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ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Results for Announcement to the Market

Revenue and Net Profit/{Loss)

Revenue from ordinary activities

Profit/{loss) from ordinary activities afier tax
atiributable to members

Net profit/(ioss) attributable to members

Dividends (Distributions)

Final dividend

Interim dividend

Percentage
Change Amount
%
up 50.3 To $21,804,254
down 104.4 To (316,351,126)
down i04.4 To {$16,351,126)
Amuount per Franked amount
security per security
Wil WNilg
Nilg Nil¢

Record date for determining  enditiements to the

dividend:
+ final dividend

s interim dividend

Net iangible assets at 30 June 20086

Number of ordinary shares cutstanding at
30 June 2006

NTA per ordinary share at 30 June 2006
NTA per ordinary share at 30 June 2005

N/A

N/A

527,171,977
51,316,494

52.95 cents
48.89 cenis

Brief fxplanation of Revenue, Net Profit/(Loss) and Dividends (Distributions)

Refer to Directors’ Report

The loss for the half vear includes a 100% impairment of the goodwill of $5,503,764.




ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Directors Report

The directors of Electro Opfic Systems Holdings Limited submit herewith the financial report for the
halfiyear ended 30 June 2006. 1n order to comply with the provisions of the Corporations Act 2001, the
directors report as follows:

The names of the directors of the company during or since the end of the half year are:

Mr Fred Bart (Chairman)

Dy Ben Greene {Chief Executive Officer)
Dr Bob Dean {Resigned 8 March 2006)
Mr fan Dennis

Ms Cheryl Bart

Mr John Gordon

Mr Mark Ureda

Review of Operations

The consolidated entity continues to operate in the military, space surveillance and space systems
business sectors. The performance of each sector in the half-vear is summarised in the tabie below,

Revenue Profit/Loss

Military 17.8 -6.1
Space Surveillance 1.8 -2.1
Space Systems 1.7 -8.2
Unallocated 0.5 0
Half-Year Total AS millions: 218 ~16.4

In the June 2006 halfyear an extremely disappointing result from the space systems sector
overshadowed improving performance in the military sector and stable results from space surveillance.

The military secior produced a loss of $6.1m on revenue of $17.8m. This sector has strong contracts in
hand for the second half when the company will show an improvement in both revenue and results.

The space surveillance sector made positive progress with both customer demonstrations and technology
development.

Space Systems

This business produces telescopes and enclosures. During the half year to 30 June 2006 this business
has suffered major sethacks in all of its projects.

» Al project costs increased during the haif-year due to project completion delays, vendor delays
or failures, sector-specific inflation, inclement weather at installation sites, defence priority
delays due to war, staff shortages and sub-contractor defaults.

» EOS executes space systems projects with a Hmited pool of skilled labour that is not readily
expanded. An individual project delay requiring more human resources can add delay to all
succeeding projects. [ multiple project delays occur, the overall effect compounds quickly.

e A decision has been made by the Directors to restructure the business by completing existing
contracts and only faking on new contracts with reduced risks which can make a positive
contribution to earnings. This is likely to require a change in the customer base.

As a consequence of these factors, only $1.7 million of revenue was recognized n this half-year.
Expenses were $9.9 million, resulting in a loss of $8.2 million which includes a 100% impairment of
goodwill of $1.6 million for this business segment and a provision of $1,547,990 relating to loss making
contracts that will be completed in future periods.



FLECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Directors Report

Military Business

During 2005 the Company completed a substantial investment program aimed at establishing a
production capacity of A$5m per month of military products from new plants in Tucson [Az] and
Queanbeyan [NSW]. Afier this successful expansion, a period of consolidation was required during the
first half of 2006, The ohjectives of this consolidation were:

¢ Capacity. An increase in combined plant capacity to A$7.5m per month [a 50% increase] by Q3
2006 to meet growth in demand. By 30 June 2006 this demand had materialised and production
capacity has been gradually expanded by 50% as required. This success has provided a
platform for further upgrades to 1ift production capacity to A$10m per month [100% over 2005
levels] without additional capital expenditure.

s Capacity Leveling. The Company’s USA and Australian plants have fundamentally different
capabilities. The USA plant is designed for high volume lean production of stable product
configurations. The Australian plent can more readily accommodate short production runs.
With new product launches planned for 2007, an increase in output from the USA plant is
required during 2006 to allow the low-rate production for new products to be taken up in
Anstralia in 2008. During the first half of 2006 preparations for this increase in USA
production were made.

e Repairs and Maintenance. Product support is a key factor in securing long-term delivery
contracts. As more products are shipped and fielded, the flow of items for repair is increasing,
This required an expansion of repair facilities in both plants to acceleraie turn-around Himes for
equipment in active service. During the first half of 2006 the flow of battle-damaged equipment
increased, coinciding with major improvements in EOS repair capabifity.  The net result was an
improvement in furn-around time for all classes of repairs, even as repair volumes increased.

« Vield The 2005 program focused on meeling customer wartime demands for quentiy and
quality through two new production facilities. The Company is now positioned to increase
production to meet 2006 delivery obligations from a more cost-effective production hase.

s Resilience. An important factor in the award of future contracts for the Company’s military
products is the resilience of its production process and capability. Improving this melric
required training and multi-skilling of staff, stocking pipelines of parts, establishing alternate
paris vendors where appropriate, consolidating the two-plant stralegy and securing working
capital.

New production contracts for military products for the US army, expected during the first half of 2006,
were delayed by approximately two months. Although these contracts were in hand by 30 June 20086,
the contracting defays could not be made up, 1o addition the dislocation in the customer order process
impacted production flow in July and August. The net impact of these dislocations is, 22% of 2006
military revenue forecast at May 2006 will now slip into 2007

After the unforeseen administrative delay in establishing the current production contract for deliveries
for the US Army, this business is performing satisfactorily,

A transition to profitable operations is contingent upon the production yield improvements obtained in
the first half being sustained as produciion reaches target volumes which are substaatially higher.

The mititary business is a major component of the company’s future growth plans. It intends fo compete
for the long-term production contract for the US Army program that presently represents most of its
income i ihis sector. This contract is currently awarded on a short-term basis and the long-term
arrangements will apply from Q4 2007 10 2011

The loss for the half vear includes a 100% impairment of goodwill of $2.2 million for this business
segment.
Space Surveillance

The space surveillance business focuses on two key applications:



ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Directors Report
e the use of electro optic sensors to obtain space information; and

o the use of directed-energy in space for ablation.

EOS® space surveillance sensors were developed to meet a need for improved space information, and
have demonstrated their capability and maturity in extensive trials in 2004 and 2005.

ROS is teamed with Northrop Grumman Space Technology ("NGST”} in this sector. During the half-
year to 30 June 2006 the NGST/EOS team made progress in demonstrating the long-range operability of
EOS sensors, and the ease of integration inlo existing data networks. These are important steps towards
market acceptance.

The potential market for space surveillance sensors and systems is substantial,

FEQS space ablation technology is not yet mature, but ongoing research and development continues to
raise performance limits and lower system deployment costs. The price-performance levels achieved for
space ablation are approaching viable levels for a large-scale prototype to be produced. EOS continues
to execute risk reduction effort towards early deployment of this breakthrough technology.

There was a loss of $2.1 million on revenue of 31.8 million in this sector which includes a 100%
impairment of goodwitl of $1.7 million for this business segment.

Sammary

The Company's long-term future lies in the military and space surveillance sectors, which are
performing satisfactorily. These sectors have the potential to generate significant revenue and profits in
fatare periods. :

In the near term much depends on management’s ability to contain and control the space systems
business, and fo execuie the military sector strategy where the achievement of production efficiency
improvements in the military seetor is particularly important.

These factors gave rise to an operating loss of $16.4 miflion for the half-year period. Included in the
operating loss for the half-year period is a charge of $0.7 million in relation to share based payments to
directors’ and staff and a charge of $5.5 million for impairment of goodwill. These expenses are non
cash operating expenses.

Further information concerning the operations and financisl condition of the consolidated entity can be
found in the 2008 annual financial report and in releases made to the Australian Stock Exchange (ASX)
during the half year.

Auditor’s independence declaration

The auditor’s independence declaration is included on page 6 of the half-year financial report.

Signed in accordance with a resolution of the directors made pursuant {0 $.306(3} of the Corporations

Act 2001,

On behalfl of the Direciors

-

1.A Dennis
Dhrector
Svdney, 31 August 2006



The Board of Directors

Electro Optic Systerns Holdings Limired
Suite 2, Level 12

75 Elizabeth Street

SYDNEY NSW 2000

31 August 2006

Dear Board Members

Electre Optic Systems Holdings Limited

Detvitte Touchs Tohmatsy
ABN T4 400127 080

Lawwat #

& Brndabella Circigt

Brindabella Business Park ACT 2608
GPO Box 823

Canbarra ACT 2601 Austratia

DX 5661

Ted +61{0) 7 6263 7030
Fax: +51 {12 6283 7001
www deloitie.com.ay

In accordance with section 307C of the Corporations Act 2001, T am pleased to provide the
following declaration of independence to the directors of Electro Optic Systems Holdings

Fimited.

As lead audit partner for the review of the financial statements of Electro Optic Systems
Holdings Limited for the half-vear ended 30 June 2006, 1 declare that to the best of my

knowledge and belief, there have been no contraventions of:

(1) the auditor independence requirements of the Corporations Act 2001 in relation to

the review; amd

(it} any apphcable code of professional conduct in relation {o the review.

Yours sincerely
Toal\cte. “Tenshe, 7Tk ek

DELOITTE TOUCHE TOHMATSU

D. Black
Partner
Chartered Accountants

Lizbilily Hamited by 2 schome approved undor Professional Standards Legisktion,

Riamber of
Belnitie Toughe Tolunaisg



Delofte Touche Tohmatsu
ABM 74 490 121 080

level 2

B Brindabelia Circuit

Brindabeilz Business Park ACGT 2808
GPO Box B23

Canberra ACT 2601 Australia

DX 5881

Tael: +51 {0} 2 8263 7000
Fax +51 (0} 2 8263 7001
wwrw deloiite, com.au

Independent review report to the members of
Electro Optic Systems Holdings Limited

Scope
The financial report and divectors’ responysibility

The financial report comprises the balance sheet, income statement, cash flow statement,
statement of recognised income and expense, selected explanatory notes and the directors’
declaration for the consolidated entity for the half-year ended 30 June 2000 as sef oul on
pages 9 to 25. The consolidated entity comprises both Electro Optic Bystems Holdings
Limired (the company) and the entities it controlled at the end of the half-year or from time te
time during the half-year,

The directors of the company are responsible for the preparation and true and fair presentation
of the financial report in accordance with Accounting Standards in Australia and the
Corporations Act 2001,  This includes responsibility for the maintenance of adequate
financial records and internal controls that are designed to prevent and detect fraud and ervor,
and for the accounting policies and accounting estimates inherent in the financial report.

Review Approach

We have performed an independent review of the financial report in order to state whether, on
the basis of the procedures described, anything has come to our attention that would indicate
that the financial report is not presented fairly in accordance with the Corporations Act 2001
and Accounting Standards AASB 134 “Interim Financial Reporting” and AASB 1 “First-time
Adoption of Australian Eguivalents to Imternational Financial Reporting Standards”, so as to
present a view which is consistent with our understanding of the consolidated entity’s
financial position, and performance as represented by the results of its operations, its changes
in equity and #ts cash flows, and in order for the company to lodge the financial report with
the Anstralian Securities and Investiments Commission,

Our review was conducted in accordance with Australian Auditing Standards applcable to
review engagements. A review is limited primarily to inquiries of the entity’s personnel and
analvtical procedures applied to the financial data. These procedures do not provide all the
evidence that would be required in an audit, thus the level of assurance provided is less than
given in an audit. We have not performed an audit and, accordingly, we do not express an
audit opinion.

dhamber of

Beloitie Tourhs Tohmatou

Lighility limited by a scheme approved under Professional Standands Legishtion.,
€ Deloine Touche Tohmatse, August, 2006, All rights reserved.



Statement

BRased on our review, which is not an audit, we have not become aware of any matter that
makes us believe that the half-year financial report of Electro Optic Systems Holdings
Limited is not in accordance with

the Corporations Aci 2001, including:

{a)  giving a tree and fair view of the consolidated entity’s financial position as at 30 June
2006 and of its performance for the half-year ended on that date; and

(b}  complying with Accounting Standards AASB 134 “Intertm Finaneial Reporting” and
AASB 1 “First-time Adoption of Australian Equivalents to International Financial
Reporting Standards™ and the Corporations Regulations 2001,

Inherent Uncertainty Regarding Going Concern

Without qualification to the statement expressed above, attention is drawn to the following
matters. As a result of the matters deseribed in Note 1 Going Concern, there is significant
uncertainty whether the consolidated entity will be able to continue as a going concern and
therefore whether it will realise its assets and extinguish ifs Habilities in the normal course of
business and at amounts stated in the financial report.

b@_\o\\’c& % /ig{\me.k:.w
DELOITTE TOUCHE TOHMATSU

David Black

Partner

Chariered Accountants
Canberra, 31 August 2000



ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Directors® Declaration
The directors declare that:

&} in the directors’ opinion, there are reasonable grounds to believe that the company will be able to pay
its debrs as and when they become due and payable; and

b) in the directors’ opinion, the attached financial statements and notes thereto are in accordance with the

Corporations Act 2001, including compliance with accounting standards and giving a true and fair view
of the financial position and performance of the consolidated entity.

Signed in accordance with a resolution of the directors made pursuant to 5.303(3) of the Corporations
Act 2001.

On behalf of the Directors

-

I A Dennis
Drrector
Sydney, 31 Aupgust 2006

[is)



ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Consolidated income statement for the

half-year ended 30 June 2006

Revenue

Other Income

Changss in Inventories of finished goods and work in

progress

Raw materials and consumables used

Employes benafits expense
Administrative costs
Finance costs

Goodwill impairment
Depraciation expense

| ease expenses
Occupancy costs

Qther expenses

Loss before income tax expense
neomea tay expense

L.oss for the period

Eamings per share:

Basic {cents per share}
Dikuted {cents per shars}

Half-year Half-year
ended 30 Ended 30
Note June 2006 June 2009
$ $
2a} 21,804,254 14,506,840
2(b} 841,187 160,831
3,161,362 2,478 380
{21,087,276) {11,870,124)
{10,506,790) {8,487 008B)
{2 B84 ,980) (2,124,556)
(88,503} {55,856}
8 (5,508,764) -
{860,569) {407 191)
{33,671} {16,700)
{849,577) (867,612)
1301,708) {206,838)
2 (16,351,126) (7,998,825)
4 (16,351,126) (7,998 B25)
5 (31.9) {20.0}
5 (31.9) {20.0)

Moites to the financial statements are included on pages 14 10 25
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ELECTRO QPTIC SYSTEMS HOLDINGS LIMITED

Consolidated balance sheet
as at 30 June 2006

30 June 31 December
2006 2005
Note $ 3

Current Assels

Cash and cash sguivalents 15,800,157 21,434,803

Trade and other receivables 8,569,227 13,798,654

invantories 12,350,789 9,188,427

Other 211,780 115,210
Total Current Assets 34,731,923 44 538,094
Non-Current Assels

Property, plart and equipment §,780,128 6,717,694

Goodwilt 8 - 5,505 764
Total Non-Currentt Assets 6,780 128 12,223,458
Tofal Assefs 41,512,049 £56,762,552
Current Liabilities

Trade and other payables 8,180,612 9,218,677

Borrowings 574,522 735,747

Provisions 4,654,766 2,482,132

Other - G0 3
Total Current Liabilities 13,380,800 12,837,047
Non-Current Liabliitles

Borrowings 745,163 1,054,826

Other 245 069 283,043
Total Non-Current Liabilities 950,172 1,318,768
Totaf Liabilities 14,340,072 13,856,716
Net Assets 27 171,977 42 g05,836
Equity

Issued capital 67,813,451 87,833,722

Reserves 3 4,130,676 3,602,138

Accumulated losses 4 (44,881,180} {28,530 024}
Totaf Equity 27,471 977 42 905 836

Notes to the financial statements are included on pages 14 to 23
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ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Consoclidated statement of recognised income and expense for the
half-year ended 30 June 2006

Half-year Half-year
ended 30 Ended 30
Note June 2006 June 2005
$ $

Translation of foreign operations:
Exchange differences taken to equity {154,805} (13,934)
Net expense recognised directly in equity {154,805} (13,934
Loss for the period (16,351,126} (7,998,825)
Teotal recognised inceme and expense for the
peried (16,505,931) {8.012.739)

Notes to the financial statements are included on pages 14 to 25

12



ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Consolidated cash flow

for the half-year ended 30 June 2006

Cash Flows From Operating Aclivities

Receipts from: customers

Payments to suppliers and employees
Interest and bill discounts received
Interest and other costs of finance paid
Net cash (used in) operating activities

Cash Flows From Investing Activities

Pavment for property, plant and equipment
Net cash {used in) investing activities

Cash Flows From Financing Activities

Proceeds from the exercise of options
Proceeds from placement of shares
Proceeds from borrowings
Repayment of borrowings

Net cash {used n) provided by financing activities

Net (Decrease)/increase In Cash Held

Cash and cash equivalents at the beginning of

the haif-year

Effects of exchange rate changes on the balance of

cash held in foreign cutrencies

Cash and cash eguivalents at the end of the

half-year

Half-year Half-year
ended 30 ended 30
June 2606 June 2005
Note g %
26,741,840 9,257,253
(31,645,712)  (17,797,625)
511,985 466,118
{98 503} (55 856)
4,490,390} (8,130,110}
(1,079,670} {4,146,046)
(1,079,670} (4,146 046)
76,729 1,088,019
. 22,500,000
- 604,958
(344,998) .
(265,269) 24,282,977
{5,835,329) 12,606,821
21,434,803 3,686,742
6R3 5,882
15,600,157 15,699,445

Notes to the financial statements are included on pages 14 to 25

13




ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Notes to the Financial Statements
for the half-year ended 30 June 2006

Summary of accounting policies

Basis of preparation

The half-year financial report is a general purpose financial report prepared i accordance with the
Corporations Act 2001 and AASH 134 Interim Financial Reporting. Compliance with AASB 134
ensures compliance with Internavional Financial Reporting Standard IAS34 Interim Financial
Reporting. The half-year financial report does not include notes of the type normally included in an
annual fingneial report and shall be read in conjunction with the most recent annual financial report.
Except where indicated otherwise, all amounts are presented in Australian dollars.

Significant sccounting policies

The financial siafemenis have been prepared under the historical cost convention,

The accounting policies and methods of computation adopted in the preparation of the half-year
financial report are consistent with those adopted and disclosed in the company’s 2005 annual
financial report for the financial year ended 31 December 2605 apart from the following:

Going Concern

The financiat report has been prepared on the basis that the consolidated entity is a going congern,
which assumes continuity of normal business activities and the realisation of assets and the
settlement of liabilities in the ordinary course of business.

The consolidated entity incorred a net loss during the half year of $16,351,126 (2005 - §7, 998 825)
inchuding the write off of goodwill of $5,505,764 (2005 ~ Nil). Net cash used in operating activities
was $4,480,360 (2003 - SR130,110). As at 30 June 2006, the consolidated entity had cash of
$15,600,157 (2005 - $21,434,803) which would be fully utilised in the first half of 2007 if the same
jevel of losses and vutfiows of cash from operating activities continue. The directors are, however,
ol the view that the losses in the first half of 2006 were unusually high as a resalt of problems in the
telescope and enclosure division as well as delays in the shipments of units in the military section.

In the opinion of the directors, the ability of the consolidated entity to continue as a going concern
and pay its debts as and when they fall due is dependent upon:

o the ahility to achieve target production levels for the military business m the second half-
year period to 31 December 2006
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Notes to the Financial Statements
for the half-year ended 30 June 2006

1. Summary of accounting policies

Basis of preparation (cont)

The Directors believe that this is achievable based on the increased rate of production in the
military business since 30 June 2006 and the expectation that on the basis that the production
targets are met over the six months to 31 December 2006 the consclidated entity will be
profitable and generate aet cash inflows from operations in the fourth quarter.

+ the ability to obtain further new profitable contracts

The directors are in the process of bidding for new military and space contracts. The results of
these bids will not be known until after these financial statements are signed.

+  The suceessful restructire of the telescope and enclosure division

The losses from the telescope and enclosure division which were substantially higher in the half
vear to 30 June 2006 than previowsly expected will not continue as all of the contracts which
have suffered cost overruns will be completed m the first half of 2007 and the company has
already provided for expected losses on contracts of $1,547,990 (31 December 2005: §883,315)
in agcordance with Australian Accounting Standard AASB111 “Construction Contracts”. The
company has developed plans to restructure the telescope and enclosure division such that
revenue and costs in this business are bought into balance and net cash outflows cease,

» The ongoing support of the consolidated entity’s bankers

The Directors are in the process of arranging a standby credit facility for the military section
which will be secured by the assets of that division and a parent company guarantee,

*» The continued support of the Company’s shareholders

Notwithstanding the above, unless working capital and funding requirements can be assured to meet the
future working capital and funding requirements, then, in the opinion of the directors, sigmificant
uncertainty exists regarding the ability of the consolidated entity to continue ag a going concern and pay
its debis as and wlhen they become due and payable,

If the consolidated entity is unable to continue as a going concern it may be required to realise its assets
and extinguish its Habilities other than in the normal course of business and at amounts different fiom
those stated in the financial report.

No adijustments have been made to the financial report relating 1o the recoverability and classifieation of
recorded asset amounts or to the amounts and classifivation of habilities that might be necessary should
the consolidated entity not continue as & going coucern.

15



ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Notes to the Financial Statements
for the half-year ended 30 June 2006

Half-year to  MHalf-yvear to
30 June 30 June
20086 2005
$ $
Loss From Ordinary Activities
Loss from ordinary activities before income tax includes
the following items of revenue and expense:
{a} Revenue
Contract receipts 21,292 269 14,040,722
Interest received 511,985 466,118
Total revenue 21,804,254 14,506,840
(b} Income
Grant revenue £50,5453 -
Profit on sale of fixed assets 26,927 33,308
Foreign exchange gain - 94,546
Other revenue 13,725 32,980
891,197 160,831
{c} Expenses
Depreciation of non-current assets 869,668 447,191

18



ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Notes to the Financial Statements
for the half-year ended 30 June 2006

30 June 31 December

2006 2005
$ %
Reserves
Foreign currency translation reserve {360,439) {205,634)
Employee Equity settted benefits reserve 453,115 3,807,772
Balance at end of financial period 4,139,674 3,602,138

Half-year to Half-year to
30 June 2006 30 June 2005

$ 5
Accumulated Losses
Balance at beginning of financial period {28,530,024) {13,798 828)
Net loss for the period {16,351,126) {7,998 825)
Balance at end of financial period {44,881, 150) (21,797 653)

17



ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Notes to the Financial Statements
for the half-year ended 30 June 2006

Earnings Per Share

2006 2005
¢ per share ¢ per share
Basic EPS {31.9 cents) {20.0 cents)
Diluted EPS (31.9 cents) {20.0 cents)

Basic Earnings per Share

The earmings and weighted average pumber of ordinary
shares used in the calculation of basic earnings per share are

as follows:

Haif-year to Half-year to

30 June 2006 30 June 2005
$ $
Earnings {a) £16,351,126) {7,998,825)
2006 2005
No. No.

Weighted average number of ordinary shares used in the
galculation of basic carnings per share 51,292 629 38907473

{a) Farnings used in the calcuiation of basic earnings per
share s the same as net loss in the profit and lToss,

Diluted Earnings per Share

The earnings and weighted average number of ordinary and
potential ordinary shares used in the caleulation of diluted
earnings per share are as follows:
Haif-year to Haif-year to
30 June 2006 30 June 2005

$ $
Earnings {a) (i6,351.126) {7,998 825
2006 2005
No. No.
Weighted average number of ordinary shares and potential
ordinary shares (b} & {c) 31,282,629 39,907,473

{2) Barnings used in the caleulation of diluted earnings per

share is the same as net loss in the profit and loss.

18



ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Notes to the Financial Statements
for the half-year ended 30 June 2006

Earnings Per Share {(cont’d)

{(b) The following are considered to be potential ordinary shares bat are not dilutive and are
therefore excluded from the weighted average numnber of ordinary shares used in the calculation of
hagic and diluted earnings per share.

36 June 20606 30 June 2605

Number Number
Vendor options at $0.20 - 205,047
DPrrectors options at §1.64 600,000 600,000
Staff Share Plan at $1.64 347,104 459,500
Staff Share Plan at §2.58 626,000 672,500
Pirectors options at $2.85 300,000 306,000
Directors options at $2.56 200,000 200,000
Directors options at $3.06 1,813,600 688,800
Staff options at $3.06 162,000 -
Staff options at $3.50 : 800,000 -
Total uniisted options 4,950,704 3,218,767
(¢} Weighted average number of ordinsry shares and
pedential ordinary shares used in the calteulation of diluged
earnings per shave reconciles to the weighted average number
of ordinary shares used in the calculation of basic earnings
per ghare as follows:
Weighted average number of ordinary shares used in the
catoulation of basic earning per share 51,292,629 39807473
Weighied average mumber of ordinary shares and pofemial
ordinary shares used in the caleulation of diluted carnings per
share 51,292,629 39807.473

19



ELECTRO OPTIC SYSTEMS HOLDINGS LIMITED

Notes to the Financial Statements
for the half-year ended 30 June 2006

Haif-year to Half-year to
30 June 2006 30 June 2008

5 $
Goodwill
(ross carrying amount
Balance at beginning of financial period 5,505,764 5,505,764
Amount written off during the period (5,505,764} -
Ralance at end of financial period - 5,505,764

Allocation of goodwill to cash-generating units

Goodwill has been allocated for impairment testing purposes {o three individual cash-
generating units. The carrying value of goodwill allocated to the three cash-generating units
that are significant individually or in aggregate is as follows:

Space Systems - Global - 1,652,153
Space Surveiliance - Global - 1,652,153
Fire Control Systems ~ Global - 2,201,458
Balance af end of financial period - 5,505,764

The basis for determining the recoverable amount of goodwill has been the assessment by the
Directors that the fair value of the goodwill in each of these cash-generating units is not
currently able to be supported by signed contracts on hand at the date of this report. Whilst the
directors remain confident of achieving significant profitable contracts in the near future these
contracts are not signed or otherwise assured as at the date of this report.

Therefore, having reviewed recent trading results and sigoed contracts on hand the directors
are of the opinion that the recoverable amount for each of the segments, either from fair value
less costs to sell or from value in use, does not support the carrving of any amount of
goodwill, Accordingly the directors have determined that as at 30 June 2006 the goodwill
amount of $5,505,764 is fully impaired.
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7. Contingent Liabilities

{a) Electro Optic Systems Pty Limited provided a guarantee wo Fire Control Systems Pry Limited, a
controlled entity, on 16 QOciober 1996 to meet any genuine commitments of Fire Control Systems
Pty Limited, cither current or 10 be raised in the foresecable future.

{b} Electro Optic Systems Pty Limiled has engaged in Research and Development syndications
during the period from 1992 through to 1996. The taxation wreatmeni underfaken was in
accordance with specilic and general waxation rulings issued by the Australian Taxation Qffice.
However, Elecire Optic Systems Pty Limited has a contingent Hability under indemmnities given o
Research and Development Investors in the event that the Australian Taxation Office reverses its
rulings.

On 12 November 2004, the parent company received a letter from the Australian Taxation Office
regarding a claim for « deduction for core technology of $5.3m in the financial year ended 30 June
1993 by a subsidiary company, FCS Technology Holdings Pty Limited. The letter offered the
Company a choice of seitling the matter on 8 prescribed formuls smounnting to some $881,000 plus
interest and possible penaities or satisfying the Australian Taxation Office that the deduction
claimed was reasonabie and at arms length.

The [Hrectors are of the view that the cirgumsiances of this investmerd were sign ficantly different
from the majority of other syndications and based on legal advice the Company formally advised
the Australian Taxation Office on 12 May 2005 that it would not accept the propused settlement
offer and that the Company would defend the position in respect of the claim. Legal counsel has
been retained by the Company in the matter. The latest correspondence from the Australian
Taxation Office was an email dated 10 July 2006 giving us an extension to lodge the Company’s
submission by 25 July 2006. The submission was lodged on 25 July 2006 and the Company is
currently waiting for 2 review by the Australian Taxation Office,

{¢) On 8 December 2003, the parent company and the subsidiary company Electro Optic Systems
Pty Limited entered into a Deed of Undertaking with the Industry Research and Development
Board on behaif of the Commonwealth of Australia. The undertaking from the parent company
was 1o ensure that the subsidiary company was able 10 coninbute matching funding under the R &
D Start Program for the Project.

The maximmwn hability is the amouwd received from the Commonwealth of Australia which was

$6,343,173 as at 30 June 2006 although the directors are of the opindon that it is not possible to
estimate any potential exposure, if any, to the consolidated entity under this undertaking,
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8. Segment Information

Extgrnal Sales Total

Half-year to Half-year to HazH-year t¢ Haif-year fo

30 June 2006 | 30 June 2008 | 30 June 2006 | 30 June 2005

$ $ $ $

Space systems 1,742,124 0,811,756 1,742,124 R17,1586

Space surveittance 1,793,250 1,303,247 1,793,250 1,303,247

Defence 17,756,895 2,919,719 17,756,895 2,919,719

Total of all segments 21,292,269 14,040,722 21,292,269 14,040,722

Eliminations - - - -

Unallocated 511,985 466,118 511,985 466,118

Consolidated 21,804,254 14,506,840 21,804,254 14,506,840
Segment Resulis

Haif year to Half year to
2006 2008
5 3

Space systems {8,195,017) (1,853,939

Space surveillance (2,120,815} {407,628}

Defence (6,076,744) (5,812,227

Total of all segments {16,362.576) {8,073,794)

Unallocated 11,450 74,969

Loss before income tax expense {16,351,126) (7,998,825}

Income tax henefis

Loss after related income tax expense

(16,351,126}

(7,998,825)
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8. Segment Information {cont’d)

Product and Services within each Business Segment

Space Systems

EQS ds a supplier of large optical systems including telescopes and enclosures.

Space Surveillance

EOS has developed laser-based space surveillance systems which have been demonsirated in
customer frials and BEOS is now well-placed o be a coniributor to the nexi generation of space
tracking capahility. EOS also manages and operates SLR laser tracking facilities in Austrabia.

Defence

EOS develops, manufactires and markets advanced fire control, surveillance, and weapon systems
to approved military customers. These products either replace or reduce the role of a human
operator for a wide range of existing and Buture weapon systems in the US, Ausiralia and other
markets.
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9,

10.

Subsequent Events

Since 30 June 2006, the remaining 947,104 unlisted options exercisable at $1.64 expired on | July
2006.

On 31 July 2006 the company announced that it had entered inlo a new telescope contract for A38.5
for the Thai National Telescope.

Issuance of Securities
2006

A total of 46,896 staff options were exercised at various exercise prices raising $79,729 during the
half year resulting i the issue of 46,896 ordinary shares. There were no other movements in the
ordinary share capital of the company in the current half vear reporting period.

Flectro Optic Systems Holdings Limited issved 600,900 share options over ordinary shares fo
Directors and stafl under the Employee Share Option Plan during the half vear. The issue of these
options resulted in 2 charge to profit and loss during the half year of $692,343 which is included
under employee compensation. This charge to profit and loss was based on the fair value of the
options at grant date.

2008

On 31 Janwary 2003, Electro Optic Systems Holdings Limited issued 5,000,000 ordinary shares at
$4.50 each to Northrop Grumman Space and Mission Systems Corp for cash of $22,500,000. In
addition to the placement of ordinary shares a total of 4,716,196 options (ncluding 4,563,925 CEO
options) were exercised at various exercise prices raising a further $1,088,019.

Hlectro Optic Systems Holdings Limited issued 1,188,800 share options over ordinary shares to
Dhrectors and staff under the Emplovee Share Option Plan during the half year. The issue of these
options resulted in a charge to profit and loss during the half year of $2,333,881 which is incladed
under employee compensation. This charge 0 profit and loss was based on the fair value of the
options at grant date.
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11.

12.

Other Significant Information

None

Information on Audit or Review

This half yearly report is based on accounts to which one of the following applies.

Li The accounts have been audited, B The accounts have been subject
to review.
{1 The accounts are in the process of being O  The accouns have not vet been
andited or subject 1o review. auelited or reviewed.

Description of Hkely dispute or qualification if the accounts have not yet been audited or subject to
review or are in the process of being audited or subjected to review.

Not applicable

Description of dispute or qualification if the accounts have been audited or subiected 1o review.

Not appiicable
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