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Appendix 4E
Results for announcement to the market for the year to 30 June 2006

30 June 2006

3

Revenues from ordinary activities up 39% 1o 9,463,577

Loss Trom ordinary activities after tax attributable down 7% to (1.430,100)

to members

Net {oss for the period atiributable to members down 72% to (1,430,100)

30 June 2006 30 June 2005

Net Tangible Assets / (Liabilities) per security {49 cents {.70 cents
Dividend

The Directors recommend that no dividend be paid. No dividends have been paid or declared during the
period.

Comments by directors
Sales revenue for the year was $9,463,577 (2005: $5,957 454), representing an increase of 59% on the
previous year. The growth in current year revenues is largely altributable to organic growth in 3 of the 4

market segments.

Summarised operating results are as follows:

2006 2005
Revenues Results Revenues Results
b & b $
Geographic segments
Australasia 4,888,260 789,452 4,058,844 (59,716)
USA 2,096,745 (122,897 658,878 {852,1606)
Furope 398,403 (78,331} 464,345 {130,061)
South Africa 1,302,535 25,288 859,150 (51,790)

8,685,943 613,512 6,041,217 (1,093,733)

Consolidated entity adjustments {92,763 - (261,777) -
Non-segment unatlocated revenues and

expernses 870,399 (1,967,623 178,014 (3,6067.227)
Finance costs - {231,480) - (437,344)
Share of profit of joint venture - 154,891 - -

Consolidated entity sales and loss from
ordinary activites before income tax expense 9,463,577 (1,430,100} 5,957,454  (5,138,504)
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Group operating expenses reduced from $9,843,764 in the 2065 financial year to $8,610,963 ia the 2006
financial year. The change relates principally to a decrease in the employee benefits expense of $961,796.
This reduction occurred because share-based payments expensed during the year were significantly less than
the previous year. During the 2006 year share-based payments totalled $745,515 {20035: $2.457 846).

The Group’s net loss for the year after income tax is $1,430,100 (2005: $5,138,504), representing a reduction
of 72% in the Group’s loss from the previous vear.

The Groups™ Earning Before Interest, Tax, Depreciation and Amortisation (EBITDA} is disciosed below.
Exclading the effect of share-based payments, the Group would have reported a positive EBITDA of 342,787
for the 2006 financial year.

2006 2005
& &

Loss after income tax -1,430,100 -5,138,504
Add back:

Income Tax Expense - -

Interest Expense 231,480 437 545

Depreciation and amortisation expense 405 892 477,305
Loss before interest, {ax, depreciation and amortisation -702,728 -4 223654
Share-based payments 745515 2,457,846
Earnings /{Loss) before interest, tax, depreciation,
amortisation and share-based payments 42,787 -1,765,808

There was a decrease in cash and cash equivalents in the year ended 30 June 2006 of $2,838,198 {2005:
mcrease of $4,266.852). The increase in cash ouiflow in comparison with the prior yvear is caused by a number
of factors. Operating activities consumed $1,542,338 (20035: $3,504,626). This reduction in comparison to 30
June 2005 is largely due to an increase in cash generated from sales and, 1o a lesser extent, a reduction in
interest paid for the year.

Cash outflows from investing activities during the year ended 30 June 2006 increased to $1,428,061 (2005
$367,871), which was mainly atiributable to investing in the joint venture, DataTrace DNA Pty Ltd.

There was a significant reduction in cash flows from financing activities for the year ended 30 June 2006 due
1o the prior year containing the proceeds from the [PO.

Strategically, the company pursued a mix of market development, product delivery and diversification
strategies in 2006 that have improved its reach and competitiveness and established a strong platform for
future revenue growth. TFhree extensive motor vehicle dealer networks were contracted in the US and were
recording promising sales by vear end. We worked closely with overseas authorities who want to use
micredots 1o reduce vehicle theft, including a European task force that has submitted a draft EU Directive on
Whole-of-Vehicle-Marking (WOVM} to Brassels; New Zealand, which is in the process of implementing its
mandatory WOVM policy; and the government of Taiwan, which became the second nation, after New
Zealand, to announce adoption of 2 mandatory WOVM policy using microdots. We developed two new spray
application techniques for DataDotDNA, a robotic applicator and an aerosol pressure pack, which will
provide access to new global markets in vehicle, marine and retail applications.

Audit
The repori is based on accounts which have been audited.

Annual General Meeting
The Company’s annual general meeting will be held on 26 October 2006, Further details will be provided 1o

shareholders in due course.
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Corporate Information
ABN 54 691 908 726

This annual report covers both DataDot Technology Limited as an individual entity and the consolidated
entity comprising DatabDot Technology Limited and its subsidiaries. The Group’s functionat and presentation
currency is AUD ($).

A description of the Group’s operations and of its principal activities is included in the review of operations
and activities in the directors’ report on pages 5 to 23. The directors’ report is not part of the financial report.

Directors

L.F. Brown {Chairman)

LP. Allen {(Chief Executive Officer)
P.J, Housden

A W. Grant

J.F. Richards

C.M. Stott

Company Secrefary
G Loughlin

Registered office

Unit 9

19 Rodborough Road
Frenchs Forest NSW 2086
Phone (02) 8977 4500

Fax (0239975 4700

Auditors Bankers

PKF National Australia Bank
Level 10 96 High Street

I Margaret Street Fremantle WA 6160

Sydney NSW 2000

Share Register

Ordinary shares and Opfions Convertible nofes
Registries Ltd Unit 9

Level 2 19 Rodborough Road

28 Margaret Street NSW 2000 Frenchs Forest NSW 2086
Phone (02) 9290 9600 Phone (02} 8977 49506

Fax (02} 9279 6664 Fax (02) 9975 4700

Stock Exchange

The Company is listed on the Australian Stock Exchange.
The Home Exchange is Sydaey.

Other information

DataDot Technology Ltd, incorporated and domicited in Austyalia, is a publicly listed company limited by
shares.
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Chairman’s Letter
Dear Shareholder,
Your Board is pleased 1o report that 2006 has been a very significant year for DataDot Technology Eid.

Operationally, the major development was a rise in Group revenue of 59%, which more than recovered the
revenue decline of the previous year while broadening the company’s client base and lowering iis
concentration risk. Each of our subsidiary companies in Australia, USA and South Africa improved its sales
and revenue figures. DataTrace DNA Pty Lid, our 50/50 joint venture with CSIRO formed in November
20035, also recorded its first sales by year end.

Strategically, the company pursued a mix of market development, product delivery and diversification
strategies in 2606 that have improved its reach and competitiveness and established a strong platform for
future revenue growth. New markets were established in Austria, Romania and Brazil. Three exfensive
motor vehicle dealer networks were contracted in the US and were recording promising sales by year end.
We worked closely with overseas authorities who want to use microdots to reduce vehicle thefi, including a
European task force that has submitted a draft EU Directive on Whole-of-Vehicle-Marking {WOVM) to
Brussels; New Zealand, which is in the process of implementing its mandatory WOVM policy; and the
goverament of Taiwan, which has publicly announced an intention to examine maadatory WOVM policy
using microdots. We developed two new spray application technigues for DataDotDNA, a rebotic applicator
and an aerosol pressure pack, which will provide access to new global markets in vehicle, marine and retail
applications. And in DataTrace DNA Piy Etd we established a significant further research program to
perfect DataTraceDNA solutions across a range of high-volume, global products.

On the supply side of the business the potential for market growth of the company’s ¢ore product,
DataDotDNA, has been limited until now by the available methods of applying DataDotEXNA, and in
particular by the manual spray method used to apply DataDotDNA 1o vehicles. For post-production WOVM
this manual spray method is ideal. But at the point of manufacture, where best practice standards require
completion of each assembly line task in 35-40 seconds, manual application requiring 5-7 minutes is
unacceptably slow. Similarly, in the vehicle aftermarket, and in the marine and retail markets, the
meonvenience of requiring an air hose and regulated air supply to apply DataDotDNA has severely Himited
sales opportunities. It has been due to this application inflexibility that the company has been unable until
now to expand either upstream into the assembly line OF market or downstrean: info the aftermarket and
retail market. Both of these market barriers have been overcome by the breakthrough in application
technigues developed in 2006.

The company’s robotic applicator — the DataDot Autemated Applicator Cell (DAAC) - is now ready for the
prove-out that will precede commercial deployment. To facilitate this step the company has been awarded
an Ausladustry Commercial Ready grant of $1.5 million, supported by a further grant of $580,0060 from the
National Motor Vehicie Theft Reduction Council, to establish the technical feasibility of using the DAAC 1o
apply WOVM. The company has received expressions of interests from both an Australian astomotive
industry company and an overseas manufacturing for the prove-out phase of the DAAC.

We expect the prove-out trial will be compileted in the first half of 2007, at which point the DAAC will have
the demonstrated capacity to apply 7,000 DataDotDNA 1o vehicles both on the assembly line during
manufaciure, and at import cenires after manufacture, at one-tenth the time taken by manual application and
at significantly lower unit cost. In conjunction with our associated development of a portable, turnkey
process to manufacture DataDotDNA, one that meets the just-ia-time requirements of vehicle manufacturers,
your Board is confident that the DAAC s the platform that will take WOVM 1o a new fevel of OF market
penetration giobally.

For the retail market the company has developed a pressure pack delivery system that can apply
DataDotDDNA easily and affordably to a wide range of assets in the home and at work. Extensive testing
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throughout 2006 confirms that re-packaging DataDoiDNA in this convenient delivery system will open
numerous market segments including motoreycles, vehicle parts and accessories, marine, household and
personal assets.

On the demand side of its core DataDotDNA business the company has intensified its Haison with
government, police, insurers and other authorities (o promote awareness of the benefits of universal WOVM.
New Zealand has already announced a mandatory WOVM policy that is likely to generate substantial
business volumes for the company and Taiwan is well advanced in adopting a similar policy. The
Government of Austria publicly supported mandatory WOVM during its recent tenure as Chairman of the
European Commission, and authorities from Austria, Netherlands and other EU nations are now pressing for
adoption of a draft EU Directive on WOVM. The Republic of Scuth Africa is currently developing a
WOVM Standard as a precursor to WOVM legislation. And the Australasian Police Ministers Conference is
formally considering a move towards mandatory WOVM, both to reduce vehicle crime and eliminate an
legal source of terrorist funding.

The company has alse maintained very close ties with the Russian Government, both directly and via its
state-owned Russian distributor, Machineimpert. In 2006 DataDot Technology products and systems were
endorsed by the Russian Parliament, the Duma, and are being progressively endorsed by government
agencies responsible for crime prevention and anti-terrorism. This has been a long-term investment in
relationship building that your directors are confident will yield positive commercial results.

In the months since DataTraceDNA Pty Litd was formed in November 2005 an exclusive distribution
arrangement has been agreed lfor China, where the distributor is working closely with Government
authorities on a product authentication project for consumer goods. To date, $1 miliion of a $10 million
Hcensing Tee has been paid by the distributor, the balance to be paid in September 2007, The company has
also concluded the first sale of DataTrace DNA for commercial application, specifically in the gaming
industry, by embedding DataTraceDNA in the molecular structure of genuine products to distinguish them
from counterfeit substitutes.

Most activity in DataTraceDNA Pty Lid is still at the level of applied research of specific commercial
applications, conducted in conjunction with the CSIRO and often mvolving the R&D personnel of potential
global clients. Specific projects currently underway include covert product authentication for barcodes;
paper and fabric labels; packaging of cigarettes, cosmetics and alcohol; government documents and tax
stamps; publications; works of art; and paint. The company is also active in Turther developing the patented
properties of DataTraceDNA as an agent for managing the homogeneity of bulk materials such as concrete
and explosives.

Your directors are confident that developing these new methods of DataDoiDNA application, and
customising DataTraceDNA for commercial application, will generate significant growth and yield for the
company. Accordingly, we have since June 30 raised an additional $7.665 million through the placement of
ordinary shares specifically to fund manufacture of DataDotEINA in New Zealand to meet locally the
demand created by mandatory WOVM, to prove the technical feasibility of the DAAC, to further develop
DataTraceDNA and for related working capital requirements.

All the detail in this letter might prompt any shareholder to question the ability of the company, its
management and stalf to stay focussed and complete the many opportunities that have been identified and
presented. 1 can assure you that the Board and Management are working closely together to ensure that the
priorities identified in the strategic plan are given due aftention and support. Your directors believe we can
go forward into the next year with confidence that all the hard work of the previous years will come to
fruition.

In December [ was privileged to be appointed 1o the Board as a nos-executive director and Chairman, which
increased the number of non-executive directors to three and so allowed for a further strengthening of the
company’s governance policies. In particular, we were able to adopt best practice in constituting the
membership of the Audit Committee exclusively with non-executive directors and in establishing a
Remuneration and Nomination Commiitee.
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I would like to thank my fellow direciors for their valued contributions 1o these important Standing
Committees and for their work on the full Board, and thank the CEQ and his team for their dedicated
coniribution over the year.

1.F.Brown
Chairman

11" September 2006
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Directors’ Report

Your directors submit their report for the vear ended 30 June 2006.

1 Directors and Company Secretary

The directors of the Company at any time during or since the end of the financial year are:

Mr lan Brown ANZIIF, FAIM, CIP

Chairman, Independent Non-Executive Birector

Aged 63

Mr Brown joined the Board as a non-executive director and Chairman on 21 December 2005, upon his
retirement as Deputy Chiel Executive Officer of Insurance Australia Group Lid (IAG). He is also Chairman
of the Remuneration and Nomination Committee and a member of the Audit Committee. Mr Brown has
over 40 years experience in the insurance sector, at various fimes holding the positions of General Manager -
Western Underwriters Ltd, Manager Western Australia — QBE Insurance Ltd, General Manager - New
Zealand Security & General Insurance, Managing Director — SGIQO Insurance Ltd, Chief General Manager
International and Corporate Services — 1AG, and Acting CEO — FAG. Mr Brown is currently Chairman of
the Australian and New Zealand lnstitute of Insurance and Finance and is a former President of the Insurance
Council of Australia. He is currently on the Boards of IAG subsidiaries in China, Thailand and Singapore
and of 1AG Reinsurance Lid. As Mr Brown was appointed fo the Board since the last General Meeting, he
offers himself for re-election as a Director at the 2006 Annual General Meeting in accordance with the
Company’s constitution.

Mr Ian Allen AICD

Chiief Executive Officer

Aged 57

Mr Allen is a joiat founder of the Company and is responsible for the commercialisation of the DataDot
technology arcund the world. Mr Allen has over 30 years experience in the management of businesses in
Australia, primarily in the insurance field. 1n 1978, he founded National Credit Union Insurance Brokers, a
business which he ran untit 1996 and which offered insurance and financial planning services to credit union
members throughout Ausiratia. In 1996, he founded the Nationa! Asset Register, Australia’s first asset
identification and asset registration company which becasne DataDot Technology in 2002, Mr Allen is a
member of the Remuneration and Nomination Commiitee. He was appointed a Director on 9 March 2600,

Mr Alan Grant

Independent Non-Executive Birector

Aged 66

Mr Grant has worked in the international banking and finance industries for over 48 years, holdiag
management positions with the Commercial Banking Company of Sydney Lid, Associated Securities Ltd,
British Acceptance Ltd and Granco Finance. Mr Grant is the principal of Trans State Finance Pty Lid, a
commercial finance consulfancy and broking company. He has held the position of chairman with a number
of public companies including Miniskips NZ Ltd and Blue Line Cruises Ltd. Mr Grant is Chairman of the
Audit Committee and a member of the Remuneration and Nomination Committee. He was appointed a
Director on 22 November 2004. Mr Grant’s current term as director expires in 2006.
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Directors’ Report (Continued)

Mr Peter Housden B.Com (Hons), FCPA, AICD

Independent Non-Executive Birector

Aged 59

Mr Housden has over 35 years experience in corporate life inclading 16 years on fisted company boards. He
is currently a director of Sine Gold Ltd and Advanced Surgical Design & Manufacture Ltd and previously
was acting chairman and chair of the audit commiitee for Kaz Group Lid. He has been an executive director
of RGC Lid, of Australia Chemical Hoidings Ltd and held senior management positions with MIA Group
Lid, Metal Manufacturers Lid, Esso Australia Ltd and BHP Litd. Mr Housden is a member of the Audit
Commitiee. He was appointed a Director of the Board on 22 November 2004. Mr Housdens current term
as director expires in 2007.

Mr John Richards Dip Aee, CA, AICD

Commercial Director

Aged 73

Prior Lo joining the Company Mr Richards was the Managing Partner of Kendalls Chartered Accountants, a
position he held for some 40 years. He was appointed a Director on 9 March 2060, During the year Mr
Richards was a member of the Audit Committee until 21 December 2005. Mr Richards’ current term as
director expires in 2008.

Mr Chris Stott B. Ec., AICD

Chief Operating Officer

Aged 55

Before joining the Company Mr Sto#t held senior management positions with Credit Union Services
Corporation (Australia) Lid., including General Manager, Funds Management (Uni¢ Trusts and
Superanauation) and Executive Director, Bridges Personal Investiment Service. Prior to these positions he
was with the South Australian Goverament for 9 years. Mr Stott was appointed a Director of the Board on
14 December 2000 and his current term as director expires in 2007.

The qualifications and experience of the officer holding the position of Company Secretary as at the date of
this report is:

Mr Graham Loughlin B.A.(Hons), AICD

Company Secrefary

Aged 56

Mr Loughlin joined the Company in December 2004 as Manager of Corporate Strategic Dlevelopment and
Company Secretary. He was previously General Manager, Strategy and Business Development, of Credit
Union Services Corporation (Australia) Lid and a director of several of its subsidiary companies, 2 Member
of the Australian Payments System Council and Member of the Australian Housing Council. He was for 10
years a non-Executive Director of Data Advantage Lid and Credii Reference Association of Australia. Mr
Loughlin was formerly Executive Assistant to the Premier and Treasurer of South Australia.
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Directors’ Report (Continued)
2 Directors’ Meetings

The number of directors” meetings (including meetings of committees of directors) and number of meetings
attended by each of the directors of the Company during the financial year are:

Board Meetings Audit Commiitee Remuneration & Nomination
Meectings Commitiee Meetings
Number Number Number
held Number held Number heid Number
Name whilst a participated whilst a participated whilst a participated in
Director in Director in Director
I Brown 3 3 i ] ] I
I Allen 6 4 - - 2 2
A Grant 6 3 2 2 2 2
P Housden 6 6 2 2 I I
J Richards 6 6 i ] - -
C Stott 6 3 - - - -
3 Principal Activities of the Consolidated Entity

The principal activities of the consolidated entity during the course of the financial year were;
» development, manufacture and distribution of asset-based identification technologies, principally
DataDotDNA, that allow assets and their component parts to be uniquely marked and identified; and
s management under a management services agreement of the business activities of DataFrace DNA
Pty Ltd, a joint venture company owned equally by DataDot Technology Lid and CSIRO that is
exclusively licensed to commercially exploit the bulk materials identification and mixing analysis
properties of Data'Trace DNA, the intellectual property rights to which are owned by the CSIRO.

No other significant change in the nature of these activities occurred during the year.
4 Review of Results and Operations

In #ts first full year since publicly listing the Group has increased and broadened its revenue base, contained
its cost base, diversified is product set and opened new markets.

The Group™s net logs for the year affer income tax is $1,430,100 (26035: $5,138,564), representing a reduction
of 72% in the Group’s loss from the previous year.

Included in these figures are:
& non-recurring gain on director loans forgiven of SNil (2005: $748,077);
s share-based paymenis expense of $745,515 (2003: $2,457.846);
« non-recurring sale of licence fee of $750,600 (20035: $Nil)
Net loss from continuing operations, exciuding loans forgiven, share-based payments and non-recurring sale

of licence fee is ($1,434,585) [2005: ($3,428,735}), representing a 58% annual improvement (see table
below).
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Directors’ Report (Continued)

2006 2005
s 5
Net loss from total operations {1,436,100) (5,138,504)
Add-back director loans forgiven - (748.077)
Add-back cence fee (756,600) -
Subtract share-based payments 745,515 2,457.846
Adjusted net loss from continuing operatioas (1,434,585} (3,428,735

Change

9%

72% improvement

70% improvement
38% improvement

Sales revenue for the year was $9,463,577 (2005: $5,957 454), representing an increase of 59% on the
previcus year. The growth in current year revenues is largely atiributable to organic growth in 3 of the 4

market segments.

Summarised operating results are as follows:

Revenues Results Revenues Results
8 § 8 $
Geographic segments
Australasia 4,888,260 789,452 4,058,844 (59,716)
USA 2,096,745 (122,897} 658,878 (852,166}
Europe 398,403 (78,331} 464,345 (130,061)
South Africa 1,302,535 25,288 859,150 (51,790)
8,685,643 613,512 6,041,217  (1,093,733)
Consolidated entity adjustments {92,765 - {261,793} -
Non-segment unatlocated revenues and
expenses 870,399  (1,967,023) 1034779 (3,607.227)
Finance costs - {231,480 - (437.544)
Share of profit of joint venture - 154,891 - -
Consolidated entity sales and loss from
ordinary activites before income tax expense 9,463,577 (1,430,100} 6,814,203 (5,138,504)

Group operating expenses reduced from $9,843,764 in the 2005 financial year 1o $8,610,963 in the 2006
financial year. The change relates principally fo a decreage in the employee benefits expense of $961,806.
This reduction occurred because share-based payments expensed during the year were significantly less than
the previous year. During the 2006 year share-based payments totalled $745,515 (2005: $2,457 846).

Excluding the effect of the share-based payments, employment costs increased by approximately $750,000.
The increase in employee benefits is atiributable both to moderate increases in remuneration and the

employment of additional personnel.
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Directors’ Report (Continued)

The Groups® Earning Before Interest, Tax, Depreciation and Amortisation (EBFTDA) is digclosed below.
Excluding the effect of share-based paymenis, the Group would have reporied a positive EBITDA of
$42.787 for the 2606 financial year.

2006 2005
S S

Loss after income tax (1.430,100) (5,138,504)
Add back:

lacome Tax Expense - -

Interest Fxpense 231,480 437,545

Depreciation and amortisation expense 495,892 477,305
Loss before interest, tax, depreciation and amortisation {702,728) (4.223.654)
Share-based payments 745,515 2,457,846
Earnings /(Loss) before interest, tax, depreciation,
amortisation and share-based payments 42,787 (1,765,808)

On 31st October 2005 the company established a joiat venture company, DataTrace DNA Pty Lid, with the
CSIRO. The Company provides management services to DataTrace DNA Pty Ltd under a Management
Services Agreement. Management fees charged to DataTrace DNA Pty Lid were $711,600. The Company’s
and Group’s share of profit from the joint venture was $154,891.

The consolidated cash {low statement illustrates that there was a decrease in cash and cash equivalents in the
vear ended 30 June 2006 of $2,838,198 (2003: increase of $4.266.852). The cash outflow in comparison with
the prior year cash inflow is caused by a number of factors:

- Operating activities consumed $1,542 338 (20035: $3,504,626). This reduction in comparison to
36 June 2003 is largely due #o an increase in cash generated from sales and, fo a lesser extent, a
reduction in interest paid for the year.

- Cash outflows from investing activities during the year ended 30 June 2006 increased to
$1,428,061 (20605: §367,871), which was mainly attributable to mvesting in the joint veniure,
Datalrace DNA Pty Ltd.

- There was a significant reduction in cash flows from financing activities for the year ended 36
June 2006 due to the prior year containing the proceeds from the PO,

The asset and capital structure is provided below:

2006 2005
S $

Debts:

Interest bearing loans and borrowings 1,671,389 2,269,044

Other loans — nosn interest bearing 498,795 759 243
Cash and short term deposits (1,169.581) {4,024,831)
Net Debt 1,600,603 (996,544)
Total eguity 2,725,994 2,310,991
Total capital employed 3,726,597 1,314,447
Gearing 36.71% -
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Directors’ Report (Continued)

The profile of the Group’s debt inance is as follows:

2006 2005
$ $
Current
Obligations under inance leases and hire purchase contracts 408,957 281,858
Bank loan 35,886 -
Noteholder loans 845,000 319469
Other loans — non interest bearing 61,273 165,137
1,351,116 766,464
Non-current
Obtligations under finance leases and hire purchase contracts 308,105 732,717
Bank loan 73,441 -
Noteholder loans - 935,000
Other loans — non interest bearing 437.522 606997
819,668 2,274,714
2,176,184 3,641,178

The amount of the Group’s debt has decreased over the last year. The Group anticipates that its debts will
decrease over the coming year once the noteholder loans are either repaid or converted into ordinary shares.

There has been an increase in cash used fo purchase plant and equipment for 3¢ Jurne 2006 to $316,408 from
$191,849.

5 Significant changes in the state of affairs

Over the course of the year, holders of convertible notes valued at $409,469 elected to convert their notes to
3,751,276 fully paid ordinary shares. The remaining converiible notes mature in May and June 2067, are
valued at $843,000 and convert to an additional 3,591,648 fully paid ordinary shares.

Over the course of the year, the Company has capitatised $695,803 in intangible assets for costs incurred on
the development of the DataDot Automated Applicator Cell (DAAC). Approximately 94% of these costs
were external to the Group. The Company has been awarded an AusIndustry Commercial Ready grant of
$1.5 million. The Company has received under the grant $385, 898 of which $347,620 has been treated as
deferred income and recognised as a non-current liability. Upon the completion of the DAAC project, this
deferred income will be released to the income statement over the expected useful life of the DAAC by equal
annual instalments.

The Company has maintained its development programme and has capitalised $132,414 of other
development expenditure during the year.

Fully paid ordinary share capital increased during the year as follows:
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Directors’ Report (Continued)

Conversion of convertible notes

sl | +
Conversion

Number of

Number of  price per Value of  Uplift factor  shares issued
Conversion  comverfible  comvertible  convertible on on Increase in
dute notes note § notes § CONversion conversion  share capital
{7/08/2005 90,509 0.15 13,636 1.92612012 175,374 13,636
26/08/2005 300,600 0.15 45,000 1.82912012 578,736 45,000
01/09/2005 16,000 0.15 1,500 192612012 19,291 1,500
06/09/2005 62,216 0.15 9,332 1.92912012 {20,022 9,332
01/12/2005 1,250,006 0.20 250,000 192912012 2,411,460 256,000
{7/01/2066 171,428 0.35 60,000 182912012 330,765 66,000
08/03/2066 40,606 0.50 20,000 1.92912012 77,165 20,000
13/03/2066 20,0600 0.50 10,060 192612012 38,582 10,000
1,944,553 $ 409469 3,751,276 409 469
Exercise of options
Number of
shares issued
Number of  Exercise  Funds raised O eXereise

Exercise Date  options price S of option
12/04/2066 500,606 0.20 100,606 560,060 100,000
22/85/2006 1,006,000 0.15 150,000 1,606,060 150,000
23/05/2006 1,006,000 0.15 150,000 1,606,060 150,000
01/06/2066 56,0606 0.25 {2,506 50,060 {2,500

2,550,000 $ 412500 2,556,000 412 500
Share-based payments
Share-based paymenis refating to 2006 financial year credited to equity 745,515

6

Dividends

The Directors recommend that no dividend be paid. No dividends have been declared or paid during the
period.
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7 Events Subsequent to Reporting Date

Between | July 2005 aad the date of this report the following material transactions have occurred. The

Company has:

. [sgued a further 18,250,000 ordinary shares at 42 cents per share.

. Granted options over 1,000,000 unissued ordinary shares to employees under the Company’s
Employee Share Option Plan.

Other than the matters discussed above, there has not arisen in the interval between the end of the financial
year and the date of this report any item, transaction or event of a material and unusual nature fikely, in the
opinion of the directors of ihe Company, 1o affect significantly the operations of the consolidated entity, the
resuits of those operations or the state of affairs of the consolidated entity, in subsequent financial years.

8 Likely Developmenis
It is anticipated that principal activities of the consolidated entity will remain unchanged.

In particutar, the Company expecis in 2007 to complete the feasibility prove-out of its DAAC, which is the
final development step to be completed before commercial deployment of this robotic solution for
DataDotDNA application. [t also expects to commence widespread distribution of DataDotDNA to new
market segments via a hand-held, pressure pack aerosol spray.

Government-mandated whole-of-vehicle-marking is expected to commence in New Zeatand and there are
indications of orders for both DataDotDNA and DataTrace DNA due to other government endorsements of
these products for specific applications ia the automotive, aviation and pharmaceutical industries.

In relation to DataTraceDNA, it is likely that in 2007 the company will significantly increase its field testing
of commercial application in conjunction with leading international companies in the fields of polymers,
inks, concrete, explosives and fibres. Our policy is not to name these development partrers because the
value to them of DataTraceDNA used as a covert authentication agent with their products would be
compromised if their identities were disclosed.

9 Corporate Governance Statement

This statement outlines the main corporate governance policies of the Company. These policies comply with
the ASX Corporate Governance Council recommendations, unless otherwise stated. The policies are
published on the Company’s website.

9.1 Board of Directors
Role of the Board
The board’s primary role is the protection and enhancement of loag-term shareholder value.

To fulfil this role, the board is responsible for the overall corporate governance of the consolidated entity
ncluding formulating its strategic direction, approving and monitoring 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
conirol and management information systems. [t is also responsible for approving and monitoring financial
and other reporting.
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The board has delegated responsibility for operation and administration of the Company to the Chief
Executive Officer and executive management. Responsibilities are delineated by formal authority
delegations.

These roles are documented in board approved policy statements.

Board processes

To assist in the execution of its responsibilities, the board has established an Audit Committee and a
Remuneration and Nomination Committee. These two committees have written mandates and operating
procedures, which are reviewed annually.

The board has also established a framework for the management of the consolidated entity including a
system of internal control, & business risk management process and the establishment of appropriate ethical
standards.

Independent professional advice and aceess to company Information

Under the Company’s Board Charier, each director has the right of access to all relevant company
information and to the Company’s executives and, subject to prior consulfation with the Chairman, may seek
independent professional advice from a suitably qualified adviser at the consolidated entity’s expense.

Composition of the board
The names of the directors of the Company in office al the date of this report are disclosed in the Directors’
Report on pages 5 & 6.

The Constitution of the Company specifies the number of directors shall be not less than three nor more than
ten. The board may at any lime appoint a director to fill a casual vacancy and at each annual general
meeting, one-third of directors, not including the managing direcior, together with any director appointed
since the last annual general meeting retire from office and may stand for re-election.

The composition of the board is reviewed regularly by the Remuneration and Nosnination Commitiee to
ensure that the range of expertise and experience of board members is appropriate for the activities and
operations of the consolidated entity. Where, through whatever cause, it is considered that the board would
benefit from the services of a new director with particular skills, the board would then appoint the most
suitable candidate who must stand for re-election at a general meeting of shareholders.

The board currently consists of six directors of whom three, Mr A. Grant, Mr P. Housden and the Chairman,
Mr 1. Brown, are independent. None of these three independent directors is a substantial sharehoider of the
Company, or a former or current executive or customer of the Company, or adviser or supplier to the
Company, and has no material contractual relationship with the Company or consolidated entity other than as
a director of the Company.

The board is of the view that its current composition serves the interests of shareholders for the following
reasens:
. the combined knowledge, skills and experience of directors is adeguate, having regard to:
o the demands of the Company’s size, market knowledge and board responsibilities;
o the integrity and transparency of the Company’s documented goveranance policies;
o the fact that independent directors comprise the whole membership of the audit commiitee;
and
o the fact that indepeadent directors constitute a majority of the members of the Remuneration
and Nomination Commiitee.
. it is not af present in the interesis of shareholders to incur the expense of additional directors.
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Board evaluation

Under the Company’s policy of Board and Director Evaluation, both individual and collective performance
evaluations were conducted during the reporiing period. The method of performance evaluation included
both individual director discussions with the Chairman and board discussions of the matters contained in the
Chairman’s report of those discussions. Evaluation was made against the criteria of personal coniribution,
collective efficacy and procedural adequacy that are specified in the policy. The Remuneration and
Nomination Committee monitors different evaluation methodologies in its quest for continuous
improvement.

9.2 Remuneration Report

Directors’ and Senior Executives’ Remuneration

During the year the Board established a Remuseration and Nomiaation Committee comprising three
directors, two of whom are independent directors. The Committee’s charter is to review and make
recommendations to the Board in relation to:

s lxecutive remuneration and incentive policy

s The remuneration of the CEO, executive directors and all direct reporis of the CEO;

s lxecutive incentive plans;

¢ The remuneration of non-executive directors;

* Retention, performance assessment and termination policies and procedures for non-executive
directors, the CEQ, executive directors and all direct reports of the CEQ;

s lstablishment and oversight of employee and executive share plans and share option plans;

s  Superannuation arrangements;

o The disclosure of remureration in DDTs publications, including ASX filings and the Ansnual
Report;

»  Board composition, haviag regard o necessary and desirable competencies;

» Boards succession plans; and

s lvaluation of Board performance.

The Remuneration and Nomination Committee has commissioned an oufside expert to review the company’s
remuneration policy, both for executives and independent directors, including remuneration levels, market
relativity, performance-related remuneration and remuneration packaging. The Committee expects to
receive the results of this review in September and will report its evaluation and decisions at the Annual
General Meeting in October.

Under the present policy the remuneration of the Chief Executive Officer is determined by the board on the
recommendation of the Remuneration and Nomination Commitice. Remuneration of other key executives is
determined by the Chiel Executive Officer in accordance with the policies established by the Remuneration
and Nomination Commitiee, having taken into account information obtained via repufable industry
remuneration surveys and / or independent consuliant reports. This also includes participation in share
option schemes, incentive performance packages, retirement and termination entitiements, fringe benefits
policies and professional indemnity and liability insurance policies.

The Remuneration and Nomination Conmmnittee is responsible for making recommendations on remuseration
policies and packages applicable 1o board members and senior executives of the consolidated entity. The
broad remuneration policy is to ensure the rermuneration package properly reflects the person’s duties and
responsibilities, and that remuneration & competitive in attracting, retaining and motivating people of the
highest quality.
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The Constitution specifies that the aggregate remuneration of directors, other than salaries paid to executive
directors, shall be determined from time to time by a general meeting. An amount sot exceeding the amount
determined is divided between those directors as the board agrees, taking into account information obtained
via reputable industry remuneration surveys and / or independent consultant reports

Options may be granted to executives and other employees in accordance with terms of the Employee Share
Option Plan.

Details of the nature and amount of each major element of the emoluments of each director of the Company

and the officers of the Company and consolidated entity receiving the highest emoluments during the year
are disclosed in Tables { to 3 following:
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Remuneration of directors and named executives

Table 1: Directors’ remuneration for the year ended 30 June 2006

Primary Benefits Post employment Equity Totatl Yo
performance
related
Salary Cash LTE Non Superannuaation Life Retirement | Options
& Fees STI monetary insurance
benefits

i. Brown * 20006 29,118 - - 2,621 - - - 31739
Chairman
1. Allen 2006 375,000 - 62,358 33,750 - - 242445 713,553
Chief Executive 2005 305,003 - 111,578 27,450 - - 273,528 717,559
J. Richards 2006 178,352 - 62,634 12,2061 7,850 - 81,451 342,488
Commercial Director 2005 64,757 - 70,615 103,238 - - 91,894 360,504
C. Stott 2006 171,378 - 56,054 70,500 - - 137441 435,373
Chief Operating Officer 2005 228,400 - 39,561 44,160 - - 921953 1,234,614
P. Housden ** 2006 43,872 - - 4,128 - - 19,738 69,738
Non-executive 20065 33,257 - - 2,963 - - 22,268 58,518
A. Grant 2006 - - - 40,060 - - 16,448 56,448
Non-executive 2005 - - - 24,163 - - 18,556 42,659

* Appointed 21 December 2005.
*¥%*  Resigned as Chairman 21 December 2005.
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Remuneration of directors and named executives continued

Table 2: Remuneration of the 5 named Group executives who received the highest remuneration for the year ended 30 June 2006

Primary Post empleyment Equity Toial Y
Benefits performance
related
Salary Cash LTE Nen Superannuaation Life Retirement | Oplions
& Fees L N | monefary insurance
benefifs
B. McLaws * 2606 188,542 33,794 - 3.92% - - - 81,451 307,716 10.08
President (DataDot Technology 2005 165,388 - - 16,185 - - - 91,894 267 467 -
USA Inc.)
S. Cutler * & ** 2606 213,327 49,901 - 16,224 - - - - 279452 17.86
President -  Finance & 2005 218,022 - - 31,528 - - - - 249,550
Operations {DataDot
Technology USA Inc.)
G. Loughlin 2606 218,000 - - - - - - 28,918 246,918 -
Company Secretary and 2005 127167 - - - - - - 19,327 146,494 -
Strategic Dev Mgr {DataDot ***
Technology Lid}
G. George **** 2006 80696 131,567 - 19,124 7.263 - - 11,085 249,735 52.68
Manager, Research and 2005 68,344 116,000 - 32,693 6,516 - - 9,663 233.216 49.74
Development {BataDot
Technology Lid)
R. Parsons 2606 156,000 - - 21,269 13,500 - - - 184,765 -
General Manager {DataDot 2005 140,671 - - 19,230 24,167 - - 3R3050 567,118 -

Technology Australia Pty Ltd)

*

*E A related party entity of Mr. §. Cutler earned commissions on sales — see note 30 for details.
6% Appointed 1 December 2004
w#dk Cash ST for G George are paid under a royalty agreement and are paid to a related entity of G George. The royalty agreement terminates on G George

ceasing employment with the parent company.
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Remuneration of directors and named executives continued

Table 3: Remuneration of the 5 named Company executives who received the highest remuneration for the year ended 30 June 2006

Mr. G Loughlia and Mr. G George are employed by the parent company and their remugeration for the year ended 30 June 2006 is disclosed in Table 2 on the
preceding page.

Primary Post employment Equity Total % performance
Benefits related
Salary  Cash LTI Non Superanauation Life Retirement | Oplions
& Fees STI monetary insurance
benefits
1. Kraft 2006 119,266 - - 22,268 16,734 - - - 152,268 -
VP - Product Development 2005 40,694 - - 7418 4,472 - - - 61,584 -
DataTrace DNA *
G. Twemlow 2606 124,508 - - - 11,206 - - - 135,704 -
VP - Business Development **
DataTrace DNA
M. lames 2006 84,659 - - - 7.619 - - - 92,278 -
Chief Financial Officer kK
* Appointed 1 February 2604
% Appointed 28 October 2005
ok

Appointed 1 December 2003
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During and since the end of the financial year an aggregate of 1,600,000 share options were granted to the
following executives of the company:

Executives Grant Date Grant number Value per Number of Value of
option of ordinary options

grant dute shares under granted

option during or

since end of
Sfinamcial year

$ 3
G. Loughlin 5-Aug-05 200,000 0.1446 200,000 28,918
G. Loughlin 4-Aug-06 500,000 0.1955 500,000 97,750
M. James 4-Aug-06 250,000 0.1955 250,000 48,875
S. Cutler 4-Aug-06 250,000 0.1955 250,000 48,875

No share opiions were granted fo directors during or since the end of the financial year.

For details on the valuation of the options, including models and assumptions, please refer to Note 7. There
were no alterations to the ferms and conditions of options granted as remuneration since their grant date.

9.3 Audit Committee

The Audit Committee has a documented charter, approved by the board. All members must be independent
noa-executive directors. The Chairman may not be Chairman of the board. The committee advises on the
establishment and maintenance of a framework of internal control and appropriate ethical standards for the
management of the consolidated entity.

The members of the Audit Committee during the year were:

. Mr A Grant (Chairman) — Independent Non-Executive

. Mr P Housden, B.Com (Hons), FCPA, AICD — Independent Non-Executive

. Mr | Brown, ANZHF, FAIM, CIP — Independent Non-Executive

. Mr I Richards, Bip. Ace., CA — Executive, replaced by Mr 1 Brown on 21 December 20065,

The external auditors and the Chief Financial Officer are invited to Audit Committee meetings at the
discretion of the commitiee. The commiitee met twice during the year and commitiee members” attendance
record is disclosed in the table of Directors’ meetings on page 7. The Chief Executive Officer and the Chief
Financial Officer declared in writing fo the board that the Company’s financial reporis for the year ended 30
June 2006 present a true and fair view, in all material respects, of the Company’s financial coadition and
operational results and are in accordance with relevant accounting standards. This statement is required
annually.

9.4 Risk Management

Under a documented Risk Management Policy the board oversees the establishment, implementation and
annizal review of the Company’s Risk Management System. Management has established and implemented
the Risk Management System for assessing, mon#oring and managing strategic, operational, financial
reporting and compliance risks for the consolidated entity, taking into account the consolidated entity’s stage
of development. The Chief Executive Officer and the Chief Financial Officer have declared, in writing to
the board, that the financial reporting risk management and associated compliance and controls have been
assessed and found 1o be operating efficiently and effectively. All risk assessments covered the whole
financial year and the peried up to the signing of the annual financial report for all material operations in the
consolidated entity.
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Under the same policy, a nominated risk management commitiee, comprising executive management, reports
1o the board semi-annually on the status of risks through integrated risk management programs that aim to
ensure risks are identified, assessed and appropriately managed.

Internal control framework

The board acknowiedges that it is responsible for the overall internal control framework and accordingly has
anplemented a cost effective Internal control system. The system is based upon policies, guidelines,
delegations and reporting as well as the selection and training of qualified personnel. The board believes the
current control framework to be suitable for the Company’s current operations. There is no internal audit
function as the cost would significantly cutweigh the benefiits given the size of the current operations.

Emvironmental regulation

The consolidated entity’s operations are not subject to any significant envircnmental regulations under
Commonwealth or State legislation. However, the board believes that the consolidated entity has adequate
systerns in place for the management of its environmental requirements and is not aware of any breach of
those environmental requirements as they apply to the consolidated entity.

9.5 Ethical standards

All directors, managers and employees are expected to act with the utmost integrity and objectivity, striving
at all times to enhance the reputation and performance of the consolidated entity. Every employee has a
nominated supervisor to whom they may refer any issues arising from their employment. The board reviews
the Company’s published Code of Conduct annually and processes are in place fo promote and communicate
these policies.

In accordance with the Corporations Act 2001 and the Company’s constitution, directors must keep the
board advised of any interest that could potentially conflict with those of the Company. Any transactions
with directors are formaily approved by the board. The Director concerned does not participate in discussion
or approval of the transaction. Details of director related entity transactions with the Company and
consolidated entity are set out in Note 30.

Director Dealings in Company Shares

Directors and employees may acquire shares in the Company, but are prohibited from dealing in Company
shares whilst in the possession of price sensitive information that has not been made public. The Company’s
published Share Trading policy recommends trading be restricted to specified trading windows and requires
disclosure of trading activity.

Code of Conduct

The Company’s published Code of Conduct sets out the Company’s responsibilities to shareholders,
customers, suppliers, employees, other stakeholders and the wider commuaity. t prescribes minimum
principles and standards of conduct that the Company expecis of directors, employees, contractors and
consultants engaged in its service.

9.6 Continuons and peripdic disclosure to ASX

The Company’s published Disclosure Compliance policy presceribes the Company’s disclosure obligations
under the ASX Listing Rules and estabiishes the procedures and individual responsibitities that will ensure
compliance.

The policy adopts five per cent of the base amount (e.g. total revenue, total expenses, and tofal assets) as the
threshold for materiality where it can be measured quantitatively, and requires consideration of strategic
position, reputation, ability to carry on business and legal compliance as gualitative criteria for determining
materiality under the Listing Rules governing continuous disclosure.

The Company Secretary is responsible for alt communications with the ASX.
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9.7 Communication with sharcholders
The board provides shareholders with information under a comprehensive Shareholder Communication
Policy. Within that policy:

. periodic disclosure of financial results is achieved by announcing them to the ASX, posting them on
the Company’s websife and issuing media releases;

. contingous disclosure of all material matters that may affect the price of the Company’s securities is
achieved by announcing them to the ASX, posting them on the Company’s website, and issuing media
releases:

. the annual report is distributed to all sharehoiders. The board ensures that the annual report includes

relevant information about the operations of the consolidated entity during the year, changes in the
state of affairs of the consolidated entity and details of future developments, in addition to the other
disclosures required by the Corporations Act 2061 ;

. the halfyearly report contains summarised financial information and a review of the operations of the
consolidated entity during the period. Half-year financial statements prepared in accordance with the
reguirements of Accounting Standards in Australia and the Corporations Act 2061 are lodged with the
Australian Securities and Investments Commission and the Australian Stock Exchange Lid. The
financial statements are sent fo any shareholder who requests them;

. the Board encourages full participation of shareholders at the annual general meeting to ensure a high
level of accountability and idengification with the consolidated entity's strategy and goals;
. the external auditor is requested to attend the annual general meeting to answer any questions

concerning the audit and the content of the auditor’s repori.

1] Unissued Shares Under Option

At the date of this report unissued ordinary shares of the Company under option are:

Expiry Exercise Number
Date price of shares
23/07/2009 $6.15 300,000
31/12/2009 $0.15 4,493,000
23/07/2009 $0.20 3,560,000
31/12/2009 $6.25 17,300,600
7/8/2011 $0.42 1,060,000

26,795,000

Of these, 7,350,000 options were granted to nominees of K'TM Capital Piy Lid, the underwriter of the
Company’s initial public offering. These options have an exercise price of $0.25 and expire on 31 December
2009. These options expire on the earlier of their expiry date and a date referable to the date the director or
employee ceases to be employed by the Company.

The holders of such options do not have the right, by virtue of the option, to participate in any share issue or
interest issue.
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Details of ordinary shares issued during or since the end of the financial year as a result of exercise of an
opiion are:

Issuing entity Number of ordinary  Amownt paid — Amount unpeid

shares issued for shares on shares
DataDot Technology Limited 500,000 $160,000 NIt
DataDot Technology Limited 1,606,000 $250.000 NIl
DataDot Technology Limited 1,606,000 $250,000 NI
DatalDot Technology Limited 50,000 $25.000 ENIE

700,600 options lapsed during or since the end of the financial year as a result of employees ceasing to be
employed by the company. The options that lapsed during or since the end of the financial year had a value
of $175,060.

11 Directors’ Interests
The relevant interest of each director in the shares and options over shares issued by the Company, as

notified by the directors fo the Australian Stock Exchange in accordance with the Corporations Act 2001, at
the date of this report is as follows:

Interest Interest
Name of Director in Shares in Options
1 Brown - -
1 Allen 18,431,300 3,685,000
P Housden 120,000 300,000
A Grant 40,000 250,000
J Richards 4,495,000 1,238,000
C Stoit 120,000 6,584,000
12 Indemnificafion and Insurance of Officers and Aunditors

No indemsities have been given to any persen who is or has beern an officer or auditor of the consolidated
group.

Duriag the year, the Company has paid insurance premiums in respect of directors’ and officers’ liability
msurance contracts. The directors have not included details of the nature of the liabilities covered or the

amount of the premium paid in respect of the directors’ and officers” liability insurance contracts, as such
disclosure is prohibited under the terms of the contract.

13 Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2081

The lead auditor's independence declaration is set out on page 24 and forms part of the Directors' Report for
the year.
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14 Payments to auditor for nen-andit services

During the year ended 30 June 2006, the following payments were made to the Company’s auditor, PKF, as
remuneration for services other than audit services:

Taxation services £66,890

The divectors are satisfied that the provision of non-audit services during the year by the auditor is
compatible with the general standard of independence for auditors imposed by the Corporations Act,

The directors are satisfied that the provision of the non-audit services did not compromise the auditor
independence requirements of the Corporations Act because the services provided were compliance
assurance services only and as such did not mvolve the auditor in company direction or management.

Dated at Sydney this 11" day of September 2006

Signed in accordance with a resolution of the Directors:

.1, Housden
Director
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Charlered Accountants
& Business Advisers

Auditors Independence Declaration under section 307C of the Corporations
Act 2001

To the Directors of DataDot Technology Limited -

As lead engagement partner, | declare that, to the best of my knowledge and belief,
in refation to the audit for the year ended 30 June 2008, there have beem.

i ho contraventions of the auditor independence requirements as sei out in the
Corporations Act 2001 in relation o the audit; and

i, no contraventions of any applicable code of professional conduct in relation o
the audit,

Ar

PKF

A

Arthur Milner
Partner

Sydney
11 Beptember 2006

Tel 61 29251 4100 | Fax; 61 2 9240 8827 | ww.pkfcom.au

New South Wales Parinership | ABN B3 236 985 726

Leval 10, 1 Margare! Street | Sydney | New South Wales 2000 | Australia
DX 10173 | Sydney Stock Exchange | New South Wales

Liabiity imited by a scheme approved under Professional Standards Lagislation
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FOR THE YEAR ENDED 36 JUNE 2006

CONSOLIDATED PARENT
2006 2005 2006 2005
Note & b b 5

Continuing operafions
Sale of goods 7,854,457 3,424,178 - -
Rendering of services 717,648 - 717,648 -
Licence fees 771,123 355,246 750,050 260,876
Royalties - - 369,792 81,365
Finance revenue 120,349 178,030 124,848 176,690
Revenue 4(a) 9,463,577 5,957,454 1,962,338 519,631
Cost of sales 4(e), (DY  {2,546,748) (2,108,943) (5,304) {174311)
Gross profit 6,916,829 3,848,511 1,957,034 344,720
Other income 4(b) 109,143 856,749 28,635 856,749
Employee benelits expense 4{g) (5,273,024)  (6,234,830)  (2,855,202) (4,040,677
Administrative expenses 46, Ry (1,164.367)  (1,452,061) (659.895) {882,278
Advertising and promotional expenses (303,110) (460,587) (37,745) (27,722)
Occupancy expenses 4N (497,198) (446,590) 2311 {1,854y
Travel expenses (502,207 (320,355) (189,754) {113,142)
Finasnce cosis 4(c) {231,486} (437,545) (110,854) {32241
Depreciation and amortisation expense 4(d) (495,892) (477,365 (146,029) {122,502)
Bad and doubtful debis (143,685) {14,491} (670,529 (6,836,226)
Share of profit of joint venture 14 154,891 - - -
Loss before income tax expense {1,430,100)  {5,138,504)  {2,722,028) (11,144,742
Income tax expense 3 - - - .
Net loss for the year {1,430,100)  {5,138,504)  (2,722,028) (11,144,742)
Loss attributable to minority interest - - - -
Loss atiributable to members of the parent 6 {1, 430,100  {5,138,504)  (2,722,028) (11,144,742)
Earnings per share (cents per share) 6
- basic for loss attributable from confinuiag (1.2} (6.3)

operations aftribuiable to ordinary equity

holders of the parent
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AS AT 30 JUNE 2606
CONSOLIDATED PARENT
2006 2005 2006 2005
Note & 3 & &

ASSETS

Current Assets

Cash and cash equivalents 8 1,169,581 4,024,831 396,127 3,668,175
Trade and other receivables g 2,345,700 936,680 022,902 131,184
inventories 10 395,062 374,326 - 4,248
Prepayments 35,999 - 5,943 -
Other Mnancial assets Bl 153,171 112,724 120,671 112,724
Total Current Assets 4,009 513 5,448,555 1,445,645 3,916,331
Non-Current Asseis

Trade and other receivables 12 26,648 - 26,648 -
Other inancial assets 13 - - 183,250 183,250
Investment accounted for using the

equity method 14 1,209,997 - 1,655,106 -
Plant and equipment 15 965,087 1,132,292 386,444 275,114
Intangible assets 16 07 831 356,000 907,831 350,000
Total Non-Carrent Asseis 3,109,563 1.482.292 2,553279 308,364
TOTAL ASSETS 7.269.076 6,930,847 3,698,924 4,724,695
LIABILITIES

Current Liabilities

Trade and other payables 8 1,645,790 1,459,474 828,006 474,871
Interest bearing loans and borrowings 19 1,285,843 661,327 007,494 362,222
Provisions 20 275,986 216316 197,414 146,217
Total Current Liabilities 3,211,619 2,271,117 1,9329014 983,310
Non-Current Liabilities

Interest bearing loans and borrowings 19 381,546 1,667,717 210,192 1.092 856
Other-non current liabilities 21 785,142 606,997 432489 97,478
Provisions 20 104,775 74,025 73.540 46,717
TFotal Non-Current Habilities 1,271,463 2,348,739 716,221 1,237,051
TOTAL LIABILITIES 4,483,082 4,619,856 2,649,135 2,220,361
NET ASSETS 2,725,994 2,310,991 1,349,789 2,504.334
EQUITY

Equity attributable {o equity holders

of the parent

Contributed equity 22 16,695,271 15,127,788 16695271 15,127,788
Accumulated losses 22 (13,996,674) (12,861,479 (15,345,482} (12,623.454)
Reserves 22 27.397 44,682 - -
Parent interesis 2,725,994 2,310,991 1,349,789 2,504,334
Minority interests 22 - - - -
TOTAL EQUITY 22 2,725.994 2,310,991 1,349,789 2,504,334
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Aetributable o equity holders of the parest Minority Foral equity
Irterest
fsued Accumlated Forelgn Total

Capital fosses CUFFETICY

tramslation

Feserve
CONSOLIDATED $ $ $ $ 3 3
Ai 1 July 2604 381,500 (7,722,973 122,986 {(7.018,48%) - (7,018,489}
Currency transhation differences - - {78,304} {78,304) - {78.304)
Total income and expense for period recognised directly in equity - - {78,304} {78,304 - (78,304}
{L.oss) for the period - {5.138.504) - {5,138,504) - {5,138.504)
Total income / expense for the period - {5.138.504) {78.304) {5,2106.808) - {5.216,808)
[ssue of share capital 12,088,442 - - 12,088,442 - 12,688 442
Cost of share-based pavments 2457846 - - 2,457.846 - 2457846
At 30 June 2005 15,127,788 {12,861 47%) 44,682 2,314,961 - 2,310,991
Adjustment on application of AASB 132 and AASB 139 - 254,903 - 254,903 - 294,905
Currency transtation differences - - {17,285} {17,285) - (17.285)
Total income and expense for period recognised directly In equity - - {17.285) {17,285} - {17,285}
{L.oss) for the period - {1,430, 10(% - {1,436, 108) - {1,430,1060%
Total income / expense for the period - (1,430, 1040 {17,283} {1.447.835) - (1,447 835}
[ssue of share capital 821,968 - - 821,968 - 821688
Cost of share-hased pavments 745,515 - - 745,515 - 745,515
At 30 June 2606 16,695,271 {13.996.674} 27,397 2,725,994 - 2725594

Page 27



Statement of Changes in Equity (continued)

FOR THE YEAR ENDED 36 JUNE 2006

DATADROT TECHNOLOGY LIMEITED - ANNUAL REPORT

Attributable to equity holders of the parent Minority Fotal equeity
interest
fssued Acermtdated Forelgn Total

Capital fosses CUFFEIICY

transiction

reserve
PARENT $ $ $ $ 5 5
At 1 July 2004 381,500 (1.478,712} - (897.212} - (897.212)
Currency translation differences - - - - - -
Total income and expense for period recognised directly in equily - - - - - -
{L.oss) for the period - (11,144.742) - (11.144,742) - {11,144.742)
Total income / expense for the period - {11,144.742) - (11,144.742) - (41,144,742
Issue of share capital 12,088,442 - - 12,088,442 - 12,688,442
Cost of share-hased payvments 2,457,846 - - 2,457,846 - 2,457 846
Al 30 June 2005 {5,127.788 (12,623,454} - 2,504,334 - 2,504,334
Adjustrrent on application of AASB 132 and AASE 139 - - - - - -
Currency translation differences - - - - - -
Total income and expense for period recognised directly in equity - - - - - -
{Loss) for the period - (2,722,628} - (2.722.628) - {2,722,028)
Total income / expense for the period - (2,722,028} - {2,722,028) - (2,722,028}
[ssue of share capital 821,968 - - 821,968 - 821968
Cost of share-hased pavments 745,515 - - 745,515 - 745,515
Al 30 June 2006 16,695,271 {15,345.482} - 1,349,789 - 1,348,789
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FOR THE YEAR ENDED 36 JUNE 2006

CONSOLIDATED PARENT
2006 2005 2006 2005
Note b & b 5
Cash flows from operating activities
Cash receipts in the course of operations 8,445,147 5,845,987 1,396,963 214,759
Cash payments in the course of operations (9,828,555  (9,013,068) 3,106,080y  (2,661,208)
Interest paid {197,208} (437,343) (164,603 (3224100
Receipt of government grant 4(b) 38,278 - 38,278 -
Net cash {used in} operating activities 8 (1.542.338) {3,504.626) (1,775,442)  {2,768,859)
Cash flows from investing activities
Proceeds from sale of plant and equipment 348,701 108,672 261,117 108,672
Interest received 4{a) 120,349 178,030 124,848 176,690
Amounts advanced to related pasties - (112,724) - (112,724)
Purchase of plant and equipment 15 (361,408 (191,849 (213,648) (60,423)
Purchase of intangible assets 16 (B28.217) (350,0060) {828.217) {350,000)
Purchase of investment accounted for using
the equity method 14 (1,055,166) - {1,055,166) -
Receipt of government grant 21 347,620 - 347,620 -
Loans to controlled and joinily controtled
entities 12,13 - - (5602100  {1,593.343)
Net cash (used in} investing activities {1,428,061) (367,871 {1,923.596)  (1,831,130)
Cash flows from financing activities
Proceeds from issue of shares 22 412,500 11,500,601 412,500 11,506,001
Transaction costs from issue of shares 22 - (1.019.885%) - {1,019.885)
Proceeds from borrowings 219,392 783,288 96,717 705,600
Repayment of related party loans {157,202 {2,768,159) - (2,768,159)
Repayment of finance lease payments (342.489) (355.856) (82,227) {152,690)
Net cash provided by financing activities 132,201 8,130,349 426,990 8,264,267
Net increase / {decrease) in cash held {2,838,198) 4,266,852 (3,272,048) 3.664.278
Cash at beginning of year 4,024 831 (132.724) 3,668,175 3,897
Effect of exchange rate on cash holdings in
foreign currencies {17.052) {109,297) - -
Cash at end of year 8 1,169,581 4,024 831 396127 3,668,175
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Notes to the Financial Statements
FOR THE YEAR ENDED 38 JUNE 2006

1 CORPORATE INFORMATION

The financial report of DataDot Technology Limited (the Company) for the year ended 30 Jfune 2066 was
authorised for issue in accordance with a resolution of the directors on 11" September 2006.

DataDot Technology Limited is a company Himited by shares incorporated in Australia whose shares are
publicly traded on the Australian stock exchange.

The nature of the operations and principal activities of the Group are described in note 3.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

{a} Basis of Preparation
The financial report is a general-purpose financial report, which has been prepared in accordance with the
requirements of the Corporations Act 2001 and Australian Accounting Standards. The financial report has
aiso been prepared os a historical cost basis, except for derivative financial instruments which have been
measured at fair value.

{b} Statement of compliance
The financial report complies with Australian Accounting Standards, which include Australian equivalents to
International Financial Reporting Standards (AIFRS). Compliance with AIFRS ensures that the financial
report, comprising the financial statements and notes thereto, complies with [nternational Financial
Reporting Standards {1FRS).

Except for the revised AASB 119 Emplovee Benefits (issued December 2005), Australian Accounting

Standards that have recently been issued or amended bug are not yet effective have not been adopted for the
annual reporting period endiag 36 June 2006:
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FOR THE YEAR ENDED 38 JUNE 2006

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

{b) Statement of compliance (continued)

Standards AASB 1: First-time
Adoption of Australian Equivalents
fo International Financial Reporting
Standards

accounting policy.
Therefore no
impact.

AASRB Affected Standard(s) Nature of change to  Application date Application
Amendment accounting policy of standard*® date for Group
20035-1 AASB 139: Financial Instruments: No change o I January 2006 1 July 20606

Recognition and Measurement accounting policy.
Therefore no
fmpact.
2005-5 AASB 1. First-time adoption of AIFRS,  No change to I January 2006 1 July 20606
AASB 139: Financiad Instruments: accounting policy.
Recognition and Measurement Therefore no
fmpact.
2005-6 AASB 3: Business Combinations No change o I January 2006 1 July 20606
accounting policy.
Therefore no
impact.
20035-10 AASB 132: Financial Instruments: No change o I January 2607 1 July 2607
Disclosure and Presentation, AASB accounting policy.
101: Presentation of Financial Therefore no
Statements, AASB 114: Segment impact.
Reporting, AASB 117: Leases, AASB
133: Earnings per share, AASB 139:
Financial Instruments: Recognition and
Measurement, AASB 1: First-time
adoption of AIFRS, AASB 4: Insurance
Contracts, AASB 1023: General
Insurance Condracts and AASB 1038:
Life Insurance Contracts
New AASB 7: Financiol Instruments: No change o I January 2607 1 July 2607
standard Disclosures accounting policy.
Therefore no
fmpact.
2005-11 Amendments to Australian Accounting No change to 31 Dec 2005 1 July 2006
Standards AASB 101: Presenfation of  accounting policy.
Financial Statements, AASB 112: Therefore no
Income Taxes, AASB 132 Financial impact.
Instruments: Presentation, AASB 133
Farnings per Share, AASB 139
Financial Instruments: Recognition
and Measurement; & AASB 141
Agriculture
20061 Amendments to Australian Accounting No change to 31 Dec 2006 1 July 2607
Standards AASB 121: The Effects of  accounting policy.
Changes in Foreign Exchange Rates  Therefore no
fmpact.
2008-2 Amendments to Australian Accounting No change to 30 June 2008 1 July 2005

* Application date is for the annual reporting periods beginning on or after the date shown in the above table.
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Notes to the Financial Statements
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(@)

(e)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued}

Basis of consolidation
The consolidated financial statements comprise the financial statements of DataDot Technology Limited and
its subsidiaries as at 30 June each year {the Group).

The financial statements of the subsidiaries are prepared for the same reporting period as the parent
company, using consistent accounting policies.

In preparing the consolidated financial statements, all intercompany balances and transactions, income and
expenses and profit and losses resulting from intra-group transactions have beesn eliminated in full.

Subsidiaries are fully consolidated from the date on which control is fransferred to the Group and cease 1o be
consolidated from the date on which controf is sransferred out of the Group.

Minority interests represent the portion of profit or foss and net asgeis in DataDot Technology {UK) Eid,
DataDot Technology (Asia) Pty Lid and DataDet Technology South Africa {Pty) Lid not held by the Group
and are presented separately in the income statement and within equity in the consolidated balance sheet.

Under AIFRS, the excess of accumulated losses over equity atiributable to minority interests is to be adjusted
against the Company’s ownership interest unless the minority interest has a binding obligation to, and is able
1o, make good the losses.

Significant accounting judgements, estimates and assumptions

Sigrificant aecounting estimetes and assumptions

The carrying amounts of certain assets and liabilities are often determined based on estimates and
assumptions of future events. The key estimates and assumptions that have a significant risk of causing a
material adjustment fo the carrying amounts of certain assets and liabilities within the next annual reporting
period are:

(i) Impairment of intaagibles with indefinite useful lives

The Group determines whether intangibles with indefinite useful lives are impaired at least on an annual
basis. This requires an estimation of the recoverable amount of the cash generating units to which the
goodwill and intangibles with indefinite useful lives are aliocated. The assumptions used in this estimation of
recoverable amount aad the carrying amount of intangibles with indefinite useful fives are discussed in note
16.

(it} Share-based payment transactions

The Group measures the cost of equity-settled transaciions with employees by reference to the fair value of
the equity instruments at the date at which they are granted. The fair value of options granted during or since
the end of the financial year is determined by an external valuer using a binomial model, usiag the
assumptions detailed in note 17.

Revenne recognition

Revenue is recognised to the extent that it is probable that the economic benefits will flow 1o the Group and
the revenue can be reliably measured. The following specific recognition criteria must also be met before
revenue is recognised:

(i} Sale of goods

Revenue is recognised when the significant risks and rewards of ownership of the goods have passed o the
buyer and the costs incurred or to be incurred in respect of the transaction can be measured reliably. Risks
and rewards of ownership are considered passed to the buyer at the time of delivery of the goods to the
customer.

Page 32



DATADOT FECHNOLOGY LIMETED - ANNUAL REPORT

Notes to the Financial Statements
FOR THE YEAR ENDED 38 JUNE 2006

2

(e)

®

{©)

(h)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Revenue recogaition {continaed)

(i) Rendering of services
Revenue from the rendering of a service is recognised upon the delivery of the service 1o the customers.

(it} Royalties
Revenue is recognised when the underlying goods are sold. Fixed rate manufacturing royalties are
recognised over the period of the underiying agreement.

(ivi Licence Fee
Revenue is recognised when the Group has an unconditional entitlement fo the fee.

vi) Inierest income

The Group has elected to apply the option available under AASB 1 of adopting AASB 132 and AASR 139
from 1 fuly 2005. Outlined below are the relevant accounting policies for interest income applicable for the
years ending 30 June 2006 and 30 June 2605.

Accounting policies applicable for the yvear ending 30 June 2086

Revenue is recognised as interest accrues using the effective interest method. This is a method of calculating
the amortised cost of a financial asset and allocating the interest income over the relevant period using the
elfective interest rate, which is the rate that exactly discounts estimated future cash receipts through the
expected life of the financial asset to the net carryiag amount of the financial asset.

Accounnting policies applicable for the vear ending 30 June 2005
Interest revenue is recognised as it acerues, taking into account the interest rates applicable to the financial
assets.

Government grants
Government grants are recognised when there is reasonable assurance that the grant will be received and all
attaching conditions will be met.

When the grant relates to an expense Hem, it is recognised as income over the periods necessary to match the
grant on a systematic basis to the costs that it is intended to compensate.

When the grant relates to an asset, the fair value is credited to a deferred income account and is released fo
the income statement over the expected useful life of the relevant asset by equal annsual instalments.

Borrowing cosis
Borrowing costs are recognised as an expense when incurred.

Leases

The determination of whether an arrangement is or contains a lease is based on the substance of the
arrangement and requires an assessment of whether the fulfilment of the arrangement is dependent on the use
of a specific asset or assets and the arrangement conveys a right to use the asset.

Group as a lessee

Finance feases, which substantially transfer to the Group all the risks and benefits incidental to ownership of
the leased item, are capitalised at the inception of the lease at the fair value of the leased properiy or, if
lower, at the preseat value of the minimum lease payments. Lease payments are apportioned between the
finance charges and reduction of the lease liability so as to achieve a constant rate of inferest on the
remaining balance of the liability. Finance charges are recognised as an expense in profit or loss.

Page 33



DATADOT FECHNOLOGY LIMETED - ANNUAL REPORT

Notes to the Financial Statements
FOR THE YEAR ENDED 38 JUNE 2006

2

(h)

@

£)

k)

M

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Leases (continued)

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset and the lease
term if there is no reasonable certainty that the Group will obtain ownership by the end of the lease term.

Operating fease payments are recognised as an expense in the income statement on a straight-line basis over
the lease term. Lease incentives are recognised in the income statement as an integral part of the fotal lease
expense.

Cash and ecash eqaivalents
Cash and short-term deposits in the balance sheet comprise cash at bank and in hand and short term deposits
with aa original maturily of three months or less.

For the purposes of the Cash Flow Statement, cash and cash equivalenis consist of cash and cash equivalents
as defined above, net of outstanding bank overdrafts.

Trade and other receivables

The Group has elected to apply the option available under AASB 1 of adopting AASB 132 and AASB 139
from 1 July 2005, Outlined below are the relevant accounting policies for trade and other receivables
appiicable for the years ending 30 June 2006 and 30 June 2605.

Accounnting policies applicable for the vear ending 30 June 2006
Trade receivables, which generally have 36 day terms, are recognised and carried at original invoice amount
fess an allowance for any uncolleciibie amounts.

An allowance for doubtful debts is made when there is objective evidence that the Group will not be able to
collect the debts. Bad debis are written off when identified.

Accounnting policies applicable for the year ending 30 June 2005

Trade receivables were recognised and carried at original invoice amount less a provision for any
uncollectibie debts. An estimate for doubtful debts was made when collection of the full amount was no
longer probable. Bad debts were written off as incurred.

Inventories
Inventories are valaed at the lower of cost and net realisable value.

Costs incurred in bringing each produet to its present location and condition is accounted for as follows:
Raw materials — purchase cost on the weighted average cost; and

Finished goods and work-in-progress — cost of direct materials and labour and a proportion of manufacturing
overheads based on normal operating capacity but excluding borrowing costs.

Net realisable value is the estimated selling price in the ordinary course of business less estimated costs of
completion and the estimated costs necessary to make the sale.

Impairment of financial assets

The Group has elected to apply the option available under AASB 1 of adopting AASB 132 and AASB 139
from 1 buly 2005, Outlined below are the relevant accountiag policies applicable for the vears ending 30
June 2006 and 30 June 2605,

Accounnting policies applicable for the year ending 30 June 20066
The Group assesses at each balance sheet date whether a financial asset or group of financial assets is
impaired.
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M

(m)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Impairment of financial assets (continued)

(1) Financial assets carried al amortised cost

if there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has
been incurred, the amount of the loss is measured as the difference between the asset’s carrying amount and
the present value of estimated future cash flows (excluding future credit losses that have not been incurred)
discounted at the {inancial asset’s original effective interest rate (i.e. the effective interest rate computed at
mitial recognition). The carrying amount of the asset is reduced either directly or through use of an
allowance account. The amount of the loss is recognised in profit or loss.

The Group first assesses whether objective evidence of impairment exists individually for {inancial assets
that are individually significant, and individually or collectively for financial assets that are not individually
significant. H it is determined that no objective evidence of impairment exists for an individually assessed
financial asset, whether significant or not, the asset is included in a group of financial assets with similar
credit risk characteristics and that group of financial assets is collectively assessed for impairment. Assets
that are individually assessed for impairment and for which an impairment loss is or continues to be
recognised are not included in a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event cecurring after the impairment was recognised, the previously recognised impairment
loss is reversed. Any subsequent reversal of an impairment loss is recognised in profit or loss, to the extent
that the carrying value of the asset does not exceed its amortised cost at the reversal date.

(ii; Finuncial assets carried af cost

if there is objective evidence that an impairment foss has been incurred on an unquoted equity instrument
that is not carried at fair vaiue (because its fair value cannot be reliably measured), or on a derivative asset
that is linked 10 and must be settled by delivery of such an unquoted equity instrument, the amount of the
loss is measured as the difference between the asset’s carrying amount and the present value of estimated
fuiure cash flows, discounted at the current market rate of return for a sismilar financial asset.

Accounting policies applcable for the year ending 30 June 2005
For current financial assets, refer to note 2(j) and note 2{1) for the impairment accounting policy.
For non-current financial assets, refer to note 2{1) for the impairment accounting policy.

Foreign currency translation

Both the Tunctional and preseatation currency of DataDot Technology Limited and its Australian subsidiaries
are Australian dollars ($}. Each entity in the Group determines its own functional currency and items
included in the financial statements of each entity are measured using that functional currency.

Trassactions in foreign currencies are initially recorded in the functional currency by applying the exchange
rates ruling at the date of the fransaction. Monetary assets and Habilities denominated in foreign currencies
are refranslated at the rate of exchange ruling at the balance sheet date.

All exchange differences in the consolidated financial report are taken to profit or loss with the exception of
differences on foreign currency borrowings that provide a hedge against a net investment in a foreign entity.
These are taken directly to equity uniil the disposal of the net investment, at which time they are recognised
in profit or loss.

Tax charges and credits atiributable to exchange differences on those borrowings are also recognised in
equity.
Non-monetary items that are measured in terms of historical cost in a foreign currency are translated using

the exchange rate as at the date of the initial transaction.
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(m})

(n)

(0)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Foreign currency transiation {continued}

Non-menetary items measured at fair value in a foreign currency are translated using the exchange rates at
the date whea the fair value was determined.

The functional currencies of the overseas subsidiaries are:

Neme of overseas subsidiaries Functional currency
DataDot Technology USA Inc United States Dollars (US$)
DataDot Technology (UK} Ltd Great Britain Pound (GBPE)

DataDot Technology South Africa (Pty) Ltd  South African Rand (ZAR)

As at the reporting date the assets and Habilities of these subsidiaries are franstated info the presentation
currency of DataDot Technology Limited at the rate of exchange ruling at the balance sheet date and their
income statements are translated al the weighted average exchange rate for the year.

The exchange differences arising on the translation are taken directly to a separate component of equity.

Interest in a jointly controled entity

The Group has an interest in a joiat venture that is a joiatly controlled entity. A joint venture is a contractual
arrangement whereby two or more parties undertake an economic activity that is subject to joint control. A
jointly controlled entity involves the establishment of a separate entity.

The Group’s investment i its jointly controlied entity is accounted for under the equity method of
accounting in the consolidated financial statements.

The financial statements of the joiat venture are used by the Group to apply the equity method. The reporting
dates of the joint venture and the Group are identical and both use consistent accounting policies.

The investment in the joint venture is carried in the consolidated balance sheet at cost plus post-acquisition
changes in the Group’s share of net assets of the joint venture, less any impairment in value. The
consolidated income statement reflects the Group®s share of the results of operations of the joint venture.

Where there has been a change recognised directly in the joint venture equity the Group recognises its share
of any changes and discloses this, when applicable in the consolidated statement of changes in eguity.

Income fax

Current tax assets and liabilities for the curreat and prior perieds are measured at the amount expected to be
recovered from or paid to the taxation authorities. The tax rates and tax laws used to compute the amount are
those that are enacted or substantively enacted by the balance sheet date.

Deferred income tax is provided on all temporary differences at the balance sheet date between the tax bases
of assets and liabilities and their carrying amounis for financial reporting purposes.

Deferred income tax liabilities are recognised Tor all taxable temporary differences except:
» when the deferred income tax liability arises from the mitial recognition of goodwill or of an asset or

Hability in a fransaction that is not a business combination and that, at the time of the transaction,
affects neither the accounting profit nor taxable profit or loss; or
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{p)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income {ax {continued)

s when the taxable temporary difference is associated with investments ia subsidiaries, associates or
interests in joint ventures, and the timing of the reversal of the temporary difference can be
confrolled and it is probable that the femporary difference will not reverse in the foreseeable fisture.

Deferred income tax assefs are recognised for all deductible temporary differences, carry-forward of unused
fax assefs and unused tax losses, to the extent that it is probabie that taxable profit will be available against
which the deductible temporary differences and the carry-forward of unused tax credits and unused tax losses
can be utilised, except:

» when the deferred income tax assef relating to the deductible temporary difference arises from the
mifial recognition of an asset or liability in a transaction that is not a business combination and, at
the time of the transaction, affects neither the accounting profit nor taxable profit or loss; or

s  when the deduciibie temporary difference is associated with investments in subsidiaries, associates
or interests in joint ventures, in which case a deferred tax asset is only recognised fo the extent that it
is probable that the temporary difference will reverse in the foreseeable future and taxable profit will
be available againgt which the temporary difference can be utitised.

The carrying amount of deferred income fax assets is reviewed at each balance sheet date and reduced 1o the
extent that it is no longer probable that sufficient taxable profit will be available to allow all or part of the
deferred income tax asset o be utilised. Unrecognised deferred income tax assets are reassessed at each
balance sheet date and are recognised fo the extent that it has become probable that future taxable profit will
allow the deferred tax asset to be recovered.

Deferred income tax assets and liabilities are measured at the tax rates that are expected to apply 1o the year
when the asset is realised or the liability is seitled, based on tax rates {and tax laws) that have been enacted or
substantively enacted at the balance sheet date.

Income taxes relating fo items recognised directly in equity are recognised in equity and not in profit or loss.

Deferred tax assets and deferred tax liabilities are offset only if a legally enforceable right exists fo set off
current tax assets against current tax labilities and the deferred tax assets and liabilities relate to the same
taxable entity and the same taxation authority.

Other taxes
Revenues, expenses and assefs are recognised net of the amount of GST except:

» when the GST incurred on a purchase of goods and services is not recoverable from the taxation
authority, In which case the GST is recognised as part of the cost of acquisition of the asset or as part
of the expense item as applicable; and

s receivables and payables, which are stated with the amount of GST inciuded.

The net amount of GST recoverable from, or payable to, the taxation authority is included as part of
receivables or payables in the balance sheet.

Cash flows are included in the Cash Flow Statement on a gross basis and the GST component of cash flows
arising from investing and financing activities, which is recoverable from, or payable to, the taxation
authority, are classified as operating cash flows.

Commitments and contingencies are disciosed net of the amount of GST recoverable from, or payable {o, the
taxation authority.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Property, plant and equipment

Plant and equipment is stated at cost less accumulated depreciation and any accumulated impairment losses.
Such cost includes the cost of replacing parts that are eligible for capitalisation when the cost of replacing the
paris is incurred. Similarly, when each major inspection is performed, its cost is recognised in the carrying
amount of the plant and equipment as a replacement only if it is eligible for capitalisation.

Depreciation is calculated over the useful life of the asset using a combination of straight-line basis and
diminishing value method. The estimated useful lives of the plant and equipment are over 2 to 4 years.

The assets’ residual values, useful lives and amortisation methods are reviewed, and adjusted if appropriate,
at each financial year end.

(i} Impairment

The carrying values of plant and equipment are reviewed for impairment at each reporting date, with
recoverable amount being estimated when events or changes in circumstances indicate that the carrying
value may be impaired.

The recoverable amount of plant and equipment is the higher of fair value less costs to sell and value in use.
In assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific 1o the
asset.

For an asset that does not generate largely independent cash inflows, recoverable amount is determined for
the cash-generating unit io which the asset belongs, unless the asset’'s value in use can be estimated o be
close to its fair value.

Impairment exists when the carrying value of an asset or cash-generating units exceeds its estimated
recoverable amount. The asset or cash-generating unit is then wriiten down 1o ifs recoverabie amount.

For plant and equipment, impairment losses are recognised in the income.

(iii} Derecognition and disposal
An item of property, plant and equipment is derecognised upen disposal or when no further future economic
benefits are expected from its use or disposatl.

Any gain or loss arising on derecognition of the asset (calculated as the difference between the net disposal
proceeds and the carrying amount of the asset) is included in profit or loss in the year the asset is
derecognised.

Investments and other financial assets

The Group has elected to apply the option available under AASB 1 of adopting AASB 132 and AASB 139
from 1 July 2005. Outlined below are the relevant accounting policies for investments and other financial
assets applicable for the years ending 30 June 2006 and 30 June 2605.

Accounnting policies applicable for the year ending 30 June 20066

Financial assets in the scope of AASB 139 Financial Instruments: Recognition and Measurement are
classified as either financial assets at fair value through profit or loss, loans and receivables, held-to-maturity
investments, or available-for-sale investments, as appropriate. When financial assets are recognised initially,
they are measured at fair value, plus, in the case of investments not at fair value through profit or loss,
directly attributable transactions costs. The Group determines the classification of its financial assets after
mnitial recognition and, when allowed and appropriate, re-evaluates this designation at each financial year-
end.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Investments and other financial assets {continued)

All regular purchases and sales of financial assets are recognised on the trade date ie. the date that the Group
commits to purchase the asset. Regular purchases or sales are purchases or sales of financial assets under
contracts that require delivery of the assets within the period established generally by regulation or
convention in the marketpiace.

(1} Financial assefs at fair value through profif or loss

Financial assets classified as held for trading are included in the category *financial assets at fair value
through profit or loss’. Financial assets are classified as held for trading if they are acquired for the purpose
of selling in the near term. Derivatives are also classified as held for trading unless they are designated as
effective hedging instruments. Gains or losses on investments held for trading are recognised in profit or
loss.

(1) Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market. Such assets are carried at amortised cost using the effective interest method.
Gains and losses are recognised in profit or loss when the loans and receivables are derecognised or
mmpaired, as well as through the amortisation process. Loans that have been fully impaired are not carried at
amortised costs.

Intangible assets

Intangible assets acquired separately are initially measured at cost. Following initial recognition, intangible
assets are carried at cost less any accumulated amortisation and any accumulated impairment losses.
Internalty generated intangible assets, excluding capitalised development costs, are not capitalised and
expenditure is charged against profits in the year in which the expenditure is incurred.

The useful fives of intangible assets are assessed to be either finite or indelinite. Intangible assets with finite
Hves are amortised over the useful life and assegsed for impairment whenever there is an indication that the
intangible asset may be impaired. The amortisation period and the amortisation method for an intangible
asset with a finite useful life are reviewed at least at each financial year-end. Changes in the expected useful
life or the expected patiern of consumption of future economic benefits embodied in the asset are accounted
for by changing the amortisation period or method, as appropriate, which is a change in accounting estimate.
The amortisation expense on intangible assets with [inite lives is recognised in profit or loss in the expense
category consistent with the function of the intangible asset.

Intangible assets with indefinite useful lives are tested for impairment annually either individually or at the
cash-generating unit level. Such intangibles are not amortised. The useful life of an intangible asset with an
indefinite life is reviewed each reporting period to determine whether indefinite life assessment continues to
be supportable. If not, the change in the useful life assessment from indefinite to finite is accounted for as a
change in an accounting estimate and is thas accounted for on a prospective basis.

Research and development costs

Research costs are expensed as incurred. An intangible asset arising from development expenditure on an
internal project is recognised only when the Group can demonstrate the technical feasibility of completing
the intangible asset so that it will be available for use or sale, its intention to compilete and ifs ability 1o use or
sell the asset, how the asset will generate future economic benefits, the avaitability of resources to complete
the development and the ability to measure reliably the expenditure atiributable fo the intangible asset during
its development. Following the initial recognition of the development expeaditure, the cost model is applied
requiring the asset to be carried at cost less any accumulated amortisation and accumuiated impairment
losses. Any expenditure so capitalised is amortised over the period of expected benefits from the related
project.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Intangible assets (continued)

The carrying value of an intangible asset arising from development expenditure is tested for impairment
annually when the asset is not yet available for use, or more freguently when an indication of impairment
arises during the reporting period.

Development Cosis

Useful lives

Finite (2003: Finite)

Amortisation method used

Amortised over the period of expected future sales from the related project on a straight-line basis {2005:
Amortised over the period of expected future sales from the related project on a straight line basis).
Internally generated or acquired

Internally generated

Impairment testing

Annually for assets not yet available for use and more frequently when an indication of impairment
exists. The amortisation method is reviewed at each financial vear-end {2005: Annually for assets not yet
available for use and more freguently when an indication of impairment exists. The amortisation method
is reviewed at each financial year-end).

Gaing or losses arising from derecognition of an intangible asset are measured as the difference between the
net disposal proceeds and the carrying amount of the asset and are recognised in profit or loss when the asset
is derecognised.

Huipairment of assets

The Group assesses at each reporting date whether there is an indication that an asset may be impaired. If
any such indication exists, or when annual impairment testing for an asset is required, the Group makes an
estimate of the asset’s recoverable amount. An asset’s recoverable amount is the higher of its fair value less
costs to sell and its value in use and is determined Tor an individual asset, unless the asset does not generate
cash inflows that are fargely independent of those from other assets or groups of assets and the asset's value
in uge cannot be estimated to be close to #ts fair value. In such cases the asset is tested for impairment as part
of the cash generating unit to which il belongs. When the carrying amoust of an asset or cash-generating unit
exceeds its recoverable amount, the asset or cash-generating unit is considered impaired and is written down
1o its recoverable amount.

In assessing value in use, the estimated Bsture cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific o the
asset. Impairment losses relating to continuing operations are recognised in those expense calegories
consistent with the function of the impaired asset unless the asset is carried at revalued amount (in which
case the impairment foss is treated as a revaluation decrease).

An assessment is also made at each reporting date as to whether there is any indication thal previously
recognised impairment losses may no fonger exist or may have decreased. If such indication exists, the
recoverable amount is estimated. A previously recognised impairment loss is reversed only if there has been
a change in the estimates used to determine the asset’s recoverable amoust since the last impairment loss was
recognised. If that is the case the carrying amount of the asset is increased fo its recoverable amount. That
mereased amount caanot exceed the carrying amount that would have been determined, net of depreciation,
had no impairment loss been recognised for the asset in prior years. Such reversal is recognised in profit or
loss. After such a reversal the depreciation charge is adjusted in future periods to allocate the asset’s revised
carrying amount, less any residual value, on a systematic basis over its remaianing useful fife.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Trade and other payahles

The Group has elected to apply the option available under AASB 1 of adopting AASB 132 and AASB 139
from 1 July 2005. Outlined below are the relevant accounting policies for frade and other payables applicable
for the years ending 30 June 2606 and 30 June 2605.

Accouanting policies applicable for the vear ending 30 June 2006

Trade payables and other payables are carried at amortised costs and represent liabitities for goods and
services provided to the Group prior 1o the end of the financial year that are unpaid and arise when the Group
becomes obliged to make future payments ia respect of the purchase of these goods and services.

Accouanting policies applicable for the yvear ending 30 June 2005
Trade payables and other payables are carried at costs which is the fair value of the consideration to be paid
in the future for goods and services received, whether or not billed to the consolidated entity.

Interesi-bearing loans and borrowings

The Group has elected to apply the option available under AASB | of adopiing AASB 132 and AASB 139
from 1 July 2005. Outlined below are the relevant accounting policies for interest bearing loans and
borrowings applicabie for the years ending 36 June 2006 and 30 Jume 2005,

Accouniing policies applicable for the year ending 30 June 2006
All Joans and borrowings are initially recognised at the fair value of the consideration received less directly
attributable transaction costs.

Afler initial recognition, interest-bearing loans and borrowings are subsequently measured at amortised cost
using the effeciive interest method.

Gains and losses are recognised in profit or loss when the liabilities are derecognised.

Accounting policies applicable for the vear ending 30 June 2065

All foans were measured at the principal amount. Interest was recognised as an expense as it accrued.
Bills of exchange and promissory notes were carried at the principal amount plus deferred interest.
Debentures were carried atl the present value of the liability beiag the principal amount less debenture
discount. Interest was recognised on an effective yield basis.

Provisions
Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past
event, it is probabie that an outflow of resources embodying economic benefits will be required to settle the

obligation and a reliable estimate can be made of the amount of the obligation.

If the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that
reflects the risks specific to the liability.

When discountiag is used, the increase in the provision due fo the passage of time is recognised as a
borrowing cost.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Employee Leave benefits

(i) Wages, salaries, annual leave and sick leave

Liabilities for wages and salaries, including non-monetary besefits, annual leave and accumulating sick leave
expecied io be settled within 12 months of the reporting date are recognised in other payables in respect of
employees’ service up to the reporting date. They are measured at the amounts expected to be paid when the
Habilities are settled. Liabilities for non-accumulating sick leave are recognised when the leave is taken and
are measured at the rates paid or payable.

(i} Long service leave

The liabitity for long service leave is recognised in the provision for employee benefits and measured at the
present value of expecied future payments to be made in respect of services provided by emplovees up 1o the
reporting date using projected unit credit method. 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 reporting date on sational government bonds with ferms fo maturity and currencies
that match, as closely as possible, the estimated future cash outflows.

Share-based payment transactions

(i} Equity settled fransactions:

The Group provides benefits to employees (including senior executives) of the Group in the form of share-
based payments, whereby employees render services in exchange righis over shares {equity-settled
fransactions}.

The Employee Share Option Plan (ESOP) provides benefits to directors and all employees.

The cost of these equity-settled transactions with directors and employees is measured by reference to the
fair value of the equity instruments at the date at which they are granted. The fair value for shares issued
during or since the end of the 2006 financial year has been determined by an external valuer using a binomial
medel, further details of which are given in note 17.

The cost of equity-settied transactions is recognised, together with a corresponding increase in equity, over
the period in which the performance and/or service conditions are fulfilled, ending on the date on which the
relevant employees become fully entitled to the award (the vesting period).

The cumulative expense recognised for equity-settled transactions at each reporting date until vesting date
reflects (1) the extent to which the vesting period has expired and (ii} the Group’s best estimate of the number
of equity instruments that will ultimately vest. The income statement charge or credit for a period represents
the movement in cumulative expense recognised as at the beginaing and end of that period.

No expense is recognised for awards that do not ultimately vest.

if the terms of an equity-setiled award are modified, as a minimum an expense is recognised as if the terms
had not been modified. 1a addition, an expense is recognised for any modification that increases the total fair
value of the share-based payment arrangement, or is otherwise beneficial to the employee, as measured al the
date of modification.

The dilutive effect, if any, of outstanding options is reflected as additional share difution in the computation
of earnings per share {see note 6).

Contributed equity

Ordirary shares are classified as equity. Incremental costs directly afiributable to the issue of new shares or
opiions are shown in equity as a deduction, net of tax, from the proceeds.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

{aa) FEarnings per share
Basic earnings per share is caleulated as net profit attributable to members of the parent, adjusted to exclude
any costs of servicing equity (other than dividends) and preference share dividends, divided by the weighted
average number of ordinary shares, adjusted for any bonus element.

Diluted earnings per share are caleulated as net profit afiributable to members of the parent, adjusted for:
s costs of servicing equity {other than dividends) and preference share dividends;

s ihe after tax effect of dividends and interest associated with dilutive potential ordinary shares that
have been recognised as expenses; and

» other non-discretionary changes in revenues or expenses during the period that would result from the
dilution of potential ordinary shares;

divided by the weighted average number of ordinary shares and dilutive potential ordinary shares, adjusted
for any bonus element.

3. SEGMENT INFORMATION
The Group's primary segment reporting format is geographical segments as the Group’s risks and rates of return are
affected predominantly by differences arising from operating in other economic environments.

Geographical segments
The Group’s geographical segments are determined based on the location of the Group’s assets.

[nter-segment pricing is determined on an arm’s length basis.

Segment resulis, assets and liabilities include itemns directly atiributable to a segment as well as those that can be
aliocated on a reasonable basis. Non segment revenues and unallocated items mainly comprise interest-earning assets
and revenue, interest-bearing liabilities and expenses and corporate assets and expenses.

In presenting information on the basis of geographical segments, segment revenue is based on the geographical location

of customers. Segment assets are based on the geographical location of the assets.

The consolidated entity’s business segments operate geographically as follows:

- Manufacturing facilities and sales offices in Australia, United States of America, United Kingdom and South
Africa.

- Distributors appointed in various countries in North and Central America, Europe, Asia and New Zealand.

The table on the following page presents revenue, expenditure and certain asset information regarding geographical
segments for the years ended 30 June 2606 and 30 June 2005.
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3. SEGMENT INFORMATION (continued)

Australasia {/54 Europe South Toral
Africa

Year ended 38 June 2066 & 3 & 3 b
Revenue
Sales to external customers 4,129,550 2075672 346,723 1.302.535 7.854,480
Other revenues from external customers 717,648 21,673 - - 738,721
Inter-segment sales 41,062 - 51,680 - 92,742
Total segment revenue 4 888.260 2,096,745 308,463 1,302,535 8,685,943
Inter-segment elimination (92,763)
Non segment revenue

[nterest revenue 120,349

Other 750,050
Total consolidated revenue 9.463.577
Result
Segment Results 789.452 (122,897 (78,331} 25288 613,512
Unaliocated expenses (1,967.623)
Loss before tax and finance cosis (1,353,511)
Finance cosis {231,480
Share of profit of joint venture 154,891
Loss before income tax and minority interest (1.430,100)
[ncome tax expense -
Net loss for the year (1.430,100)
Assets and liabilities
Segment Asseis 2272873 726,260 147.581 409,266 3,556,010
[nvestment in joint venture 1,209,997
Unaliocated assets 2.443.069
Total assets 7.209.076
Segment liabilities 1,071,649 172618 408,539 181,182 1,833,948
Unallocated liabilities 2,649,134
Total liabilities 4,483,082
Other segment information
Capital expenditure 73.231 18,052 1,514 54,962 361,408
Depreciation 245,474 41,786 18,062 22,509 413,474
Amoriisation - - - - 60,386
AlHowanee for doubtfui debis 133,838 8,339 - 1,508 143,685
Impairment losses recognised in profit or loss 27.759 81,451 - - 745,515

407,671 131.576 18.062 24,017 1,363,060
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3. SEGMENT INFORMATION (continued)

Australasio US4 Euwrope South Toral
Africa

Year ended 38 June 2065 3 & 3 & b
Revenuae
Sales to external customers 3,642,086 505,265 417,677 839,150 5,424,178
Other revenues from external customers 260,976 94,270 - - 355,246
[nter-segment sales 155,783 39,343 46,667 - 261,793
Total segment revenue 4,058,845 658,878 464 344 859,150 6,041,217
[nter-segment elimination 261,777
Non-segment revenues

Interest revenue [78.014
Total consolidated revenue 5.957.454
Result
Segment Results (39,716) (852,166) (136,061 (51,7903 (1,693.733)
Unallocated revesnue and expenses (3.607.227)
Loss before tax and finance costs (4,706,960)
Finance costs {437,544
Loss before income tax and minority interest (5,138,504}
[ncome tax expense -
Net loss for the year (5,138,504
Assets and liabilities
Segment Assets 1,660,714 591,193 101,176 291,986 2,645,069
Unaliocated assets 4,285,778
Total assets 6,930,847
Segment liabitities 1,523,027 165320 558,302 152,869 2,399,518
Unallocated liabilities 2.220.338
Total liabilities 4,619.856
Other segment information
Capital expenditure 261,178 89,319 3,256 10,001 365,748
Depreciation 245,597 47,547 18,141 4,017 437,803
Share-based payments 584,587 91,804 - - 2.457 846
Other non-cash expenses 830,184 139,441 18,141 4,017 2,895,649
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3. SEGMENT INFORMATION {continued)

The number of segments reported has been reduced from five, disclosed in the 2005 Ansual Report, to Tour. Directors
believe that the current disclosure accurately refiect current management reporting lines and provides greater clarity fo
users. The 2005 comparative segment reporting note has been restated to reflect current reporting lines.

Sales to the omitted Asia (including Russia) segment have been allocated as follows:

Allocated from: Allocated fo:

Asia (incl Russia) Australasic Europe
Revenue & & &
Sales to external customers 260,976 260,976 -
Other revenues from external customers 76,922 - 76,922
External segment revenue 337.898
Resulis
Segment results 1,429 1,429 -
Segment assets 153,326 153,326 -

Secondary Reporting — Business Segment

The Group operates in one business segment being the development, manufacture and distribution of asset-based
identification technologies, principaliy microdots, which allow assets, and their component parts, 1o be uniquely

marked and identified.
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CONSOLIDATED PARENT
2006 2005 2006 2005
S S S S
4. REVENUE AND EXPENSES
Revenue and Expenses from Continning Operations
(a) Revenune
Sale of goods 7,854,457 5424178 - -
Rendering of services 717,648 - 717,648 -
Licence fees 771,123 355,246 750,050 260,976
Royaliies - - 369,792 81,365
Finance revenue 120,349 178,030 124,848 176,690
9,463,577 5,957 454 1,962,338 519,031
Breakdown of financial revenue:
Bank interest receivabie 112,402 178,030 108,752 176,690
Interest receivable on related party loans:
- controtled entity - - 8,149 -
- director locan 7.947 - 7.947 -
Total finance revenue {on historical cost basis) 120,349 178,030 124 848 176,690
(b) Other income
Government granfs: -
- AusIndustry commercial ready grant 38,278 - 38,278 -
- Export market development graat 70,000 - - -
Net gains on disposal of plant and equipment 865 {08,672 {5,643) 108,672
Loans Torgiven — related parties - 113,817 - 113,817
Loans forgiven — other persons - 634,260 - 634,260
109,143 856,749 28,635 856,749
The Auslndusiry Commercial Ready grant has
been awarded for the development of a robotic
cell applicator.
The Export market development grant is
receivable to assist the development of export
sales.
There are no unfulfilied conditions or
contingencies atiaching to the granis.
(¢} Finance costs
Bank loans and overdrafis 3,372 - 2,168 -
Other loans (including convertible note interest) 121,430 324,041 91,445 302,793
Finance charges payable under finance leases and
hire purchase contracts 106,678 113,504 17,241 19615
Total finance revenue (on historical cost basis) 231,480 437 545 110,854 322,410
(d) Depreciation and amortisation included in
the income statement
Included in Depreciation and Amortisation
expense:
Depreciation 435,506 477.304 85,643 122,502
Amortisation of Development costs {see note 16) 60,386 - 60,386 -
Total depreciation and amortisation 495 892 477.364 146,029 122,502
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CONSOLIDATED PARENT
2006 2005 2006 2005
s S s s

4. REVENUE AND EXPENSES (continued)

(¢} Foreign exchange differences and allowance

for impairment of inventfories incladed in

income statement

Included in cost of sales:

Net foreign exchange differences (gain)/ loss (29.852) 4,675 (7.973) 16,667
Allowance for impairment of inventories 18,191 - - -

(f) Lease payments included in income

statement

Included in occupancy expenses:

Minimum lease paymenis — operating lease 290,795 282,649 - -

Included in administrative expenses:

Minimum lease payments — operating lease 23,514 17,452 - 445

Included in cost of saleg

Minimusm lease payments — operating lease 28,081 25470 - -
342 390 325,571 - 445

{£) Employee benefits expense

Wages and salaries 4,241,729 3,434,092 1,931,509 1,386,941

Workers compensation costs 38,732 33,471 27,381 20,721

Superannuation 147920 186,622 72,777 117,852

Long service leave provision 31,659 64,524 26,823 46,717

Annual leave provision 67,469 37,975 51,197 14,000

Share-based payments (note 17} 745,515 2,457.846 745,515 2,457 846

5,273,024 6,234,830 2,855,202 4,640,077

(h} Research and development costs

Research and development costs charged directly

to administrative expenses in the income 24 538 80,738 24,538 16,733

staterment

5. INCOME TAX

A reconciliation between tax expense and the

produsct of accounting profit before income tax

multiplied by the Group’s applicable income tax

rate is as follows:

Accounting loss before tax from continuing {1,402.084) (5,138,504 (2,722.028) (11,144,742)

operations

At the Group's statutory income tax rate of 36%

(2005: 30%) (420,625) (1,541,551} (816,608)  (3,343,423)
Capital allowances (167.349) - (167,349) -
Expenditure not allowable for income tax
purposes 283,541 739,572 313,430 2. 788222
Other (7.411) 128,106 (4,043) 111,341
Unused tax losses and tax offsets not .
recognised as deferred tax assets 311,844 673,873 674,570 443 860

Income tax expense
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5. INCOME TAX (continued)
Deferred tax assefs not taken to account

The potential deferred tax assets arising from unused tax losses have not been recognised as an asset because it is not
probable that the future taxable profit will be available against which tax losses can be uiilised.

CONSOLIDATED PARENT
2406 2005 2006 2005
3 § 3 &
The amount of the deferred tax assefs atiributable to 2.835.477 2,607,077 2,129,603 1,284,675

revenue losses not brought to account

The potential deferred tax asset will only be obtained if:

(i} the relevant company derives future assessable income of a nature and an amount sufficient to enable the benefit to
be realised;

(iD) the relevant company centinues to comply with the conditions for deductibility imposed by law; and

(iti) no changes in tax legisiation adversely affect the relevant company in realising the benefii.

Tax consolidation

DataDot Technolegy Limited and its 160% owned Australian resident subsidiaries have formed a tax consolidated
group with effect from 1 July 2003. DataDot Technology Limited is the head entity of the tax consolidated group.
Members of the group have not enfered into a tax sharing arrangement in order to allocate income tax expense to the
wholly owned subsidiaries on a pro-rata basis. There s no agreement for the allocation of income tax Habilities between
the entities should the head entity default on its tax payment obligations. At the balance date, the possibility of default is
remote.

6. EARNINGS PER SHARE
Basic earnings per share amounts are calculated by dividing ret profii for the year attributable to ordinary equity

holders of the parent (afier deducting mterest on the convertible redeemable preference shares) by the weighted
average number of ordinary shares outstanding during the year.

The following reflects the income and share data used in the basic earnings per share computations:

CONSOLIDATED
2006 2005
s §
Net foss atiributable to ordinary equity holders of the parent from continuing (1,430,100) {5,138,504)
operations
Weighted average number of ordinary shares for basic earnings per share 118,340,733 81,401,769
The following potential ordinary shares are not dilutive and are therefore
excluded from the weighted average number of ordinary shares for the
purposes of diluted earnings per share:
Convertible Notes 3,591,648 7,342,921
Share options 25,795,000 28.345 000
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6. EARNINGS PER SHARE {continued)

The following ordinary shares and potential ordinary shares were issued after
the reporting date:

Share placement 18,250,000
Share options 1,060,000
There have been no other transactions involving ordinary shares or potential
ordinary shares between reporting date and the date of these financial
statements.
7. DIVIDENDS PAID AND PROPOSED
No dividends were declared or paid during the year {2005: Nil}.
The Company has no franking credits available.
CONSOLIDATED PARENT
2006 2005 2005 2005
s s s 5
8. CASH ASSETS
Cash at bank and on hand 1,169,581 847532 396,127 490,876
Short-term deposits - 3,177,299 - 3,177,299
1,169,581 4,024,831 396,127 3,668,175

Cash at bank earns interest at {loating rates based on daily bank deposits.

Short-term deposits are made Tor varying periods of between one and three months, depending on the cash

reguirements of the Group, and earn interest at the respective short-term deposit rates.
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8. CASH ASSETS (continued)

ReconcHiation to Cash Flow Stafement

CONSOLIDATED PARENT
2006 2005 2006 2005
3 § & &
For the purposes of the Cash Flow Statement,
cash and cash equivalents comprise the following
at 38 June:
Cash on hand and at bank 1,169,581 847,532 396,127 490.876
Short term deposits - 3,177.20G - 3,177,200
1,169,581 4,024 831 396,127 3,668,175
Reconciliation of net loss afier tax o net cash
flows from operations
Loss from ordinary activities after income fax {1,402.079) (5.138,504) (2,722,028)  (11,144,742)
Add / (less) items classified as investing /
financing activities:
{Profit) / loss on sale of plant and equipment (617) (4,5060) 16,535 {4,500)
Share of joint venture profit (154,891
[nterest received {120.349) (178,030 (124.848) (176.690)
Add / {less) non-cash items: - - -
Depreciation and amortisation 495,802 455,461 146,629 122,502
Loans forgiven - (748,077 - {748,077y
Share options expensed 745,515 2,457,846 745,515 2,457 846
[nventory write down 18,191
Provision for:
— loans fo controlled entities - - 533,563 6,836,226
— doubtflul debis 140,961 7,392 136,967 -
Net cash used in operating activities before
change in assets and liabilities (271,371 (3,148,412) (1,268.267) (2,657,435)
{Increase) / decrease in trade and other debiors {1,566,529) {107,843) {928,685 {131,188)
{Increase) / decrease in other assets (70,106) - (7.947) -
{Increase) / decrease i inventory (38,933) {15,280} 4,248 {4,248)
{DJecrease) / increase in creditors and accruals 254,181 (334,256) 347,180 (32,705)
{Decrease) / increase in provisions 96,420 101,165 78,019 56,717
Net cash used in operating activities {1,542,338) (3.504,626) (1,775,442 (2.768.859)
Disclosure of non-cash financing and investing
activities
Refer to note 15 and 19
9. TRADE AND OTHER RECEIVABLES
(CURRENT)
Trade receivables (i) 2,366,013 903,808 1,059,868 127,582
Aliowance for doubtfui debss (140,960) {17.675) (136,966) -
2,225,053 886,133 922,902 127,582
Government grant receivable 70,000 - - -
Other 50,647 50,547 - 3,602
2,345,700 936,680 922,902 131,184
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9. TRADE AND OTHER RECEIVABLES (CURRENT) (continned}

(i) Trade receivables are non-interest bearing and are generally on 30-60 day terms. An allowance for doubtflui debts is
made when there is ohjective evidence that a trade receivable is impaired. An allowance of $140,960 (Company: $Nil)
has been recognised as an expense for the current year for specilic debtors for which such evidence exists. The amount
of the allowance/impairment loss has been measured as the difference between the carrying amount of the trade
receivables and the estimated future cash flows expected 1o be received from the relevant debtors.

Details regarding the effective interest rate and credit risk of current receivables are disclosed in note 24.

CONSOLIDATED PARENT
2006 2003 2006 2005

& & & 3
10. INVENTORY
Raw materials {(at cost) 386,766 360,659 - 4,248
Finished goods (at cost) 8.296 13,661 - -
Total inventories at the lower of costs and net
realisable value 395,062 374,320 - 4,248

Inventory write-downs recognised as an expense totalled $18,191 (2005: §Nil) for the Group and $Nil (2065: $Nil) for
the Company. This expense is included in the cost of sales line item as a cost of inventories. See note 4(e).

CONSOLIDATED PARENT
2006 2003 2406 2005

& 5 & 3
11. OTHER FINANCIAL ASSETS
{CURRENT)
Interest-bearing loans advanced to:
Directors’ and executives’ leans {note 30) 153,171 112,724 120,671 112,724
12. OTHER RECEIVABLES (NON-
CURRENT}
Loans to subsidiarzes (i) - - 7,236,499 6,836.226
Allowance for impairment {ii) - - {7,236,499) (6,836,226)
Other refated party (i) 26,648 - 26,648 -

26,648 - 26,648 -

(i) Loans to subsidiaries are interest free and are uasecured. The loans are repayable once the subsidiaries have
sufficient positive cash flow to allow repayment. The loans are not based on discounting fo present value on initial
recognition, based on market discount rates and estimated cash flows as all subsidiary loans are impaired.

(i) The impairment loss represents the aliowance of doubtful debts on the loans to subsidiaries. This has been
recognised in the income statement ia the line item Bad and doubiful debts.

(iii) Other related party relates to an interest-free loan fo the Joint Venture.
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CONSOLIDATED PARENT
2006 2003 2006 2003

s & s S
13. OTHER FINANCIAL ASSETS (NON-
CURRENT}
Shares in controlled entities at cost 183,250 183,250
Interest-bearing loans advanced to:
Subsidiary (i) 133,290 -
Aliowance for impairment {ii) (133,290% -

- - 183,250 183,250

(i} The loan to DataDot Technology (UK} Lid is repayable on the subsidiary generating sufficient positive cash flow.
Interest is earned at the commercial borrowing rate of 9.5% per annum.

(it} The impairment loss represents the allowaace of doubiful debts on the loan to DataDot Technology (UK) Lid. This
has been recognised in the income statement in the line item Bad and doubtful debis.

CONSOLIDATED PARENT
2406 2405 2005 2005
& & & &
14. INVESTMENT ACCOUNTED FOR
USING THE EQUITY METHOD
Investment in an joint venture 1,209,697 - 1,055,106 -

The Company has a 50% interest in DataTrace DNA Pty Ltd, which is involved in the high security authentication
solutions for bulk products. The joint venture agreements were executed on the 31% of October 2005; accordingly no
comparative srumbers are disciosed.

DataTrace DNA Pty Ltd is a small proprietary company incorporated in Australia.

Pursuant 1o a shareholder agreement the company has the right to cast 50% of the votes at shareholder meetings.
There were no impairment losses relating 1o the investment in the joint venture.

The foliowing table iHlustrates summarised financial information relating to the Group's investment in DataTrace DNA

Py Ltd:
CONSOLIDATED

2006

Summarised financial informuation of joinily controfled entify: 3
Current assets 1,211,400
Non-current assets 1,127,902

2,339,303
Current liabilities {974,414
Non-current liabilities -

{974,414)
Net assets 1.364 889
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14. INVESTMENT ACCOUNTED FOR
USING THE EQUITY METHOD {(continucd)

Summarised finoncial information of jointly controlled entity fcontinued):

income
Expenses

Share of the jointly controlled entity's profit:
Profit before income tax
lncome tax expense

Profit affer income tax

Contingent Habilities and capital commitiments

CONSOLIDATED

2006
3

LIISALD
808,628

154,891

154,891

The consolidated entity’s share of the capital commitments jointly controlled entities are disclosed in note 25 and 26

respectively.

Contingent Habilities and capital commitinents
No dividends were received by the Company duriag the year from the joint venture entiiy.
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15. PLANT AND EQUIPMENT

Year ended 30 June 2006

Consalidated:
At 1 July 2003, net of accumulated depreciation

Additions

Disposals

Depreciation charge for the year
Exchange adjustments

At 30 June 2006, net of accumulated
depreciation

At 1 July 2005
Cost

Accumulated depreciation
Net carrying amount

At 30 June 2006

Cost

Accumulated depreciation
Net carrying amount

Parent:

At 1 July 2003, net of accumulated depreciation
Additions

Disposals

Depreciation and amortisation

At 30 June 2006, net of accumulated
depreciation

At 1 July 2005

Cost

Accumulated depreciation
Net carrying amount

At 30 June 2006

Cost

Accumulated depreciation
Net carrying amount

Leased
Plant and  plant and Leasehold
equipment  equipment Improvements Toral
$ $ 5 $

523,703 371,965 236,624 1,132,292
346,527 160,408 8,450 513,385
91,797y (160,263} - (252,060)
(197,503) (99,902) (138.102) (435,507)
4977 - - 4977
585,907 272,208 106,972 965,087
944 631 630,231 414,175 1,989,037
(420,928)  (258.266) (177,551} (856,745)
523,703 371,965 236,624 1,132,292
1,212,541 500,335 422 624 2,135,500
(620,201)  (234.559) (315,653}  {(1,170,413)
592,340 265,776 106,971 965,087
129,304 145,810 - 275,114
213,648 153,977 - 367,625
(54,668} (121,984} - (176,652}
(52,141} (33,502} - (85,643)
236,143 144,301 - 380,444
216,784 221,069 - 437,853
(87,480) (75,259) - (162,739}
129,304 145,810 - 275,114
374,372 160,844 - 535216
(138,228 (16,543} - (154,771}
236,144 144,301 - 380,445
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15. PLANT AND EQUIPMENT {continued)

Year ended 30 June 2005

Consolidated:
At 1 July 2004, net of accumulated depreciation

Additions

Disposals

Depreciation charge for the year

At 30 June 2003, net of accumulated
depreciation

At I July 2004

Cost

Accumulated depreciation
Net carrying amount

At 30 June 2005

Cost

Accumulated depreciation
Net carrying amount

Parent:

At 1 July 2004, net of accumulated depreciation
Additions

Disposals

Depreciation and amortisation

At 30 June 2003, net of accumulated
depreciation

At 1 July 2004

Cost

Accumulated depreciation
Net carrying amount

At 30 June 2005

Cost

Accumulated depreciation
Net carrying amount

Leased
Plant and  plant and Leasehold
equipment  equipment Improvements Toral
$ $ 5 $
454,074 505,063 367,040 1,326,177
217,402 142,903 5,443 365,748
- (104,172} - (104,172}
(147,773} (171,829} {135,859) (455,461}
523,703 371,965 236,624 1,132,292
726,776 688,854 408,733 1.824.363
(272.702)  (183,791) (41,693} (498,186)
454,674 505,063 367,040 1,326,177
944 631 630,231 414,175 1,989,037
(420,928)  (258.266) (177.551) (856,745)
523,703 371,965 236,624 1,132,292
108,739 192,226 - 300,963
60,425 140,397 - 200,822
- (104,171} - (104,171}
(39,860) (82,642) - (122,502}
129,304 145,810 - 275,114
160,006 256,834 - 416,840
(51,267} (64,608) - (115,875}
108,739 192,226 - 360,965
216,784 221,069 - 437,853
(87,480) (75,259) - (162,739}
129,304 145,810 - 275,114

The useful life of the assets was estimated as follows both for 2005 and 2006.

Piant and equipment
Leased plant and equipment
Leasehold improvements

2 to 6 years
3to 5 years
3 to 4 years
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Leased assets and assets under hire purchase contracts are pledged as security for the related finance lease and hire

purchase liabifities.

Plant and equipment with a carrying amount of $106,909 (2005: $Nil) for the Group and $106,90% (2005: $Nii) for the
parent are pledged as securities for current and non-curreat liabilities as disclosed in note 19.

Included in plant and equipment at 30 June 2006 is an amoust of $6,361 (20035: $ail) relating to expenditures for a

plant in the course of construction.

During the year, the Group acguired plant and equipment and leasehold improvements with an aggregate value of

$153,977 (2005: $142,903) by means of finance leages.

16. INTANGIBLE ASSETS

CONSOLIDATED PARENT
Development costs  Development costs
$ §

At 1 July 2008
Cost (gross carrying amount} 350,000 350,000
Accumulated amorfisation - -
Net carrying amount 350,000 350,000
Year ended 30 June 20406
At 1 July 2003, net of accumulated
amcn{]sa{]on 350,0{)0 350,0{)0
Additions 663,557 663,557
Additions - internal development 164,660 164,660
Disposals {210,600} (216,600)
Amortisation (60,386 (60,386)
At 30 June 2006, net of accumulated
amortisation 907,831 907,831
At 36 June 2006
Cost 968,217 968,217
Accumulated depreciation {60,386) (60,386)
Net carrying amount 067 831 907,831

Development costs have been capitalised at cost. The intangible assets have been assessed as having a finite life.
Development costs relating to the DataDot Automated Applicator Cell {DAAC) of $695,803will be amortised once the
project has been completed. All other intangible assets are amortised using the straight line method over a period of 3
years. H an impairment indication arises, the recoverable amount is estimated and an impairment loss is recognised to

the extent that the recoverable amoust is lower than the carrying amount.

No impairment loss was recogaised for continuing operations in the 2086 financial year. The recoverable amount of the
DAAC has been determined based on a value in use caloulation using cash flow projections based on financial budgets
approved by senior management covering a five-year period. The average discount rate applied to cash flow projections

is 11.5%.

El
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16. INTANGIBLE ASSETS (contintued)

ANNUIAL REPORT

CONSOLIDATED PARENT
Development costs Development costs
$ 5
Year ended 30 June 2005
At 1 July 2004, net of accumulated
amortisation - -
Additions 99,124 99,124
Additions - internal development 250,876 250.876
At 30 June 2006, net of accumulated
amottisation 350,000 350,000
At 30 June 2005
Cost 350,000 350,000
Accumulated depreciation - -
Net carrying amount 350,000 350,000

17. SHARE BASED PAYMENT PLANS

Employee share option plan

The Company has an employee share option plan approved at the 2004 annual general meeting. The plan curreatly
provides for directors and employees to receive a number of options over ordinary shares as determined by the Board,

for no consideration.

Each option is convertible into one ordinary share. The exercise price of the options is determined by the board, but

in respect of options 1o be granted from 1 July 2005, can be no less than $0.25.

The options expire on the earlier of their expiry date and a date referable to the date the director or employee ceases to

be empioyed by the Company.

The expense recognised in the income statement is disclosed in note 4(g).

The following table illustrates the number (No.) and weighted average exercise price {WALEP) of and movements in

share options issued during the year:

2006 2406 2005 2005

No. WAEP No. WAEP
Outstanding at beginning of the year 20,995,606 0.21 - -
Granted during the year 700,000 0.25 26,995 608 621
Forfeited during the year {700,000) 0.25 - -
Exercised during the year {2,350,000) 0.16 -
Expired during the year - - - -
Ougstanding at the end of the year 18.445 606 622 209950600 621
Share options issued 22 November 2004 10 K'TM
Capital Pty ltd and retated parties 7,350,000 0.25 7,350,006 0.25
Total share options outstanding at the end of the year 25,795,060 0.23 28345608 622
Exercisable at the end of the year 3,150,606 @) 6.21 6,3060.000 (M 6.17

(i} Options in escrow until 11 January 2007 total 20,645,000 (20035: 20,645,000).
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17. SHARE BASED PAYMENT PLANS (coutinued)

The outstanding balance as at 30 June 26086 is represented by:

s 4995 060 options over ordinary shares with an exercise price of $0.15 each;
»  3.500,060 options over ordinary shares with an exercise price of $0.20 each;
» 17,300,000 options over ordinary shares with an exercise price of $0.25 each;

The fair value of the options is caleulated at the date of grant using a Black-Scholes model and allocated 1o each
reporting peried evenly over the period from grant date to vesting date. The value disclosed above is the portion of
the fair value of the options allocated to this reporting period.

The following factors and assumptions were used in determining the fair value of options on grant date:

Estimated
Price of Risk free
Fair value Exercise shures on Estimated Inferest Dividend

Grant Expiry per option price gramt dute volatility rate yield

date date 5 $ $ %5 % %
22/11/2004 31/12/20069 0.17061 0.15 0.25 58 5.75 0
23/07/2004 23/07/20069 0.16967 0.15 0.25 58 3.75 0
23/07/2004 23/7/2009 0.15322 0.20 0.25 38 5.75 0
22/11/2004 31/12/20069 0.14002 0.25 §.25 58 5.75 0
{1/01/2005 31/12/20069 0.13832 0.25 0.25 58 5.75 0
05/08/2005 31/12/20069 0.13832 0.25 §.25 58 575 0

Estimated volatility ig based on the estimated price of the Company’s ordinary shares over the period 10 May 2002 10
11 January 2005, over which period the Company’s ordinary shares were not traded on any stock exchange. Fach
option entitles the holder to purchase one ordinary share in the Company. These options expire on the earlier of their
expiry date and a date referable to the date the director or employee ceases to be employed by the Company. The
options vest, variously, on 8 November 2004, 23 June 20035 and 11 January 2006.

CONSOLIDATED PARENT
2006 2005 2406 2005
Note 3 3 3 &
18. TRADE AND OTHER PAYABLES
(CURRENT)
Trade payables (i) 744,125 174,735 418,947 28,515
Sundry creditors and acersals 834,141 1,119,662 386,802 432,772
Enearned revenue - - 13,584 13,584
Interest payable (ii) 6,251 - 6,251 -
nsecured loans from:
Key management personnel (iii) 61,273 163,137 2,422 -
1,645,795 1.459.474 §28.006 474 871

(i) Trade payables are non-interest bearing and are normally settled on 30-day terms.

(it} Interest payable is normally seftled twice a year during the financial year.

(iii} The loans are unsecured and are inferest free.
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CONSOLIDATED PARENT
2406 2003 2406 2005
Maturity s § s S

19. INTEREST BEARING LOANS
AND BORROWINGS
Current
Secured:
Obligations under finance feases and
hire purchase contracts (note 23) (i) 2007 408,957 281,858 26,608 42,753
Bank loan (i} 2007 35,886 - 35,886 -
Unsecured:
Noteholder leans (iii) 2007 845,000 319,469 845,600 319,469

1,289,843 601,327 507,494 362222
Non-current
Secured:
Lease Habilities (1) 308,105 732,717 136,751 157.856
Bank loan (ii} 2000 73.441 - 73.441 -
Unsecured:
Noteholder loans (i) - 935,000 - 935,000

381,546 1,667.717 210,192 1,092 856

(i) Lease liabilities are effectively secured as the rights to the leased assets recognised in the financial statements
revert to the lessor in the event of defauls.

(i) The bank loan is in the form of a chaftel mortgage. Plast and equipment with a carrying amount of $166,909
(2005: §Nil} for the Group and $106,909 (2005: $Ni) for the parent are pledged as securities for current and non-
current liabilities. The mortgage is repayable over 36 monithly periods.

(iii) The notes are convertible to ordinary shares up to the date of maturity which is 3 years from the issue date. The
notes were issued at varying dates between Aprii 2002 and June 2004 at prices varying from $0.15 to $0.50 per note.
Notehelders may elect to redeem the notes at maturity. Notes that are not redeemed at maturity will automatically
convert to ordinary shares. Inferest is payable on notehelder loans at 9% pa (2005: 9% pa). The maximum number of
ordinary shares that the notes on issue will convert info is 3,591,648, During the year convertibies notes with a value
of $409.469 were converted to 3,751,276 ordinary shares.

CONSOLIDATED PARENT
2406 2003 2406 2005

3 5 3 5
20. PROVISIONS
Current
Employee benefits 275,986 210316 197414 146,217
Non-current
Employee benefits 104,775 74,025 73,540 46,717
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CONSCLIDATED PARENT
2006 2005 2006 2005
s S s S
21. OTHER NON-CURRENT
LIABILITIES
tnearned revenue - - 84,869 95,056
Unsecured loans from:
Key management personsel (i) - 12,891 - 2,422
Amounts payable to other parties {ii) 437,522 594,106 -
Government grant (iii) 347,620 - 347,620
785,142 606,997 432 489 07478

(i} The loans are unsecured and are interest free.

(if) Included in payables to other parties is an amount of £134,991 {$355,086) which DataDot Technology (UK) Ltd
(DDUK) has borrowed on an interest free basis. The loan, which is guaranteed by the Company, is repayable on the
earlier of the termination of the DDUK shareholders agreement, the DDUK licence agreement and 15 December
2012. Fhis financial liability is carried at amortised cost usiag the effective inferest method.

(it1) The grant relates to an asset and will be release to the income statement over the expected useful life of the
relevant asset by equal annual instalments upon completion of the grast project.

CONSOLIDATED PARENT
2006 2005 2006 2005

5 3 3 3
22. CONTRIBUTED EQUITY AND
RESERVES
Ordinary Shares
Issued and fully paid 16,695,271 15,127,788 16,695,271 15,127,788
Fully paid ordinary shares carry one vote per share and carry the right to dividends.

Number $ Number %
Movement in ordinary shares on Issue
At T July 2604 50,456,000 581,500 30,456,000 581,500
Shares issued:
For cash at $0.25 per share 6,600,006 1,560,001 6,006,006 1,560,001
Less : Costs of share capital raising - (160,675) - (106.675)
Pursuant to the [PO prospectus at $0.25 per
share 40,000,606 16,000,060 40,000,000 14,060,000
Less : Costs of PO share capital raising - (919,210} - (819.210)
Conversion of convertibie notes 19,228,550 1,608,326 19,228,550 1,608,326
Cost of share-based payments - 2,457,846 - 2,457 846
At 1 July 2005 115,684,556 15,127,788 115,684,356 15,127,788
Conversion of convertible notes 3,751,276 409,468 3,751,276 409, 468
Exercise of share options 2,556,000 412,500 2,556,060 412,500
Cost of share-based payments - 745,515 - 745,515
At 30 June 2006 121,985,832 16,695271 121,985,832 16,695,71
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CONSOLIDATED PARENT
2006 2005 2006 2005

& 3 3 3
22. CONTRIBUTED EQUITY AND
RESERVES (continued)
Accummulated losses
Movemenis in accumulated losses were as
follows:
Balance 1 July (12,861,479) (7,684,722 (12,623,454} (1,478,712}
Application of AASB 132 and AASB 139 294,905 - - -
Net loss for the year {1,430,160) (5,138,504 (2,722,028) (11,144,742
Minority interest AIFRS adjustment (i) - (38,253) - -
Balance 390 June (13,996,674 (12,861,479 (15,345,482) (12,623,454}

(i) Under AIFRS, the excess of accumulated losses over equity attributable to minority interests is to be adjusted
against the Company’s ownership interest unless the minority interest has a binding obligation 1o, and is able to,
make good the losses.

Reserves
Foreign currency translation reserve 27.397 44,682 - -

Foreign currency translation reserves

Balance at beginaing of financial year 44,682 122,986 - -
Exchange difference on net investment in

foreign operations {17,285) {78.304) - -
Balance at end of financial year 27.397 44 682 - -

The foreign currency fransiation reserve is used to record increase in the fair value exchange differences arising
from the translation of the financial statements of foreign subsidiaries.

Minority Interests

Movements in accumulated losses were as CONSOLIDATED PARENT
fotlows:

2006 2003 2006 2005
Interest in: & & & 3

Ordinary shares - - - -
Retained losses - - - -

Under AIFRS, the excess of accumulated losses over equity attributable to minority interests is to be adjusted
against the Company’s ownership inferest unless the minority interest has a bindiag obligation to, and is able to,
make good the losses.

23. FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise bank loans, convertible notes, finance leases and hire purchase
confracts, and cash and short-term deposits.

The main purpose of these financial instruments is to raise finance for the Group’s operations. The Group has
various other financial assets and liabilities such as trade receivables and trade payables, which arise divectly from
its operations. 1t is, and has been throughout the period under review, the Group’s policy that no frading in financial
instruments shall be uadertaken. The main risks arisiag from the Group’s financial instruments are cash flow interest
rate risk, liquidity risk, foreign currency risk and credit risk. The Board reviews and agrees policies for managing
each of these risks and they are sumsmarised below.
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23, FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES {continued)

Details of the significant accountiag policies and methods adopted, including the criteria for recognition, the basis of
measurement and the basis on which income and expenses are recognised, in respect of each class of financial asset,
financial liability and equity instrument are disclosed in note 2 to the firancial statements.

Cash flow interest vate risk
The Group’s exposure to cash flow mterest rate risk is minimal due to the Group not haviag any leng-term debt
obligations with a floating interest rate.

Foreign currency risk

As a result of significant investment in wholly-owned and partly-owned controlled entities in the United States, the
United Kingdom and South Africa, the Group’s balance sheet can be affected significantly by movements in the
USS/AS exchange rates. The Group does not seek to hedge this exposure.

The Greup also has transactional currency exposures. Such exposure arises from sales or purchases by an operating
unit in currencies other than the unit’s functional currency.

Commodity price risk
The Group’s exposure to price risk is minimal.

Credit risk
The Group trades only with recognised, creditworthy third parties. It is the Group's policy that all customers who
wish 1o trade on credit terms are subject to credit verification procedures.

In addition, receivable balances are monitored on an ongoing basis with the result that the Group’s exposure to bad
debts is not significant. There are no significaant concentrations of credit risk within the Group.

Liguidity risk
The Greup’s objective is to maintain a balance betweea continuity of funding and flexibility through the use of
bank loans, convertible notes, finance leases and hire purchase contracts.

24. FINANCIAL INSTRUMENTS

Fair values

Set out below is a comparison by category of carrying amounts and fair values of all of the Group’s financial
mstruments recognised in the financial statements.

The fair values of derivatives and borrowings have been calculated by discounting the expected future cash flows at
prevailing interest rates. The fair values of loan notes and other financial assets have been calculated using market

interest rates.

The aggregate net fair value of financial assets and financial liabilities, both recognised and unrecognised at balance date,
is as follows:
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24. FINANCIAL INSTRUMENTS {continued)

Carrying Net fuir Carrying Net fair
amount value amout value
2006 2006 2003 2003
& b b &
CONSOLIDATED
Financial assefs
Cash 1,169,581 1,169,581 4,024,831 4,024,831
Trade receivables 2,225.053 2,225,053 886,133 886,133
Other receivables 126,647 120,647 30,547 50,547
Other {inancial assets (curreat) 153,171 153,171 112,724 112,724
Orther receivables {(non-current) 26,648 26,648 - -
3,695,100 3,695,100 5,074,235 3,674,235
Financical liabilities
Trade payables 744,125 744,125 174,735 174,735
Sundry creditors and aceruals 834,141 834,141 1,119,602 1,119,662
Other payables 67,524 67,524 165,137 163,137
Interest-bearing loans and borrowings:
Ohbligations under finance leases and hire 717,062 717062 1,014,575 1,614,575
purchase contracts
Fixed rate borrowings 109,327 109,327 - -
Notehoider loans 845,000 845,060 1,254,469 1,254,469
Non-interest beariag loan 437252 437252 606,997 606,997
3,754,431 3,754,431 4335515 4,335,515
PARENT
Financial assets
Cash 396,127 396,127 494,876 490,876
Trade receivables 022,902 922,902 127.852 127,852
Other receivables - - 3,602 3,602
Other financial assets (current) 120,671 120,671 112,724 112,724
Orther receivables {(non-current) 26,648 26,648 - -
1,466,348 1,466,348 735,054 735,054
Financical liabilities
Trade payables 418,947 418,947 28,515 28,515
Sundry creditors and accruals 386,802 386,802 432,772 432772
Other payables 22,257 22,257 13,584 13,584
Interest-bearing loans and borrowings:
Ohbligations under finance leases and hire 163,357 163,357 200,609 200,609
purchase contracts
Fixed rate borrowings 109,327 109,327 - -
Noteholder loans 845,600 845,060 1,254,469 1,254,469
1,845,690 1,945,690 1,929,949 1,826.949
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The following table sets out the carrying amousat, by maturity, of the financial instruments exposed to interest rate risk:

2006

CONSOLIDATED
FINANCIAL ASSETS

Cash and cash equivalents
Trade receivables

Other receivables

Other financial assets {current)
Other receivables (non-current}

FINANCIAL LIABILITIES

Trade payables

Sundry creditors and accruals

Other payables

Interest-bearing loans and borrowings:
Obligations under finance leases and

hire purchase contracts
Fixed rate borrowings

Noteholder loans
Non-interest bearing loan

Weighted
average Fixed maturity rate
effective Non interest
interest Varichle  Less than ] bearing
rate inferest rate vear [-2vears  2-3 years 3-d years 4-5 years 31 years liubility Total
% ) s 3 8 3 8 8 ) s
3% 1,169,581 - - - - - - - 1,169,581
- - - - - - - - 2,225,053 2,225,053
) . . - - - - - 120,647 120,647
. . . R - - - - 153,171 153,171
- - - - - - - - 26,648 26,648
1,169,581 - - - - - - 2,525,519 3,695,100
) . . - - - - - 744,125 744,125
- - - - - - - - 834,141 834,141
) . . - - - - - 67,524 67,524
1% 408,957 154,746 75,198 78,161 - - - 717,062
1% 35,880 40,181 33,260 109,327
9% 845,000 845,000
437,522 437,522
- 1,289,843 194927 1068458 78,161 - - 2,083,312 3,754,701
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Weighted
average Fixed maturity rafte
effective Non interest
interest Variable  Less than ] hearing
2005 rate inferest rate vear 1-2 vears 2-3 years 3-4 years 4-5years 5+ years fichility Total
% $ 5 b3 3 3 b3 $ 5 b
CONSOLIDATED
FINANCIAL ASSETS
Cash and cash equivalents 4.8% 4,024 831 - - - - - - - 4,024,831
Trade receivables - - - - - - - - 886,133 886,133
Other recetvables - - - - - - - - 50,547 50,547
Other fnancial assets {current} - - - - - - - - 112,724 112,724
4,024,831 - - - - - - 1,049,404 5,074,235
FINANCIAL LIABILITIES
Trade payables - - - - - - - - 174,735 174,735
Sundry creditors and accruals - - - - - - - - 1,119,602 1,119,602
Other payables - - - - - - - - 165,137 165,137
Interest-bearing loans and borrowings:
Obligations under finance leases and
hire purchase contracts 11%% 303,162 431,854 164,170 115,389 - - - 1,014,575
Noteholder loans 9% 319,469 935,000 1,254,469
Non-interest bearing loan 606,997 606,097
- 622,631 1,366,854 164,170 115389 - - 2,066,471 4,335,515
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25. COMMITMENTS
Finance lease payment commitments — Group as lessee

The Group has finance leases and hire purchase contracts for various items of plant and equipment and for leasehoid
improvements. The leases are for terms ranging 3 to 5 years.

Future minimum lease payments under finance leases and hire purchase contracts together with the represent value of
the net minimum lease payments are as follow:

2006 2005
Minimum lease  Presemt value  Mininnan lease Presemt value
paynients of lease payments of lease
DPAVHIERES Pavments
s s s 3§

CONSOLIDATED
Within one year 457,100 408,957 378,839 281,858
One year or later and no later than five
years 339,847 368,105 793,683 732,717
Total minimum lease payments 796,947 717,062 1,172,522 1,614,575
Less amounts representiag finance charges (79.885) - {157.947) -
Present value of minimum lease payments

717,062 717,062 1,014,575 1,014,575
PARENT
Within one year 39,887 26,608 60,547 42,753
One year or later and no later than five
years 156,680 136,751 172,380 157,856
Total minimum fease payments 196,567 163,359 232927 200,609
Less amounts representiag finance charges (33,308) - (32,31%) -
Present value of minimum lease paymenits

163,259 163,359 200,609 200,609

Operating lease commitments — Group as lessee
The Greup keases property under non-cancellable leases expiring from 3 months to 12 months. Lease payments
comprise a base amount plus an incremental allowance for infiation.

In addition, the Group lease plant and equipment under non-canceliable operating leases expiring within next 14
months. Lease paymenis are determined at the commencement of the lease and are for a fixed amount over the term of

the lease.

Future minimum rentals payabie under non-cancellable operating leases as at 30 June are ag follows:

CONSOLIDATED PARENT
2006 2003 2006 2005
s s s $
Within one year 175,308 281,257 - -
Later than one year but not later than five
years 45354 210,550 - -
220,662 491,807 - -

Page 67



DATADOT FECHNOLOGY LIMETED - ANNUAL REPORT

Notes to the Financial Statements
FOR THE YEAR ENDED 30 JLINE 2006

25. COMMITMENTS (continued)

Capital expenditure commitmentis

At 30 June 2006 the Parent has commitments of $2,333,864 (26035: §Nii) relating to the development of the Databot
Automated Applicator Cell (DACC). The Parent has been awarded an AusIndusivy Commercial Ready grant o assist
in the development of the DAAC and expects to receive grant funding of $1,166,932. The DAAC completion
milestone is currently 30 June 2007.

DataTrace DNA Pty Lid, a joiat venture with the CSIRO, has a research and development agreement with the CSIRO.
At 30 June 2006, DataTrace DNA Pty Lid had commitments of $271,845 (2005:$N i) for development of
DataTraceDNA.

26. CONTINGENT LIABILITIES

On the 31" of October, 2005 the Parent entered into a number of agreements with the CSIRO establishing DataTrace
DNA Piy Ld as a jointly controlied entity. Under the terms of the agreement, the Parent is required to contribute
working capital until the Board of the Directors of DataTrace DNA Pty Lid determines that the joint venture entity has
consistent positive cash flows to support itself. Based on the forecasts approved by the Board of Directors of
DataTrace DNA, further investments are currently estimated to be $2,300,000.

The Group has no other contingent Habilities.
27. RELATED PARTY DISCLOSURES
The consolidated financial statements include the financial statements of DataDot Technology Limited and the

subsidiaries listed in the following table.

% Egquity interest
Country of incorporation 2006 2003

Neme

Subsidiaries of DataDot Technology Litd

DataDot Technology {Australia) Pty Lid Australia 160 160
DataDot Technology USA Inc United States of America {00 {00
DatalDot Technology (UK) Lid United Kingdom 72 72
DataDot Technology {Asia) Pty Lid Australia 50 50
DataDot Technology South Africa (Pty) Lid (i) South Afiica 42.5 42.5
Identily Australasia Pty Lid Ausfralia 160 160
DataTrace DNA Pty Lid (formerly DataDot {ii)

Bulk DNA Pty Lid) Australia N/A 100
identify New Zealand Pty Limited New Zealand 100 160

Subsidiary of DataDoi Technology USA Inc
Mightydot Warranty Services, Inc. (iif) United States of America N/A 160

Subsidiary of DataDot Technology (UK) Led
DataDot Technology (Europe) Lid United Kingdom 160 {00

(i} This company is a controlled eatity by virtue of common directorships and restrictive agreements which give
effective control 1o the Company.

(i) On 31 October 2005, DataTrace DNA Pty Lid became a jointly controlied entity when 1 of the 2 ordinary shares
was transferred 1o the CSIRO under the joint venlure agreements.

(iti) This company was deregistered in 2003.
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27. RELATED PARTY DISCLOSURES (continued)
DataDot Technology Limited is the ultimate parent entity of the Group.
The classes of non-director refated entities are wholly-owned controlled entities and partly-owned controlled entities.
The Company charges royalties and licence fees to these entities.
Inventory is sold between these entities to a lHimited degree, on normal terms and conditions.
Loans to these entities are interest free (except for interest charged from 1 July 2065 on the loan to DatabDot
Techaology (UK} Ltd}, are unsecured and are required to be repaid once sufficient operating cash flows permit
repayment.

During the 2006 financial year, interest is charged on the loan to DataDot Technology (UK) Lid. Previousty no
interest had been charged on the UK loan balance.

Consolidated The Compuny
2006 2005 2006 2005
§ $ § $
Aggregate amount of other transactions with non-
director related parties:
Revenue from sale of goods
Wholly-owned conirolled entities - - 309,541 37,3596
Partly-owned controlled entities - - 60,252 43,769

Revenue from commissions
Wholly-owned controtled entities - - - -
Partiy-owned controlled entities - - - -
Revenue from management fees
Wholly-owned controtled entities - - - -
Partiy-owned controlled entities - -
Joint Venture entity 710,914 - 710,941 -
Purchases of inventory
Wholly-owned controlled entities - - - -
Partly-owned conirolled entities - - - 21,252
Non-current foans receivable
Wholly-owned controlled entilies - 7,615,873 6,601,041
Less : provision for doubtful debt - {7,015,873) (6,601,641}
Partiy-owned controlled entities - - 353,913 235,185
Less : provision for doubtfuf debt - (333915 (235,185)
Joint Venture entity 26,648 - 26,648 -

28. EVENTS SUBSEQUENT TO BALANCE DATE

Between | July 2006 and the date of this report the following material transactions have occurred. The Company

has:

. {ssued a Turther 18,250,600 ordinary shares at 42 cents per share.

. Granted 1,006,000 options over unissued ordinary shares o employees under the Company’s Employee
Share Option Plan.

The financial effects of the above transaction have not been brought to account in the financial statements for the
year ended 30 June 2006.
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29. AUDITORS’ REMUNERATION
The auditor of DataDot Technology Limited is
PKF .

CONSOLIDATED PARENT
2006 2005 2006 2005
& & $ &
Amaounts received or due and receivable for audit
services by PKFE:
* an audit or review of the financial report of the 109,087 149,538 109 087 149 538
entity and any other entity in the consolidated
group
* other services in relation to the entity and any
other entity in the consolidated group
- tax compliance 66,800 86,660 66,850 86,660
- due diligence services in respect of [PO - 90,265 - 90,265
- other services - 3,512 - -
175,977 329,975 175,977 326,463
Amounts received or due and receivable by non
PKEF gudit firms for:
» an audit or review of the financial report of 49 244 79,117 - 12,476
suhsidiaries
« faxation services 1.516 - - -
50,760 79,117 - 2,476

30. DIRECTOR AND EXECUTIVE DISCLOSURES

(a) Detzils of Key Management Personnel

(i) Direcfors

1. F. Brown

. Allen Chief Executive

J. Richards Comsmercial Director
C. Stott Chief Operating Officer

P. Housden
A. Grant

Director {non-executive)
Director {non-executive)

(i1} Executives
(. Loughlin
M. 8. James
J. Reynolds
R. Parsons

B. McLaws
S. Cuiler

P. Kibler

AL Blew

Company Secretary and Strategic Development Manager
Chief Financial Officer - appoianted 1 December 2005
Chief Financial Officer - appointed 14 March 2005; resigned 30 November 2005
General Manager - DataDot Technology (Australia) Piy Lid
President - DataDot Technology USA Ine.
President - Finance and Operations - PataDot Techaology USA Inc.
Managing Director - DataDot Technology (UK) Lid

Managing Director - Datalot Technology South Africa (Pty) Lid

Chairman {non-executive) - appointed 21 December 2005

There were no changes of key management personnei after reporting date and the date the {inancial report

was authorised for issue.
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30. PIRECTOR AND EXECUTIVE DISCLOSURES {continued)
(b) Compensation of Key Management Personnel

Remuneration of the Chiel Executive Officer is defermined by the board on the recommendation and performance
evaluation provided to the board by the Chairman. Remuneration of other key executives is determined by the Chiefl
Executive Officer in accordance with the remuneration policies established by the board and taking info account
information obtained via reputable industry remuneration surveys and / or independent consultant reports. This also
includes participation in share option schemes, iacentive performance packages, retirement and termination
entitlements, fringe benefits policies and professional indemnity and Hability insurance policies. The board as a
whole is responsible for making recommendations on remuneration policies and packages applicable to board
members and senior executives of the consolidated entity. The broad remuneration policy is to ensure the
remuneration package properly reflects the person’s duties and regponsibilities, and that remuneration is competitive
in attracting, retaining and motivating people of the highest quality. For the current year all packages comprised fixed
remuneration and equity-based efements. Short term cash incentives were paid. Options are issued under the
employee share option plan. Further details are set out in Note 17.

Total remuneration for all non-executive directors, last voted upon by shareholders at the 2004 annual general
meeting, is not to exceed $300,000, and is allocated amongst the directors as the board determines.

The following table provides the details of all directors of the Company (*specified directors’) and the five or more
executives of the consolidated entity with the greatest authority (‘specified executives’ and the nature and amount of
the elements of their remuneration for the year eaded 30 June 2006.

Directors” remuneration is disclosed at table 1 in the Directors” Report.
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30. DIRECTOR AND EXECUTIVE DISCLOSURES (continued)

{b} Compensation of Key Managemeni Personnel {continued)

(i) Compensation of Key Management Personnel for the yvear-ended 30 June 2006 (Consolidated)

Short-Term Past Employment Share-based Total Total
Payment performance

refated

Executives Salary & Cash Non Superannuation  Retirement Options
Fees Bonus monetary benefits
benefits
A3 $ $ A3 A3 $ A3 %
G. Loughlin 218,600 - - - - 28918 246918 -
M. James * 84,659 - - 7,619 - - 82,278 -
1. Reynolds ** 71,044 - - 6,394 - - 77,438 -
R. Parsens 150,600 - 21,269 {3,506 - - 184,769 -
B. McLaws 188,542 33,794 3,929 - - R1,45] 307,716 10.98
S. Cutler 213,327 49,901 16,224 - - - 279,452 17.86
P. Kibler 85,568 - - - - - 85,568 -
A. Blew 124,816 - - - - - 124,816 -
1,135.956 83,695 41,422 27,513 - 110,369 1,398 955

* Appointed T December 2005;
** Resigned 30 November 2003;
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30. DIRECTOR AND EXECUTIVE DISCLOSURES (continued}
{b} Compensation of Key Management Personnel (continued)

(1) Compensation of Key Management Personnel for the year-ended 30 June 2005 (Consclidated)

Shori-Term Paost Employment Share-based Total Total
Payment performance
related
Executives Salary Cash Non Superannuation  Retirement Options
& Fees  Bonus monetary benefits
benefits
(. Loughlin * 127,167 - - - - 19,327 146,494 -
1. Reynolds ** 48,889 - - 4,400 - - 53,289 -
R. Parsens 140,671 - 19,2340 24,1867 - 383,650 367,118 -
B. McLaws 165,388 - 10,185 - - 91,894 267,467 -
S. Cutler 218,022 - 31,528 - - - 249,550 -
P. Kibler 88,063 - - - - - 88,063 -
A. Blew 125,489 - - - - - 125,489 -
913,689 - 60,943 28,567 - 494,271 1,497,470 -

*  Appointed 1 December 2004,
** Appointed {4 March 2005,

Group totals for 20035 are aot the same as disclosed in the 20035 report, as different individuals were disclosed in the 2005 financial year.

(11) Compensation by category: Key Management Personnel

CONSOLIDATED PARENT
2006 2003 2006 2005

3 & 3 3
Short-term 1,261,073 974,632 373,703 176,056
Post Employment 27.513 28,567 14,013 4,400
Termination - - - -
Share-based Payment 110,369 494 271 28918 19,327

1,398,955 1,497,470 416,634 199,783
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30. PDIRECTOR AND EXECUTIVE DISCLOSURES {continued)
(¢} Compensation options: Granted and vested during the vear {Consolidafed)

During the financial year options were granted as equity compensation benefiis under the long-term incentive plan
o certain key management personnel as disclosed above. The options were issued {ree of charge. Each option
entitles the helder to subscribe for one fislly paid ordinary share in the entity al an exercise price determined by the
Board. The contractual life of each option granted is five yvears. There are no cash settlement aliernatives. For
further details relating to the options, refer to note 17.

Vested Granted Ferms and Conditions for each Grant
Foir Value  FExercise
per option plice pey

il g option
date
Fivst Last
75} (8 Expiry Exercise Exercise
36 June 2006 Crrarn deee {rote I7) freate 17} date dete date
Directors
P. Housden 300,000 -
AL Grant 230,000 -
I. Allen 3685600 -
F Richards 1,283,600 -
C. Ston 2,085 600 -
Execufives
G. Loughlin SO, 006 208,004 3 Aug 03 (3.14459 .25 31 Dec 0% 11 Jan 06 31 Dec 06
B. Melaws 1,238,600 -
Tatal 5,345,000 200,000
Vested Granted Terms and Conditions for each Grant
Fair Value  Exercise
per aption plice pey
at gret option
dete
First fast
5} (8 Expiry Exercise Exercise
36 June 2005 Cirant dete freote 17) freate 17} dete date date
Directors
P. Housden 300,600 22 Now 04 314002 .25 31 Dec (9 11 Jan 06 31 Dec §9
A, Grant 230,000 22 Now 04 (14002 .25 31 Dec 9 11 Jan 06 31 Dec {9
I. Allen 3685600 22 Now {4 (3.14002 .25 31 Dec 9 11 Jan 06 31 Dec 9
1 Richards {283,600 22 Now {4 (3.14002 .25 3 Bec 11 Jan 06 31 Dec 69
C. Ston 2,085,000 22 Now {4 G.14002 .25 31 Dec 09 11 Jan 06 31 Dec 69
C. Ston 4,495,000 4,495,000 22 Now {4 3.17061 013 31 Dec (9 22 Nov (4 31 Dec (9
Execufives
G. Loughlin 303,006 3 Aug 15 {1.14459 .23 31 Dec 9 11 Jan 06 31 Dec 69
R. Parsons 2,300,600 2,300,000 23 Jul 04 (3.15322 .20 23 Jub 09 23 un 05 23 hd 09
B. Melaws 1,238,060 22 Nowv {4 (140402 .25 31 Dec 9 {1 Jan 06 31 Dec 69
Tatal 6,995,600 16,140,000
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30. DIRECTOR AND EXECUTIVE DISCLOSURES {continued)
(d) Shares issued on Exercise of Compensation Options (Consolidated)
There were no shares issued on the exercise of compensation options during the year or in the preceding vear.

(e} Option holdings of Key Management Personnel (Consolidated)

Fested at 30 June 20006

Bedance o

heginning Balance at

of period Grored as Optiony Net change  end of period Not -
36 June 2006 {1 Jul 61 Femtseration exercived {her 306 Jun 06 Toted Fxercisable  Exercisable
Directors
P. Housden 3040, 000 - - - 300,000 300,000 - 300,006
A, Grant 250,006 - - - 230,000 250,000 - 230,000
I. Allen 3,685,000 - - - 3,685,000 3,685,000 - 3,685,000
J Richards 1,283,000 - - - {283,600 1,283,060 - {283,600
C. Stont 6,584,008 - - - 6,384,600 6,584,000 - 6,384,000
Executives
G. Loughlin 304,000 206,006 - - 306,606 566,060 560,000 -
R. Parsons 2,500,000 - - - 2,506,000 2,500,060 2,300,000
B. Melaws 1,238,006 - - - 1,238,000 1,238,004 - {, 238,000
Taotal 16,140,000 200,000 - - 16340000 16,340,000 3000000 0 13,340,000

# Includes forfeiture

The above options classified as Not-exercisable due 1o their underlying securities being in escrow until the 2™
anniversary of the Company’s listing on the Australian Stock Exchange (11 fanuary 2007).

Fested at 30 June 2003

Balance ot

heginning Bedance at

of period Granted as Cptions Net change  end of period Not -
30 June 2005 7 Fud 34 FeRIREFC 0N exercived {ther & 3 Fun (13 Forecd Exercisable FExevcivable
Pireciors
P Housden - 360,000 - - 360,000 306,000 - 300,600
AL Grang - 250,000 - - 250,000 230,600 - 230,600
I Allen - 3,685,060 - - 3,685,060 36850600 - 3685000
1. Richards - 1,283,060 - - 1,283,060 {283,600 - {283,000
L Stott - 6,584,000 - - 6,584,000 6,584,000 - 6,584 300
Executives
(. Loughiin - 300,000 - - 360,000 306,000 - 300,600
R. Parsons - 2,500,000 - - 2,500,000 2,500,600 2,504,060 -
B. Mclaws - 1,238,000 - - 1,238,000 1,238,600 - 1,238,000
Toial - 16,140,000 - - 16,140,000 16,140,000 2500000 13,640,000

# Includes forfeiture

The above options classifted as Not-exercisable due to their underlying security being in escrow until the 2
anniversary of the Company’s listing on the Australian Stock Exchange (11 fanuary 2007).

Page 75



FOR THE YEAR ENDED 30 J{NE 2006

DATADOT FECHNOLOGY LIMETED - ANNUAL REPORT

Notes to the Financial Statements

30. DPIRECTOR AND EXECUTIVE DISCLOSURES {continued)

() Shareholdings of Key Management Personnel (Censolidated)

Shares held in DataDot Technology Limited (number)

Balance Received
af on Sales Balance

beginning  Purchased  conversion on at end
30 June 2606 af vear on market of notes market of year
Directors
P Housden 120,600 - - - 120,000
A Grant 40,000 - - - 40,000
1 Allen 18,431,360 - - - 18,431,300
J Richards 4,545,000 - - - 4,545,000
C Stott 120,000 - - - 120,000
Executives
R Parsons - - - - -
(G Loughlin 200,600 - - - 200,000
J Reyneids 5,000 - - - 5,000
B McLaws 20,235,000 - - - 20,235,000
S Cutler 1,729,800 - 2,411,400 2,141,200 2,060,000
A Blew - - - - -
P Kibler - - - - -

45,426,100 - 2411,400 2,141,200 45,696,300

Sold in
Balance private Received
af transaction on Seddes Balanee

beginning prior to Subscribed  Purchased  comversion on af end
30 June 2605 of vear listing In IPO) on market af notes market of year
Directors
P Housden - - 120,060 - - - 126,000
A Grant - - 40,600 - - - 40,600
1 Allen 20,235,060 2,606,000 - 196,300 - - 18,431,300
J Richards 4,495,000 - 50,000 - - - 4,545,000
C Stott - - - 120,600 - - 126,000
Executives
R Parsons - - - - - - -
(G Loughlin - - 160,060 160,000 - - 200,000
J Reyneids - - - 5,000 - - 5,600
B McLaws 20,235,606 - - - - - 28,235,000
S Cutler 456,000 - 100,000 - 1,473,800 300,080 1,725,800
A Blew - - - - - - -
P Kibler - - - - - - -

45,421,060 2,000,060 410,060 421,306 1,473,800 300,060 45,426,100
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30. PIRECTOR AND EXECUTIVE DISCLOSURES {continued)
(g} Loans to Key Management Personnel (Consolidated)

(1) Details regarding the aggregate of loans to key management personnel are as follows:

Opening Closing Interest Number in
balance bafemce charged group af
§ s s 30 June
Total
2006 112,724 {83,171 7.947 2
2005 29,683 112,724 - i

(i) Details of individuals with loans above $100,000 in the reporting period are as follows:

Opening Closing Inferest Highest
balance bafunce charged owing in
period
30 June 2006 § s s §
Directors
1. Allen 112,724 120,671 7,947 120,671
Opening Closing Interest Highest
balunce balance charged owing in
period
30 June 20605 s § s s
Directors
1. Allen - 112,724 - 112,724

Loans to Key Management Personnel are charged ai 7.05% per annum. The loans are repayable within 12 months.

(1) Other transactions with Key Management Personnel

A sumber of specified directors and specified executives, or their personally related entities, hold positions in other
entities that result in them haviag contyol or significant influence over the financial or operating policies of those
entities.

A number of these entities transacted with the Company or its controlled entities over the year. The terms and
conditions of those transactions were no more favourable than those available, or which might reasonably be
expected 1o be available, on similar transactions to uarelated entities on an arm’s length basis.

The aggregate amounts recognised during the year relating to specified directors, specified executives and their
personally-related entities, were total revenue of $nil and total expense of $64,507. Details of the transactions are
as follows:

2006 20053
Transaction Note 3 3
Directors
C. Stott I'F and internet services (i) 48,400 37.408
Executives
S. Cutler Sales Commissions {ii) 16,107 -
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30. DIRECTOR AND EXECUTIVE DISCLOSURES {(continued)
(It} Other transactions with Key Management Personnel (continued)
(i} IT and internet services fees of $48.400 (2005: 37,498) were paid by the Company fo a company in which Mr
Stott has an interest. Amounts were billed based on normal market rates for these types of services and were due

and payable under normal payment terms.

(if) DNA Distribution, an entity owned by S. Cutler, was responsible for selling $31,1735 of the Company’s product
during the year and earned commissions of $16,167.

2006 2005
Assets and labilities arising from the above transactions § s
Current liabilities
Frade creditors - 14,103
Sundry creditors and accruals 16,920 -
16,920 14,193
31. TRANSITION TO AIFRS

For all periods up to and inciuding the year ended 30 June 2003, the Group prepared its financial statements in
ageordance with Australian generally accepted accounting practice (AGAAP). These financial statements for the
year ended 30 June 2806 are the first the Group is required fo prepare in accordance with Australian equivalents to
[nternational Financial Reporting Standards (AIFRS).

Accordingly, the Group has prepared financial statements that comply with AIFRS applicable for periods
beginning on or after 1 January 2005 and the significant accounting policies meeting those requirements are
described in note 2. 1n prepariag these financial statements, the Group has started from an opening balance sheet as
at 1 July 2064, the Group’s date of transition to AIFRS, and made those changes in accounting policies and other
restatements required by AASB | First-time adoption of AIFRS.

This note explains the principal adjustments made by the Group in restating its AGAAP balance sheet as at 1 July
2064 and its previously published AGAAP financial statements for the year ended 30 June 2005.

Exemptions applied

AASRB | allows first-time adopters certain exemptions from the general requirement to apply AIFRS
retrospectively.

The Group has taken the following exemptions:

+ Comparative information for {inancial instrumesnts is prepared in accordance with AGAAP and the company and
group have adopted AASB 132: Financial Instruments: Disclosure and Presentation and AASB 139 Financial
Instruments: Recognition and Measurement from 1 July 2605,

+ Cymulative currency translation differences for all foreign operations are deemed to be zero as at 1 July 2004.
Explanation of material adjustiments to the cash flow statement

There is no material differences between the cash flow statement presented under AIFRS and the cash flow
stafement presented under previous AGAAP.
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31. TRANSITION TO AIFRS (continued)
An explanation of how the transition from superseded policies to AIFRS has affected the company and

consolidated entity’s financial position and financial performance is sef out in the following tables and the notes
that accompany the tables.

CONSQLIDATED
Effect of
Australion fromsition
GAAP fo ATIFRS AIFRS
Note & & 3
Yeur ended 30 June 2005

Revenue 6,814,203 - 6,814,203
Cost of goods sold {2,136,787) - (2,130,787
Expenses (i) (7,364,074y  (2,457.846) (9,821,920)
Income tax expense - - -
Net foss attributable fo outside equity interests (if) 144,725 (144.725) -
Net foss atiributable 1o members of the parent entity {2,535,933) (2,602,571} (5,138,504}

Effect of Effect of

Australioan  fransition Austrafian fremsition

GAAP to AIFRS AIFRS GAAP fo AIFRS AIFRS
Note 3 3 & 3 & 3
As at T July 2004 As at 30 June 2003
Total Assets 2,849,784 - 2,849 784 6,930,847 - 6,930,847
Total Liabilities (9.868.273) - (9868273} (4.619.856) - (4.619.856)
Net assets (7,018,489) - (7,018489 2,310,991 - 2,310,991
Contributed equity 381,500 - 581,506 12,669,942 2.457 846 15,127,788
Reserves () 122,986 - 122,986 44 682 - 44,682
Accumuiated losses  (1)31) (7,684,722) (38,253 (7.722.,975) (10,220.633) (2,640,824) (12,861,479
Outside equity

interests {ii) (38,253) 38,253 - (182.978) 182,978 -
Total equity (7,018,489 - (7,018,489 2,310,991 - 2.310,99]

{i) Under AIFRS, options granted to directors and employees are expensed over the period from date of grant to
vesting date and measured at fair value.

{ii) Under AIFRS, the excess of accumulated losses over equity attributable to minority interests is to be adjusted
against the Company’s ownership interest unless the minority has a binding obligation fo, and is able 1o, make
good the losses.
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31. TRANSITION TO AIFRS (continued)

PARENT
Effect of
Australion framsition
GAAP to AIFRS AIFRS
Note 3 3 3
Year ended 30 June 20035

Revenue 1,375,780 - 1,375,780
Cost of goods sold (174,311) - (174,311}
Expenses {H) {9,888,365) (2,457.846) (12346211
Income tax expense - - -
Net foss atiributable 1o members of the parent entity {8,686,896) (2,457.846) (11,144,742}

Effect of Effect of

Australion  fransition Australion fromsition

GAAP to AIFRS AIFRS GAAP fo AIFRS AIFRS
Note 3 3 & 3 & 3
As at 1 July 2004 As af 30 Jume 2005

Total Assets 3,730,99] - 5,736,991 4,724,693 - 4,724,695
Total Liabilities (6.628,203) - {6,628.203) (2,220,361) - (2.220360)
Net assets {807 212) - (897.212) 2,504,334 - 2,504,334
Contributed equity 381,500 - 381,506 12,669.942 2,457 846 15,127,788
Reserves (i) - - - - -
Accumulated losses (i) (1.478,712) - (1478712 (10,165,608) (2.457.846) (12,623,454
Total equity (R97.212) - (897.212) 2,504,334 - 2.504.334

(i) Under AIFRS, options granted to directors and employees are expensed over the period from date of grant to
vesting date and measured at fair value.

Qutlined below are the areas impacted upon the adoption of AIFRS.

Financial instruments

Financial instruments must be recognised in the statement of financial position and all derivatives and most
financial asgets must be carried at fair value. Investments in marketable securities are likely to be designated as
‘available for sale’ assets with any increments in the fair value recognised directly in equity untii disposal.

Impairment

Impairment of assets will be determined on a discounted basis, with strict tests for determining whether cash
generating operations have been impaired. The impact of a more rigorous impairment test may result in additional
write downs either on transition or ongoing. Any write downs will also impact the ongoing depreciation charge
{where applicable).

Income fax
Income tax will be caleulated based on the “balance sheet’ approach, which may result in more deferred tax assets
and liabilities and as the tax effect follows the underlying transaction, some tax effects will be recognised in equity.

Currently, the DataDot Group adopts the liability (or income staternent) method of tax-effect accounting whereby
income tax expense is based on the accounting profit adjusted for any permanent differences. The Australian 1IFRS
equivalent, AASB 112 lacome Tax reguires all income tax balances to be caleulated using the balance sheet
method. Under the balance sheet method, temporary differences are identified based on the carrying amount for
each asset and liability rather than the effects of timing and permanent differences between taxable income and
accounting profit.
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31. TRANSITION TO AIFRS (continaed)

I addition, the test for the recognition of deferred tax assets is a probable test rather than virtual certainty for tax
losses and beyond reasonable doubt for timing differences under current Australian Accounting Standards.

Equity based compensation

Options over shares will be expensed over the period of service by the employee to whom the options relate.
Employee benefit expense is likely to increase due to the expensing of the fair value of options over the vesting
period.

The DataDot Group has established an Employee Share Option Plan under which the Company can offer its
employees and executive’s options ag part of their remuneration packages. Australian I[FRS equivalent AASB 2
Share Based Payments will require that these payments be measured at the fair value of the equity instrument. This
amount wilt be expensed in the statement of {inancial performance. Where the grant dafe and the vesting date are
different the total expenditure calculated will be allocated between the two dates taking into account the terms and
conditions aftached to the instruments as well as management’s assumptions about probabilities of payments and
compliance with and attainment of the set out terms and conditions

Consolidated financial statements

The excess of accumulated losses over equity altributable o minority inferests is to be adjusted against the
Company’s ownership interest only if the minority has a biadiag obligation to, and is able 1o, make good the
losses.

Impact of adopting AASBI32 Financial Instruments: Disclosure and Presentativn and AASB 139 Financial
Instruments: Recognition and Measurement

The Group elected to apply the option available under AASB | of adopting AASB 132 and AASB 139 from 1 July
2065, Outlined below are the area impacted upon adopiion of AASB 132 and AASB 139, including financial
impact to equity and profit.

Hem AGAAP ATFRS Impact
CONSOLIDATED PARENT
Loans payable The measurement of | The measurement of [ Reduction 0f $294.905 to 1 | No impact as loans
(note 21) financial labilities at | financial Habilities at | July 2005 accumulated payable is in
cost. amortised cost. losses, and restatement of conirolled
loan payabie to amortised subsidiary.

cost using the effective
interest method. Refer to
netes 21 and 22.

Interest of $28,322 has been
expensed to 2606 profit and
loss in accordance with the
standards and current Group
policy at note 2 1{ii).

Page 81



DATADOT TECHNOLOGY LIMITED - ANNUAL REPORT

Directors’ Declaration

FOR THE YEAR ENDED 36 JUNE 2006

In accordance with 2 resolution of the directors of DataDot Technology Limited, I state that:
1 In the opinion of the directors:

(a)  the financial statements and notes of the company and of the consolidated entity are in accordance with the
Corporations Act 2001, including:

{1 giving a true and fair view of the company’s and consolidated entity's financial position as at 30
June 2006 and of their performance for the year ended on that date; and
(i1 complyitsg with Accounting Standards and Corporations chuianons 2001; and

(b)  there are reasonable grounds to beligve that the company will be able to pay its debits as and when they
become due and payable,

2 This declaration has been made after receiving the declarations required to be made to the directors in
accordance with sections 295A of the Corporations Act 2001 for the financial period ending 30 June 2006,

3 In the opinion of the directors, as at the date of this declaration, there are reasonable groungs 10 believe that the
members of the Closed Group identified in note 30 will be able to meet any obligations or liabilities to which
they are or may become subject, by virtue of the Deed of Cross Guarantee.

On behalf of the Board

Signed m accordance with a resolution of the directors:

,Jﬁm_

P.J. Housden
Bhrector

Sydney, 11% September 2006,
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INDEPENDENT AUDIT REPORT TO THE MEMBERS OF
DATADOT TECHNOLOGY LIMITED Chartered Accountants

& Business Advigers

Scope
The financial report and directors’ responsibility

The financial report comprises the balance sheet, income statement, statement of changes in
equity, cash flow statement, notes to the financial statements and the directors’ declaration for both
DataDot Technology Limited (the company) and its conirolled entities (the consolidated entity), for
the year ended 30 June 2006, The consolidated entily comprises both the company and the
entities it controlied during that year,

The directors of the company are responsible for the preparation and true and fair presentation of
the financial report in accordance with the Corporations Act 2001. This includes responsibiiity for
the maintenance of adequate accounting records and internal controls that are designed {6 prevent
and detect fraud and error, and for the accounting policies and accounting estimates inherent in
the financial report.

Audit approach

We conducted an independent audit in order o express an opinion to the members of the
company. Our audit was conducted in accordance with Australian Auditing Standards, in order fo
provide reasonable assurance as to 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
tesling, the inherent limitations of internal control, and the availability of persuasive rather than
conclusive evidence. Therefore, an audit cannot guarantee that all material misstatements have
been delecied.

We performed procedures {0 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 requirements in Australia, a view which is
consistent with our understanding of the company's and consolidated entity’s financial position,
and of their performance as represented by the resuits of their operations and cash flows.

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

J examining, on a fest basis, information {c provide evidence supporting the amounts and
disclosures in the financial report and remuneration disclosures, and

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

independence

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

Tel 81 2 9251 4100 | Fa: 67 2 9240 9821 | www.pkf.com.au

New South Wales Paririership | ABN 83236 885 726

Leved 10, 1 Margaret Street | Sydney | New South Wales 2000 1 Australia
OX 10173 | Sydney Stock Exchange | New Scuth Wales

LiabiHity Hmited by a scheme approvéd under Professional Standards Legistation



Audit opinion
in our opinion the financial report of Datadot Technology Limited is in accordance with:
{(a} the Corporations Act 2001, including:
{ giving a true and fair view of the company's and consolidated entity’s financial
position as at 30 June 2006 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,
FRE
PKF

e

ARTHUR MILNER
Partner

11 September 2006



SHAREHOLDER INFORMATION
AS AT 15 AUGUST 2006

A. STATEMENT OF ISSUED SHARES

The total number of sharehoiders is 1,342,

There are 140,235,832 ordinary fully paid shares listed on the Australian Stock Exchange Lid (ASX).
There are 42,965,000 ordinary fully paid shares restricted from trading on the ASX untii 12 January 2007.
The twenty largest shareholders hold 61.338% of the Company’s issued capital.

B. DISTRIBUTION OF SECURITIES
Number of Number of Number of

Shareholders  Convertible Option

noteholiders holders

1- 1,600 26 - -

1,601 - 5,000 377 - -
5001 - 10,000 369 - -
10,601 - 100,000 6535 2 4
160,001 and over 115 3 _19
1,542 7 23

The number of shareholders holding less than a marketable parcel of ordinary shares is 48.

{. ON-MARKET BUYBACK
There is no current en-market buyback.

D. SUBSTANTIAL SHAREHOLDERS

Substantial shareholders are as follows:

Mr Brent McLaws 20,235,000 shares
Valkyrie Nominees Pty Ltd 18,235,000 shares

E. VOTING RIGHTS

Ordinary shares — each ordinary share has one vote.

Convertible notes — there are no voting rights attached to the convertible notes.

Options over ordinary shares — there are no voting rights attached to the options over ordinary shares.

F. UNQUOTED SECURITIES

The Company has on ssue 3,220,000 loan notes which are convertible into ordinary shares — refer Note 19.
These notes are held by 7 persons.

Details of holders with more than 20% of the class of securities are: Renlya Bell Investments Pty Lid ATF G & B
Bonaccorso Family Trust holds 1,400,800 loan notes and Paui and Julie Bonaccorso hold 1,006,606 loan notes.

The Company has on issue 26,795,000 options over ordinary shares — refer Note 17.

These options are held by 23 persons.

Options over 20,645,000 ordinary shares are, if exercised, restricted from trading on the ASX until 12 January
2007.

Details of holders with more than 20% of the class of securities are: Christopher McEwan Stott holds 6,584,000
options.
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. USE OF IPO PROCEEDS

The following table summarises the purposes of the offer as sef out in the Company’s |PO prospectus and the use

of such Tunds between the date of admission to the ASX and 30 June 2006.

Parposes of Balance of Utilisation of
offer funds funds from
as identified in reptaining 1 1 July 2005
the IPO July 2605 {0 30 June 2606
Prospectus
b s s
Fund working capital 3,155,600 1,651,465 1.092. 989
Repay interest bearing debt to [ Allen, J Richards and € 2,506,000 (62,972} -
Stott
Fund expansion of DDT mangfacturing facility 1,500,000 1,387.600 -
Fund development of new raage of DataDot products:
Portable dry process laser imaging machine 300,600 308,000 120,000
Lumisescent micro particles and speciral fingerprinting 1,100,000 890,600 845,106
Reflective dot with reader 250,000 250,000 -
Reader to accelerate reading of dots 200,600 168,087 54,469
High speed machinery to accelerate dot production 150,060 150,000 54,469
Other developments not specified above - (34,539 688,217
Pay costs of the [PO 845,000 (74,210) -
Total 10,000,606 4,024,831 2,855,250
H. TOP 28 SHAREHOLDERS APPEARING ON THE REGISTER:
No. of % of
Shareholder’s Name Shares held Capital held
Mr Brent McLaws 20,235,000 14.429
Valkyrie Nominees Pty Lid 18,235,000 13.003
Mr Kevin Tay Hak Leong 5,469,685 3.900
Thoraey Investments Pty Ltd 3,606,000 3.565
Taveanti Pty Ltd 4,495,000 3.205
HSBC Custody Nominees {Australia) Ltd 4,450,000 3173
ANZ Nominees Lid 3.699.983 2.638
Madam Lim Gek Kuan 3,505,000 2.496
G & I Poole Pty Lid 3,000,000 2.139
Mrs Connie Lo Lin Sye 2,487,243 1.774
Mr Stuart Cutler 2,080,000 1.426
[nvia Custodian Pty Ltd 1,806,600 1.284
[rrewarra Investments Pty Lid 1,705,606 1.212
Lloyds & Casanove lnvestment Partners Lid 1,606,600 1.141
House of Maister Services Lud 1,600,000 1.141
Mrs lrene Trimis 1,580,600 1.127
Apotlo Solutions Ltd 1,400,606 .998
G Harvey Nominees Py Ltd 1,400,006 $.998
City & Westminster Ltd 1,405,606 0.998
Pacific Development Capital Ltd 965,858 .689
Top 20 Total 86,017,769 61.338
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