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COMPANY REVIEW

{a}

)

{c)

{d)

{e)

(1)

{g)

On 18 November 2004, Environmental Solulions International Lid (Subject to Deed of Company
Arrangement) {(Receivers and Managers Appointed) (“lhe Company™) and other wholly owned
subsidiaries were placed into Receivership.

As a consequence of the above appointment, on 19 November 2004, the Company was placed
1o Veluntary Administration.

A proposal to enter the Company into a Deed of Company Arrangement was approved at a
meeling of creditors beld on 16 December 2004, On 6 Janvary 20035, the Deed of Company
Arrangement was execuled and Environmental Solutions International Limited, previously

subject o voluntary administration, became subject 1o a Deed of Company Arrangement.

The Recetvers and Managers realised most of the Company’s property, plant and equipment and
contracls through private sale, public tenders and public auctions. The proceeds from the sale of
the Company’s assels were paid to the Company’s seeured creditor, the Conmimonwealth Bank of
Australia, (o partially reduce ifs oulstanding debt.

Om 25 Aogust 2005 the Company executed a Reconstruction Deed with Rolin Australia Ply Lid
detailing the lerms of a recapitalisation and restructure of the Company. On 30 September 2005,
the Creditors of the Company approved the restructuring of the Company and also approved a
variation 10 the existing Deed of Company Arrangement (“DOCA™) so as to Tacilitate the
restructure. On 11 October 2005 the Varied Deed of Company Arrangement was executed.

The Reconstruction Deed conternplates the consolidation of the Company’s share capital, a
capital raising (being a placement of shares with a sophisticated investor}, payment of cash and
the issue of debt capitalisation shares for the benefit of creditors under the Varied DOCA and
Trust Deed, the lifting of the Company’s ASX trading suspension and the lermination of the
DOCA and coming into effect of & Trust Deed for the benefit of creditors.

New directors were appointed by the Administraiors to the Company on 27 October 2005,
although their powers were suspended until 15 December 2005, at which date Mr Bryan Hughes
retived as Deed Admininistrator. The appointtnent of the new directors was ratified at a
sharcholder meeting held on 5 December 2005,



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
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DIRECTORS’ REPORT

The directors of Environmental Solutions Infernational Lid submit herewith the annual financial report of the
company for the linancial year ended 30 June 2005, In order 1o comply with the provisions of the Corporations Acl
2001, the directors report as follows:

Direciors

The names and particulars of the Direclors of the Company in office during or since the end of the financial year
are:

Name Particulars

Terence fidward (*Connor C Chairman, Non-Exgecutive Director, joined the board on 18 November
1985, Chancellor of the University of Notre Dame Australia, Chairman
of Ausdrill Lid, Durecior of Elkington Bishop Molineaux Insurance
Hrokers Lid, Dhirector of GES Inlernational Lid and Chairman of the
Western Australian Anti Corruption Commission.

Dennis Hamilion O'Neill Non-Lixecutive Director, joined the board on 12 April 1995, Mr (¥ Neill

B.Sc. (Hong) - Mech. Eng is former Managing Director and Chief Executive of United Group and
former Managing Direcior of Evans Deakins Industries Bl He has
extensive experience in engineering and in the export of Ausiralian
expertise and fechnologies.

Johin Boon Heng Cheak Nen-Tixecutive Director, joined the board on 16 February 1956, Mr

B. Econ. {HUWA) Cheak is the CEO/Director of CH Oifshore Lid, Managing Director of
Cleanway Environmental Services, Cleanway Sysiems and Technologies
Pie Lid and CFX Sdn Bhd Malaysia. Non-Tixecutive Director of Finbar
International Ltd and Zicom Australia Limited. He has extensive
experience in sales, marketng, investment and venture management in
Asia and Australia.

Denis Pairick Glennon, AG Mr Gleanon resigned as a director and as the Chiel Executive Officer of
B.AL (Hons), M.Sc., FAICD the Company on 31 August 2004,

The Directors noled above other than Denis Glennon were in office [tom the beginning of the financial year until 15
December 2005, However the powers of the directors were suspended upon the appointment of Voluntary
Administrators o the Company on 19 November 2004, The current Directors of the Company are as follows:

Name Particulars

Sachian Fraval Chatrman, Execulive Director, joined the board on 27 Oclober 2005.
Mr Fraval is an accountant by Iraining and a former Fellow of the
Instilule of Chartered Accountants, London. During 1966 10 1971 he
was Articled to Turquand Young & Co, now Ermsl & Young.
Mr Fraval has over 30 years experience in corporale and business
development of privaie and public companies in the UK, USA and
Australia. He has been actively involved as a director of high tech
companies in development and marketing of lasers, hand held
computers, forensic science equipment, biometrics solutions and liglt
guide products.



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
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DIRECTORS’ REPORT (con{)

Faldi Ismail Executive Direclor, joined the board on 27 Qetober 2005.

B.Bus (ECU} Mr Ismait is currently a director of Kalimantan Investment
Corporation Limiled {the major sharcholder of Canadian public listed
company Kalimantan Gold Corporation Limited), company secrelary
of unlisied public company Cascara Corporation Limited and recently
resigned his position as company secretary of ASX listed Eldore
Mining Corporation Limiled (ASX code: EDM) (formerly Riley
Corporalion Limited).

Greg Fendis Nen - Eixecutive Director, joined the board on 27 October 2005.

HBa.Comms (RMIT) Mr Fendis has had extensive experience in the design, installation and
commissioning of large compiex computer-based systems. In
parlicular he spectalises in Smart Card Technology and 11D based card
systems. He has an understanding of smart card products, technology
issues, marketing and customer needs. His lechnology experience
spans over 20 years.

Company Secretary

Mr Sean Henbury Mr Sean Henbury is a Chartered Accountant who is a founding principle

(appointed 21 December 2005) of the accounting firm FIH Solutions Pty Lid. He has been company
secrelary of a number of companies and is regularly called upon to
advise Direciors of their duties.

Directorships of other listed companies

The current directors do not have any information relating io the directorships of other listed companies of the

previous directors.

The current directors are only directors of other lisied companies as noted above.

Principal Activities
The principal aclivity during the year of entilies within the consolidated entity was reconstruction of the group’s
operations (refer Company Review on page 2).

Dividends
No dividends paid during the finaneial year and no recommendation is made as (o dividends.

Review of Operations
A review of operations for the lfnancial vear and the results of those operations is contained within the Company
Review.

Changes In State of Affairs
Significant changes in the state of affairs of the consolidaled entity occurred during the financial pertod as oullined
in the Company Review.

in the opinion of the Directors, there were no other significant changes in the stale of affairs of the consolidated
entity that occurred during the financial year under review not otherwise disclosed in this report or in the
consolidated accounts.



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
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DIRECTORS’ REPORT (con{)

Share Options
Execulive and Emplovee Share Opiion Plan
Al the date of this report the Tollowing options to acquire Ordinary Shares of the Company were on issue:

o Number of Ordiary Tixercise e P
Number of Options Shares under Option Price Lxpiry Date
. . . - { November
Unlisted Ordinary Options 36,000,600 30,000,600 30.61 2008
Tolal Options 30,000,600 30,000,000

Further details of the Employvee Share Plan are disclosed al Note 4 to the Financial Stalements.

Events Subseguent to Balance Date
On 19 Novernber 2004, the Directors of the Company appointed Bryan Kevin Hughes and Vincent Smith of Pilcher
Partners as Administrators of the Company under Section 436A of the Corporations Act.

The appointment was made afler the Company’s securitics were suspended, on 17 November 2004, from trading on
the Official List of the Austrahian Stock Exchange Limited.

Al a meeting of Creditors held on 38 Sepliember 2005, the Deed Administrators recommended {0 the creditors of the
Company that it was it the best interests of Creditors [o enter info an Amended Deed of Company Arrangement. At
this meeting, Creditors voled in favour of the Company entering into a Deed of Company Arrangement with Rofin
Austratia Pry Lid, so thal Rofin Avstratia Pry Lid could recapilalise the Company. The proposal was approved by
Creditors and the Amended Deed of Company Arrangement was subsequently executed. On 15 December 2005,
the Deed of Company Arrangement was effecinated and terminated with full control being passed onto the current
Directors of the Company.

The Deed of Company Arrangement, subject {o condilions being met, required that an amount of 51,150,000,
certain assets and rights 1o the benefil of the Company be made avatlable for the satisfaction of the claims of
credilors and to meet the costs of the Administrator and Deed Administrator.



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
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DIRECTORS’ REPORT (conf)

The proposal from Rofin Australia Pry Ltd required members in General Meeting (o vole on and pass the following
resolutions all of which were interdependent of each other:

(a) the consolidation of the capital of the Company on the basis that every 5 Shares be consolidated o 1
Share. The options were consolidated on the same basis;
(b} the issue and allotment of 190,000,000 Shares at an tssue price of 0.1 cents per Share together with

30,000,000 Options exercisable al T cent on or before 1 Novernber 2008, following the consolidation of
capilal, to raise $190,000 for working capital. The determination of the allotlees is at the sole discretion
of Rofin Ausiralia Pry Lid;

{c} the issue and allotment of up 1o 220,000,000 Shares at an issue price of not less than 1 cents per Share,
following the consolidation of capilal, 1o raise 52,200,000 for working capital. The determination of the
allotlees is at the sole discretion of Rofin Australia Pty Lid;

(d) the election of the new Directors of the Company as nominaied by Rolin Austrahia Pty Bid and the
removat of all previous Directors of the Company;

The shareholders approved all of the resolutions on 5 Decernber 2005 and the Company was subsequently removed
from Administration on 15 Decernber 2005, On removal from Admimstration the remaining assets of the company,
other than all rights and property pertaining (0 the Enersludge lechnology were assigned to the Truslee pursuant 1o
Listing Rule 11.2 of the ASX and the tlerms of the Deed of Company Arrangement {"IDOCA”), and all debis payable
by, and claims against the company {actual or contingent) arising before the date of appointment of the
Administrator, were extinguished.

Other than the above there has nol been any matter or circumstance that has anisen since the end of the financial
vear, that has significantly affecled, or may sigmficantly affect, the operations of the consolidated entity, the resulls
of those operations, or the state of affairs of the consolidated entity in future financial years.

Likely Developinents and Expected Results
The likely developments in the operation of the consolidated entity and the expected results of those operations in
inanciat years subsequent (o the period ended 30 June 2005 are as follows:

{a) The Reconstruction Deed is infended to Tacililate the recapilalisation of the Company and revitalise
the Company.

{ The Reconstruction Deed contemplates the consolidation of the Company’s share capital, a capilal
raising (being a placement of shares w0 a sophisticated invesior), payment of cash and the issue of deln
capitalisation shares [or the benefit of creditors under the IXOCA and Trust Deed, the lifting of the
Company’s ASX lrading suspension and the lermination of the DOCA and coming into effeciof a
Trust Deed for the benefil of creditors.

{c) A meeting of sharcholders was convened on 5 December 2005 io ratify the relevant aclions
contemplaied in the Reconstruction Deed.

Remuneration Report
The remuneration of Directors is set by the Board within overall limits approved by shareholders at the Annual

General Megting.

The directors of Environmental Solutions International Lid during the year up to (he date of administration

WEFe:
T E O'Connor QC (Chairman, non-execulive)
DD Glennon (Managing Director) {resigned 31 August 2004)
D H " Neill (Non-execulive}
1B H Cheak {(Non-executive’



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
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DIRECTORS® REPORT (cont)
Remuneration Report (cont)

The execulives of Environmental Solutions International Lid during the year were:

T & Bridle {(Techmeal Director)

M P Peters (General Manager — Water/Waslewater)

IR Jennings {General Manager Engineering Design}

P A Hopps (Company Secrelary/Chief Financial Officer)

The Board is responsible for making recommendations on remuneration packages and policies applicable 1o the
Board members and sentor executives of the Company. The broad remuneration policy 18 1o ensure the
remuneration package properly reflects the person’s duties and responsibilities and thai remuneration is compelilive
in atfracting, retaining and motivaling people (0 the highest goality. Directors and execulives’ remuneration is
arrived at after consideration of the level of expertise each direclor and executives brings 1o the Company, the time
and commitment required {o efficiently and effeclively perform the required tasks and afler reference {0 payments
made (0 directors and execulives in similar positions in other companies.

During the year, the company entered into a Deed of Company Arrangement and therefore for a portion of the year,
the execulives of the company were the Deed Administrators and the external Administrators. Subsequent to year
end, the Reconstruction Deed was enlered into and new direciors were appointed. Therefore the directors and
executives noted above are no longer directors and execulives of the company.

No remuneration has been paid or payable to the current directors for the yvear ended 30 June 2005, As a result of
the exiernal administration, the current directors have not been able o determine the full exient of the remuneration
paid fo former directors and execulives.

The fees paid to the Deed Admimstraiors during and subsequent fo the financial year ended 30 June 2005 relating fo
the period under administration were 5300,000 including GST.

The value of the 500,000 oplions which lapsed as al 30 November 2004 were nil at the date of lapsing.
Directors’ Interests

The Directors of the Company have an inferest in the following shares and options in the Company as at the daie of
this report.

Fully Paid Ordinary Shares Options
S Fraval . 6,000,000
F Ismail . 6,000,000
G Fendis - 6,000,000

Directors’ Meetings

No meetings of Directors were held since the appointment of the Voluntary Administrators as the effect of the
appointment of the Voluntary Adminisirators on 19 November 2004 on the position of the Directors was Lo suspend
their powers in respect of dealing with the affairs of the Company.

Auditor’s Independence Declaration
The Auditor’s independence declaration s included on page 13 of the financial report.

Indemnification of officers and auditors

During or since the financial year the company has not indemnified or made a relevant agreement to indemnify an
officer of auditor of the company of any related body corporale against a liability incurred as such an officer or an
auditor. In addition, the company has not paid, or agreed to pay, a premium in respect of & contract insuring againsi
a liability incurred by an officer or auditor.



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
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DIRECTORS’ REPORT (cont}

Rounding off of Amounts

The Company is a company of the kind referred to in ASIC class Order 98/0100, dated 10 July 1998, and in
accordance with that Class Order amounts in the financial report have been rounded off o the nearest thousand
doflars.

Signed in zecordance with a resolution of the directors made pursuant 1o $,298(2) of the Corporations Act 2001,
On behalf of the Directors

i L
Y

¢

SACHLAN FRAVAL
Director

Perth, 16 January 2006
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CORPFMORATE GOVERNANCE STATEMENT FOR THE YEAR ENDED 30 JUNE 2005

As from 5 December 2005 power was transferred back 1o the Directors, prior Lo this with the appointment of the
Voluntary Administrators on 19 November 2005 their powers were suspended in respect of dealing with the
affairs of the Company.

As from 5 December 2005 the new Directors are able to perform and exercise the power as an officer of the
Company.

This statement outlines the main corporate governance practices thal were in place or introduced during the
[inancial year prior to entering nto administralion.

Board of Directors and ks Comnitfees

The Board is responsible for the overall corporate governance policies and practices of Environmental Solutiong
International Lid and all subsidiary companies, including strategic direction, approval of the annual and half-year
financial reports, establishing goals for management and monitoring the achievement of these goals. The Board
of the Company consists of three Non-Execulive Directors and the Chief Executive Officer.

Issues of nomination and remuneration of Directors, business risk management and strategy are considered by
the full Board. The Board has also established a framework for the management of the consolidaled enlity
including an overall process of internal control, appropriale monitoring of compliance aclivities and ethical
standards.

The Board has seven scheduled full meelings each year. Other meetings are held on shorl nolice when particular
issues arise, which recuire discussions and decisions by the Board.

Owing fo the small number of Directors, the [ull Board acls as the following commitiees:

*  Nomination:
11 is the responsibility of the full Board to consider the appointment of a new Director. Any invilalion to
join the Board will be extended, in writing, by the Chairman selling oul the ferms and conditions of the
appointment.

o 1iis the Board’s policy to delermine the terms and condilions relaling (o the appointment and retirement of
Non-executive Directors on a case by case basis and in conformily wilh the reguirements of the ASX
Listing Rules and the Corporalions Act 2001.

o The terms and coaditions of the appointment of non-execulive direclors are set oul i a formal letter of
appointment which deals witl the following matlers:

»  duration of appointment (subject o the approval of the shareholdersy;

Y remuneralion;

»  expectation coacerning preparalion and attendance al Board meetings;

»  conflict resolution; and

»  the right @ seck independent legal and professional advice (subject to the prior approval of the
Chairman}.

*  Remuneration

o The Chief Executive Officer absents himself from the meetings before any discussion by the Board in
relation to his own remuneration.

o Remuneration of Non-executive Directors is delermined by the Board with assistance of exlernal advice
and within the maximum amount approved by the shareholders from Lime to tme.

o The aggregate amount payabie to Non-executive Direclors as 2 Director of Environmental Solutions
International Led must ol exceed the maximum annual amount approved by the company’s shareholders.

o Remuneration packages are set at levels that are mtended o attract and retain executives of suitable
experience and qualificalions.



ENVIRONMENTAL SGLUTIONS INTERNATIONAL LIMITED
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CORPFORATE GOVERNANCE STATEMENT (conf)

o lizecutives’ remuneration and other ferms of employment are réviewed annually by the Board having
regard to performance, relevant comparative information and independent expert advice. As well as a
base salary, remuneration packages may include superannuation, lermination entitlerents, performance-
related bonuses and iTinge benefits.

o Trom lime to ime oplions over company shares are issued (0 execulive management in accordance with
the Employee Share Option Plan approved by sharcholders at Annual General Meeling.

o Details of Directors” and Execulives’ remuneralion and the company’s Employee Share Option plan are
sel oul in noles 3 and 4 10 the financial statements.

*  Business Risk Management
The Board 1s responsible for the company’s systern of mternal controls and monitors the operalional and
financial aspects of the company’s activilies.
o The Annual Budget is presented to the Board by the Chiel Executive Officer each year.
o The Board reviews and approves the parameters under which risks will be managed before adopting the
Budgel.
o The Board monitors the risk management by:

» receiving monthly reports in respect of operations, financial position of the Company and new
contractls;

»  considering the recommendations and advice of external auditors and other external advisers on
the operational and financial risks that face the company;

»  ensuring recommendations made by the external audifors and other external advisers are
investigated and, where considered necessary, appropriate actions are taken to ensure that the
company has an appropriate internal control environment in place to manage the key risk
identified;

»  reguesling operational project audits be undertaken should the need arise.

Composition of the Board
The composition of the Board is determined using the following principles:

¢ Until otherwise delenmined by the Company in general meeling the aumber of divectors witl be not less than
3 or more than 6 and Non-Executive Directors will always matntain the majority of Directors.

¢  The Chairman of the Board is a non-executive Director.

¢ The Board comprises of Directors with the required operational, financial, industry legal specilic skills,
which enables the objectives of the consolidated enlity to be mel.

¢ Non-executive Directors are subject to re-election by rotation at least every three years.

Board Audit Comittee

The company does nol have a formally constituted Audit Commiltee as the Board considers the company’s size
and operation does nol warrant such & Commillee. The Board acts as a de facto Audit Commillee in conjunction

with its regular Board meetings.

The Board regularly reviews the Company’s financial reports and evaluates the scope and effectiveness of the
external audil function on an annual basis.
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CORPORATE GOVERNANCE STATEMENT {cont)
The role of the Board Audit Commitee 1s as follows:

¢ To review the efficiency and effectiveness of the external audit functions, including reviewing the respective
audit plans.

To consider matters raised by the external auditors.

To review interim and annual financial staternents and reports.

To review the adequacy of the accounting and internal control systems.

To menilor compliance with Corporations Act 2001, Stock Exchange Listing Rules and any mailers
outstanding with (he auditors, Australian Taxation Office, Ausiralian Securities and Investments
Commission, Australian Stock Exchange and financial institutions.

To review elhical standards as each affects the consolidated entily.

To seek truth and Tairness in the preparation and publication of the accounts.

To review the appomtment of exlernal audifors.

. & &

The current auditors for the consolidated entily are Deloiite Touche Tohmatsu.

Board Performance

The Board keeps ils performance under review no less than once a year. The intent of the review is 1o gauge the
effectiveness of the Board as a whole and not to necessarily focus on individual performance. However it is
necessary for the Board, in open forum, to focus on the appropriate skitls and charactleristics reguived of Board
Members. This assessment should include issues of diversity, age, skills, background, and other malters
necessary L0 achieve the company’s objectives and should be viewed m the context of the perceived needs of the
Board and the current makeup of the Board al that point in time.

Conflict of Inferest

Board Members are required Lo identify any conflict of interest they may have in dealing with the company’s
affairs and subsequently to refrain from participating in any discussion or voling on these matiers. Directors and
senior executives are required to disclose in writing, any related party transactions.

Endependent Professional Advice
Each Director has the right to seck independent professional advice al the company’s expense. However, prior
approval of the Chairman is required, which will nol be unreasonably withheld.

Access o Management
Board Members have complete access (o sentor management. Board Members use their judgement o ensure
that this contact is not distracting to the business operation of the consolidated entity.

TFrading in Shares
Directors and officers are prohibited from trading of a short-lerm nature in company shares.

Directors and officers are also prohibited from dealing in Company shares if’ they are in possession of share price
sensifive information. Such an embargo period would inciude, bul not be limited to the pertod leading up fo the
prolit announcement [or June and December or prior to announcements in relation o any malerial changes in the
Company’s [inancial performance or changes to major contracls.

Chief Executive

The performance of the Chiel’ Execulive is evaluated annually. The evaluation is based on objective crileria
including performance of the business, accomplishment of long-term strategic objectives and development of
management.
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CORPORATE GOVERNANCE STATEMENT {cont)

Code of Ethics
As part of the Board’s commitment to the highest standard of conduct, the company adopts Company values Lo
guide execulives, management and employees in carrying out their duties and responsibilities.

The values are:

*« Qo act fairly and honestly;

Lo be professional and act willy integrity in our business dealings;
Lo promote a safe, positive and enjoyable work environment;

Lo consider the impact of our decisions on our colleagues;

Lo work harmoniously within the communilies in which we operale.

. & & &

All directors and employees are expected o comply with the Company Values where individuals are expected (o
act with the utmost integrily and objectivity, striving at all times o enhance the reputalion and performance of
the Company.
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Pear Board Members
ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED

In accordance with section 307C of the Corporations Act 2001, [ am pleased to provide the following
declaration of independence to the directors of Environmental Solutions International Lid.

As lead audit partner for the audit of the financial statements of Environmental Solutions
International Limited for the financial year ended 30 June 2003, 1 declare that to the best of my
knowledge and belief, there have been no contraventions of:

(i) the auditor independence requirements of the Corporations Act 2001 i relation (o the audit; and

{11} any applicable code of professional conduct in relation to the audit.

Yours sincerely,

.!'Ai frithe %W{/\L Tobrafsu

DELOITTE TOUCHE TOHMATSU

Peter Mclver
Partner
Chartered Accountants

Member of

Liability Himited by a scheme approved under Professional Standardy Legistation. Belofite Touche Toh u
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Scope

The financial report and directors’ responsibility

The financial report comprises the statement of financial position, statement of financial
performance, staternent of cash flows, accompanying notes to the financial statements, and the
directors’ declaration for both Environmental Solutions International Lid (“the company™) and the
consolidated entity for the financial year ended 30 June 2605 are set out on pages 16 1o 49 . The
consolidated entity comprises the company and the entities it controlied at the year’s end or from
thime to tirne during the financial 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 responsibility for the
maintenance of adequate accounting records and infernal controls that are designed to prevent and
detect fraud and error, and for the accounting policies and accounting estimates inherent in the
financial report.

Audit approach

We have conducted an independent audit of the financial report in order to express an opinion on i to
the members of the company. Our audit has been conducted in accordance with Australian Auditing
Standards to provide reasonable assurance whether the financial report s free of material
misstatement. The nature of an audst is influenced by factors such as the use of professional
judgement, selective testing, the inherent limitations of internal controls, and the availability of
persuasive rather than conclusive evidence. Therefore, an audit cannot guarantee that all material
misstatements have been detected.

We performed procedures to form an opinion whether, in all material respects, the financial report is
presented fairly in accordance with the Corporations Act 2001 and Accounting Standards and other
mandatory professional reporfing requirernents in Australia so as to present a view which is
consistent with our understanding of the company’s and the consolidated entity’s financial position,
and performance as represented by the results of their operations and their cash flows.

Our procedures included examination, on a test basis, of evidence supporting the amounts and other
disclosures in the financial report, and the evaluation of accounting policies and significant
accounting estimates raade by the directors.

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

The audit opinion expressed in this report has been formed on the above basis.

Member of

Liability Himited by a scheme approved under Professional Standardy Legistation. Belofite Touche Toh u



Deloitte.

Qualification

(a)

(b)

As aresult of the Company going into administration in November 2004, entering inte the
Deed of Company Arrangement executed on 6 January 2605 and the Reconstruction Deed
executed on 25 August 2005, the previous directors of the company and the deed
administrators were responsibie Tor maintaining the financial records of the company and
consolidated entity during the financial year. As a result of these events, we have been unable
to obtain sufficient appropriate audit evidence to enable us to formn an opinion on the
classification and measurement of revenues and expenses between the various line items
presented in the statement of financial performance and notes thereto, or the gross cash
inflows and cash outflows presented in the staterment of cash flows and notes thereto, in
respect of the financial year ended 30 June 2005. We have however obtained sufficient
appropriate audit evidence to satisfy ourselves as to the overall net loss, and the overall net
decrease in cash held, for the financial year ended 30 June 2005.

The financial report does not disclose details of directors” and executives’ remuneration in
respect of the financial year ended 30 June 2005. This is a departure from the requirements of
Accounting Standard AASB 1046 Director and Executive Disclosures by Disclosing Entities,
which requires the disclosure of the total amount of remuneration, and the components of each
individual's remuneration, in respect of each specified director and specified executive. Itis
not practical for us to determaine the amounts that should have been disclosed.

Note 27 to the financial statements discloses details of transactions with related parties. As a
result of the events discussed in qualification paragraph (a), we have been unable to obtain
sufficient appropriate audit evidence to enable us o form an opinion as fo the accuracy and
completeness ol the disclosed transactions with related parties, and accordingly, whether the
requirements of Accounting Standards AASB 1017 Related Party Disclosures and AASB
1046 Director and Executive Disclosures by Disclosing Entities have been complied with.

Qualified Audit Opinicn

In our opinion, except for the effects on the financial report of such adjustmnents, if any, as might have
been determined to be necessary had the limitation on the scope of our audit as discussed in
qualification paragraph {a) and (¢} not existed, and except for the effects on the financial report of the
matiers referred (o in qualification paragraph (b}, the financial report of Environmental Solstions
International Ltd is in accordance with:

(a)

(b)

the Corporations Act 2001, including:

{i)  giving a true and fair view of the company’s financial position as at 30 June 20035 and of
its performance for the year ended on that date; and

{ity complying with Accounting Standards i Australia and the Corporations Regulations
2001 and

other mandatory professional reporting requirements in Australia.

‘i\?/j"r;l?, 'ﬁmf/&{__ ’0!\»/\47‘39{
DELOTITE TOUCHE TOHMATSU

'J@e@ M&U

Peter Mclver

Partner

Chartered Accountants
Perth, 16 January 2006



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

Direciors DPeclaration

As part of the preparation of the financial stalements and notes the directors have relied upon information prepared
by other parties (refer note 1).

(1 In the opmion of the Directors of Environmental Solutions International Limited:

{a) The financial siatements and noles, sel oul on pages 17 (0 49, are in accordance with the
Corporations Act 2001, including

(i) giving a lrue and fair view of the financial position of the Company and consolidated
entity as at 30 June 2005 and of their performance, as represented by the results of their
operations and their cash flows, for the year ended on that date; and

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

and

(b} there are reasonable grounds © believe that the Company will be able 10 pay its debts as and when
they fall due and payable.

(2} The directors declare that they have been given the declarations required by $.295A of the Corporations
Act 2001,

Signed in accordance with a resolution of the Directors made pursuant fo § 295(5) of the Corporations Act 2001,
On behalf of the Directors

i L
n{;f;;%: ;;;W ‘M?N“ 22 ﬂ»—‘ipc

¢

SACHLAN FRAVAL
Director
Perth, 16 January 2006



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED

(ALCN. 809 120 405)

STATEMENT OF FINANCIAL PERFORMANCE FOR THE FINANCIAL YEAR ENDED 36 JUNE 2085

Note

Revenue from ordinary aclivities

Material and Subcontractor espenses

Employee benelits expense

Depreciation and amortisation expense
Borrowing cosis

Occupancy expense

Intangible asset recoverable amount wrile down
Investment in subsidiary written off

Loans to subsidiaries [orgiven

Insurance expense

Cosls resulting from going into administration and
wrile offs {0 recoverable amount

Other expenses from ordinary activilies

Loss From Ordinary Activities Before Incone
Tax Expense

Income [ax expense relating 1o ordinary activilies 5
Loss From Ordinary Activities After Related

Income Tax Expense

Ner Loss attributable to the members of the

parent entity

Transfer from asset revaluation reserve

Total Revenue and Expense Attributable to

Members of the Parent Entity Recognised

Directly in Equity

Toial Changes in Equity Other than those

Resulting from Transactions with Owners as 19
hwiers

b

Earnings Per Share - Basic (cents per share) 31

- Diuted {cents per share) 3

Notes o the fnancial slatements are included on pages 20 1o 49.

Conselidated Company
2005 2004 2005 2004
$7000 £800 $6060 $000
19,473 46,643 19,473 40,643
{10,420 (40,254 {10,420 {40,254
) ) ) )
(2,154) {5,089) (2,154} (5.08%)
{66} {349) {66} (349
4) (4) (4) 4)
(231) {283) (2313 (2833
{1,438) - -
- - (3053
- - (741}

(243} 377} {243y (377
{7,287} - (7.258)

(893} {1,575) {893} {1,573}
{1,825) {8,726) (1,796} (8.332)
{1,825) {8,726) (1,796} (8.332)
{1,825) {8,726) (1,7963 (8.332)

3,176 } 256

3,176 (8,726) 856 (8.332)

1,351 (8,726) {9401 (8.,332)

(2.3h {11.32)
(2.31 {(11.32)



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED

Crurrent Assels
Cash Assets
Receivalyes
Other

Total Current Assels

Non-Current Assels
Receivalyes

Other Financial Assels
Plant and Equipment
intangible Assels

Total Non-Current Assets

Tontal Assets

Current Liabilities
Payables

Inlerest Bearing Liabilities
Provisions

Total Current Liahilities

Non-Current Linhilities
Inlerest Bearing Liabilities

Total Non-Current Liabililies

Tonal Livhilitiex

Net (Liahilities)/Assels

Equity

Contribuled Fquity
Reserves
Accumulated Losses

Total (Deficiency)/Equity

Notes o the fnancial slatements are included on pages 20 1o 49.

(ALCN. 809 120 405)

STATEMENT OF FINANCIAL POSITION

as at 30 June 2605
Note Consolidated Company
2005 2004 2065 2604
$000 $000 $060 $° 000
6 - 3,463 - 3462
7 9 7707 9 7.696
8 - 2,672 - 2,672
9 13,842 G 13,830
9 - 154 - 154
10 - - -
11 - 635 - 635
12 - 150 - 122
- 939 - 911
9 14,781 9 14,741
13 947 12,569 947 12,558
14 118 29 118 29
15 - 1364 - 1.364
1,065 13,962 1,065 13,051
16 - 50 - 50
- 50 - 50
1,065 4,012 1,065 14,001
(1,056} 769 (1,056) 740
17 23,254 23,254 23,254 23,254
18 - 3,176 - 856
19 (24,310 (25,661 (24,310) (23,370
(1,056} 769 (1,056) 740




ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

STATEMENT OF CASH FLOWS
For the year ended 30 June 2005

Cash Flows From (Used In) Operating Activities
Receipts from custommers

Payments fo suppliers and employees

inlerest Received

Net Cash Flow From (Used In} Operating
Activities

Cash Flows from (Used in) Investing Activities

Payments for property, plant and equipment

Net Cash (Used In) Investing Activities

Cash Flows from Financing Activities
Proceeds from the sale of fixed assels
Proceeds {Repayment) from borrowings

Employee Share Plan Loans (advanced) repaid

Net Cash fromiUsed in) Financing Activities

Net Increase (Decrease} in Cash Held
Cash held at the beginning of the financial year

Cash af the End of the Financial Year

Note Consolidated Company
Inflow (Outitow} Inflow {Ouiflow)

2005 2004 20058 2004

£000 $000 $000 7800
21,103 42,629 21,103 42,629
(25,5663 (45314) (25,565) (45315)
- 180 - 180
29 (4,4633 {2,505} (4,462) {2,506}
- (3440 - {346
- (3440 - {346
961 - 961 -
{79} 69 (79) 69
- 29 - 29
882 98 882 98
(3,581} (2,747 (3,586 (2,748}
3463 6,210 3462 6,210
30 (118} 3463 {118) 3462

Notes o the fnancial slatements are included on pages 20 1o 49.



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS
1. Summary of Accounting Policies

This financial report is a general purpose financial report which has been prepared in accordance with the
Corporations Act 2001, Accounting Standards and Urgent Issues Group Consensus Views, and complies with other
reguirements of the law.

The financial report has been prepared on the basis of historical costs and excepl where stated does nol take into
account changing money values or current valuaiions of non-current assels. Cost is based on the fair values of the
consideration given in exchange for assels.

Significant Aecounting Policies

Accounting polivies are selecied and applied in a manner which ensures thai the resulling financial information
salisfies the concepts of relevance and reliability, thereby ensuring that the substance of the underlying lransachions
or other events is reported.

The Tollowing significant accounting policies have been adopled in the preparation and presentation of the financial
FEpOrL.

Basis of Presentation of Financial Statements

The Company and the consolidated entity incurred a loss of 31,796,000 and $1,825,000 respectively for the year
ended 30 June 2005, AL 30 June 2005, both the Company and the consolidated entity were also in a netl assel
deficiency of $1,056,000. Despite this, the financial reporl has been prepaved on a going concern basis which
contemplates continuity of normatl business activities and the realisation of assets and setUement of liabilities in the
ordinary course of business.

On 18 November 2004, the Company and olther wholly owned subsidiaries were placed into Receivership. As a
consequence, on 19 November 2004, the Company was placed into Voluntary Administration.

A proposal to enter the Company into a Deed of Company Arrangement ("DOCA™) was approved al a meeting of
credilors on 16 December 2004, On 6 January 2005, the Deed of Company Arrangement was excculed and the
Company, previously subject to volunlary administration, became subject (0 a Deed of Company Arrangement.

On 25 August 2005 the Company execuled a Reconsiruction Deed with Rofin Australia Pty Lid detailing the lerms
of a recapilalisation and restructure of the Company.  On 30 Septernber 2005, the Credilors of the Company
approved (he restructuring of the Company and also approved a variation fo the existing Deed of Company
Arrangement so as o facililate the restructure. On 11 October 2005 the Varied Deed of Company Arrangement was
execufed.

The Reconstruction Deed as outlined in Note 23 contemplates the consolidation of the Company’s share capilal, a
capilal raising (being a placement of shares with & sophisticated investor}, payiment of cash and the issue of debt
capilalisation shares for the benefil of creditors under the DOCA and Trust Deed, the ifting of the company’s ASX
trading suspension and the termination of the DXK3CA and coming into effect of a Trust Deed lor the benefit of
credilors.

The Deed of Company Arrangement, subject 1o conditions being mel, required that an amount of 51,150,000,
certain assels and rights to the benefit of the Company be made available for the salisfactions of the claims of
creditors and fo meet (he costs of the Administrator and Deed Administeator.

The sharcholders approved all of the resolutions on 5 Decernber 2005 and the Company was subsequently removed
from Administration on 15 Decernber 2005, On rermoval from Admimstration the remaining assets of the company,
other than all rights and property pertaining (0 the Enersludge lechnology were assigned o the Truslee pursuant 1o
Listing Rule 11.2 of the ASX and the lerms of the Deed of Company Arrangement, and all debts payable by, and
clairng againsi the company (actual or contingent} arising before the daie of appointiment of the Administrator, were
extinguished.
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ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS (conf}
Rasis of Presentation of Financial Statements {cont)

Rofin Australia Ply Lid has paid the 52,200,000 o the Company subsequent to 30 June 2005 and 51,150,000 of
these funds were made available to the creditors and the trustees. The 51,150,006 represents $630,000 which has
been paid o Commonwealth Bank as the secured crediior, $300,000 which has been paid (o the unsecured creditors
trust and $220,000 which was paid to the Deed Administrators by Rofin Australia Pty Lid.

Due o the above, the Directors consider the going concern basis (0 be appropriate based on the completion of the
Deed of Company Arrangement, recapilalisation proposal and capilal raisings of a total of 52,390,000, resulling in
net pro forma funds of $1,240,000 (before costs and after the deduction of the above $1,150,008 payment fo the
Administrator) after the recapitalisation.

{A) PRINCIPLES OF CONSOLIDATION

The consolidated [inancial statements have been prepared by combining the financial stalements of all the entities
thai comprise the consolidated entily being the company and the entities it controlled during the year. Where
entities are nol controlled throughout the (nancial year, the consolidated results include the results of those entities
for that pari of the year during which control exisis. The controlled entities are listed in Note 24 o the financial
slatements.

The effect of all ransactions between entities in the consolidated entity and infer-entity balances are eliminated in
full in preparing the consolidated fnancial stalements.

Where necessary dissimilar accounting policies adopted by controlled entities have been amended (0 ensure
consistent policies are adopied within the consolidated entity.

(B) CAPITAL GAINS TAX
Capial gains tax is nol taken into account in determuning the carrying amount of revalued non-current assets unless
a definile deciston 1o sell has been faken and the related capital gains tax can be reliably determined.

(€) DEPRECIATION OF PLANT AND EQUIPMENT

Depreciation s provided on plant and eguipment and s calculated on a straight-line basis so as (o write off the net
cost of each assel during its expected useful life. Leased assels are amortised over the period of the lease or
estimated useful life, whichever is the shorter, using the straight-line method.

The following estimated useful lives are used in the caleulation of depreciation:

¢ Plant and Eguipment : 5 years
¢ [iguipment under finance lease: 5 years

(D) RECOYERABLE AMOUNT OF NON-CURRENT ASSETS

Non-current assets are wrilten down to recoverable amount where the carrying value of any non-current assets
exceeds recoverable amount. In delermining the recoverable amount of non-current assels the expecled net cash
[fows have not been discounted (o their present value.

(E) INCOME TAX

Tax effect accounting principles have been adopted whereby mcome tax expense has been calculaied on pre-tax
accounting profils after adjustments for permanent differences. The tax effect of Uming differences, which occur
when ilerns are included or allowed for income tax purposes in a period different 1o thai for accounting is shown at
current taxation raies in provision for deferred income lax and foture income lax benefit as applicable.

Information aboul the lax consolidaiion syster is included in note 5.
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ENVIRONMENTAL SGLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS {cont)
(F) INFANGIBLES
(D LICENCES, PATENTS AND RIGHTS TO TECHNOLOGY ASSETS

The Directors are of the opinion that the carrying amount for these assels does not exceed the recoverable amount
and the future benefits are expected (0 equal or exceed the carrying value plus any future costs necessary o give rise
to the future benefit

The licences, patents and lechnology assels are reviewed regularly to ensure the eniterion for deferral continues to be
mel.

Amortisation commences with the commercial production of the product and the basis of amortisation employed is
determined by reference (o the benefits expectled Lo arise from the sale or use of the producl. The assets are to be
amortised over 10 vears from the date of commercialisation in order to maich such amortisation costs with related
benefits.

(if) GOODWILL

Goodwill, representing the excess of the cost of acquisiions over the fair value of the 1dentifiable nel assets
acquired, is amoriised on a siraight-line basis over a period of 10 years.

(G) CONSTRUCTION WORK

The value of unbilled amounts due from customers is arrived at by taking o account cost plus profits recognised to
date less progress billings received and provisions for foreseeable losses. Profits are recogmsed in proporbon o the
pereentage of completion of the contracl. A provision for a foreseeable loss 1s made as soon as the loss is
anticipaled and is made both for work in progress completed (0 dale and for fulure work on the contract.

Revenue from fixed price contracts is recogaised in accordance with the percentage of completion method. Stage of
completion is measured by reference to physical survey of the works as agreed with the client.

(H) JOENT VENTURES

Inlerests in joint venture operations have been reported in the financial statements, including the consolidated
entity’s share of assets employed in the joinl venture, the share of liabilities incurred in relation o the joinl venture
and the share of any expenses incurred in relation (o the joinl venture in their respective classification categories.

{Ih, RECEIVABLES
Trade receivables and other receivables are recorded at amounts due less any provision for doubtful debts.

(3 ACCOUNTS PAYABLE
Trade payables and other accounts payable are recogmsed when the consolidaled entity becomes obliged 10 make
future payments resulling from the purchase of goods and services.

(K} EMPLOYEE ENTITLEMENTS
Provision is made for benefits accruing (o employees in respect of wages and salaries, annual leave, long service
leave and sick leave when it is probable thal settlement will be required and are capable of being measured reliably.

Provisions made in respect of wages and saaries, annual leave, sick leave, and other employee entitlements

expected o be seitled within 12 months are measured al their nominal values, using the remuneration rale expecied
to apply at the Lime of selttement.
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ENVIRONMENTAL SGLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS (conf}

Provisions made in respect of long service leave not expected 1o be settled within 12 months are measured as the
present value of the estimated fulure outflows (o be made by the consolidated entity in respect of services provided
by employees up to the reporting date.

(L} FINANCIAL INSTRUMENTS

Debt and Equity Instruments

Where applicable, debt and equity instruments are classified as either liabilities or as equity in accordance with the
substance of the conlractual arrangement.

Interest and Dividends
Interest and dividends are classified as expenses or as distributions of profit consistent with the siatement of
inanciat position classification of the related debt or equily instruments.

{M) LEASED ASSETS
Operaling lease payments are recognised as an expense on a basis which reflects the patiern in which economic
benefits from Lhe leased asset are consumed.

Leased assets classified as finance leases are recognised as assets. The amount initially broughl to account is the
present value of minimum leased payments.

A finance lease is one which effectively ransfers [tom the lessor o the lessee substantially all the risks and benefits
incidental 0 ownership of the leased property. Finance leased assets are amortised on a siraighi-line basis over the
estimated useful life of the asset.

Finance lease payments are aflocaled between inferest expense and reduction of lease lability over the lerm of the
lease. The interest expense is determined by applying the interest rate implicil in the lease 1o the outstanding lease
liabkility at the beginning of each lease payment period.

{N) REVENUE RECOGNITION

Rendering of Services

Revenue from a contract 1o provide design and engineering services is recognised by reference to the stage of
completion of the contracl.

(O} GOODS AND SERVICES TAX
Revenues, expenses and assels are recognised net of the amount of goods and services ax (G3T), excepl:

(i) where the amount of GST incurred is not recoverable from the laxation authority, it is recognised as part of
the cosl of acgmisilion of an asset or as parl of an tem of expense; or
(i} for receivables and payables which are recognised inclusive of GST.

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

Cash flows are included in the staternent of cash [ows on a gross basis. The GST component of cash [fows arising
from investing and financing activities which is recoverable from, or payable Lo, the taxation authority is classified
as operating cash fows.



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS {cont)

(Py ACQUISITION OF ASSETS

Assets acquired are recorded at the cost of acquisition, being the purchase consideration determined as al the date of

acquisition plus costs incidental to the acquisilion.

in the event that seldement of all or part of the cash consideration given in the acquisilion of an asset is deferred, the
lair value of the purchase consideration is determined by discounting the amounts payable in the fulure (o their

present value as al the date of acquisition.

Q) INVESTMENTS

Invesiments i controlled entities are recorded at cosL.

2. Loss from Ordinary Activitivs
The loss from ordinary activilies before income Lax
includes the following ilems of revenue and egpense:
{ajRevenue from ordinary activities
{5} Operating Revenue
Sales Revenue:

Rendering of services

Share of Joint Venture Rendering of Services

Inlerest Revenue:
Oiher Entities
Totat Operaling Revenue
() Non-Operating Revenue
Other Revenue:
Debis forgiven under DOCA
Proceeds [rom sale of assels

Total Non-operating Revenue

Total Revenue from ordinary aclivities

Consolidated Company

2005 2004 20085 2004

$7000 $7 006 7400 $6060
11,083 38,640 11,083 38,640
1221 1820 1,221 1,820
12,304 40,460 12,304 44,4060
183 - 183
12,304 40,643 12,304 44,643
6,208 6,208 -
961 961 -
7,169 7,169 -
19473 40,643 19,473 44,643
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ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS {cont)

Consolidated Company
2005 2064 2005 2004
£000 $000 006 $°600
(b} Expenses
Depreciation or amortisalion of:
Plant and Eguipment 66 283 66 283
Intangibles: ] ]
Technologies 55 55
Goodwill - i1 - 13
Transter lo/from provisions:
Lmployee entitlements
Annual leave (412} 3% (412} 39
Long service leave (33 1) 25 (331) 29
Operaling lease minimam rental expenses 87 262 87 262
Intangible assets recoverable amount wrile down 150 1,438 122 -
F ina.l‘}’cc Leases | |
Finance Charges 4 4
Loans to direclors Torgiven 135 - 135 -
Loans to wholly owned controlied entities forgiven - - - 741
2005 2004 2005 2004
$ $ $ $
{¢) Auditors Remuneration
Audtting the financial report 18,000 26,000 18,000 26,000
Other Services - 18,304 - 18,304
18,000 44,304 18,000 44,304
@ satsfases
Sales of assels in the ordinary course of business
have givenrise 1o the following profits:
Nel Profils 392 - 392 -
392 - 392 -




ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS {cont)

3.  Direciors and Executives Remuneration
The specilied directors of Environmental Solutions International Lid during the year up 10 the date of
administration were!
T E O Connor QC
I3 Glennon
D H O Neill
1B H Cheak

{(Chairman, non-execulive)

(Managing Director) {resigned 31 August 2004)
(Non-execulive}

{Non-execulive)

The specified execulives of Environmental Solulions International Lid during the yvear were:
T & Bridle {(Techmeal Direclor)
M P Peters {General Manager — Water/Waslewater)
IR Jennings (General Manager Engineering Design)
P A Hopps (Company Secrelary/Chief Financial Officer)

The Board is responsible for making recommendations on remuneration packages and policies applicable 1o the
Board members and sentor executives of the Company. The broad remuneration policy is (o ensure the
remuneration package properly reflects the person’s duties and responsibilities and thai remuneration is compelilive
in altracting, retaining and motivating people o the highest guality. Directors and execulives’ remuneration is
arrived at after consideration of the level of expertise each direclor and executives brings o the Company, the time
and commitment required {o efficiently and effectively perform the required tasks and afler reference {0 payments
made (0 directors and execulives in similar positions in other companies.

During the year, the company entered into a Deed of Company Arrangement and therefore for a portion of the year,
the execulives of the company were the Deed Administrators and the external Administrators. Subsequent to yvear
end, the Reconstruction Deed was enlered into and new direciors were appointed. Therefore the specified direclors
and executives noted above are no longer direclors and executives of the company.

The fees paid to the Deed Admimstraiors during and subsequent fo the financial year ended 30 June 2005 relating fo
the period under admimstration were 5300,000 including GST.

No remuneration has been paid or payable to the current directors for the year ended 30 June 2005, As a result of
the exiernal adminisiration, the current divectors have nol been able to determing the full extent of the remuneration
paid to Tormer directors and specified executives.

2004 Primary Post Employment Equity
Specified Salary & | Bonus Non Super- Prescribed | Other | Options | Other Total
Diirectors Fees Monetary | annuation Benefils Benefil
5 5 s 3 3 5 s 3 5
TE &' Connor QC 45,000 - - 4,050 - - - - 49,050
3 P Glennon 223,431 - 2,994 96,569 - - - - 322,994
D H (FNeill 25,000 - - - - - - - 25,000
J B H Cheak 25,000 - - - - - - - 25,000
Towal: | 318,431 - 2,994 100,619 - - - - 422,044

26




ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS {cont)

2004 Primary Post Employment Equity
Specified Salary & | Bonu Non Super- Prescribed | Other | Oplions Other Total
Eixeculives Fees § Monelary | annuation Benefits Benefits
5 3 3 3 3 3 5 5 5
T R Bridle 148,481 - - 71519 - - - - 220,006
M P Peters 124,500 - 2,448 48,000 - - - - 174,948
1 R Jennings 131,535 - 1,955 9,047 - - - - 142,537
P A Hopps 100,084 - 1,404 32416 - - - - 133,904
Total: | 504,600 - 5,887 160,982 - - - - 671,389

4. Employee Share Option Plan

Due w the company being under 2 Deed of Company Arrangement during the year, the Employee Share Option
plan ceased under the ferms of the Deed of Company Arrangement. There are no employees of the company or
consolidated entity as at 30 June 2005.

Prior (o entering into the Deed of Company Arrangement, the company hag an incentive based share plan for
employees. In accordance with the provisions of the plan, as approved by shareholders at an annual general
meeling, emplovees, al the discretion of the directors, are eligible {o acquire shares or be granted oplions in the
company. The number of shares or oplions and the terms of the oplions are at the discretion of the direclors.

During the financial year, no shares were issued by the company o employees as a resull of the exercise of oplions
granted under the Employee Share Option Plan. The difference between the towal market value of options issued
during a financial year, at the date of issue, and the total amount received from execulives and employees is not
recogmsed in the financial stalements except Tor the purposes of determining directors” and executives’
remuneration in respect of that financial year as disclosed in note 3 o the financial statements and in the Director’s
Report accompanying the [nancial slatements.

2005 2004

No. No.

Movements of share options during the year were as follows:

Unlisted Employvee Options
Balance al beginning of the financial year 3,956,000 4943000
Granted during the financial year (Note 17¢) _ _

Exercised during the financial year (Note 17¢)

Lapsed during the financia vear (Note 17¢) 3,956,000 (987,000

Balance al the end of the financial year _ 3,956,000

Unlisted Ordinary Optioas (/)
Balance al beginning of the financial year 1,813,750 1,913,750

Granted during the financial year (Note 17¢)

Exercised during the financial year (Note 17¢)

Lapsed during the financial vear (Note 17¢) 500,000¢4)

Balance at the end of the financial year 1413750 1.613.750

(i} Subseguent 1o year end, these oplions lapsed. The Reconstruction Deed was approved and executed which consolidates
ophions on the basis of every five options being consolidaied into one option.

(ify The oplions were issued in Novemnber 1999 and expired in November 2004. The option was to purchase ordinary shares
for $(2.45 al any lime from the date of their issue fo the daie of their expiry. The options carry no voling or dividend rights.

27




ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS {cont)

Balance at the begianiang of the
financial year comprises:

Unlisted Employee Options No. Vested No.  Unvested
No.
Issued 8 Seplember 2000 1,891,000 1,991,000 ~
Issued 19 March 2002 982,500 982,500 _
Issued 20 March 2002 982,500 982,500 _
3,956,000 3,056,000 -
Unlisted Ordinary Optioas
Issued 30 Novemnber 1599 500,000 500,000 _
Tssued 30 Novemnber 2006 1,413,750 1,413,750 ~
1,913,750 1,913,750 -
Balance at fhie end of the financial year
comprises:
Unlisted Employee Options No. Vested No. Un;ested
JI8
Unlisted Ordinary Optioas
Issued 30 November 2006 1.413.750 1 413.750 _

1,913,750

1,913,750

Grant
Date

& Sep 00
19 Mar (2
20 Mar (02

30 Nov 9%
30 Nov 00

Grant
Date

30 Nov 00

Expiry
Date

7 Sep 05
19 Mar (7
20 Mar 47

F) Nov 04
O Nov 05

Expiry
Date

O Nov 05

(i} Subseguent 1o year end, the Reconstruction Deed was approved and executed which consolidates these oplions
on the basis of every five oplions being consolidated into one oplion.
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Exercise
Price

$0.32
$0.65
$0.75

$0.45
$0.40

Exercise
Price

$0.40
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NOTES TO THE FINANCIAL STATEMENTS {cont)

§  Income Tax

The prima facie income tax expense (benefil) on pre-lax accounting profil or (Joss) reconciles o the meome tax

expense in the financial statements as follows:

(a)y Loss from ordinary aclivities
Income tax (henefil)fexpense caleulated at 30%
Add flessy:
Tax effect of permanent differences
Other
Amoriisation of inlangible assets
Debis forgiven
Investment in subsidiary write off
Recoverable amount write down of inlangibles

Timing differences and tax losses not brought to account
as fulure income tax benefits (note 5(b)).

(b} Fulure income tax benefits at 304 not brought (o
accounl as assels:

Atirtbulable o ax losses

Revenue

Consolidated Company
2085 2004 2005 2604
$* 004 $000 $600 $7 006
{1,825} (8.726) {1,796} {8,332)
(547} (2.618) (534) (2,499
- 2 2
- 20 20
- 222
- 93
- 431 -
547 2,165 534 2,162
4,262 3715 4,249 3,715
4,262 3715 4,249 3,715
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Ceonsolidated Company

20065 2004 2005 2004
8’600 $r 000 $060 $°000

The taxation benefils of lax losses and nming differences not brought o account will only be obtained i

(a} Assessable income is derived of a nature and of an amount sufficient 1o enable the benefil from the deductions to be
realised;

(b Conditions for deductibility imposed by the law are complied with; and

(¢} No changes in lax legislation adversely affect the realisation of the benefit from the deductions.

Due o the company enlering info the Deed of Company Arrangement and the Reconsiruction Deed, it may not be possible
under the conditions above for the taxation benefits to be oblained.

Tax Consolidation Systemn

Legistation to allow groups, comprising a parent entity and its Australian resident wholly —owned entities, o elect
consolidale and be realed as a single entity for income tax purposes was substantially enacied on 21 October 2002, This
legislation, which includes both mandatory and elective elements, is applicalie to the company.

All wholly owned entities within the consolidated entity (excluding the parent entity) are non operating. Accordingly the
directors have elected that all entities within the consolidated entity will continue o be laxed as separale entities from 1 July
2002,

6. Cash Assets

Cash on deposil - 3463 - 3462

7. Current Receivables

Trade Receivables ~ 5.801 ~ 5,880

Allowance for doubtiud debis B (14) B (14)
- 5.877 - 5,866

Goods and services tax (GST) recoverable 9 1,203 3 1,233

Sundry deblors and prepayments - 627 - 627
9 7,107 G 7,696

8 Current - Other

Amount due from castomers for unbilled

contract costs (Work in progress) (Note 21) - 2672 - 2,672
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NOTES TO THE FINANCIAL STATEMENTS {cont)

Consolidated Company
2005 2004 20605 2004
$6060 $6060 $°000 $7 006
9.  Non-Current Receivables
Employee Share Plan Loans } 154 . 154
Amounts receivable frony
Whedly owned controlled entilies _ _ . 741
Debis f{)l‘gi VI _ _ ~ (74 1)
- 154 - 154
H). Other Non-Curvent Financial Assels
Non guoted inveslments
Shares in wholly-owned controlled entities,
at cosi - - - 305
Amount writlen off 1o recoverable amount B . (305)




ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED

(ALCN. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS {cont)

11, Plant and Equipment, af

cost
sross Carrying Amount
Balance at 30 June 2004
Additions
Disposals
Batance at 30 June 2005

Accumulated Depreciation
Balance at 30 June 2004
Diepreciation expense

Disposals
Batance at 30 June 2005

Net Baok Valoe
As ag 3G June 2004

As at 30 June 2005

12, Imtangibles

Goodwill, at cosl

Accumulated amorlisation

Licenses, patents and rights (0 lechnology al cost

Accumulated amorlisation

Recoverable amount wrile down (note {1} below)

Consolidated Company
Equipment Eqgoipment
under under
Plant and finance Plant and finance
Equipment fease Total Equipment lease Totat
$° 000 $000 $° 000 $000 $006 $000
1,505 160 1,665 1415 160 1.575
(1,505 (160} (1,665 {1.415) {160} (1.5753
957 73 1630 867 73 940)
60 6 66 &0 6 66
(1,017 (79} (1,096 (9273 {73y (1,006}
548 87 635 548 87 635
Conselidated Company
2005 2004 2005 2004
$000 %7000 $000 $000
G 110 16 16
(33) (33} (33) (33)
77 77 77 77
2,016 2,016 550G 550G
{505) {505} {505) (505)
1,511 1,511 45 45
{1,588} {1,438) {122) -
- 150 - 122

Aggregate depreciation and amorlisation aflocated during the year are recognised as an expense as disclosed in note
2 1w the financial stalements.
(iYThe consolidated entity has wrilten down the carrying value of the ENERSLUDGE™ lechnology and goodwill as

the commercialisation of the technology has been slower than anticipated.



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO THE FINANCIAL STATEMENTS {cont)

Consolidated Company
2004 2004 2805 2404
$£000 $000 $r060 $000
I13. Current Payables
Unsecured
Payables (i) 930 &,095 G330 8.084
Goods and services tax (GST) Payable - {,181 - 1,181
Sundry creditors and accruals 17 337 17 337
Acerued contract cosis (Nole 21) - 2,956 - 2,956
947 12,569 47 12,558

(i} The unsecured payables relale o payments made post year end {o the Deed Admimstraiors o be paid o the credilors.
The balance consisls of $3630,000 which has been paid subsequent (o year to Commonwealth Bank and 5300,000 which has
been paid into the unsecured creditors rusi.

See Note 23 Subsequent events nole for further information.

14. Current Interest Bearing Liahilities

Secured
Finance Lease Liabiities (Nole 20b) - 29 - 26
R 30 - 26
Unsecured
Bank Overdraft {18 - 118 -
{18 - 118 -
{18 29 118 26
I3, Curvent Provisions
Employment entitlements:
Annual leave - 412 - 412
Long service leave - 331 - 331
Coniract Losses - 621 - 621
- 1,364 - 1.364
I6. Non-Current Interest Bearing Liahilities
Secured
Finance Lease liabilities (Note 20b) - 56 - 50)

Lok
]
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NOTES TO THE FINANCIAL STATEMENTS {cont)

ST 2005 2004 2605 2004
17, Contributed Equily $000 $000 $000 $000
{a} Contributed Equity
77,097,512 lully paid ordinary shares ”
(2004:77.097.512) 23,254 23,254 23,254 23,254
2005 2004
No. s No. ‘
000 $°600 000 3800
Fully Paid Ordinary Shares
Balance at beginning of the financial year 1097 23,254 7097 23,254
issue of shares under the Employee Share Oplion
Plan - - -
Balance at end of the financial year 1097 23,254 7097 23,254
(by Folly Paid Ordinary Share Capital
Fully paid ordinary shares carry one vote per share and carry the right to dividends.
Subsequent {0 year end, the Reconsiruction Deed was approved and executed which consolidates these shares on the
basis of every five shares being consolidated into one share.
(¢} Share Options
In accordance with the provisions of the employee share options plan (Nole 4, as at 30 June 2005, employees and
previous directors are entitied to purchase the following ordinary shares.
2005 2004
Number of Exercise Expiry Number of Exercise Expiry
Optioas Price Date Options Price Date
Unlisted Employee Oplions - 1,941,000 $0.32 (7103972005
982,500 $0.65 19403/2007
982,500 $0.75 2040312007
- 3,956,000
Uniisted Ordinary Oplions 500,000 50.45 3641172004
1,413,750 $0.40 /1172005 1,413,750 $0.40 3041172005
1,413,750 1,913,750
Total Options 1,413,750 5,869,750

Employee and ordinary options do nol carry any voting rights or entitternent to dividends.
Subsequent o vear end, the Reconstruction Deed was approved and executed which consolidates these options on the basis
of every five options being consolidated inlo one option.

No oplions were exercised or granted during the year.
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NOTES TO THE FINANCIAL STATEMENTS {cont)

Consolidated Company

20085 2004 2005 2004

7400 400 $6060 $000
I8, Reserves
Asset Revaluation Reserve
Balance at beginning of financial year 3,176 3,176 856 856
Movements (i) (3,176} - {856) -
Balance ar end of financial year - 3,176 - 856

The Assel Revaluation Reserve arises on the revaluation of non-current assels in prior years.
(1) As all assets other than Enersludge assets have been disposed of through the DOCA and the Reconstruction Deed, the
assel revaluation reserve has effectively been realised and has been transferred to accumuiated losses.

19, Accumulated Losses

Balance at beginning of financial year {25,661) (16935 (23,370%) (15038

Nel .Lohss atlribulable fo members of the parent (1.825) (8.726) (1,796) 8330
t‘.‘lll]ly

Transfer from Assel revaluation reserve 3,176 - 856 -

Balance at end of financial year (24,310} (256613 (243100 (23,3700

20, Lease Commitments

{ay Commutments under non-canceliable
operaling leases

Not later than one year - 262 - 262

Lglcr than one year bul not later than five i 47 ) 47

years

Later than five years - . - -
- 309 - 309

As at 30 June 2004, lease commitments represented leases over office premises in Perth and Brisbane. During the year ended
30 June 2005, the company entered into a Deed of Company Arcangement which resulted in the cessation of the leages during
the year.

(b) Commutments under non-canceliable finance

leases

Not later than one year - 29 - 29

Lglcr than one year bul not later than five i & i &7

years

Laler than five years - - - -
- 91 - 91

Less future fnance charges - {12y - {12

Finance bearing liabililies - 79 - Y

ot
L
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NOTES TO THE FINANCIAL STATEMENTS {cont)

Conselidated Company
2605 2004 2605 2004
SO0 5000 $G00 S 000
included in the financial siatements are:
Current liabilities {Note 14) - 29 - 26
Non-current liabilities {(Note 16) - ) - 50)
- 79 - 75

As at 30 June 2004, finance leases relaie to vehicles and equipment with lease terms of 3 o 4 years. During the year ended 30
June 2005, the company entered into a Deed of Company Arrangement which resulted in the cessation of the leases during the

year.

21, Construction Contracts

Construction work in progress - 64,720 - 64,720
Progress billings and advances recetved - 65,004 - 65,004
Advances received - - - -
Progress billings - 65,004 - 65,004
- {284} - (284)
Recognised and included in the inancial slatements as:
Angs;l:e(]i;:c(- Ilé ;):’1 ;;Jslomu‘s for unbilled contract costs: i 2672 i 2672
Angs;l:g;(,(l ;;(f: t;];}.(mlm{,l COSts: i (2.956) i (2.956)
- {284) - (284}

Retention included in progress billing - -

22 Contingent Liahilities

Under the Reconstruction Deed, the Company will pay $256,000 (o the Deed Administrators in their role as trostee

within 120 days of reinstatement {o rading on the ASX.

23 Subsequent Events

Prior to the end of the financial year on 19 November 2004, the Directors of the Company appointed Bryan Kevin
Hughes and Vincent Smith of Pitcher Pariners as Administraior of the Company under Section 430A of the

Corporalions Act.

The appointment was made afler the Company’s securities were suspended, on 17 November 2004, from trading on

the Official List of Australian Stock Exchange Limited.
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NOTES TO THE FINANCIAL STATEMENTS {cont)
23 Subszequent Events cont

A proposal to enter the Company into a Deed of Company Arrangement was approved al a meeting of creditors
held on 16 December 2004, On 6 January 2005, ihe Deed of Company Arvangement was executed and
Environmental Solutions International Limiied, previously subject to voluntary administration, became subject to
a Deed of Company Arrangement.

Subsequent (o year end, on 25 August 20053 the Company execuled a Reconstruction Deed with Rofin Australia
Pty Ltd delailing the terms of a recapitalisation and restructure of the Company.

Al a meeting of Creditors held on 30 Seplember 2005, the Deed Administrators recommended (o the creditors of the
Company that it was it the best interests of Creditors [o enter info an Amended Deed of Company Arrangement. At
this meeting, Creditors voled in favour of the Company entering into a Deed of Company Arrangement with Rofin
Austratia Pry Lid, so thal Rofin Avstratia Pry Lid could recapilalise the Company. The proposal was approved by
Creditors and the Amended Deed of Company Arrangement was subsequently executed. On 15 December 2005,
the Deed of Company Arrangement was effecinated and terminated with full control being passed onto the current
Directors of the Company.

The Deed of Company Arrangement, subject {o condilions being met, required that an amount of 51,150,000,

certain assets and rights 1o the benefil of the Company be made available for the satisfaction of the claims of
creditors and fo meet (he costs of the Adminisirator and Deed Administeator.

The proposal from Rofin Australia Pry Ltd required members in General Meeting (o vole on and pass the following
resolutions all of which were interdependent of each other:

(a) the consolidation of the capital of the Company on the basis that every 5 Shares be consolidated o 1
Share. The options were consolidated on the same basis;
(b} the issue and allotment of 190,000,000 Shares at an issue price of 0.1 cents per Share together with

30,000,000 Options exercisable al | cent on or before 1 Novernber 2008, following the consolidation of
capilal, to raise $190,000 for working capital. The determination of the allotlees is at the sole discretion
of Rofin Ausiralia Pry Lid;

{c} the issue and allotment of up 1o 220,000,000 Shares at an issue price of not less than 1 cents per Share,
following the consolidation of capilal, 1o raise 52,200,000 for working capital. The determination of the
allotlees is at the sole discretion of Rofin Australia Pty Lid;

(d) the election of the new Directors of the Company as nominaied by Rolin Australia Pty Bid and the
removat of all previous Directors of the Company;

The shareholders approved all of the resolutions on 5 Decernber 2005 and the Company was subsequently removed
from Administration on 15 Decernber 2005, On rermoval from Admimstration the remaining assets of the company,
other than all rights and property pertaining (0 the Enersludge lechnology were assigned o the Truslee pursuant 1o
Listing Rule 11.2 of the ASX and the lerms of the Deed of Company Arrangement, and all debts payable by, and
clatms against the company (actual or contingent) arising before the date of appointment of the Administrator, were
extinguished.

Rofin Australia Ply Lid has pad the 52,390,000 to the Company subsequent to 30 June 2005 in the manner
described above, 51,150,000 of these funds were made available o the credifors and the trustees. The §1,150,000
represents $630,000 which has been paid to Commonwealth Bank as the previously secured creditor, $300,000
which has been paid to the unsecured creditors trust and 5220,000 which was paid to the Decd Administrators by
Rofin Australia Ply Lid.

Other than the above there has nol been any matter or circumstance that has anisen since the end of the financial
vear, that has significantly affecled, or may sigmficantly affect, the operations of the consolidated entity, the resulls
of those operations, or the state of affairs of the consolidated entity in future financial years.
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24 Details of Controlled Entities

Parent Entity:
Environmental Solubions International Eimited

Controlled Eafities:

Place of Incorporation Percentage of Shares

2605 2004
ESI Research and Dievelopment Pty Lid (3) WA 100%: 100%
DF No. T Ply Lid (3) NSW 100% 100%
Campbell Group Unil Trust (Surda Pry Ltd) (i) WA 1065 100%
E.5.1 Marketing Pty Lid (i) NSW 1005 1004,
ESA Technologies Ply Lid (1) WA 1004 1009
Campbell Enviromnentat Lid (1) WA 100%: 100%
ESI Marketing and Sales Pty Ltd () ACT 1004 10045
ESI Lire Joint Venture Pty Lid (i) QLD 1065 1004,
Enersludge Inc (ii) Canada 106 100%:
(i) Controdled entities are classified as small proprielary companies and, in accordance with the Corporations

Act 2001, are relieved from the requirement 1o prepare, audit and lodge financial slatements.
(i} Dormant company

25 Segment Informuation

The consolidated entity operated predominantly in Australia and in the Water and Wastewaler indusiry. The nature
of this aclivity comprises the design, construction, commissioning and operation of Water and Waslewaler
Treatment Plants. The company went info administration on 19 November 2004 and then entered into a Deed of
Company Arrangement and a Reconstruetion Deed during and subsequent (o the vear ended 30 June 2005 has now
been removed from administration. During this lime, the Company has not operated in another industry.

26 Superannuation Commitments

Corporations within the consolidaied entity contribule 1o a number of superannuation funds designated by
emplovees. The Company contributes 9% of salary into these Tunds on behalf of employees. Al funds are
accumutation type. Environmental Solutions Infernational Limiled does not pariicipate in any of the funds.
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27

1.

(a)

Related Party Disclosures

Ownership Inferests In Related Parties

Information in refation 1o ownership interests in related parties is provided in the notes indicated:
Controlled Entities — Note 24

Ownership inferests in associated companies are as follows:

Carrying Value

Balance Date 000

Ownership of Interest

20605 2004

Dyarenth Pty Lid (Non Operating) 30/06/2005 - 304%% 30%:
Eqguity accounting has not been adopied as ils impact is immaterial.

Transactions With: Directors And Personally Related Entities

Diirectors who held office during the yvear were as follows:

T EOFConnor 0.C.

D H ONeill

T B H Cheak

D P Glennon - Mr Glennon resigned as a director and as the Chief Execulive Officer of the Company on 31
Augusi 2004,

During the year, the company entered into a Deed of Company Arrangement and therefore for a portion of the year,
the execulives of the company were the Deed Administrators and the external Adminisirators. Subsequent to year
end, the Reconstruction Dieed was enlered into and new directors were appointed. See Directors report for details of
the new directors.

(b) Remuneraion and retiverment benefits of directors.
Details in relation 1o remuneration and retirement benetfits of
direciors are disclosed in Noie 3.

(¢ Specified directors and specified execulives equity holding

Fuolly paid ordinary shares issued by Eavirommental Selutions International Ltd

Balance Granted as Received on Net Other Balance
01/07/2004 Remuaeration Exercise of Change 36/6/2065
No. No. Options Neo. Neo.
Ne.

Specified
Birectors
T £ ' Connor 250,000 250,600
I3 P Glennon 1,683,250 1,693,250
D H O Neil 803,000 203,600
1B K Cheak 1,000,600 1,600,600
Specified
Executives
T R Bridle K00,000 800,000
M P Peters 230,600 230,600
J R Jennings {85,600 185,060
P A Hopps {00,400 100,660

5,061,250 5061250
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Balance Granted as Received on Net Other Balance
01/07/2003 Remuaeration Exercise of Change 36/6/2064
No. No. Options Neo. No.
Ne.
Specified
Direcfors
T ¥ (¥ Connor 225,000 - 25,000 250,660
I3 P Glennon 1,653,250 - - 1,693,250
D (Y Neill 803,000 - - 803,600
18 H Cheak 575,000 - 425,000 1,000,660
Specified
Executives
T R Bridie 800,000 - - 800,660
M P Peters 230,000 - - 230,660
IR Jennings {85,000 - - 185,660
P A Hopps 100,000 - - 140,060
4,611,250 - 450,000 5,061,250
Ordiaary options issued by Environmental Solafions International Ld
Specitied Balance Granted as Batance Vested hut Vested Vested
bBirectors LA /2004 Remu- Other Balance vested at net and during
No. neration Exercised Change /a5 30/6/05 exercisable  exercisable  the year
Neo. No. Neo. Non Neo. Ne. Na. No.
T E ' Connor 250,006 - 250,000 - - - - -
D P Gilennon 1413750 - - 1,413,750 1,413,750 - - -
D H O’ Neill - - - - - - - -
T B H Cheak 250,006 - 250,000 - - - - -
1,913,750 - - 1,413,750 1,413,750 - - -
Specitied Balance Granted as Batance Vested hut Vested Vested
bBirectors LAT/2003 Remu- Other Balance vested at net and during
No. neration Exercised Change I/e/04 30/6/04 exercisable  exercisable  the year
Neo. No. Neo. Non Neo. Ne. Na. No.
T E ' Connor 250,006 - - - 250,006 250,660 - - -
D P Glennon 1,413,750 - - 1 413,750 1413750 - - -
D H O’ Neill - - - - - - - -
T B H Cheak 250,006 - - 250,006 250,660 - - -

1,913,750

1,913,750

1,913,750

The issue of the sbove ordinary oplions (o directors was approved by sharcholders at annual general meeling.
Subseqguent 10 year end, the Reconstruction Deed was approved and execuled which consolidates these oplions on the basis of every five
options being consolidated into one option.
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Employee Share Plan options issued by Environmental Solotions International Ld

Specified Balance Granted as Balance Vested bt Vested Vested
Directors 14772004 Remu- Gther Balance  vested at not and during the
No. neration Exercised  Change No.  30/6/65 3B/6H05 exercisable  exercisable year
Ne. Na. No. Ne. Ne. Ne. No.
T E ' Connor - - - - - - - - -
D P Glennon - - - - - - - - -
D H O’ Neill - - - - - - - - -

I B H Cheak - - - - - - - - -

Specified
Executives
T R Bridle 750,000 - - 750,000 - - - - -
M P Pelers 600,000 - - 600,000 - - - - -
TR Jennings 350,000 - - 350,060 - - - - -
P A Hopps 350,000 - - 350,000 - - - - -
2,050,000 - - 2,050,000 - - - - -
Specitied Balance Granted as Balance Vested bt Vested Vested
bBirectors LAT/2003 Remu- Other Balance vested at not and during the
No. neration Exercised  Change 30/6/04 30/6/04 exercisable  exercisable year
Neo. No. No. No. Neo. No. No. Na.
T E (O'Connor - - - - - - - - -
D P Glennon - - - - - - - - -
D H O’ Neill - - - - - - - - -
I B H Cheak - - - - - - - - -
Specified
Executives
T R Bridle 750,000 - - - 750,000 750,000 - - -
M P Pelers 600,000 - - - 600,000 60,000 - - -
TR Jennings 350,000 - - - 350,000 350,000 - - -
P A Hopps 350,006 - - - 350,000 350,000 - - -
2,050,000 - - - 2,050,060 2,050,00 - - -

0 G

During the year, the company entered into a Deed of Company Arrangement which resulied in the cessalion of the
Employvee Share Plan. There are no employees of the company or the consolidated entity as at 30 June 2005,
Refer to Note 4 for further details of the Employee Share Plan.

(dy Loans to Direclors and Specified Execulives

Batance at Interest Interest not Batance at Number in
2005 beginning charged charged Write-ofT end group
5 > s 3 s
Specified directors 45,917 - - 45,917 - 1
Specified executives 86,212 - - 89,212 - 3
Total 135,129 - - 135,129 - 4

The above loans were made in accordance with the terms and conditions of the Employee Share Plan (o fund the
conversion of oplions to ordinary shares. Such loans are inferest free.
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3. Transactions With Entities In The Wholly Owned Group

(ALCN. 809 120 405)

The Company advanced and repaid loans, received and Torgave loans and provided accounting and administrative
assislance 1o other entities in the wholly owned group during the current and previous financial years.

The accounting and administrative assistance were provided free of charge and loans provided to and by the

company are inferest free.

Amounts receivable from wholly owned entities are shown at Note 9.

28 Financing Facilities

Iintities in the consolidated entity have aceess o2

Credil standby arrangements:

- bank guaraniee facility
- amount of credit used

- amount of credit unused

Consolidated Company
20805 2004 20085 2004
$7 006 $7 006 $7 006 $°000
- 15,004 - 15,000
- 13,469 - 13,469
- 1,531 - 1,531

The facility and amount of credit used at the date of (his report is nil.
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29 Reconcilintion of Net Cash Flows from
Operating Activities to Operating
{Loss)/Profit after Income Tax

Operating (loss)profil afler income tax
Amoriisation of Intangiles

Depreciation and amorlisation of non-current
assets

Profit from sale of fixed assets

Recoverable amount wrile down of infangibles
Change in assets/liabililies

Receivables

Amount due from customers for unbilled contract
COsls

Accounts Payable

Provisions

Amount due from subsidiaries forgiven
Investiment in subsidiaries written off
Employee Share Plan Loan forgiven
Non cash costs incurred due o being in
administration

Net Cash (used i) or from Operaling Activilies

36 Reconciliation of Cash

For the purposes of the staternent of cash Tlows,
cash includes eash on hand and in banks and
mvestments in money market instruments. Cash at
the end of the financial year as shown in the
stalement of cash flows is reconeiled 10 the
related items inthe balance sheet as follows:

Cash al bank

Interest bearing Liabilities

During the year, the company entered into a Deed of Company Arrangement and therefore for a portion of the year,

Consolidated Company
20805 2004 20085 2004
$7 006 $7 006 $7 006 $°000
(1,825 (8,726) (1,796} {8,332)
- 66 - 66
66 283 66 283
{392y - {392y -
150 1,438 122 -
7.698 {2,998) 7687 {2,598)
2,672 (54} 2,672 (54)
(11,7013 6,747 {11,650} 6,744
(1,364} 739 (1,364} 739
- - - 741
- - - 305
154 - 154 -
79 - 79 -
(4,463 {2,505} (4,462 {2,506)
- 3463 - 3,462
{118 - (118 -
{118} 3,463 {118} 3,462

the execulives of the company were the Deed Administrators and the external Adminisirators. Subsequent to year

end, the Reconstruction Deed was entered into and new directors were appointed.

Asaresultol the external administration, the current directors have not been able to delermine the accuracy and
completeness of the cashflows and the presentation of those cashfiows.



ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
{A.C.N. 809 120 405)

NOTES TO FINANCIAL STATEMENTS {cont)

Consolidated
2085 2004
Cenis Per Cenis Per
Share Share
31 Earnings Per Share
Basic earnings per share (23N (11.32)
Diluted earnings per share (23N (11.32)
Basic earnings per share
The earnings and weighted average number of ordinary shares used in the
cateulation of basic eamings per share are as follows:
2005 2004
$000°s $000°5
Farnings (a) (1,8253 (8,720)
2005 2004
No. No.
Weighied average number of ordinary shares (b) T7,097.512 77097512
{a) Earnings used in the calculation of basic earnings per share reconciles to
net profit in the siaternent of financial performance as follows:
2005 2004
$000°s $000°5
Net Profit(Loss) (1,825) (8,726}
Farnings used in the caleutation of basic EPS (1,825} (8,726}

{b) Unlisted employvee and ordinary oplions are considered 1o be polential
ordinary shares and are therefore excluded from the weighted average
number of ordinary shares used in the caleulation of basic carnings per share.
Where dilutive, polential ordinary shares are included in the caleulation of
diluled earnings per share (see below).
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NOTES TO FINANCIAL STATEMENTS {cont)

Diluted Farnings Per Share

The earnings and weighted average number of ordinary and potential
ordinary shares used in the caleulation of diluted carmings per share are as
follows:

Farnings (a)

Weighied average number of ordinary shares and polential ordinary shares

), (©

{a) Earnings used in the calculation of diluled earnings per share reconciles o

net profit in the siaternent of financial performance as follows:

Net Profitf(Loss)

Farnmgs used in the caleudation of diluted EPS

{b) Weighted average number of ordinary shares and potential ordinary
shares used in the caleulation of diluted carnings per share reconciles o the
weighted average number of ordinary shares used in the calculation of basic
earnings per share as follows:

Weighed average number of ordinary shares used in the calculation of basic
PS

Unlisted and employee oplions

Weighied average number of ordinary shares and polential ordinary shares
used in the catculation of diluled EPS

{c) Weighted average number of converted lapsed or cancelled potennal
ordinary shares used in the caleulation of diluted earnings per share

Options o purchase shares pursuant 1o the employee share scheme

{d) The following potential ordinary shares are nol dilulive and are therefore

excluded from the weighled average number of ordinary shares and polential
ordinary shares used in the caleulation of diluted earnings per share.

2005 2004
$008°s $004°s
(1.825% (8,726}

2005 2004

No. No.
77,097,512 77,097,512

2005 2004
$008°s $004°s
(1,825 (8,726)

1,825 (8,726}

2005 2004

No. No.
77,097,512 77,097,512
77,097,512 77,097,512

2005 2004

No. No.

2005 2004

No. No.
1,413,750 6,374,106




ENVIRONMENTAL SOLUTIONS INTERNATIONAL LIMITED
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NOTES TO THE FINANCIAL STATEMENTS {cont)

32 Financial Instruments

a) Significant Accounting Policies

Details of the significant accounling policies and methods adopled in respect of each class of financial asset and
inanciat lability are disclosed in Notwe 1.

b)) Inpterest Rate Risk
The following details the consolidated entity’s exposure {0 interest rate risk as al the reporling date:

Average Fixed Interest Non
Interest Variable Rate: Less than Interest
Rate Interest Rate i Year Bearing Total
2664 % £°000 £°000 $000 7400
Financial Assets:
Cash 4.9 2,746 - 77 3,463
Receivables - - - 5.877 5877
Goods and Services Tax recoverable - - - 1,203 1,203
Sundry deblors and prepayments - - - 627 627
Employee Share Plan Loans - - - 154 154
2,746 - 8578 11,324
Financial Liabilities:
Accounts Payable - - - 8,085 8,095
Goods and Services Tax payable - - - 1,181 1,181
Sundry Creditors and Accruals - - - 3,293 3,293
Employee Entitlernents - - - 743 743
Finance Lease Liabilities 79 79 - - 79
79 - 13312 13,391
2065
Financial Assets:
Cash - - -
Receivables - - - G 9
Goods and Services Tax recoverable - - - - -
Sundry deblors and prepayments - - - - -
Employee Share Plan Loans - - - - -
- - 9 9
Financial Liabililies: -
Accounts Payable - - - 647 647
Goods and Services Tax payable - - - - -
Cash 14.2% 118 - - 118
Emplovee Entitlements - - - - -
Finance Lease Liabilities - - - - -
118 - 647 765
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NOTES TO THE FINANCIAL STATEMENTS {cont)

{¢) Credit Risk
The consolidated entity does nol have any significant credil risk exposure to any single debtor or any group of
deblors having similar characleristics.

The carrying amount of financial assets recorded in the financial slatements represents the consolidated entity’s
maximum exposure {o credit risk without laking account of the value of any collateral or other security.

{d} Net Fair Value
The carrying amount of financial assets and fnancial labilities recorded in the financial slatements approximates
their net fair values.

Nel fair vaiue is determined based on generally accepted pricing models using, where appropriate, discounted cash
[ow lechniques.

33 Other Information
Environmental Solutions International Limited is a hsted public company incorporated and operating in Australia,
The company had nil employees al year end (2004 — 61).

34 Dividends
20065 2004

Cents per Total Cents per Total
Share $°008 Share £000

Fully Paid Ordinary Shares:
Interim Dividend — Unfranked - - - -

Fmal Dividend — Unlranked - - - -

The company has a nil franking account balance.

35 Impacts of adopting the Australian equivalents to International Financial Reporting Standardy

The Australian Accounting Standards Board (AASB) has issued Ausiralian equivaients to Inlernational Financial
Reporting Standards (IFRS) for application {o reporling periods beginning on or after 1 January 2005, The
company has commenced reviewing the ransition from ils current policies (o the AASB equivalents Lo IFRS but due
to the company enfering into adminisiration, it has not been possible [or the company (o quanlify the fikely impacts
of the rransilion into IFRS. However, the Company has atlocaled resources and engaged expert consultants to
review, identify and conduct business impact assessiments to isolate key areas that will be affecied by this wransilion.
The adoption of the AASB equivalents o IFRS will be first reflected in the Group's financial staternents for the
half-year ending 31 December 2005 and the year ending 30 June 2006.

Under AASB] the Consolidaied entity, in complying with Australian equivalents (o IFRS for the first nime is
reguired 1o restate its comparative financial staiernents o amounts reflecting the application of Ausiralian
equivalents (o IFRS to that comparalive period. Most adjustents on ransition to Austrahan equivalents fo IFRS
will be made, retrospectively, againsl opening retained eamings as al 1 July 2004,
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NOTES TO THE FINANCIAL STATEMENTS (conf}

Key areas where accounting policies are likely o change and may impact on the financial siaterments of the
Consolidated Entity include the following:

Encome Tax

The consolidated entity currently recognises deferred taxes by aceounting for the differences between accounting
profits and (axable income, which give rise 1o “permanent” and “timing” differences. Under A-IFRS, deferred taxes
are measured by reference to the “temporary differences” determined as the difference between the carrying amount
and the lax base of assels and liabilities recognised in the balance sheel.

Because A-TFRS has a wider scope than the entity’s current accounling policies, it is likely that the amount of
deferred laxes recognised in the batance sheet will increase. The likely impact of these changes on deferred tax
balances hag not currently been determined.

The consolidated entity also has carried Torward 1ax losses which have not been recognised as deferred 1ax assels as
they do not satisly the “virtually cerlain” criteria under current Australian GAAP (refer note 5(1)). Under A-IFRS,
il may be easier 1o recognise these lax losses as deferred 1ax assels as they are recognised based on a “probable”
recognition criteria. The impact of this difference may be (o increase deferred tax assets and opening retained
earnings, and result in a higher level of recognised deferred tax assets on a go-forward basis.

As per nole 5, due Lo the company enlering into the Deed of Company Arrangement and the Reconstruction Deed, it
may notl be possible under the conditions above for the laxation benefils to be obtained and therefore there may be
no deferred ax assels recognised.

Financial Instruments

Under current Australian GAAP, financial assets and financial iabilities are recognised at cost, at Tair value, or at
net markel value. On adoption of A-IFRS, in parbicular AASB 139 “Financial Insiruments @ Recognition and
Measurement”, the consolidated entity will be required to classify financial instruments into vanous specified
categories. The five calegories and basis of measurement are:

financial asset or financial Hability measured al fair value through the stalement of financial performance;
held to maturity investments measured at amortised cost, subject 10 impairment;

loans and receivables measured at amortised cost, subject fo impairment;

available for sale assels measared at fair value with changes in fair value measured directly in equity; and
financial hability measured al amortised cost.

. & & &

The classification of the instrurnent will affect the instrument’s subsequent measurerment. The consolidaied entity is
evaluating the different oplions available, but has not made any determination al reporting date of the accounting Lo
be adopted, and consequently, the impact of the change on the financial staiements cannot yet be quantified.
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NOTES TO THE FINANCIAL STATEMENTS {cont)

Property, Plant and Eguipient

On ransition 1o A-TFRS, the entily has several options in the determination of the cost of each tangible assel, and
can also elect 1o use the cost or [air value basis for the measurement of each class of property, plant and equipment
afler ransiton. Af the date of this report, the eatity has not decided which oplions and measurement basis will be
adopled and the likely mpacts therefore cannot be determined.

Impairment of Assets
Non-current agsets are wrilten down to recoverable amount when the asset’s carrying amount exceeds recoverable
amournt.

Under A-IFRS, both current and non-current assets are tested (or impairment. In addition, A-IFRS has a more
preseriptive impairment lest, and requires discounted cash Hows o be used where value in use s used to assess
recoverable amount. Consequently, on adoption of A-TFRS, a further impairmen of ceriain assets may need (o be
recogmsed, thereby decreasing opening relained carnings and the carrying amount of assets — the consolidated entity
has not yet determined the impacy, if any, of any further irmpairment which may be required. It is not practicable
determine the impact of the change in accounting policy lor future financial reports, as any impainment or reversal
thereof will be affected by future conditions.
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