets will be
recoghised sooner and the amo it fecter

Other than the impact of IFRS as ng
he finonclal year and the date o
nature ikely, in the opinion of th
Cormpany, the resulls of those

yEars. '

net arisen in the inlerval betweaen the end of
saction of event of a material and unusuadl
o affect significantly the operations of the
fairs of the Company, in fulure financial



WEBSPY LTD
DIRECTORS' DECLARATION

Ity the opindon of the directors of WebSpy Lid:

fal  the financial staternents and notes, set out on pages 14 to 35 are in accordance with the Corporations
Act 2001, including:

{1y giving o frue and fair view of the financid position of the Company and consclidated entity as at 30 June
2004 and of their petformance, as represented by the resulls of their operations and their cash flows, for
the year ended on thatl date; and

i} complying with Accounting Standards in Australia and the Corporalions Reguiations, and

fbl  as set outin note 1{h), there are reasonable grounds to believe that the Company wilt be able to pay iis
debts as and when they becormne dus and payc

Signed in aocordance with g reso

J Andrys
Direcior

Dated ot Perth, Western Australia, ih



WEBSPY LTD
AUDITOR'S REPORT

Independent audit report to members of Webspy Limited
Scope
The financial report and directors’ responsibility

The financial report comprises the statements of {inancial position, statements of financial
performance, statements of cash flows, accompanying notes to the financial statements, and the
directors® declaration for both Webspy Limited (the “Company™) and the Consolidated Entity,
for the vear ended 30 June 2004, The Consolidated Entity comprises both the company and the
entities it controlied during that year,

The directors of the Company are responsible for the preparation and tue and fair presentation
of the financial report in accordance with the Corporations Aet 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 sccomiting policies and accounting
estimates inherent in the financial report.

Audit approach

We conducted an independent audit in order to express an opinion to the members of the
Company. Our audit was conducted in accordance with Austratian Auditing Standards in order
10 provide reasonable assurance as 1o whether the financial report is free of material
misstatement. The nature of an audit is influenced by factors such as the use of professional
judgement, selective testing, the inherent limitations of internal control, and the availability of
persuasive rather than conclusive evidence, Therefore, an andit cannot guarantee that all material
misstatements have been detected.

We performed procedures to assess whether fn all material respects the financial report presents
fairly, in accordance with the Corporations et 2001, Australian Accounting Standards and
other mandatory financial reporting requirements in Australia, a view which is consisient with
our understanding of the Campany’s and the Consolidated Entity’s financial position, and of
their performance as represented by the results of their operations and cash flows,

We formed our audit opinion on the basis of these procedures, which included:

@  examining, on = test basis, information to provide evidence supporting the amounts and
disclosures in the financial report, and

B assessing the appropriateness of the accounting policies and disclosures used and the
reasonableness of significant accounling estimates made by the directors.

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

Independence

In conducting our audit, we followed applicable independence requirements of Australian
professional ethical pronouncements and the Corporations Act 2001,




WEBSPY LTD
AUDITOR'S REPORT

Awedit opinion
in our opinion, the financial report of Webspy Limited is in accordance with:
a) the Corporaiions Act 2001, including:
i. giving a true and fair view of the Company’s and Consolidated Entity’s Anancial
position as at 30 Jene 2004 and of their performance for the financial vear ended on that

date; and

i, complying with Accounting Standards in Australia and the Corporations Regulations
2061; and

b) other mandatory financial reporting requirements in Australia.

AN
KPMG

D P McCOMISH
Partner

Perth

Dated 34/ /fo TNy Y, ';’%ﬂ(}’f’g




WEBSPY LTD
SHAREHOLDER INFORMATION

Detdails of shares and options as af 30 September 2004:

Voting Rights
The voling rights aliaching 1o ordinary shares are:

On o show of hands every member present In person of by proxy shall have one vote and upon a polf each share shall
howe one vole.

Ogtions do not carry any voling rights.

Restricted Securities

The Company has no restricted securities.

Substantial shareholders

The number of shares held by substa shareholders

On-Market Buy Back

Thete is no current on-marke! buy-back.

Distribution schedules

Distribution of each class of Security as i 30

Ordinary fully paid shares reisable at $0.08 on or before 31 May 2006
Range Holders Unifs Holders Units %

T - 1,080 33 39 24,989 .12
1,061 - 5000 134 72 195,263 0.9t
5661 - 10,000 166 22 178,890 0.83
10001 - 100,000 370 61 2,482,595 11.55
100,001 - Cver 105 35 18,610,764 86.5%
Total 2% 21,492,501 100.00

Unmarketable parcels
Holdings less than a marketable parcel of ordinary shares {being 16,667 as at 30 Seplember 2004}

Holders Units

383 2,658,679
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WEBSPY LTD
ASX ADDITIONAL INFORMATION

Top holders
The 20 largest reqgistered holders of each class of security as ot 30 Seplember 2004 wers:

Fully paid ordinory shares
No. of Shares

Name 7o
Kirm Hirs (Malaysia) Sdry Bhd 16,282 500 15.15
My J Chug 13,685147 12.73
M Jack Paul Andrys 8,277 878 7.70
Baracus Ply Lid 6,569 1206 6.1
Underpass Holdings Pty Lid <Tom McGellin A/C> 4,801,586 4.47
Pacific Link Global Enterprise Limited 3.725945 3.47

My Richard Chua
Sicew Yiar Chong
My Ben Rockefeller

2,300,000 2.14
2,295,002 2.14
2,160,000 201

Prorminent Capital Managemert 2068916 1.%93
Chui Tham Chug 1,985,000 1.85
Spiderman Ply Ud <The Lockii 1,500,000 1.40
Roval sunset Piy Lid 1,370,000 1.27
wal Heng Ho 1.541,302 0.97
Donjand Nominees Pty Lid < 253,291 0.8%

M1 Roger Heamden <Super
Casir {Aust) Piy Ltd

Jowyliys Ply Lid <linden Super
Miss Lee Ting Ling
mMicrovision Consuiiations Py

821,000 .76
815,000 .76
799 999 .74
740,001 0.6%
7250006 0.67

72,916,707 67.85

Options exercisable ot $0.08 on o before 31
No. of
Options %

3,000,000 13.96

Kirrt Hine {Malaysia) Sdn Bhat

1.

2. Spruzen Corporation Ply Ltd 2,142,764 9.97
3. M Jack Paul Andrys 1,608,736 748
4. M J Chua 1,556,000 7.24
5. Miss Wai Heng Ho 1,258,444 586
&, Underpass Holdings Pty Lid <Tom My P92.317 4.42
7. Paciic Link Global Enterprise Limi 334,826 435
8. Mrs Tanyva Margaret Karal 825,000 3.84
2. M Roger James Kiipainck & Mr & Kipatick <Lavender Rise 5/ 502,000 2.34
10, Mr Richard Chua 460,000 2.14
Hl. Mr Christopher Thomas Merick 45%,000 2,14
12. Prominent Capital Managerment Limited 413,840 1.93
13. F W Petersen & Associates Fly Ltd 382,060 1.78
14, My Anthony Ho 364,000 1.6%
F5. My Michael John Thompson 359,000 1.67
F6. Mrs Julic Andrys 331,000 1.54
17. Tolec Holdings Pty Ltd 296,797 1.38
18. Mr Biranng Lee-Rehwick 290,000 1.35
19, Mr Danisd Brett Jones 241,000 1.12
20. Kilara Ridge Piy Lid 200.000 0923

16,616,724 77.33




