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OPERATIONS REPORT

On behalf of the Board of Directors we hereby present
a summary of the activities during the past vear.

Corporate structure

The past twelve months saw the retirement of two of
our Directors and our company secretary and the
subseguent appointmens of Mr Douglas Wood as
Managing Director and Mr David McArthur as
Company Secretary. The Company has  also
acknowledged the input by shareholders from last
year’s Annual General Meeting with the appointment
of Mr Alan Grant-Smith as General Manager of the
Company to assist in the formulation of a corporate
and business plan fogether with budgeting and general
day-to-day activities.

Financial issues

Pauring the vear we have focused on the financial issues
and responsibilities of the Company. A review of
operational costs and expenditure has been undertaken
and a corporate and business plan prepared with a view
to establishing opportenities fo derive income at the
earliest possible time whilst remaining focused on the
core function of the Company’s priacipal activity,
namely the establishment of a fully developed project
involving the growth, harvesting, refinrement, promotion
and sale of natural betaCarotene.

Sale of product

Sale of product, whilst in small quantities, commenced
in May 2003 and since balance date a further 210 kilos
of specific material has been supplied.

We are currently negotiating a supply agreement to
enable a value-added form of our product into the USA
and Canadian markets which would enable the first
continuous flow of production from our core operation.

Organic certification

Based on the Company’s philosophy as a natural
betaCarotene producer it has become apparent that
international trends are towards organically grown and
produced materials.  Since balance date we are
currently finalisiag an application for Organic
Certification within Australia to be followed by a
further application in the USA. Whilst the effects of
such approvals are unknown the Company views this
development as having a beneficial impact upon its
position and capability within the marketplace because
as far as we are aware there would appear to be no
other supplier that will have this Organic Certification.

Marketing and distribution

Fnguiries are currently being pursued with a number
of prospective purchasers for different forms of
material within the production capacity of the
Company. Resulis of those discussions should result
in a marketing appointment on a commercial basis to
evaluate our various global market opportunities.

Mining lease operations

The Company is currently commercialising soil
malerial surplus fo its own requirements. These sale
contracts involving general fill material, whilst erratic
due to the unknown demand for supply of general
gravel materials to the anticipated North-West Burrup
projects, still provide a real opportunity and source of
revenue. The Company is pleased with the timely sale
of the general gravel material to date.

This source of revense has been fortuitous and whilst
described as an unforseen windfall, has allowed the
Company (o stabilise the difficulties of the past 12
months and allow if to focus on the restructuring of its
administragzon, aad the commercialisation of the core
operation to enable the potential for expansion of the
facilities in the North and downstream activities.
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Corporate business plan

In recent months, the Company has finalised a business
plan for its future expansion requirements.

This entailed the analysis of all operations and
expenditure and identified the Company’s weaknesses
and its streagths. It is acknowledged that some
difficult decisions will need 1o be made but they are
considered essential in providing the Company with
an on-going opportunity fo establish an income-
producing operation.

In conclusion

The Company has for the first time the opportunity for
a source of revenue. The Directors believe that the
ensuing 12 months will see revenue from Mining
Lease operations and the sale of Company product
together with the identification of the Company as an
organically recognised operation thus positioning
itsell within global markets.

We look forward to the progress during the next 12
months and acknowledge the understanding and
patience shown by our shareholders.
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CORPORATE GOVERNANCE STATEMENT

FOR THE YeEAR ENDED 30 June 2003

The Board of Directors of AquaCarotene Limited has
adopted the following set of principles for the corporate
governance of the Company. These principles establish
the framework of how the Board carries out its duties
and obligations on behalf of the shareholders.

The Board of directors

Role of the Board

The Board of directors 1s responsible for setting the
strategic direction and establishing the policies of
AquaCarotene Limited. 1t is responsible for overseeing
the financial position, and for monitoring the business
and affairs of the Compaay or behalf of the
shareholders, by whom the directors are elected and to
whom they are accountable. It also addresses issues
relating to internal controls and approaches to risk
management.

Composition of the Board

The Directors’ report contains details of the directors’
skill, experience and education. The Board seeks to
consist of directors with an appropriate range of
experience, skill, knowledge and vision to enable if to
operate the Company’s business with excellence. To
maintain this, the Company’s policy is that executive
directors should serve at least 3 years. At the
completion of the first 3 years, the position of the
director is reviewed to ascertain if circumstances
warrant a further term.

Currently there are 3 directors, all of whom are
executive.

The Board has the option to use an external consulting
firm to identify and approach possible new candidates
for directorship. The selection of the directors must be
approved by the majority of the shareholders.

Pretails of directors’ shareholdings are disclosed in the
Dhirector’s report and financial statements.

Independent professional advice

The Company has well-established procedures
enabling any director to seek external professional
advice as considered necessary, at the Company’s
expense with the approval of the Chair.

Conflict of interest

In the event that a potential conflict of interest may
arise, involved directors must withdraw {rom ail
deliberations concerning the matter. They are aot
permitted o exercise any iafluence over other Board
members or receive relevant Board papers.

Shareholder relations

The Company’s shareholders are responsible for voting
on the appointment of directors. The Board seeks
to inform shareholders of all major developments
affecting the Company by:

+ Preparing hali-yearly [financial reports and
guarterly cash flow reports and making these
available to all shareholders.

+ Advising shareholders of the key issues affecting
the Company.

+ Submitting proposed major changes in the
Company’s affairs to a vote of shareholders, as
required by the Corporations Act 2001,

+ Holding an Annual General Meeting each vear to
enable shareholders to receive reports by the Board
of the Company’s activities. All shareholders who
are unabie to attend these meetings are encouraged
to comwmunicate issues or ask guestions by writing
to the Company.
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CORPORATE GOVERNANCE STATEMENT

FOrR THE Year ENDED 30 June 2003

Audit commitfee

As at the date of the Directors’ report the Company did
nol have an audit committee to the Board of directors.
The Company is not of a size, nor are the affairs of a
complexity, sufficient to warrant the existence of a
separate audit committee. All matters which could be
delegated 1o such a committee are dealt with by the
full Board.

Disclosures about directors

Details of the directors’ remuneration and refirement
benefits are disclosed in Note 20 and in the Directors’
report. Details about the indemnity given to directors
are disclosed in the Directors” report.  Petails about
directors” shareholdings are disclosed in Note 21.

Remuneration

The details of directors’ angd officers’ remuneration are
provided in the Directors’ report, which precedes this
statement.

Internal controls

Procedures have been established at the Board and
executive management levels that are designed to
safeguard the assets and interests of the Company, and
to ensure the imtegrity of reporting. These include
accounting, firancial reporting and internal control
policies and procedures. To achieve this, the executive
directors perform the following procedures:

» ensure appropriate follow-up of significant audit
findings and risk areas identified;

+ review the scope of the external audit to align it
with Board requirements; and

» conduct a detailed review of published accounts.

Ethical standards and performance

The Board acknowledges the need for continued
maintenance of the highest standards of corporate
governance practice and ethical conduct by all
directors and emplovees.

A fundamental theme within the Company is that all
business affairs are conducted legally, ethically and
with the strict observance of the highest standards of
ingegrity and propriety. The directors and management
have the responsibility fo carry out their functions with
a view to maximising the financial performance of the
consolidated entity. This concerns the propriety of
decision making in conflict of inferest situations and
quality of decision making for the benefit of
shareholders.

External auditor

The present external auditors were appointed on 7
April 1998, The lead external audit engagement
partner wiil be rotated off the engagement during the
2005 financial year.
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DIRECTORS REPORT

The directors of AquaCarotene Limited submat
herewith the annual financial report for the financial
year ended 30 June 2003. In order to comply with the
provisions of the Corporations Act 2001, the directors
report as follows:

Directors

The names and particulars of the directors of the
Company during or since the end of the financial
year are:

Donald J Smith
MAICD

Executive Director

As a member of the Australian Institute of Company
Prrectors, My Smith has over 33 years’ corporate and
commercial experience in finance and property
development. He has been actively involved in the
development of AquaCarotene from its inception as a
private company. His corporate and commercial
experience and substantial involvement with the
betaCarotene operations are valuable to the Board.

Mr Smith is the Chief Executive Officer of
AquaCarotene. He has been a Board member siace
1996, Mr Smith’s services are currently provided
without any cost to the Company.

Milton C Cooper
AAPE
Executive Director

Mr Cooper is an Executive Director of AguaCarotene
and 18 involved on a day to day basis with the
development of AquaCarotene’s betaCarotene interest
since inception. He has managed AquaCarotene’s
operations in the downstream process, including staff
liaison, building and construction, development of
processing technologies, construction and purchase of
various plant and equipment, to enable the downstream
process for production of natural betaCarotene.

Mr Cooper has been a Board member since 1996.

Douglas T Wood
CA FTIA CD

Managing Director

Mr Wood 18 a chartered accountant, a Fellow of the
Taxation Institute of Auvustralia and is also a
Commissioner for Declarations. He has over 30 yeary’
experience in the accounting profession and has been
involved in the management of public companies for
many years fulfilling the roles of chairman and
managing director.

Appointed 11 December 2002.

Sydney J Chesson
Resigned 11 December 2002.

Geoffrey J Coad
Resigned 20 December 2002.

Principal activities

The principal activities of the Company during the
financial year were fo further the Project for the
growth, harvesting, refinement, promotion and sale of
natural betaCarotene.

There were no significant changes in the nature of the
economic entity’s principal activities during the
financial year.

Operating resulfs

The consolidated net oss of the economic entity after
providing for income tax amounted to $1.69 million
(loss for year ended 30 June 2002: $3.68 million),
after taking into account the effects of depreciation
and amortisation of intangible assets amounging 1o
$1.06 million.
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DIRECTORS REPORT

Dividends

Singe the end of the previous financial year no
dividends have been paid or declared by the Company,
and the directors of the Company recommend that no
dividend be provided for the year ended 30 June 2003.

Summary of material fransactions

On 6 August 2002 the Company announced that
280,000 options expiring 31 January 2003 had heen
exercised, resulting in the issue of 280,000 ordinary
shares for consideration of $14,000.

On 16 August 2002 the Company announced that a
further 770,000 options expiring 31 January 2003 had
been exercised, resulting in the issue of 770,000
ordinary shares for consideration of $38,500.

On 3 September 2002 the Company announced that it
had been granted approval for ground disturbance on
its mining leases in Karratha, and that i was
considering the posgibility of supplying other users of
gravel and soil, due (o the increased economic activity
in Karratha.

Also on 3 September 2002 the Company announced
that it had issued 156,000 ordinary shares and 150,000
options exercisable at 3 cents each on or before 31
January 2003 for consideration of $7,500 to assist the
Company in finalising the initial processing facility
and to provide additional working capital.

Also on 3 September 2002 the Company ansounced
that a further 200,000 options expiring 31 January
2003 had been exercised, resulting in the issue of
200,000 ordinary shares for consideration of $10,000.

On 13 September 2002 the Company announced that
it had issused 800,000 ordinary shares and 800,000
options exercisable at 3 cents each on or before 31
January 2003 for consideration of $40,000 to assist the
Company in finalising the initial processing facility
and to provide additional working capital.

On 24 September 2002 the Company announced that
it had issued 300,000 ordinary shares and 300,000
options exercisable at 5 cents each on or before 31
January 2003 for consideration of $15,000 to assist the
Company in finalising the initial processing facility
and to provide additional working capital.

Onr 16 October 2002 the Company announced that that
it had issued 200,000 ordinary shares and 200,000
options exercisable at 5 cents each on or before 31
January 2003 for consideration of $10,000 to assist the
Company in finalising the initial processing facility
and (o provide additional working capital.

On 18 November 2002 the Company announced that a
further 400,000 optioas expiring 31 January 2003 had
been exercised, resulting in the issue of 400,000
ordinary shares for consideration of $20,000.

On 3 December 2002 the Company announced that a
further 576,000 optioas expiring 31 January 2003 had
been exercised, resulting in the issue of 576,000
ordinary shares for consideration of $28,800.

On 11 December 2002 Mr Sydney Chesson resigned
as a divector of the Company.

Also on 11 December 2002 Mr Douglas Wood was
appointed a director of the Company.

On 20 December 2002 Mr Geoffrey Coad resigned as
a director of the Company.

On 3 February 2003 the Company announced that a
further 3,571,122 options expiring 31 January 2003
had been exercised prior to the date of expiry, resulting
in the issue of 5,571,122 ordinary shares for
consideragion of $278,556.

On 4 February 2003 the Company announced that it
has issued 1,172,250 ordinary shares asd 1,172,250
unlisted options exercisable at 4.5 cents on or before
30 June 2005 to raise $52,751 for working capital
purposes.

v & e
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On 7 Febroary 2003 the Company announced that the
Department of Mineral and Petroleum Resources and
the Eavironmental Protection Authority had granted
the Company permission to commence development
and operation of aa earthmoving project on a stage 1
development of 6 hectares of the 120 hectares of
available ground held by the Company under mining
lease at Karratha. The Company also ansounced that
it was well advanced in discussions with a major
earthmoving contractor with a view to the commercial
sale by the Company of sand and gravel.

On 7 March 20063 the Company announced that it had
entered info an exclusive "Option to Sub Lease™ with
BGC Contracting Pty Ltd in relation fo the Karratha
ground under mining lease. BGC paid the Company a
$56,000 option fee giving them 90 days fo carry out
extensive drifling, surveying, sampling and festing of
materials to assess material quality and quantity. On
exercise of the option BGC had the right to remove
material from the site.

Also on 7 March 2003, the Company announced that
it had issued 1,765,218 ordinary shares to raise
$88.261 for working capital purposes.

On 19 March 2603 the Company announced that it had
issued 300,000 ordinary shares and 500,000 unlisted
options exercisable at 4.5 cents on or before 30 June
20085 to raise $22,500 for working capital purposes.

On 21 March 2603 the Company asnounced its
intention to raise up to $900,000 in working capital by
way of a 1:5 entitlemnents issue. Shares were to be
issued at 4.5 cents each, with a free attaching option,
exercisable at 5 cents on or before 30 June 2005, A
prospectus with details of the issue was lodged with
the ASIC on 11 April 2003.

On 27 May 2003 the Company announced that 1t had
received acceptances for 3,229,747 new shares and free
attaching options pursuanst to the above eafitlements
issue, raising $145,339 in working capital.

Significant changes in
the state of affairs

Other than as described elsewhere in this report there
were no significant changes in the state of affairs of
the Company during the financial year.

Events subsequent to balance date

On 20 August 2003 the Company asnounced that it
had issued 1,525,822 shares and options expiring 30
June 2003, exercisable at 5 cents each, pursuant to the
directors” discretion to place shortfall from the
entitlements issue conducted in April / May 2003, A
total of $68,662 was raised.

On 25 August 2003 the Company asnounced that it
had issued a further 1,000,000 shares and options
expiring 30 Jure 2003, exercisable at 5 cents each,
pursuant o the directors’ discretion to place shortfall
from the above entitlements issue. A total of $45,000
was raised.

Future developments

The likely developments in the operation of the
Company and the expected resulis of those operations
in future financial years are as follows:

Organic certification

Based on the Company’s philosophy as a natural
betaCarotene producer it has become apparent that
international trends are towards organically grown and
produced materials.  Since balance date we are
currently finalisiag an application for Organic
Cerntification within Australia to be followed by a
further application in the USA. Whilst the effects of
such approvals are unknown the Company views this
development as having a beneficial impact upon its
position and capability within the marketplace because
as far as we are aware there would appear to be no
other supplier that will have this Organic Certification.
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Marketing and distribution

Enquiries are currently being pursued with a number
of prospective purchasers for different forms of
material within the production capacity of the
Company. Results of those discussions should resuls
in a4 markeling appointment on a commercial basis to
evaluate our various giobal market opportunities.

The Board expects that the above developments will
provide benefits for the Company and its shareholders.

Environmental issues

The Company currently meets all development and
operational coaditions associated with the Company’s
operations, particularly with regard to gravel permits
for the excavation of our newly acquived leases.

Directors’ shareholdings

The directors of the Company hold the following
interests, directly and indirectly, in shares and options
in the Company as at the date of this report:

g f_"._-Options
- gxpiring -
30/06/2005 -

Ordinary
. shares

18,537,729 -
6,560,766
1,200,000

Donald J Smith -~
Milton C Cooper -

Douglas T Wood - 200,000 -

Directors’ meetings

During the financial year there were 13 meetings of
directors, including circulating resolutions, pursuant
to the Company’s Constitution.

The attendances of the directors at these meetings was:

Possible -
Attended -

Donald J Smith =~
Milton.C Cooper. -~ -
Douglas T Wood .-
Sydney J Chesson .~

Geoffrey Y Coad

Directors’ and execufives’ emoluments

The Company's policy for determining the nature and
amount of emoluments of members of the Board and
senior executives of the Company is on a case by case
basis based on the achievements of the Company in
obtainiag its short ferm and long term goals.

The remuneration structure for Execufive Officers,
including Executive Dhrectors, seeks to emphasise
payment for results. The objective of the remuneration
structure 1% to reinforce the short and long term goals
of the Company and to provide a common interest
between management and shareholders, and giving
regard fo the capacity of the Company to meet such
costs in its early days of development.

At the date of this report, there are no Executive
Officers of the Company.

AQuaCArROTENE LIMITED
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Petails of the nature and amount of each element of
the emolument of each director of the Company are
shown below:

| Salary/Fees | . Other | . Total

1o g P % S :

Donald J Smith - | 6,000, -] 6,000
Milor C Cooper - e | 124,988 | 124,988 -
Douglas TWood | - 21,667 | 21,667
Sydney J Chesson ~| . 11,400 | = " '~-| 11,400 -
Ge{)ffrey J C{}ﬁé P 6,(}{)0 U o 6.{)00 .

Indemnifying officers

Puring the financial year, the Company indemnified
or agreed to mndemnify Dhrectors and Officers of the
Company as follows:

* The Company has paid or agreed to pay insuraace

Directors’ authorisation
This report is made in accordance with a resolution of
the Board of Directors and is sigaed by authority for
and on behalf of the Directors by

a s i

——

DONALD ¥ SMITH
Director

QMWM.%

DOUGLAS T WOOD
Director

Perth, Western Australia

) _ X ) 30 September 2003
premiums, the amount of such premium paid
totalling $13,340), to insure each of the Directors and
Officers against habilities for costs and expenses
incurred by them in defendiag any legal proceedings
arising out of their conduct while acting i the
capacity of Director or Officer of the Company,
other than conduct involving a wilful breach of duty
in relation o the Company as follows:

Mr Sydney I Chesson
Mr Donald J Smith
Mr Geoffrey ¥ Coad
Mr Mitton C Cooper
Mr Simon JS Chesson
«] ]#
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STATEMENT OF FINANCIAL PERFORMANCE

For T2 FINANCIAL YEAR ENDED 30 June 2003

Revenue — sand and gravel
Other revenues from ordinary activities
Gross profit

Amortisation

Borrowing costs

Depreciation expense
Employee expense

Office administration
Operational expenses
Professional fees

Share registry and statutory fees
Write down of intangibles
Write off of research and
development costs

Other expenses from ordinary activities

Loss from ordinary activiiies before
income {ax expense

Income tax expense relating to ordinary
activilies

Loss from ordinary activiiies after
related income tax expense

Net loss attributable to members of
the parent entity

Total changes in equity other than
those resulting from transactions

with owners as owners

Basic earnings per share (cents)

Notes to the financial statements are included on pages 15 to 29.

Consolidated Company

2003 2002 2003 2002

Notes $ $ $ $

2 186,800 - 186,800 -

2 1,205 2,700 1,205 2,700

188,005 2,700 188,005 2,700

3 (350,0003 - (350,000) -
3 (30,513 {28,197y (30,513) (28,197)
3 (710,847 (377,744 (710,847) (377,744)
(259,776 (234,715 (259,776) (234,715)
(62,652 (49,835 (62,652) (49,835)
(82,461} (116,376} (82,461) (116,376)
(295,437} (310,042} (295,437) (310,042)
(27,450) (5,933) (27,450) (5,933)
3 - (2,500,600) - (2,500,000)
3 - (37,508} - (37,508)
(58,495 (19,71 (58,495) (19,711
(1,685,626) (3,677,361  {1,685,620) (3,677,361)

4 . - - -
(1,689,626) (3,677,361  {1,685,626) ({(3,677,361)
(1,685,626) (3,677,361 {1,685,626) (3,677,361)
(1,689,626) (3,677,361  {1,685,626) ({(3,677,361)

6 (1.81) {4.56)

ABN 1R 074 569 56
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STATEMENT OF FINANCIAL POSITION
AS AT 30 June 2003

Consolidated Company
20603 2002 2003 2002

Notes $ $ $ $
CURRENT ASSETS
Cash 18¢a) 1,693 - 1,693 -
Receivables 7 196,728 - 196,728 -
Other 8 - 1,000 - 1,000
TOTAL CURRENT ASSETS 198,421 1,000 198,421 1,000
NON-CURRENT ASSETS
Property, plant and equipment g 1,698,637 2.345 668 1,698,637 2,345 668
Intangibles 10 3,150,000 3,506,000 3,150,000 3,500,000
TOTAL NON-CURRENT ASSETS 4,848,637 5,845,668 4,848,637 5,845,668
TOTAL ASSETS 5,047,058 5,846,668 5,047,058 5,846,668
CURRENT LIABILITIES
Payables il 454,893 301,956 454,893 301,556
Interest bearing liabilities 12 63,786 74,298 63,786 74,298
Provisions 13 23,075 17,722 23,075 17,722
TOTAL CURRENT LIABILITHES 541,754 363976 341,754 393,976
NON-CURRENT LIABILITIES
Interest-bearing labilities 12 210,000 210,000 210,000 210,060
Provisions 13 - 24 255 - 24 255
TOTAL NON-CURRENT LIABELITIES 210,000 234 255 210,000 2347255
TOTAL LIABILITIES 751,754 628,231 751,754 628,231
NET ASSETS 4,295 304 5,218,437 4,295 304 5,218,437
EQUITY
Contributed equity 14 26,505,284 26,138,791 26,905.284 26,138,791
Accumslated Tosses 15 (22,609,980  {20,920.354y (22,609,980 (20,520,354)
TOTAL EQUITY 4,295 304 5,218,437 4,295 304 5,218,437

Notes to the financial statements are included on pages 15 to 29

AQuaCAROQTENE LIMITED
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STATEMENT OF CASH FLOw

For T2 FINANCIAL YEAR ENDED 30 June 2003

Notes

Net cash flows from operating activities
Receipts from customers

Payments to suppliers & employees

Interest received

Interest paid

Increase in sundry assets

Net cash used in operating activities 18(b)

Cash flows from investing activities
Payments for plant & equipment

Net cash used in investing activities

Cash flows from financing activities
Net proceeds from share issues

Received from debtor-underwriter
Repayment of borrowings

Loans from director-related entities

Net cash provided by financing activities

Net decrease in cash held

Cash at the beginning of the
financial year

Cash at the end of the financial year 18{a)

Consolidated Company

2003 2002 2003 2002

$ $ $ $

37,315 2,503 37,315 2,503
(444,548} (490,136} (444,548) (490,136)

209 197 209 197
(30,513 (28,197} (30,513) (28,197)

- 6,580 - 6,580
(437,537} (509,053} (437,537) (509,053)
(63,816} (216,426} (63,816) (216,420)
(63,816) (216,420} (63,816) (216,420)

428,558 45,000 428,558 45,000

- 696,715 - 696,715
(17,194 {16,667y (17,194) (16,667)

85,000 - 85,000 -

496,364 725,048 496,364 725,048
(4,989} (425) (4,989) {425)
(57,104) (56,679 (57,104) (56,679
(62,093) {57,104) (62,093) (57,104)

Notes to the financial statements are included on pages 15 to 29.
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1.

NOTES TO THE FINANCIAL STATEMENTS

For 1Tde FINaNCiaL Year ENDED 30 Junge 2003

SUMMARY OF ACCOUNTING POLICIES

Significant accounting policies

The financial report is a general purpose financial report that has been prepared in accordance with
Accounting Standards, Urgent Issues Group Consensus Views, and other authoritative pronouncements of
the Australian Accounting Standards Board.

The financial report covers the economic entity of the Company and controfled entities, and AquaCarotene
Limited ("AQL" or “the Company") as an individual parent entity. The Company is a listed public company,
incorporated and domiciled in Australia.

The financial report has been prepared on an accruals basis and is based on historical costs and does not take
into account changing money values or, except where stated, current valuations of non-current assets. Cost
is based on the fair values of the consideration given in exchaage for assets.

The financial report has been prepared on a going concern basis. The directors continue to monitor the on-
going funding requirements of the Company and will seek further equity funding where necessary. In
addition the Company is currently receiving income from the sale of sand and gravel on the ground held by
the Company under mining lease in Karratha.

The directors are confident that sufficient funding will be secured to enable the Company to continue as a
going concern and as such are of the opinion that the financial statements have been appropriately prepased
on a going concern basis.

The following is a summary of the material accounting policies adopted by the economic enfity in the
preparation of the financiat report. The accounting policies have been consistently applied, unless otherwise
stated:

(a) Principles of consolidation
A controlled entity 18 any entity controlled by the Company. Control exists where the Company has the
capacity to dominate the decision-making in relation to the financial and operating policies of another
entity so that the other entity operates with the Company to achieve the objectives of AquaCarotene
Limited. A st of controlled entities 18 contained in Note 22 to the financial statements.

{b) Income tax
The Company adopts the liability method of tax-effect accounting whereby the income tax expense
shown in the profit and loss account 18 based on the profit from ordinary activities adjusied for any
permanent differences.

Timing differences which arise due to the different accounting periods in which items of revenue and
expense are included in the determination of accounting profit and taxable income are brought to account
as either a provision for deferred income tax or as a future income tax benefit at the rate of income tax
applicable to the period in which the benefit will be received or the Hability will become payable.

Future income tax benefits are not brought fo account unless realisation of the asset is assured beyond
reasonable doubt. Future income fax benefits in relation to tax losses are not brought fo account unless
there is virtual certainty of the realisation of the benefit.

AQuaCAROQTENE LIMITED
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{c)

(d)

NOTES TO THE FINANCIAL STATEMENTS

For T2 FINANCIAL YEAR ENDED 30 June 2003

The amount of benefits brought to account or which may be realised in the future is based on the
assumnption that no adverse change will occur in income taxation legisiation and the anticipation that the
economic entity will derive sufficient future assessable income to enable the benefit to be realised and
comply with the conditions of deductibility imposed by the law.

Property, Plant and Equipment

Property, plant and equipment are valued on the cost basis. The carrying amount of property, plaat and
equipment is reviewed to determine whether it is in excess of its recoverable amount at reporting date.
If the carrying amoust exceeds is recoverable amount, the asset is writien down to the lower amount.
The write-down s expensed in the reporting period in which it occurs.

In assessing recoverable amounts of property, plant and equipment, the relevant cash flows have not
been discounted to their present value.

The cost of fixed assets coastructed within the economic entity includes the cost of materials, direct
iabour, borrowing costs and an appropriate proportion of fixed and variable overheads.

Depreciution

The depreciable amount of all fixed assets including bsilding and capitalised lease assets, but excluding
frechold land, is depreciated on a straight line basis over their useful lives fo the economic entity
commencing from the #ime the assef is held ready for use. Properties held for investment purposes are
not subject to depreciation. Leasehold improvements are depreciated over the shorter of either the
unexpired period of the lease or the estimated useful lives of the improvements.

The depreciation rates used for each class of depreciable assets are:

Class of Fixed Assets Depreciation Rate

Buildings 2%

Leasehold improvements 4-5%

Plant and equipment 5-33%

Plant and equipment leased to external parties 10-20%

Leased plant and equipment 15%
Leases

Leases of fixed assets where substantially ali of the risks and benefits incidental to the owner ship of
the asset, but not legal ownership, are transferred fo the Company are classified as finance leases.
Finance leases are capitalised, recording an asset and a liability equal to the present value of the
minimum lease payments, including any guaranteed residual values. Lease assets are depreciated on a
straight Hine basis over the estimated useful Hves where it is likely that the Company will obtain
ownership of the asset or over the term of the lease.

L ease incentives under operating leases are recognised as a Hability. Lease payments received reduce
the liability.
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{e)

()

{g)

(h)

NOTES TO THE FINANCIAL STATEMENTS

For 1Tde FINaNCiaL Year ENDED 30 Junge 2003

latangible assets

In Hne with the accounting treatment of intangibles and technology assets in the marketplace, the
Directors have considered the value of the Technology and Know-how and have written it down to a
value which reflects a realisable value.

In accordance with the Australian Accounting Standards and the Corporations Law, the Directors have
undertaken a review the value of the Technology and Know-how. The technology has been written
down to its recoverabie amount based on expected cash flows which have been discounted using a
market determined risk adjusted discount rate. The Directors wilt continue to review the Technology
and Know-how assets each financial year.

Furthermore, the Asstralian Accounting Standards require the Technology and Know-how to be
amortised over its useful life. The Directors have adopted a period of 10 years in accordance with
Augstralian Accounting Standards.

Employee entitlements

Provision is made for the Company’s liability for employee entitlements arising from services rendered
by employees to balance date. Employee eniitlements expected to be seftled within one year fogether
with entitlements arising from wages and salaries, annual leave and sick leave which will be settled after
one year, have been measured at their nominal rate at the expected time of payment. Other employee
entitlements payable later than one year have been measured at the present value of the estimated future
cash outfiows to be made for those enfitlements.

Contributions are made by the Company to employvee superannuation funds and are charged as expenses
when ncurred.

Cash
For the purpose or the staterment of cash flows, cash includes:

+  Cash on haad and at ¢all deposits with banks or financial instifugions, net of bask overdrafts; and
+  Investments in money market instruments with less than 14 days to maturity.

Comparative Tigures
Where required by Accounting Standards comparative figures have been adjusted to conform with
changes in presentation for the current financial year.

AQuaCAROQTENE LIMITED
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2.

(a)

(b)

NOTES TO THE FINANCIAL STATEMENTS

For T2 FINANCIAL YEAR ENDED 30 June 2003

Consolidated Company
2003 2002 2003 2002
$ $ $ $
REVENUE
Sales — sand & gravel 186,800 - 186,800 -
Interest received — other 210 197 210 197
Fuel rebate revenue 595 1,173 995 1,173
Other income - 1,330 - 1,330
188,005 2,700 188,005 2,700
OPERATING LOSS FROM OFPERATING ACTIVITIES
The operating loss from ordinary activities before
income tax has been determined after:
Expenses
Depreciation of property, piant and equipment 716,847 377,744 710,847 377,744
Borrowing costs 30,513 28,197 30,513 28,197
Amortisation of intangibles 330,000 - 330,000 -
Write down of intangibles - 2,500,006 - 2,500,000
Write off of research & development costs - 37,508 - 37.508
INCOME TAX
A reconciliation of the income tax expense for
the accouanting oss for the year is as follows:
Accounting loss (1,689.626% (3,677,361  {1,689,626) (3,677,361
Tax attributable to accounting loss at 30% 5(13,888 1,103,208 506,888 1,103,208
Less non-deductible & timing differences (105,000 (750,600 (165,000) {750,000)
Tax benefit not brought to account (461 ,888) (353,208) (461,888) {353,208)

Income fax expense -

At 30 June 2003, the Company has carry forward tax losses of approximately $5.9 million not brought to
account {2002 - $4.5 million), available to offset against future taxable income. The future income tax
benefit which may be derived from these tax losses, has not been carried forward as an asset in the balance

sheet and will only be obtained if:

(iy the Company and the economic entity derives assessable income of a nature and of an amount
sufficient to enable the benefit from the deductions for the loss to be realised;

(ity the Company and economic enfity continues to comply with the conditions for deductibility imposed by

faw; and

(iif) no changes in tax legislation adversely affect the Company and the economic entity in realising the

benefit from the deductions for the losses.
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NOTES TO THE FINANCIAL STATEMENTS

For 1Tde FINaNCiaL Year ENDED 30 Junge 2003

Consolidated Company
2003 2002 2003 2002
$ $ $ $
5. AUDITORS’ REMUNERATION
Remurneration of the auditor of the Company
for auditing and reviewing the accounts 10,000 2.000 10,000 G000

6. EARNINGS PER SHARE

Classification of securities as ordinary shares
The Company has only one category of ordinary shares included in basic earnings per share.

Classification of securities us potential ordinary shares
There are currently no securities to be classified as potential ordinary shares which are dilutive and therefore
no dituted earnings per share has been shown.

Consolidated
2003 2602
$ $
Basic earnings (1,689.620% (3,677,361
Nunibey Number
Weighted average number of ordinary shares
used in the calculation of basic earnings per share 93,106,847 80,667,703
Consolidated Company
2003 2002 2003 2602
$ $ $ $
7. RECEIVARBRLES
Current
Trade debtors 150,480 - 150,480 -
(GST receivables 46,248 - 46,248 -
196,728 - 196,728 -
8. OTHER ASSETS
Current
Security deposit - 1,000 - 1,000

AQuaCAROQTENE LIMITED
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NOTES TO THE FINANCIAL STATEMENTS

For T2 FINANCIAL YEAR ENDED 30 June 2003

Plant & equipment
Cost
Accumulated depreciation

Land
Cost

Leasehold improvements
Cost
Accumulated depreciation

Buildings
Cost
Accumulated depreciation

Total property, plant & eguipment

9. PROPERTY, PLANT AND EQUIPMENT

Reconciliation of property, plant & equipment

Plant & equipment
Opening written down value
Additions

Depreciation

Closing written down value

Land
Opening written dows value
Closing written down value

Leasehold improvements
Opening writien down value
Depreciation

Closing written down value

Consolidated Company
2003 2002 2003 2002
$ $ $ $
Property, plant & equipment are included in the accounts, at cost, on the following basis:

2,794,411 2,730,595 2,794.411 2,730,595
(1,666,005 (1,119,747 (1,666,005 (1,119,747)
1,128,406 1,610,848 1,128,406 1,610,848

53,000 55,000 55,000 55,000
292,047 282 047 292,047 292,047
(138,088) {79,786} (138,088) (79,786)
153,559 212,261 153,959 212,261
532,151 532,151 532,151 532,151
(170,879} {64,592) (170,879) (64,592)
361,272 467,559 361,272 467,559
1,698,637 2,345,668 1,698,637 2,345,668
1,610,848 1,741,116 1,610,848 1,741,116
63,816 216,419 63,816 216,419
(546,258} (346,687) (546,258) (346,687)
1,128,406 1,610,848 1,128,406 1,610,848
55,000 55,000 55,000 55,000
55,000 55,000 55,000 55,000
212,261 227,016 212,261 227,016
(58,302) {14,755) (58,302) (14,755)
153,559 212,261 153,955 212,261
« 2 ()
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9.

Fi/8

i1.

NOTES TO THE FINANCIAL STATEMENTS

For 1Tde FINaNCiaL Year ENDED 30 Junge 2003

Consolidated Company
2003 2002 2003 2602

$ $ $ $
PROPERTY, PLANT AND EQUIPMENT (continued)
Building
Opening writlen down value 467,359 483 861 467,559 483,861
Depreciation (106,287 {16,302 (106,287 (16,302)
Closing written down value 361,272 467 5359 361,272 467,559
Total property, plant & equipment 1,698,637 2,345,668 1,698,637 2,345 668
INTANGIBLES

Intangible assets consist of technology and know-how acquired with the acquisition of the operations of the
Agua-Carotene Unit Trust. In accordance with the Austraiian Accounting Standards and the Corporatioas
Law, the Directors have undertaken a review of the value of the technology and know-how. The technology
has been written down fo its recoverable amount based on expected cash flows which have been discounted
using a market determined risk adjusted discount rate. Australian Accounting Standards require the
technology and know-how to be amortised over its useful life. The Directors have adopied a period of 10
years in accordance with Australian Accounting Standards.

Technology & know-how — residual value 3,500,000 3,500,006 3,500,000 3,500,000
Accumulated amortisation {350,00() - (350,000 -
3,150,060 3,500,000 3,150,000 3,500,060

PAYABLES

Current

Trade creditors 285,895 118,175 285,805 118,175

Accruals 8,027 - 8,027 -

Amounts payabie to director-related entities 83,000 183,781 85,000 183,781

Other credifors 75,671 - 75,971 -
454,893 301,956 454,893 301,956
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NOTES TO THE FINANCIAL STATEMENTS

For T2 FINANCIAL YEAR ENDED 30 June 2003

Consolidated Company
2003 2002 2003 2002
Notes $ $ $ $
I2.INTEREST-BEARING LIARILITIES
Current

Bank overdraft 18{a) 63,786 57,104 63,786 57,104
Bank loan - 17,194 - 17,194
63,786 74,258 63,786 74,298

Non-current
Secured mortgage (i} 210,000 216,000 210,000 210,060

(iy The non-current mortgage loan of $210,000 is secured by a registered first mortgage over certain free
hold property and is also guaranteed by Mr Smith. The average interest rate is approximately 9.0% per
annum.

13. PROVISIONS

Current

Employee entitlements 23,075 17,722 23,075 17,722

Non-current

Employee entitlements - 24 255 - 24 235
Number Nuwmber Number Number

Employees al year end 4 5 4 5
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NOTES TO THE FINANCIAL STATEMENTS

For 1Tde FINaNCiaL Year ENDED 30 Junge 2003

Consolidated Company
2003 2002 2003 2002
$ $ $ $
4. CONTRIBUTED EQUITY
Issued share capital
101,599,804 (2002: 85,685,467) ordinary
shares, fully paid 26,905,284 26,138,791 26,905,284 26,138,791
Fully paid ordinary shares carry one vote per share and the right to dividends.
Number Number $ $
Movements in share capital
Balance at beginniag of financial year 85,685,467 80,430,243 26,138,791 25,876,026
Conversion of options expiriag
31 January 2003 at 5 cents each 7,797,122 4355224 386,856 217,762
Issue of shares at 3 cents each
pursuant to a placement 3,215,218 00,000 160,761 43,000
Issue of shares at 4.5 cents each
pursuant o a placement 4,901,997 - 220,590 -
Less capital raising costs - - 4,714) -
Balance at end of financial year 101,596,804 83,685,467 26,905,284 26,138,791

Terms and conditions
Holders of ordinary shares are entitled to receive dividends as declared from time fo time and are entifled to
one vote per share al shareholders’ meetings.

In the event of windiag up of the Company, ordinary shareholders rank after all other shareholders and
creditors and are fully entitled to any proceeds of liquidation.

Option Classes

Number Number Number Number
Options over ordinary shares
Exercise price $0.05 $0.045 $0.75 $0.05

Expiration date 30 Jun 2005 30 Jun 2005 31 Mar 2003 31 Jan 2003

On issue at beginning of year
Issued during the year
Exercised duriag the year
Expired during the year
Ousstanding at end of year

- - 2,556,804 24 204 800
3,229 747 1,672,250 - 1,450,000

- - - (1.,797,122)

- - 2,559 804y (17,857,678)
3,220 747 1,672,250 - -
« P23

AQuaCAROQTENE LIMITED
ABN 18 074 56¢ 056



g
el
Annual Report 2003

15,

16.

NOTES TO THE FINANCIAL STATEMENTS

For T2 FINANCIAL YEAR ENDED 30 June 2003

Consolidated Company
2003 2002 2003 2002

$ $ $ $
ACCUMULATED LOSSES
Opening balance {at the begianing of
the financial year) (20,920,3534y  {17.242993) (20,920,354 (17,242,993)
Current vear losses (1,689,626) (3,677,361  {1.685.626) (3677361
Closing balance (at the end of the
financial year) (22,609980y (20920,354) (22,609,980) (20,920,354)

FINANCIAL INSTRUMENTS

(a} Derivative financial instroments

(b)

The Company does not currently employ any derivative financial instruments. The Directors have adopted
a policy for sales contracts 1o be quoted in Australian dollars ($AU) in order to shift the foreign exchange
risk from the Company to the consumer. The Directors will review this policy from time to Uime.

Interest rate risk

The Company’s exposure to interest rate risk, which is the risk that a financial instrument’s value wiil
fluctuate as a result of changes in market interest rates and the effective weighted average interest rates on
classes of financial assets and financial Habilities, is presented in the table below.

Fixed inferest rate maturing

Average Variable Fixed Non- Total
Interest Interest Inferest Interest
Rate Rate Rate Bearing
% $°000 $°000 $000 $:000
2003
Financial assets
Cash assets - - - 1,693 1,693
Receivables . - - 196,728 196,728
- - 198,421 198,421
Financial liahilifies
Bank overdraft 10L76 30,494 - 13,292 63,786
Trade credifors and accruals - - - 293 922 293922
Amounts payable to director
related entities . - - 85,000 83,000
Other creditors - - - 75,971 75,971
Secured mortgage 9.00 - 210,006 - 210,000
Employee eatitlements provisions - - 23,075 23,075
30,494 214,000 491,260 751,754

AQuaCArROTENE LIMITED
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NOTES TO THE FINANCIAL STATEMENTS

For 1Tde FINaNCiaL Year ENDED 30 Junge 2003

16, FINANCIAL INSTRUMENTS (continued)

(b) Inderest rate risk (continued)

Average Variable Fixed Non- Total
Interest Interest Interest Interest
Rate Rate Rate Bearing
Y% $'600 $'000 $'000 $°000
2002
Financial assets
Other assets - - - 1,060 1,000
- - 1,000 1,060
Financial liabilifies
Bank overdraft 8.81 57,104 - - 37104
Trade creditors and accruals - - - 118,175 118,175
Amounts payable to director
related enfities - - - 183,781 183,781
Bank loan 8.81 17,194 - - 17,194
Secured mortgage 9.00 - 216,000 - 210,000
Employee entitlements provisions - - - 41,977 41,977
74,298 210,000 343,933 628,231

(e) Credit risk
The maximum exposure to credit risk, excluding the value of any collateral or other security at balance date to
be recognised as financial assets is the carrying amousnt as disclosed in the balance sheet and notes to the financial
staternents. The Company does not have any material credit risk exposure fo any single trade debtor or group of
trade debtors, as the level of trade debtors is insignificant compared with the total assets of the Company.

(d) Net fair values
The net fair values of financial liabifities, in particular the secured mortgage loan and amounts due under
that mortgage loan are reviewed using discounted cash flows, at market interest rates of similar borrowings,
to their present value. However, as the Company is uader a legal obligation to pay the amount shown ia the
notes, the Prirectors are of the opinioa that the secured mortgage loan should be carried at that value.

Consolidated Company
20603 2002 2003 20602
$ $ $ $

17. CAPITAL AND LEASING COMMITMENTS

Operating lease commitments
Non cancellable operating leases contracted
for but not capitalised in the accounts:

Payable:

- nof longer than 1 year - 2,100 - 2,160
- longer than 1 year but aot fonger than 2 years - 2,100 - 2,160
- longer than 2 years but not Ionger than 3 years - 6,300 - 6,300
- longer than 5 years - 14,700 - 14,700

- 25,200 - 25,200

« 28
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1S§. NOTES TO THE CASH FLOW STATEMENT

(a)

(b)

(e)

NOTES TO THE FINANCIAL STATEMENTS

For T2 FINANCIAL YEAR ENDED 30 June 2003

Cash

For the purposes of the statements of cash flows, cash includes cash on hand and in banks and deposits at

call, net of ocutstanding bank overdrafts.

Cash at the end of the pertod as shown in the statement of cash flows is reconciled to the related item in the

staternent of financial position as follows:

Consolidated Company
2003 2002 2003 2002

Notes $ $ $ $
Cash at bank 1,693 - 1,693 -
Bank overdraft 12 {63,786} (57.164) {63,786} {(37,104)

{62,093) (57.164) {62,093) {(57,104)

Reconciliation of net income to cash flows
provided by operating activities
Operating profit / (Joss) after tax (1,689,620} (3,677,361 (1,689.620% (3,677,361
Non-cash flows in operating profit
Amortisation of technology & know-how 330,000 2,500,000 330,000 2,500,000
Depreciation 710,847 377,744 TH). 847 377,744
Shares issued for services 337,935 217,761 337,935 217,761
Credited 1o underwriter account - 71,026 - 71,026
Changes in assets and liabilities
(Increase) in receivables (196,728) - (196,728) -
Decrease in other assets 1,000 6,580 1,060 6,380
Increase / {(decrease) in payables 67,937 (4,803 67,937 {4,803)
(Decrease) in provisions {18,902y - {18.902) -
Net cash used in operating activities (437,537 (309,053) (437,537 {509.053)

Non-cash financing and investing activities

During the financial year, entities related to Mr M Cooper exercised a total of 4,993,489 options expiring 31
January 2603 at a consideration of 5 cents each, in lieu of fees ouistanding to Westaus Corporate Consultants

Pty Ltd totalling $249,674.

During the financial year, 1,765,218 ordinary shares were issued at 5 cents each 1o satisfy debt of $88,261
owing to AustAsia Group Ltd for consulting and other services.

AQuaCArROTENE LIMITED
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NOTES TO THE FINANCIAL STATEMENTS

For 1Tde FINaNCiaL Year ENDED 30 Junge 2003

EVENTS SUBSEQUENT TO BALANCE DATE

On 20 August 2003 the Company announced that it had issued 1,525,822 shares and options expiring 30
June 20035, exercisable at 5 cents each, pursuant to the directors” discretion to place shortfall from the
entitlements issue conducted in April / May 2003. A total of $68,662 was raised.

On 25 August 2003 the Company announced that it had issued a further 1,000,000 shares and options
expiring 30 June 2005, exercisable at 5 cents each, pursuant fo the directors’ discretion to place shorfail
from the above entitlements issue. A total of $45,000 was raised.

20. DIRECTORS’ AND EXECUTIVES’ REMUNERATION

(a)

(h)

Directors’ remuneration
The Directors of the Company during the year were:

Donald ] Smith

Milton C Cooper

Douglas T Wood (appointed 11 December 2002)
Sydney J Chesson (resigned il December 2002)
Geoffrey J Coad (resigred 20 December 2002)

Consolidated Company
2003 2002 2003 2002

$ $ $ $

Directors’ income

The aggregate of income paid or payable,

otherwise made available, in respect of the

financial year, to all directors of the

Company, directly or indirectly, by the

Company or by any related party 170,035 48,060

The aggregate of income paid or payable, or

otherwise made available, in respect of the

financial yvear, to all directors of each enlity,

directly or indirectly, by the entities in which

hey are directors by any related party 170,055 48,000

The number of current year directors of the
Company and related bodies corporate whose
income fell withia the following bands:

Number Number Numbey Number

Iz
1

3
1

$0 - $5,999
$10,000 $15,900 1 1
$20,000 - $25.999 1 - 1 -
$120,000 - $129,999 1 1

Executives’ remuneration
The Company employed no executives earning over $100,000 during the financial year.
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(a)

(b)

NOTES TO THE FINANCIAL STATEMENTS

For T2 FINANCIAL YEAR ENDED 30 June 2003

RELATED PARTY DISCLOSURES

Transactions between related parties are on normal commercial terms and conditions no more favourable
than those available to other parties unless otherwise stated. Transactions with related parties:

Transactions with director reiated entities

During the year ended 30 Jume 2003, the economic entity paid fees for company secretarial services,
consulting services, corporate advisory services and preparation of accounts amounting to $635,496 (2002:
$104,068) to AustAsia Group Lid, an entity related to Mr 8§ Chesson.

During the year ended 30 June 2003, Broadway Management (WA) Pty Ltd, an entity related to Mr D Wood,
charged the economic entity fees for accounting and administration services amounting to $36,000 {2002: Nil).

During the year ended 30 June 2003 Westaus Corporate Consuitants Pty Ltd received remuneration of
$87,179 for consulting services provided by Mr Dean Cooper BSc (Computer Science) (Hons) and Mr
Milton Cooper. During the year ended 30 June 2002 Westaus Corporate Consultants Pty Ltd received
remuneration of $255,528 for consulling services provided by Mr Dean Cooper, Mr Milton Cooper and Mr
Don Smith. During the year ended 30 Juae 2003 entities related to Mr Milton Cooper and Mr Dean Cooper
exercised a total of 4,993,489 options expiring 31 Janvary 2003 at a consideration of 5 cents each, in lieu of
the above consulting fees outstanding to Westaus Corporate Consultants Pty Ltd totaling $249,674. Mr M
Cooper and Mr Smith have a beneficial interest in Westaus Corporate Consuitants Py Eid.

During the financial vear, 1,763,218 ordinary shares were issued at 5 cents each to satisfy debt of $88,261
owing to AustAsia Group Ltd for consulting and other services.

Directors’ shareholdings

2003 2002
Number Number
Directors and Director-refated entities hold
directly, indirectly or beneficially as af the
reporting date the following numbers of shares 26,084,609 32.625.332

Directors and their related entities acquired 960,379 shares on terms and conditions available to other
shareholders, pursuant to the Company's 1:5 enfitlements issue. In addition, the Directors were issued
5,515,987 shares resulting from the conversion of options expiring 31 January 2003,

2003 2002
Number Number
Directors and Director-related entities hold
directly, indirectly or beneficially as af the
reporting date the folowing numbers of options 560,379 13,884,936

Directors and their related entities acquired 963,379 options on terms and conditions available to other
shareholders, during the period. These options were acquired pursuant to the Company’s 1:5 entitlements issue.

« 28
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NOTES TO THE FINANCIAL STATEMENTS

For 1Tde FINaNCiaL Year ENDED 30 Junge 2003

22. CONTROLLED ENTITIES

(a) Controlied entities

Country of formation Percentage owned
or incorporation
2003 2002
% %
Parent Entity
AguaCarotene Limited Australia
Subsidiaries
Natural BetaCarotene (Australia) Lid Australia 1430 160

(b} AguaCarofene Limited has guaranteed fo support the liabilities and obligations of Natural BetaCarotene
(Australia) Ltd. Natural BetaCarotene (Australia) Lid is a member of the Closed Group.

The subsidiary did not trade during the financial year. All expenses relating to the subsidiary were
consolidated with the Company’s operations.

The Company has fully provided for its investment in Natural BetaCarotene {Australia) Lid.

« 20
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DIRECTORS DECLARATION

The Birectors of the Company declare that:

1. The financial statements and notes, as set out on pages 12 to 29, are in accordance with the Corporations
Act 2001:

(8} comply with Accounting Standards, and the Corporations Regulations 2601 ; and

(by give afrue and fair view of the financial position as at 30 June 2003 and of the performance for the year
ended on that date of the Company and economic entity.

2. In the Drrectors’ opinioa there are reasonable grounds fo believe that the Company will be able to pay its

debts as and when they become due and payable.

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

,{-“\ P = WY MWM@L
DONALD T SMITH DOUGLAS TWOOD
Prrector EPrrector

Perth, Westera Australia
30 September 2003

«3{)u
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STANTON PARTNERS

1 HAVELOCK STREET
WEST PERTH 6005
WESTERN AUSTRALIA

TELEPHONE: (08) 9481 3188
Facsimite: {08) 9321 1204
e-mail: australia@stanton.com.au

INDEPENDENT QUALIFIFED AUDIT REPORT
TO THE MEMBERS OF
AQUACAROTENE LIMITED

Scope

We have audited the financial report of Aquacarotene Limited (the Company} for the financial period ended 30
June 2003 as set out on pages 12 to 30. The financial report includes the consolidated financial statements of the
consolidated entity comprising the Company and the entities it controlled at the year’s end or from time to time
during the financial year. The company’s directors are responsibie for the financial report. We have conducted an
indepeadent audit of this financial report in order to express an opinion on it to the members of the Company.

Our audit has been conducted ia accordance with Australian Auditiag Standards to provide reasonable assurance
whether the firancial report is free of material misstatement. 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. These procedures have been undertaken to form an
opinion whether, in all material respects, the financial report is presented fairly in accordance with Accounting
Standards and other mandatory professional reporting requirements ia Asstralia and the Corporations Act 2001
$0 as o 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.

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

Qualification

Included in the Statements of Financial Position for the parent and economic entities are non-current assets being
Property, Plant and Eqguipment at a written down value of $1,698,637 and Technology and Know-How at a
wriften down value of $3,150,600. The recoverability of these assets is dependent on the completion of
development and successful commercial exploitation of the underlying product owned by the Company to
generate profits in excess of the current carrying value of the non-current assets. As there have been minimal
sales of the product since inception and as there are no sales contracts in existence to date, we are unable 1o
determine whether the value of non-current assets can be realised at book values.

AQuaCAROQTENE LIMITED
ABN 18 074 56¢ 056




Qualified Audit Opinion
In our opinion, except for the effects on the financial report of the matter referred to in the qualification
paragraph, the financial report of Aguacarotene Limited presents fairly in accordance with:

(a) the Corporations Act 2001, including:

(i} giving a tree and fair view of the Company’s and consolidated entity’s financial position as at 30 June
2003 and of their performance for the financial year ended on that date; and

(iy complying with Accounting Standards in Australia and the Corporations Regulations 2001,
(b) other mandatory professional reporting requirements in Australia,

Inherent Uncertainty Regarding Continuation as a Going Concern

Attention is drawn to Note I which identifies the requirement for additional significant capital to be raised to
ensure the Company continues as a going concern. If the Company is unabie to raise additional debt or equity
finance, significant uncertainty would exist as to whether the Company would continue as a going concern.

1f the Company is unable fo continue as a going concern it will be required to realise its assets and extinguish its
liabilities other than in the normal course of business and at amounts that may materially differ from those stated
in the financial report. Furthermore, noa-current Habilities would crystallise and become immediately due and
payable.

STANTON PARTNERS

Afpoten. [t

J P Van Dieren
Partner

West Perth, Western Australia
30 September 2003
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STOCK EXCHANGE INFORMATION

The following information is provided in accordance with the Listing Rules of Australian Stock Exchange Limited.

1. Statement of issued capital at 2 October 2003.
(a) Fully Paid Ordinary Shares

Size of Holding Number of Shares
Shareholders Held
1 - 1,000 14 7,961
1,001 - 3,000 221 630,187
5001 - 10,000 {19 919,618
10,001 - 100,000 344 14,433,801
100,001 and  Over 161 88,134,059
859 104,125,626

(by Distribution of 30 June 2003 options
Size of Holding Number of Options
Option holders Held
1 - 1,000 11 7,645
1,001 - 3,000 31 89,023
5000 - 10,000 8 67,526
10,001 - 100,000 26 593,138
100,001 and  Over 10 4,998,237
80 5,755,569

(¢) There are 391 shareholders with less than a marketable parcel.

(d) There are no restrictions on voting rights attached to the ordinary shares on issue. On a show of hands, every
member present in person shall have one vote and upon a poli, every member present in person or by proxy

shall have one vote for every share held.

2. Substantial shareholders

The Company has the following substantial shareholders:

- Mr Donald Jeffrey Smith 18,537,729 shares
- Mr Milton Curtis Cooper 6,560,766 shares

3. Shareholders

The twenty larges: shareholders hold 41.87% of the total issued ordinary shares in the Company as at 2

October 2003,

« 334
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STOCK EXCHANGE INFORMATION

Listed Optionholders

The twenty largest 30 June 2003 optionholders hold 94.16% of the total issued 30 June 2005 options in the
Company as at 2 Qctober 2003,

Unlisted Options expiring 30 June 2005 exercisable at $0.045

Number of Options 1,672,250}
Number of Holders 4
. Quotation

Shares in AquaCarotene Limited are listed on Australian Stock Exchange Limited.

Audit Committee

Ag at the date of the divectors’ report the Company did not have a separate audit commitiee, however
meetings are held between senior management and auditors throughout the vear to discuss the Company’s
ongolng activities and (o discuss any proposed changes prior to their implementation and fo seek advice in
relation thereto.

AQuaCArROTENE LIMITED
ABN 18074 B6a 356
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STOCK EXCHANGE INFORMATION

Twenty Largest Fully Paid Ordinary Shareholders

The names of the twenty largest shareholders who hold 41.87% of the fully paid ordinary shares in the Company
at 2 October 2003,

Name Number % of Issued
of Shares Shares
1. Agua-Carotene Industries (Aust) Pty Lid 9,857,721 G356
2. Whitehall Corporation Pty Lid 3 388,001 3.28
3. Mr Russell Charles Wiison 3,250,000 3.15
4. Denken Pty Ltd 2,670,136 2.59
5. Milkay Investments Pty Lid 2,226,424 2.16
6. Mr Allan Wayne Clark & Mrs Lolita Maria Clark 2,209,541 214
7. GC Constructions Pty Ltd 2,000,000 1.94
8. Mrs Lynn Andrea McMullan 1,858,732 1.80
9. Tabah Pty L 1,843,119 1.79
{0. Whitehall Corporation Pty Ltd (Wyljon A/C) 1,347,347 1.50
1. Mr Alan Grant Smith & Mrs Susan Grant Smith 1,450,000 1.41
12, Mr Allan John Omacini 1,333,339 1.29
13, Mrs Susan Grant-Smith 1,310,000 1.27
i4. Mr Dean Raymond Cooper 1,272,530 1.23
15. Mr Fan Colin McLean 1,209,534 1.17
i6. DM Holdings Pty Eed 1,200,000 1.16
7. Mr Noel Arthur McRoberts & Mrs Vivienne Kay McRoberts 1,206,000 1.16
18, Bellcourt Holdings Pty Ltd 1,142,700 1.11
15, Mr Albert Hampton Charles Tuckwell 1,118,956 1.08
20. Southern Seasons Pty Lid 1,115,760 1.08
43,203,840 41.87
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STOCK EXCHANGE INFORMATION

Twenty largest 30 June 2005 Optionholders

The names of the twenty largest 30 June 2005 Optionholders who hold 94.16% of the options ia the Company
at 2 October 2003,

Name Number % of 1ssued

of Shares Shares

i, Whitehall Corporation Pty Ltd 1,738,334 30.08
2. Niche Pty L 1,606,000 17.37
3. Mrs Lynn Andrea McMullan 434,574 7.55
4. Whitehall Corporation Pty Ltd (Wyljon A/C) 428,725 7.45
5. Mr Allan Wayne Clark & Mrs Lolita Maria Clark 359,924 625
6. Tabah Pty Ltd 307,187 534
7. DMD Holdings Pty Ltd 200,000 3.47
8. Mr Noel Arthur McRoberts & Mrs Vivienne Kay McRoberts 200,000 347
9. Mr Albert Hampton Charles Tuckweil 186,493 3.24
0. Mr Christopher Poliard 150,000 2.61
1. Mr John Edgar Tick & Mrs Carmel Marie Tick 100,000 1.74
12, Whitehall Nominees Pty Ltd (GFC Super Fund A/C) 61,540 1.07
13, Mr Joanne Delongis 50,000 (.87
14. Mrs Karen Anne Kails 43,006 0.69
13. RBC Globat Services Australia Nominees Pty Limited 40,000 0.69
16. Mrs Sally Anne Saunders 34 644 .60
17. Mr Bradley Keith Filett 30,000 0.52
18, Mr John Charles Spurge 23,460 0.41
19. Mr Nicholas John Hogarth & Ms Amy Jo Vickery 22222 0.39
20. Ellott Investments {EEchuca) Pty Lid 26,000 0.33
5,420,103 94.16

AQuaCArROTENE LIMITED
ABN 18074 B6a 356
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NOTICE OF ANNUAL GENERAL MEETING

Neotice is hereby given that the Annual General Meeting of AguaCarotene Limited will be held at 2nd Floor,
43 Stirling Highway, Nedlands, on Thursday, 27 November 2003 ar 11.00am.

In order to determine voting entiflements, the register of Shareholders will be closed at 5.00pm Tuesday, 25
November 2003,

AGENDA

To consider and, if thought fit, to pass the followiag resolutions.

ORDINARY BUSINESS

2003 Accounts
To receive and consider the Directors’ report and statement of finaacial performance for the year ended 30
June 2003, the statement of financial position at that date and the Auditors’ report and Directors” declaration
on the accounts.

Ordinary Resolution I: Re-clection of a Director
That Mr Donald Smith, a director retiring by rotation in accordance with the Company’s Constitution, i8 re-
elected a divector of the Company.

Information about Mr Smith is set out in the Company’s 2063 Annsal Report. My Smith will abstain from
voting on this resolution.

Ordinary Resolution 2: Re-clection of a Director
That My Miltor Cooper, is re-elected a director of the Company.

Information about Mr Cooper is set out in the Company’s 2003 Anaual Report. My Cooper will abstain from
voting on this resolution.

Ordinary Resolution 3: Election of a Director
That Mr Douglas Wood, a director who, having been appointed since the last Annual General Meeting, retires
in accordance with the Company’s Constitution, be elected as a director of the Company.

Information about Mr Wood is sef out in the Company’s 2003 Annual Report. Mr Wood will abstain from
voting on this resolution.

By order of the board

DM McARTHUR
Company Secretary
Dated: 17 October 20603
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PrROXY FORM

Registered Office:  2nd Floor, 45 Stirling Highway
NEDLANDS WA 6009
Telephone: {(08) 9389 8799
Facsimile: {08) 9389 §327

I'J
{FEl Name - Block Lemters)

of

(Fudl Address - in Block Letters)

being a member/s of AquaCarotene Limited, hereby appoint:

Name of Proxy

Address of Proxy

or failing that, the Chairman of the Meeting, as my proxy to vote for me and on my behalf at the Annual
General Meeting of the Company to be held on Thursday, 27 November 2003 at 11.00am, and at any
adjourament thereof, in the manner indicated below, or in the absence of indication as he or she thinks fit.

If two proxies are being appointed, the following additional instructions should be completed:
This proxy is authorised to exercise votes/ % of my/our total voting rights. The

Company will supply an additional proxy form on request. If two proxies are appointed and a proportion is
not specified each proxy is deemed to vote in respect of half of the appointor’s voting rights.

ORDINARY BUSINESS
FOR AGAINST ABSTAIN

Ordinary
Resolution I Re-election of Mr Donald Smith as a Director D D I:l
Ordinary
Resolution 2 Re-election of Mr Milton Cooper as a Director D D I:l
Ordinary
Resolution 3 Election of Mr Douglas Wood as a Director D D I:l

{Shareholders to indicate by a tick how a proxy holder is to vote in respect of the above Resolutions.
If none of the above boxes are ticked, shareholders are to read and complete the box below.)

If you appoint the chairman of the meeting as your proxy, and you do not direct him how to vote, the chairman
will vote in favour of all Resolutions.

D If you appoint the chairman of the meeting as your proxy and you do not wish lo direct the proxy how to
vate, tick this box.

By marking this box, you acknowledge that the chairman may exercise your proxy even if he has an interest in
the outcome of a Resolution.




Dated this day of 2003.

Signature of Member

THE COMMON SEAL of )
3 Director
)

was hereunto affixed by authority of )

the Board of Directors in the presence of: ) Director / Secretary
PROXIES

3

A member entitled to attend and vote at the meeting s entifled to appoint not more than two proxies.

If a member appoints two proxies, each proxy must be appointed to represent a specified portion or
aumber of the member’s voting rights and neither proxy may vote on a show of hands.

. If a member appoints two proxies, and the appointment does not specify the proportion or number of the

member’s votes each proxy may exercise, each proxy may exercise half of the votes.

A proxy need not be & member of the company.

. If a corporate representative is to attend the meeting on behalf of a corporation, a formal notice of

appointment must be brought fo the meeting.

. The Proxy Form must be signed by the shareholder or the shareholder’s attorney. If the shareholder is a

corporation, the Proxy Form should be sigred under its common seal, or by two directors {or a director
and a company secretary), or if a corporation with a sole director and sole secretary by that director, with
the office held printed under each signature. Alternatively, a corporation can sign by its attorney or duty
authorised officer.

The Proxy Form aad any power of aftorney or authority under which it is signed must be received at the
registered office of the Company not less than 48 hours prior o the appointed time of meeting. Proxy
Forms can be lodged:

* in person at: AgquaCarotene Limited
2nd Floor, 45 Sarling Highway
NEDLANDS WA 6009

* by post to: AquaCarotene Limited
PO Box 985
NEDLANDS WA 6509

* by facsimile on: {08} 9385 8327

Please advise of any change of address by completion of the section below:

My new address is







