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Advanced Engine Components Limited

The Directors present their report together with the financial report of Advanced Engine Components
Limited [the Company] ond the consclidated finoncial report of the consolidated enfily, being the
Company and its controlled entities for the year ended 30 June 2003 and the auditors’ report thereon.

DIRECTORS

Throughout the financial year and ot the date of this report, the Board of Directors were as follows:

Current bireclors

Dr C Daniel Wu Or C Daniel Wu has been Chairman of Grand Pacific Petrochemical Corporation,
a Takwan Stock Exchange fisted firm, sinceg 1994, Dr Wu also serves as Chairman
of BioCare Corporalion, a biomedical device monufacturer, ond
VideclandCorporation, q televisien programming company, both based in
Taiwan. Pravicusly, Dr Wu was the President of Grand FPacific Petrochemical rom
1992 fo 1994 and President and Chief Executive Officer of California based Wyse
Technology Corporation from 1990 1o 1994, He aiso served as Chairman of the
non-profit Monte Jade Science and Technology Association based in California
{1993-1994], Chairman of Pracision Semiconductor Mask Corporation in Taiwan
{1998-2000} and Vice Chairman of the private eguity firm Crimson Asia Capital
Holdings {1997-2000]. He was appointed as Non-executive Chairman on 7 August
2003.

Mr Antony Middieton

BE MBA FIE {Aust] FCIT

Appointed: 1997

Age 60

Mr Middieton holds o Bochelor of Engineering and Master of Business
Administration from the University of Westemn Ausirdiia, and o Company Direclors’
Diplomao from the University of New England. Mr Middleton haos held senior
management positions with government agencies and on various infernctional
enginesring projects.  He is post Nafional Chairmaon and o Fellow of the
Chartered Institute of Transport in Australia, and a fellow of the Insfitution of
Engineers {Australial. He was appointed Chairman of the Company after the
resignation of Mr Malone and retired as Chairman on the gppoiniment of Dr Wu.
Mr Middleton is employed by the Company as Managing Director.

Mr George Long Mr Long 15 the Managing Director and Founder of UM Advisors Limited [LiM

MBA CFA Advisors} which he established in 1995, LiM Advisors is an investment advisory
businass focused on the Asic-Pacific region and has officas in Hong Kong, Tokyo
and Maourifius, From 1990 to 1995 he was with Barcloys Bank in Asig, including
serving on the executive committee for Asia-Facific and being the managing
director and chief investment officer of the Asian operations of what s now
called Barclays Globdl Investors.  During 1989-1990 he worked for the Brifish
invastment firm Gartmore where he was in charge of the Asian operations. From
1986-198% he was head of the Korean office of Indosuez W.L.Carr Securities. From
1984-1984 he was with the private investment firm of Milbank Tanaka in New York
City. From 1981 fo 1984 he worked for Manufacturers Hanover Bank [now part of
JP Morgan Chase} where he went through the management and credit fraining
programs and was invoived in infemational banking.  He is a director of the
Alternative investment Management Asscciation.  He was founding president of
the Hong Kong Society of Financid Analysts and @ governor of the Asscciation
for tvestment Management & Research (the non-profit associclion of
invastment professionals, which grants the CFA charfer). He hos on MBA in
finonce from the University of Washingion in Seatftle, USA, and is a chartered
financial analyst. He was appointed a Non-executive Director on @ May 2003,

Mr Graham Keys Mr Keys is a former corporate finance partner of Ernst & Young. Buring his period

BEc{Monash] ACA ASIA with Ernst & Young, Mr Keys was the project leader of a wide variety of corporate

MAICD{Dip} advisory assignments, in all indusiries, for small fo large public and private
companies. He has experience as Executive Director, and subseguently
Managing Director, of a publicly listed company, as non-executive Chairman of
a public fisted company and as the execulive officer of two large private
companies. He formed Norvast Corporate Py Lid, o specidfist corporate advisory
firm, in April 2000 ond is the current Managing Director of that company. He was
appointed o Non-executive Director of the Company on ¥ May 2003.
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Advanced Engine Components Limited

Mr Arthur Wang

Mr Thomas Liu

Mr Williom Lee
CFA FCOA

Former Directors

Mr Anthony Hamilton
Managing Director (from 14
December 2002 10 ¢ May 2003]

Mr Peter Malone

Mr Steven Apedails

Mr Dean Van Drasek

Mr Michael Nacson

Mr Peter Jermyn

Mr Wang is a co-founder and Managing Direclor of 498 Capital Heldings Limited.
He is o Non-Executive Director and Chairman of the Audit Committes of the
Hong Kong Steck Exchange fisted Linmark Group. Previously, Mr Waong was & co-
founder and txecutive Director of KGI Asia Umited, a regional invesiment bank.
He was also o Director of the UFJ Finance Asic Finance Technology Fund
established by the UF] Banking Greup [formaily Sanwa Bank} of Japan. Mr Wang
was alse a member of he Boord and Audit Committee Chairman of Softbank
Investment Internatienal {Strategic) Limited, the Hong Kong Steck Exchange
fisted arm of the Softbank Corporation of Japon. Mr Wang received his Juris
Doctorate degree from Yale Law School and practiced comporate and securities
faw In the Hong Kong and New York offices of Skadden, Arps, Slate, Meagher &
Fiom LLP. He also graduated with Phi Beta Kappa honours and Bachelars of Ards
degree from the University of Californic af Los Angsles. Mr Wang was gppainted
a Non-exaecutive Director on 7 August 2003.

Mr Liu is a co-founder and Manoging Director of 498 Capiial Holdings Limited.
Previously, he was Vice President of Corporate Finance at KGI Asia Limited, a
regional investment bank, where he odvised clients on over US$400 million in
international investments. He wos also o Director of the UF) Asia Finonce
Technolagy Fund established by the UFJ Banking Group of Japan. Previcusly, Mr
Liu worked ot PKF Consulting Limited, then g global leader in hospitality
consultancy services. He is a graduate with dual Bochelor of Science degrees
from Boston University. Mr Liv was appointed g Non-executive Director on 7
August 2003,

Mr Lee s a Director and Chigf Financial Officer of 498 Capital Holdings Limited.
He is o Chardered Finoncial Analyst and Chartered Cerdified Accountant.
Previouslty, Mr Lee was Assistant Vice President ot KGl Asic and Corporale
Finance Officer ot China Development Finance (now BOCE Asial. He hos also
worked as Senior Accountant with KPMG Peal Marwick, performing financial
audifs and special assignments for various public companies in Hong Kong and
China. Mr Les received a Masters of Business Administration from the Hong Kong
University of Science and Technology in 1997, Mr Lee was appointed as an
Executive Director and Chief Financial Officer on 7 August 2003,

Mr Hamilfon waos appointed Managing Direclor of the Company after hr
Middleton vacated the position 1o fake up the role of Chaiman.

Mr Hamilfon resigned as Monaging Director on ¥ May 2003.

Retired from office of Chairman and Director 14 Decaember 2002,

Appoinfed as o Non-executive Director in Jonuary 2003.
Reasigned as of the $ May 2003.

Appoinfed a Non-exaeculive Director as of the § May 2003,
Resigned on the 7 August 2003.

Appoinfed a Non-execulive Director as of the ¢ May 2003.
Resigned on the 7 August 2003.

Appointed a Non-executive Director as of the § May 2003.
Resigned on the 4 June 2003.
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DIRECTORS’ MEETINGS

The number of Directors’ meelfing and number of meetings attended by each of the Directors of the
Company during the fingnciol yeor as detailed below:

Bocrd of Directors

Directors Held Aftended
Mr A Middieton 13 13
Mr A Hamilton & 4
Mr P Malone I ]
Mr S Apeddile b )
Mr G Long 5 3
Mr D Van Drasek 5 4
Mr G Keys 5 5
Mr M Nacson 5 4
Mr P Jermyn 3 2

Previously, the Company was not of a size nor were ifs financial affairs of such complexity to justify
separate Remunerglion and Audit Committees of the Board of Directors, where matters that might
properly be dealt with by such committees are considered at full Directors’ meetings.

in the year the company appointed an Audit Commiftes, with the first Audit Committee meeting being
held subsequent to the year end.

REVIEW AND RESULTS OF OPERATIONS
The consolidated loss after tax for the year aliributable fo the members of Advanced Engine Components
Limited was $5,152.875 {2002: $6,413.078).

SEGMENT RESULTS
Primiary Reporfing - Business Segments NGVS (Notural High Bullet Unallocated Consolidated
Gas Vehicle Performance Supercars
Systems) Engine Products
$ $ $ 5 S

36 lune 2003

Total Revenue 4,176,453 50,142 372,597 - 4,599,192
Sagment Result (2,619,704} (282.914) {1.643.680] {606,575} (5.152.875]
306 lune 2002

Total Revenuse 21%97.472 157,140 - - 2,306,612
Sagment Result 46,050 (960.603) (2.615.542) {2.882,9831 (6,413,078}
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PRINCIPAL ACTIVITIES

The Company's principal activities in the course of the financial year were the confinued development
and commercialisation of advonced engine component technologies encompassing the Nalural Gas
Vehicle System [NGVS) and the Sprintex Supercharger. The Company further advanced s Performance
VYehicle Division during the year with the continuation of the Bullet Supercar program, and development of
the Ford 300+ Program.

REVIEW OF OPERATIONS

During the year the Company continued to develop and progress ifs commercial aclivities. The
Company's resources for the year were applied 1o the supply of NGVS production kits 1o Irisbus, progress fo
phase 4 of its programme with the Australion Greenhouse Office to install the Company’s NGVS system on
25 Perih route buses, furlher development of the Bullet Roodster to ADR compliance, and further
development and commencement of serial production.

DIVIDENDS

No dividends have been declared or poid fo shareholders af the date of this report.

STATE OF AFFAIRS

The Company undertock two privale placements of shares during the veor. Detalls of the issues are set out
in note 26 to the Accounis.

During the year, the Company exiended iis borowings by a net amount of $2.4 milion from related
pariies. These funds were predominantly used for working capital in the Company's commerclalisation
program for the irisbus contract. Further details are provided in the notes fo the accounts.

The Company’s shares continued to be suspended from frading on the ASX. The Company will assess the
requirements for re-quotation of ifs shares subsequent to its 2003 Annual General Mesting.

EVENTS SUBSEQUENT TO BALANCE DATE

On 4 July 2003, 698 Capilal International Lid {698 Capital} lodged an off market fakeover bid pursuant to a
cash offer and bidder's statement. The terms of the offer were 1 cent cash for each ordinary share. On 18
July 2003, the Directors lodged their targst siatement in response 1o the offer by €98 Capital.  On 29 July
2003, 698 Capital announced that it had gained 44.57% of the voling caplfal and s offer was now
unconditiongl.

On 6 August 2003, the Company entered into a deed of variation with Commonwealth Eguity Lid fo
extend is loan faclity from $2.1 milion fo $2.4 millon and the focilty was immediately drawn down fully,
with the repayment date extended to 20 June 2004, The repayment date of the fully drawn facility has
been subsequently been extended to 30 June 2004.

On 28 August 2003, the Company announced the sale of its Bullet Supercar Division to Bullet Performance
Producis Pty Lid. The Company will receive $48%9,000 from the purchaser. The proceeds will be used fo
exiinguish commitments relafing to the division and as working capital for the Company's core business.

LIKELY DEVELOPMENTS

Further Information as to the likely developments in the operations of the Company and the expected
results of these cperations in future vears has not been included in this report because the Directors believe
that to include such information would be likely to result in unreasonable prejudice o the Company.
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DIRECTORS’ AND SENIOR EXECUTIVES’ EMOLUMENTS

The Board members are responsible for making remuneration policies and packages gpplicable to the
Board members and senior executives of the Company. The Boord remuneralion policy is fo ensure the
remuneration package propery reflects the person's dulles and responsibilities, and that remunerglion is
compeftifive in atfracting, retaining and motivating people of the highest quality.

Detalls of the nature and amount of each major element of the emoluments of each Director of the
Company are:

Salary/
Name Fees Benefits Superannuation Total
Executive Directors
Mr A Middleton 116,363 19,584 10,473 146,420
Mr A Hamilion 208,298 - - 208,298
Non-Executive Directors
Mr P Malone 5000 - - 5,000
Mr S Apedaile 12,308 - - 12,308
Mr D Van Drassk 3.562 - - 3,562
Mr M Nacson 3,562 - - 3,562
Mr P Jermyn 1,712 - - 1,712
Mr G Llong 3,562 - - 3,562
Mr G Keys 3.562 - - 3,562

OPTIONS

At the date of this repor, there cre no unissued ordincary shares of the Company under option. Prior to their
expiry on 31 December 2002, unissued ordinary shares of the Company under oplion were:

Option Number of Oplions Exercise Price Expiry date
Listed Options 55975115 $0.33 31/12/2002

These options did not entifle the holder to participate In any share issue of the Company or any other body
corporaie. Although the optlions were issued with an exercise price of $0.35, this was discounted following
the Company's rights issue in 2001 irefer Note 24 to the Accounts) fo $0.33 (as announced to the ASX on
21/12/2001).

There are no amounts unpaid on the shares issued. The Company did not grant during or since the end of
the year any optfions over ordinary shares to Directors or Officers.




Advanced Engine Components Limited

DIRECTORS' INTERESTS

The relevant interest of each Director in the share capital of the Company as nolified by the Directors 1o
the Australion Stock Exchange in accordance with s205G{1} of the Corporations Act 2001, ot the date of
this report is as follows:

Director Fully Paid Ordinary Shares
Mr A Middieton 827 500

Mr G Long -

Mr G Keys -

DrCDWu! 131,771,576

Mr A Wang 2 131,771,576

MrT Liu? 131,771,576
MrWilee? 131,771,576

LD C D Wu is associated with 698 Capital International Limited the Company’s parent entity.
2 M A Wang, MrT Liu and Mr W Lee are dii Directors of $98 Capital International Limited.

INDEMNIFICATION OF OFFICERS

Every officer of the consolidaled entity is indemnified out of the property of the consolidated entity against
any lability Incurred by him in his capacity as officer in defending any proceedings, whether civil or
criminal, in which judgment is given In his favour or in which he Is acguitted or in connection with any
application in relation fo any such procesdings in which relief is under the Law granfed fo him by the
Courl.

INSURANCE PREMIUM

The Diectors have not included details of the nalure of the liabilities covered or the amount of the
premium paid in respect of the Company’s insurance condracts, as such disclosure is prohibited under the
terms of the confract.

ENVIRONMENTAL REGULATIONS

The consolidated eniity's operations are not subject fo any significant environmental regulations under
gither Commonwedalth or State legisiation. However, the Board believes that the consolidated entity has
adeguate systems in place for the management of s environmental requirements and is net aware of any
breach of these environmental requirements as they apply to the consolidated entity.

Signed in accordance with o resolution of the Directors made pursuant 1o s298(2) of the Corporations Act
2001.

On behalf of the Directors

A MIDDLETON
Director
PERTH, WESTERN AUSTRALIA

Dated 16 Oclober 2003
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Directors’ Declaration

in the opinfon of the directors of Advanced bEngine Components Limited {"the Company™i:

{ci} the financial statements and notes, set out on pages 9 to 39, are in accordance with
the Corporations Act 2001, including:

1. giving a true and fair view of the financial position of the Company and
consolidated entity as at 30 June 2003 and of therr performance, as
represented by the resulls of their operations and thelr cash flows, for the year
ended on that dafe; and

2. complying with Accounting Standards in Australia  the Corporations
Regulations 2001, and other mandatory professional reporfing requirements;
and

(b} there are reasonable grounds to believe, for the reasons set out in Note 1 {a} fo the
Financial Statements that the Company will be able o pay ifs debts as and when
they become due and payable.

Dated at Perth this 16th day of Oclober 2003
Signed in accordance with o resciution of the directors
On behalf of the Directors

Nrse ol bfod

A Middleton
Director
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Statements of Financial Performance
for the Financial Year Ended 30 June 2003

Note AEC Group AEC Entity
2003 2002 2003 2002
$ $ 5 $

Saies revenue 2 4,448,313 2.271.342 4,448,313 2,271,342
Cast of goods sold (2,888,470 (1,147,390 (2,888,470} 11,147,390}
Gross profit 1,559,843 1,123,952 1,559,843 1,123,952
Other revenue from ordinary activities 2 150,877 35270 150,879 35,270
Distribulion expenses {232,904] {71.884) (232,904} {71,684}
Marketing expenses {841,021) {625,256} (841 021} (625,256}
CCoupancy expenses {343.156] {76,841} {343,156} 196,841}
Corporate expenses {684,722 {1.171,325) (684,722} {1.171,325}
Administration expenses {2,491,119) (2,855,463 (2.486.567)  (2.484.350}
Research and development expenses {1,553,287] {2.253.091) {1,553,287] {2,081,444)
Borrowing costs {264,258) {143,367} (264,258} (143,347}
Other expenses from ordinary activifies {453,132} {355,073} {453,132} (520,710}
Loss From Ordinary Activities Betore Income Tax

Expense {5.152,875) {6.413.078) {5,148,323} (6,237,975}
ncome tax expense relating to ordinary activities 4 - - - -
Net Loss 3N {5,152,875) {4,413,078) (5,148,323} (6,237,975}
Loss Per Share Basic 5 {$0.032) {30081}
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Current Assefs
Cash assetfs

Receivables
Inventories

Other assets

Tofal Currentf Assefs

Non-Curent Assefs
Oiher financial assets

Mant gnd equipment

intangitles

Tofal Non-Current Assefs
Tofal Assefs

Currerd Liabilifies

Payables
interest-bearing liabilifies

Frovisions
Other labiities

Tofal Currenf Liabilities

Non-Current Liabililies

Payables
interest-bearing liabilities

Provisions

Tofal Non-Currenf Liabilifies
Tofal Liabilities
Nef Liobijities

Equify
Contributed equity
Raserves

Accumuiated losses

Tofal Deficiency of Equity

Statements of Financial Position

as at 30 June 2003
Mote AEC Group AEC Entity
2003 2002 2003 2002
$ 5 s 5

10 748,532 8.475 767,461 7.978
1 973,909 2,108,430 973,909 2,108,630
12 581,049 625,099 581,049 425,099
13 182,435 113,975 182,635 113,975
2,506,125 2856179 2,505,054 2,855,682
14 - 1,059 12 12
15 542,24] P111.464 542,241 1,107,557
16 ) . . .
542,24] F112.723 542,253 1,107,409
3,048,346 3,948,907 3,047,307 3,943,991
17 3.037.954 2,508,856 3,037,954 2,508,584
8 760,690 3,549,417 760,490 3,549,412
1% 730,238 145,847 730,238 145,847
20 403,030 807,093 403.030 807,093
5131912 7.011.238 5,131,912 7,011,238
21 3,322,056 - 3,322,054 -
22 2,495,531 525,235 2,495,531 525,235
23 34,010 41,697 36,010 41,697
5,853,597 536,937 5,853,597 586,932
10,985,509 7,598,170 10,985,509 7,598,170
{7.937,143) (3,629,248 [7.938,202) __{3,6348791
26 25,809,199 24,944,199 25809199 24,964,199
28 - 352,250 - 352,250
31 (33,746 342} (28,945.717}) {33,747,401)  {28,951,328)
{7.937.143 (3.629.268} (7.938.202)  {3.434.879)
(7,937,143} (3,629,248} {7.938,202)  {3.634,879)

See the ccoompanying notes to the financic! sfafements.
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Statements of Cash Flows

for the Financial Year Ended 30 June 2003

Cash Flows From Operating Activities
Receipts from customers
Govemnment granis received

Payments to suppliers and employees

fnterest gnd Ll discounts received
interest and other costs of finance paid

Net cash {used in} operafing activifies

Cash Flows From Investing Activities
Fayments for plant & eguipment
Froceeds on sale of piant & equipment
Fayments in relafion to:

- Acquisition of business operations

- Other Iniangibles

Net cash {used in} investing activities

Cash Flows From Financing Activities
Froceeds from issue of share capital
Share issue cosis

Loans from relafed entities

Loans fo New Tel Himited

Loon faciity drowdown

Proceeds from finonce ledsas
Finance fease payments

Net cash provided by financing aclivities

Neat increase/ (Decrease) in Cash Held

Cash Af The Beginning Of Financial Year

Cash At The End Of The Financial Year

See ihe accompanying notes fo the

financial siatements.

AEC Group

AEC Entlty

Inflows [Ouiflows)

Inflows [Ouiflows)

Note 2003 2002 2003 2002
5 3 5 5
4,141,567 1,132,325 4,141,567 1,132,325
804,897 392,759 804,897 392,759
(6.359.212} (5.718.435] (6,359,786} (5.718,329)
3,359 1,655 3,359 1.655
(78,249 (61.839] (78,249 (61,839
34{c} (1,486,338} (4,253,535) (1,486,912} (4,253,429)
(278,871} (39.452) (278871} (39.452)
147,520 - 147,520 -
- {18.088) - (18.088)
- (69,438 - (69,638
{131,351} (127,178} (131,351] {127.178)
- 1,125,014 - 1125014
. (160.474) . (160.474)
894,000 3,233,880 894,000 3,233,880
(400,000} (400,600}
2,100,000 - 2,100,000
- 50,002 - 50,002
(214,254] {198.747) (214,254 {198.747)
2,377 746 4,049,653 2,377,746 4,049,653
740,057 1331.060] 759,483 1330.954]
8,475 339,535 7.978 338,932
34{a) 748,532 8,475 747,461 7978
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Notes to the Financial Statementis
for the Financial Year Ended 30 June 2003

Statement of Significant Accounting Policies
Significant Accounfing Policies

Accouniing policies are selected and applied in o manner, which ensures that the resulling financial information satisfies
the concepts of relevance and relicbility, thereby ensuring that the substance of the underlying transactions or other
evenis is reported.

Basis of Preparation

The financial report is o general purpose fincncial report which has been prepared in accordance with the Corporations
Act 2001 and Accouniing Standards, Urgent 1ssses Group Consensus Views, and other authoritative pronosncements of the
Australion Accounting Standards Board.

The financial report has been prepared on the basis of historical cost and except where stated, does not take into account
changing money values or fair vaivalions of non-current assets.

The accouniing policies have been consistently applied by each entity in the consolidated entity, and except where there
i5 o change In gocounting policy, are consistent with those of the previous year.

The following significant accounting policies have been adopted in the preparation and presentation of the finoncial
report:

fa]  Going Concern

The Company and consolidated enfity Tncurred  foss for the year of $5,148,323 {2002: $4,237.975} and $5,152.875
{2002: $6.413.078} respectively. At 30 June 2003 the Company and consolidated entity had o deficiency in working
copital of $2,626,858 {2007 $4,155.556} and $2.625.787 (2002 $4,155.05%) respechively. and o deficiency in
shareholders’ funds of $7,938,202 {2002: $3.634.87%) and $7.937,.143 {2002: $3.629,268} respectively.  Throughout
the 2003 finoncial year, the Company was dependent on the confinued financial support of New Tel Limited and
then Lim Asia Arbitrage Fund Inc {LIM].

The Company received $2.1 miliion in funding from Commonwealth Equity Lid prior fo the end of the financial year,
and subsequenily has iIncreased the funding by an addifional $500.000. Repayment of the loan has been extended
fo 30 June 2004. The Company had also received $600,000 in fotad funding from LM prior fo the end of the financial
yvear. Repayment of the loan from LM i required by 20 fone 2004,

in August 2003, 698 Capital Internationai Hd (698 Capiial} iook conkrol of the Group by way of takeover bid (see
Noile 38]. As at 30 fune 2003, the Compony owed 698 Capital Asia Pacific Limited, a related company with 698
Copital, $3.322,054 in loans. 698 Capital have resolved fo provide fingncial support, in circumstances that will
enable the Company 1o be able fo meet its debis as and when thay fall due, at least until 30 June 2004,

On the basis of this support, the Direclors consider it appropricte that the finoncicl report be prepared on G going
concem basis.

b} Acouiifion of Assets

All assets coguired including piont and eqguipment and infangibles other than goodwill are initiclly recorded i their
cost of acquisifion ol the date of goguisition. being the fair value of the consideration provided plus incidental costs
directly associated with the acguisifion. When equity instrurents are issued as consideration, ther market price o
the date of acquisition is used as fair value, except where the notional price at which they coukd be picced in the
market is o better indication of fair value.

Where setffernent of any part of cash consideration is deferred, the armounts poyable are recorded at their present
vaive, discounfed at the rote opplicable 1o the company # o similar borowing were obtoined from an
independent financier under comparable terms and conditions.

The costs of assets construcied or infernaily generated by the consolidated enfity, olther than goodwill, include the
cost of materials and direct labour. Directly attibutable overheads and other Incidental cosis are aiso capitalized
to the gssai.

Expenditure, including that on infemnaolly genercied assets other than research and development costs, s only
recognized os an asset when the enfity confrols future economic benefits as o resclt of the costs incurred, it s
probabie that those future economic benefits will eventuate, ond the costs con be measured reliobly. Costs
attribuiable to feasbilily and alternative approoch assessments dre expensed as incumrad.

fc}  Revision of Accounting Estimates

Revisions to accounting estimates are recognized prospeciively in corrent and future periods only.
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Notes to the Financial Statementis
for the Financial Year Ended 30 June 2003

1. Summary Of Accounting Policies {cont'd)

{d}  Copitol Raising Costs

Costs that are directly atribuiable to o capital raising are offset against the proceeds of that capital raising. If the
capital raising 5 unsuccessiul or when the costs of the issus exceed the procesds of the raising, the costs of the
raising are expensed to the profit and loss account to the extent they exceed the proceeds of the copital raising.

fel Employee Entitements

Wages, Solaries and Annudl Leave

The provision for employee entiflements to woges, salafes ond annual leave, represents the amount which the
Consolidated Eniity has o present obligation to pay resulting from empioyees’ services provided up to the bakence
date. The provision has been calculated ot nominal amounts based on curent wage and solory rofes and
includes related on-costs.

Long Service Leave
The licbility for employee entilements o long service leave represents the present value of the estimated future
cash ocutflows 1o be made by the smployer rasulfing from employees’ services provided up {o the baionce daie.

tiabilities for employee entiflements which are not expecied io be sefiled within twelve monihs ore discounted
using the rates aftaching to national govemnmment securities of the balonce date thot most closely maich the terms
of matority of the related liabilities.

Superannuation Fund

The Company and other confrolled entities contribute fo an employes defined conbiibution superannuation fund in
gecordonce with the superannuation guarantee charge. Contributions are charged agoinst Tncome as they are
made.

ff}  Foreign Exchange

Foreign currency fransactions are franslated o Australion curency at the rales of exchange ruiing at the dates of
the fransaciions. Amounis receivable and payable in forsign currencies of bolonce dale are fransiated of the rates
of exchange ruling on that date.

Exchange differences relaling fo amoonts payable and receivable in foreign currencies are brought to account as
exchange gains or losses in the sialement of financial performaonce in the finoncial year in which the exchange
rates change, except where they relate to the acquisition of qualitying assets {see Note 1{b}}

{gl Goods and Services Tax
Revenues, expenses and dssets are recognised net of the amount of goods and services fax {G5T) except whare
the amount of GST incured is not recoverable from the taxalion authority. in these crcumsionces, the GST Ts
recognised as part of the cost of acquisition of the asset or as part of the expense.

Receivables and payables are stated with the amount of GSTincluded.

The net amount of G3T recoverable from, or payable to, the ATO s included as g current asset or ligbility in the
statement of financial position.

Cash flows are included in the statement of cash flows on o gross basis. The GST components of cash flows arising

from investing and finoncing activilies, which dre recoverable from, or payable fo, the ATO are clossified as
operaling cash flows.

ihy Goodwil

Goodwill, represeniing ihe excess of the cost of coguisiion over the fair vaiue of the dentifiable net assets
acguired, s amorfised on o siraight-ine basis over 3 years.




Advanced Engine Components Limited

Notes to the Financial Statementis
for the Financial Year Ended 30 June 2003

summary Of Accounting Policies {cont'd}

{i] Intellectua! Property Rights

infellectual property rights are siaied of cost and are amortised over the shorter of the periods in which the
related benefits are expecied to be redlised not exceeding 3 years or the life of the rights.

{il Invenfories

inventoties, which include finishad goods, raw materals and stores, and wortk in progress, are carried at the lower
of cost and net reclisable vaiue. Costs include direct materials, direct kubouor, other direct voriable costs, and
ailocated production overheads necessary to bring inventories to their present location and condifion, based on
normat operating capacity of the production facilities.

wronufoctuing Activities

Cost is based on the firsi-in firsi-out principle and Includes expenditure incurred Tn ocguiing the inventories and
bringing them io their existing condifion and locafion.

{¥] irvesiments

investments in conirclied entities are recorded at the lower of cost and recoverable amount.

H| Leased Plant and Equipment

isases of plant ond eguipment under which the Company or its controlied entities assume substanficily all the
risks and benefits of ownership are classified as Ainance leases. Other leases are classified as operating leases.

fingnce leases are capitalsed. A lease asset and a lobity sgual o the present value of the minimum lease
paymenis are recorded af the nceplion of the lsase. Contingent rentals are wiitien off as an expense of the
accounting perod in which they are incured. Capitalised leqse asiets are amoriised on a sirgight-iine basis over
the term of the relevant lease, or where i 1s kely the Consclidated Entity will oblain ownerships of the asset, the {ife
of the assetl. Lease labilfies are reduced by repayments of principal. The Inferest components of the lease
paymenis are charged to the statements of financial performancs.

Payments made under operaling leases are charged dagainst profits in equal instailments over the accounting
periods covered by the ledse ferm, except where an olternative basis i more representative of the pattern of
henetits o be derdved from the leased property.

{m} Foyables

Liahilities are recognised for amounts 1o be paid In the fulure for goods or services received. Trade aoccounts
payable are normally setied within 120 days.

{n) Deprecicotion ond Amortisation

The depreciation and amortisation rates used for each class of assets are as follows:

Plant and equipment 7.5% - 30%
Lease plont and equipment 20%
{egsehold improvements 0%
Goodwill 3 years
infellectual Property Rights 3 yedars

Assets are depreciated or amortised from the dale of acquisifion or, in respect of internally constructed assets,
from the time an asset s completed and held ready for use, on g straight line basis.
{o} Frincicles of Consofidotion

The consolidated financial siaterments expressed in Australion dollars comprise the financial statements of the
Company being the parent entity and its controlled entifies {“the consolidated entity”]. A iist of controlled entities
appears in Note 30, The consclidated financial statements include the results of each controlled entity from the
date on which the Company obiains control and until such fime as the Company ceases 1o controi such entity.
in preparing the consolidated financial statements, oll iMercompany balonces gnd fransactions and unrealsed
profits occuwrring within the Consolidated Enfity are eliminagfed in {ull. Oulside interests in the equily and results of
the entifies that are controlied by the Company are shown as o separate ilem in the consclidated agccounts.,
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Summary Of Accounting Policies {cont'd)

{m]

{a)

fr}

(s}

{1

Receivabiles

Trade debtors
The collectibilty of debts is assessed o baionce date and specific provision is made for any doubtul accounds.
Trade debiors are normally setfled within 120 days.

Recoverable Amount of Non-Current Assefs volued on cosf basis

The carrying amounis of non-current assets valued on the cost basis, are reviewed 1o defermine whether thay are
in excess of thelr recoverable amount at boionce date. If the canying amount of a non-current asset exceads is
recoverdble amount, the asset is witten down 1o the lower amount. The write-down s expensad in the reporfing
pedod in which # ocouors.

Where o group of assets working together supporis the genergiion of cash inflows, recoverable amount Ts
assessed in relation to that group of assets.

In assessing recoverable amounts of non-current assels the relevant cash flows have not been discounted o their
oresent value.

Rasaarch and Development Costs

Research and development expenditure is expensed as incured.

Revenus Recognition

it

Revenuses afe recognised at fak volue of the consideration received net of the amount of GST.

Saje of Goods
Revenue from the saie of goods (nef of refurns, discounis and allowances) s recognised whan conirol of the
goods passes 1o the custormer.

inferest iIncome and Govermnment Gronts

tnterest income is recognised as it accrues. Government grants dre recognised as income 1o the axtent to
which the confracted obligafions of the Company in respect {o the grant fund have been provided. To the
aextent to which Grant funds are received in advance and which remain snearmed ot bolonce daote, these
amounts are recorded as uneamnead income.

Aszet Soles

The gross proceeds of asset sales are included as revenue of the enfity. The profit or loss on disposal of
assets is brought fo accoont af the date an unconditional confract of sale is signed.

Taxofion

the consolidated entity adopis the liabilily method of fox effect acocounting, Incomse tax expense is calculated
on operating loss adijusted for permanent differences between foxable and accounting income. The tax effect
of fiming differences. which arise from items being brought o account in different periods for income tax and
accounting purposes, s canred forward In the Statement of Finoncial Position as o future Tncome tax benefit or a
provision for deferred income fox.

Future Tncome tax bensfits are not brought fo cccount unless realisation of the asset & assured beyond
reqsonable doubt. Future income iox benefits relating to fax losses are only brought {o gococount when their
reciisation 1s virfually certain.
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Revenue

{u} Revenue from operaling activities
Sales revenue:
Sales of goods

Grant revenue from commerciclisalion contracts

Other revenues from ordinory octivifies
Inierast revenua:

Other entities

Net Forelgn Exchange Gain

Cther

{b} Revenue from oulside operafing activities

Proceeds from the sale of assetfs:
Piant and equipment

Total revenue from ordinary activities

AEC Group AEC Entity
2003 2002 2003 2062
$ 3 $ $

4,228,250 1.580,751 4,228,250 1.580,751
220,063 690,591 220063 690,591
4,448,313 2,771,342 4,448,313 2,271,342
3,359 1,655 3,359 1,655
- 32,240 - 32,240
- 1.375 - 1.375
3,359 35,270 3,359 35270
4,451,672 2,306,612 4,451,672 2,306,612
147,520 - 147.520 -
4,59%,192 2,308,612 4,599,192 2,306,612
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Loss from Ordinary Activilies

{o} Borwowing Cosfs
inferast:
Director related entifies
New Tel Limited
Other entities

b}  Other disclosure items In respect of the loss from
Ordinary Activities

Net bad and doubtul debts arsing from:
New Tet Limited

Other entities

Amaortisation of Intelleciual property rights

Depreciation and Amortisation
Depreciafion of plant and equipment
Amortisation of Leased plant and equipment
Amortisation of Leasehold improvements

Amortisation of Goodwill

Management fees fo Parent Enfily
Foreign exchange loss

Net transiers to provisions:
Revajuation decremeant on inveniory
Diminuition of nvestments:
Revajuation decrement on plant & equipment
Provisions for warraniies
Employee entiflements
Operaiing lease rental expenses

Minimum lease payments

Sabes of assets in the ordinary course of business

have given rise 1o the following profits and losses:

Nef Profifs

On sale of plont and eguipment

AEC Group AEC Entity
2003 2002 2003 2002

] $ ] $
46,034 - 46,036 -
139.270 120,708 139,270 120,708
78,950 22,659 78,950 22,659
264,256 143,367 244,256 143,367
400,000 - 400,000 -
405,297 297,504 405,297 297,504
- 642,279 - 470,652
190,135 174,208 186,067 170,839
192,614 181,404 192,614 181,404
12,414 8,358 12,414 8,358
- 422,615 - 256,977
174,984 556,565 174,984 654,565
35,674 - 35,674 -
158,275 50,000 158,275 50,000
- - - 165,438
341,307 - 341,307 -
479,000 - 479,000 -
79,704 44 557 79,704 44 557
229,490 110,833 229,490 110,833
35,695 - 35,4695 -
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4, iIncome Tax
{a) iIncome Toax Expense

Frima {acie income tax {benefit}
calculated o 30% on operating loss

increase in income tax expense due to:
Amoriisation of goodwill
Interast of structured finance deposit

Interest on research and developmend
deposit

Dirinuition of investmeants
patents non deductible

Amoriisafion of intellectual property
rights

other permanent differences

Tax losses of the Company and
conirolled entifies not caried forward
as future income tax benefits

Timing differences not brought to
account as future Tncome fax benefits

income fax expense/{benefit]
atiributable to operating loss

{b) Future Income Tax Beneflt calcuiated at
30%

Provisions

Accruals

Plant & Equipment

Leoses

Patents deductible in future

Legai costs deductible in fulure
Oftset of Provision for Deferred Tax

Future Income Tax Benefit not brought
{c account

AEC Group
2003 2002
$ ]
{1.545,862) {1.923923}
- 126,785
- 23,379
- 109,141
24,185 -
- 192,684
4,523 RN
990,019 1,360,323
597,135 )
562,322 146,514
187,621 86,131
26,444 -
118,312 5,426
52,500
B9.537
{2.654) {50,687}
{1.026.082) {207,386}

AEC Entity
2003 2002
$ $

(1,544,497} (1,871.393)
- 77093
- 23,379
- 109,143
- 49 692
24,185 -
- 141,194
4,523 111,631
P18,653 1,359,281
597,136 -
562,322 166,516
187,621 84,133
26,444 -
110,312 5,426
52,500 -
89,537 -
12,454} (50,687
(1,024,082} {007 386)
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AEC Group AEC Entity
2003 2002 2003 2002
$ $ $ $
Income Tax cont'd
{c) Provision tor Deferred Tax calculated at
30%
Prepaymenis 2,654 5,308 2,654 5,308
Unrealised foreign exchonge gains - 12,554 - 12,554
Depreciation - 32,825 - 32,825
Oftset of Future income Tax Benefit {2,654} {50,687} {2,654 {50,487}
{d} Potentict fulwre Income tax benefits
caiculated ot 30% not brought to account
as asseds:
Tax iosses - - - _
Timing differences 1,026,082 207,386 1,026,082 207,386
1,026,082 207,386 1,026,082 207,386

The potentici future income fax bensfit ardsing from tax Josses at 30 June 2003 and timing differences has not been recognised
as an asset because recovery of thess s not virtually ceriagin and recovery of fiming differences i not assured beyond o
reasonaile doubi, At 30 June 2003, # the Company meets the conditions for deductibility imposed by Division 145 of the
Income Tax Assessment Act [1997), gross unoiilized tax josses of $10 milkon {2002: $7.0 milion] {consolidated enfity: $10 milfion
{2002: $7.0 million]] may be available for future utilization.

The potenticl future income tax benefit will oniy be cbiainad if:

a) assessable income is derived of a noture and of amount sufficient to enable the benefit from the deductiions to be
redlised or the benefit can be utiised by the Company and/or the consolfidated entity in accordance with Division 170 of
the income Tax Assessment Act 1997;

bl condifions for deductibility imposed by the law are complied with; and

c}l no changss in tax legislation adversely affect the realisation of the benefit from the deductions.

Tax Conisoiidation

For the purposes of income taxalion, Advance Engine Componeants have not elecied 1o form o tax consolidated group. [f s
not expecied the group will elect io form o consolidated fax group s there does not appear 1o be any benefit in doing so.
There will be no consequences to the deferred tox assets, deferred tax liability unutilized tox losses by not joining the
consolidatad tax regime.
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Loss Per Shore

AEC Group
2003 2002
$ $
Basic loss per share ($0.032) ($0.051)

There are no dilufive potential ordinary shares, therefore dilutive loss per share has not been calculated or
disclosed,

2003 2002
No. No.
The weighted average numier of ordinary shares on issue
during the finoncial year used in the caoiculalion of basic
162,006,420 125,171,128

loss per share

RECONCILATION OF LOSS USED IN THE CALCULATION OF LOSS PER SHARE

2003 2002
$ $
Net Loss (5,152 .875) (6,413,078}
Operating loss used In the calculation of basic loss per {5,152 875] (4,413,078}

share
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AEC Group AEC Entity
2003 2062 2003 2002
$ $ 3 $
Birectors’ Remuneration
The direciors of Advanced Engine Components Limited
during the year were:
A Middleion
A Hamiton
« [ Malone
e A Apedaile
« [ Van Drasek
« M Nacson
e P fermyn
« Glong
e G Keys
The fotal income paid or payable, of otherwise made
available, o ol direciorns of the company and controlied
enilfies, by the company or by any related party 387,986 183,950 387,984 183,250
2003 2002
MNo. No.
The number of directors of the company whose income
from the Company or any related party falls within ecch
successive $10,000 band of income:
30 - 49,999 4 2
$10,000 - $19.999 I -
$30,000 - £39,999 - I
$140,000 - 3149999 1 1
$210.000 - $219.999 I -
Executives’ Remuneralion
Aggregaie remuneralion in respect of the finoncial year,
received or due and receivabie from the Company,
entifies in the consclidated entfity, or related parties by
executive officers of the company and of controlled
eniities whose income is $100.000 or more 157,749 147,069 157,949 147 069
The number of Ausirglian based execotive officers of the
Company and of controlied entifies whose remuneration
from the Company or relgted parties ond from entifies in
the consoidaied eniity falls wilthin sach successive 2003 2002 2003 2002
$10.000 bond of income: No. NoO. No. No.

F140.00G - 549,999 - i
FHA0.00G - 559,999 I -
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Employee Share Option Plan

The plon gllows for the isue of a number of options which shall not exceed the number eguivalent o 5% of the iotal
numizer of ordincry shares on ssue in the capital of the Company from fime fo fime. The oplions gre exercisable at the
greater of 126% of the weighted average price of shares frading on the ASX, caiculated over five businaess days prior o
peing granted and $0.35 each, expiring 5.00pm on 31 December of the year three (3] years from the year of issue. Options

issued under this plan are not fransferable.

The Consolidated Entity's Employee share option plan expired ot 5.00pm on 31 December 2002, Under the plan, no options
had been issued to employees, of were exercisable at the fime of expiry.

Remuneralion of Auditors

{a) Auvditors of the Company - Horwath

Audit and review of the financial report

Other gssurance services

{a) Auditors of the Company - KPMG

Audit and review of the financial report

Other gssurance services

Cash

Cash on deposit
Other deposits

Current Receivables

Yrade receivabies

Provision for doubtiul debts

GST recoverable

New Tel Limited {Note 33{cl}
Provision for doubtiul debts

Current Inventories

Raw materials and siocks — ot cost
Work in progress — ot cost

Finished goods — ot cost

Provision for Net redlizable value of inventory

AEC Group AEC Entlty
2003 2002 2003 2002

p $ 3 $
12.000 - 12.000 -
12,000 - 12,000 -
8,258 185,000 8,258 185,000
- 19,607 - 12,607
8,258 204,607 8,258 204,607
765,973 45,975 765,961 &£,478
2,559 1,500 1,500 1,500
768,532 B, 475 767 461 7978
V647 777 2,386,974 V647,777 2,384,274
(679397 1297 504) (679,397} {297 .504)
P68,380 2,089,472 P68,380 2,089 472
5,529 12,158 5,529 19,158
400,000 - 400,000 -
(400,000} - (400,000} -
273,909 2,108,630 273,909 2,108,630
437,913 529,517 437,913 529,517
211,411 145,582 211,411 145,582
140,000 - 140,000 -
789,324 675,099 789,324 675099
(208,275} 150,000} (208,275} {50.000]
581,049 425,099 581,049 4625097

b
|3
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AEC Group AEC Entlty
2003 2002 2003 2002
3 $ 3 3

13. Cther Assets — Curent

Prepayments 182,635 113,975 182,635 113575
14. Other Financial Assels — Non-Current

Term Depaosit - 1,059 - -

Long-term ioans 1o confrolied entifies - - 181,932 181,932

Less: Provision for non—recovery - - {181,932 {181,932}

invesiment in controlled entities - - 3,105,294 3,105,294

Less: Provision for diminution - - {3,105,284} {3.105.284)

- 1,059 i2 12
15. Plont and Equipment - Consclidated
PFlant and Equipment Leased Plant and teaseholkd TOTAL
Equipment Improvements
$ $ 3 $

Gross Canrying Amount
Balance at 30 June 2002 2,304,774 214,784 BA,299 3,308,857
Additions 114,523 - 162,280 278,873
Disposals {24,068} {144,381} - {170,449}
Transfers - 37,843 - 37,843
Balonce at 30 fone 2003 2,399,299 BOB, 246 247,579 3,455,124
Accumulated
Bepreciation/Amortisation
Balkance at 30 fune 2002 {1.96%,025} {214,750} {11,418} {2,197,193}
Disposals 21,765 36,859 - 58,624
Transfers - {37,843} - {37,843}
Revaloation decrement {22,624} (282,021} {36,662} {343,307}
Depreciafion expense (170,136} (172,614} {12,414 {395,163}
Baoforice at 30 June 2003 {2.140.020} (692.369] {60,494} (2,912,883
Net Book Value
As of 30 June 2002 337,749 700,034 73,881 1,111,664
As of 30 June 2003 239,279 115,877 187,085 542,241
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15. Plant and Equipment - Company

Flant and Equipment {eased Plant and Leasehold TOTAL
Equipment Improvements
$ $ $ $
Gross Canrying Amount
Salance at 30 funs 2002 2097242 ?16,784 785,299 3.099.326
Additions 116,591 - 142,280 278,871
Disposals {24,068} {145,381 - {170,449
Tramnskers - 37.843 - 37.843
Salance at 30 Juns 2003 2,189,765 808,244 247 579 3,245,590
Accumulated
Bepreciation/Amortisation
Baofarice at 30 June 2002 (1,763,560} {214,750 {11.418) {1.991.728)
Disposals 21,765 354,859 - 58,624
Fransfers - {37.843) - {37.843)
Revaloation decrement {22,624} [282.521) [36.662] {341,307}
Deprecialion expense {186,047} {152,614} {12,414} {391,095]
Balonce ot 30 fone 2003 (1,950,484} (692,349) (60.444] {2,7003,349}
Net Book Value
As ot 30 June 2002 333,680 700,034 73,881 1,107,597
As of 30 June 2003 239279 }15.877 187 085 542,241
AEC Group AEC Entity
2003 2002 2003 2002
$ $ $ 5

16. Intangibles

Goodwil 435,378 435,378 269,740 2469740

Accumulated Amorfisation {435,378) {435,378} {269,740} {269, 740]

intellectual Property Rights — at cost 3,221,057 3,221,057 P 149,643 1,149,643

Accumulated amaortisation (3,921,057} (3,921,057} (1,149,643} {1,149 ,643)
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Current Payables

Trade creditors
Trade creditors — director related entities

Orher credifors and gocruals

Curent interesi-Bearing Liabilities
Unsecured:

Loan from New Tel Limited {note 33 (ci)
Loan from Lim Asig Arbitrage Inc. {note 33

fch

Secured:

Lease labilities (i {nole 29 (b}

i} secured over the individual assefs leased.

Current Provisions
Employee entitfernents (note 24
wWarranty provision

Cther Current Liabilities

Unearned ncome — Government Grants

Non Current Payables

Loan from 498 Capital Asia Pacific Bimited —
unsecured

AEC Group AEC Entity
2003 2002 2003 2002

;] $ ;] 3
2,171,866 1,681,679 2,171,866 1,681 679
- 3,452 - 3,452
866,090 823,755 866,090 823,755
3,037,956 2,508,886 3,037,956 2,508,886
- 3,348,209 - 3,348,209
&01,677 - &01,677 -
152,013 201,203 152,013 201,263
760,690 3,549,412 760,690 3,549,412
251,238 145,847 251,238 145847
479,000 - 479,000 -
730,238 145,847 730,238 145,847
&O3,030 807,093 £03,030 807 093
3,322,056 - 3,322,056 -

498 Capital Asia Facific Limited has given an undericking not to demaond repoyment of this loan until 3¢ June 2004, This

loan is snsecured and interest free.
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AEC Group AEC Entity
2003 2002 2003 2002
$ $ 5 $
Non-Current Interest-Bearing Liabilities
Secured!:
Loan taclity {} {note 33 {d)} 2,144,360 - 2,144,360 -
Lecse Habiities {ii} (note 29(b}) 351171 525,235 351,171 525,235
2,425,531 525,235 2,495,531 525,235
(i} Secured by a fixed and floating chorge over the ossets of the Company.
() secured over the individual ossets leqsed.
Non-Current Provisions
Employse entifliements (note 24) 36,010 61,697 36,010 61,697
Employee Enflilements
The cggregate employee enfilement liability
recognized and included in the financia
statements is as foliows:
Provision for employee entiflements:
Current {note 19} 251,238 145,847 251,238 145,847
Non-current {note 23} 35010 &61.697 35010 61,697
287.248 207,544 287.248 207.544
The present value of employee entitlerments not
expecied 1o be setiled within twelve months of
balance dale have been coiculaied using the
{ollowing welghted averages:
2003 2002 20603 2602
No. No. No. No.
Number of employeess at end of financial year 37 33 37 33
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Non-Hedged Foreign Currency Bolances
The aAustrolion dollor equivatent of  foreign
currency balonces included in the  finoncial
statements which gre not effectively hedged are
as foliows:

Us Dollars
Payables - Curent

Conadian Dollors
Fayables - Current

Euro
Receivables - Curent
Fayables - Curent

Swiss Francs
Fayables - Curent

AEC Group AEC Entity
2003 2002 2003 2002
3 $ $ $
{111,429} {121.541) {111,429} (121,541}
{8,969} {42,130) {8,969} {49,130}
1,252,768 1,075,631 1,252,768 1 075,631
(37,6701 {45,000) (37,6701 {45,000}
42,2801 {102,658) 42,2801 (102,658}
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AEC Group AEC Entity
2003 2002 2003 2002
$ 3 $ 3

Contributed Equity
169,342,036 fully paid ordinary shares {2002: 151,842,034 25,809,199 24.9454,199 25,809,199 24.9454,199
rovement in ordinary shores
Bolonce at the beginning of year 24,944,199 22,391,251 24,944,199 22,391,251
Shares issued
*  Bsue  of 330000 ordinary shares @ R0.077 in

considercgtion of intellectual property in ford 300+

Frogram - 58,410 - 58,410
*  Bssue of 49,280,535 ordingry shares & $0.05 pursuant o

G fights offering to existing sharehoiders - 2,464,027 - 2,464 027
*  ssue of 4,000,000 ordinary shares @ $0.05 pussant fo o

piccement competed Jancary 2002 - 200,000 - 200000
= ssue of 31,392 ordinary shares @ 3%0.35 from the

exercise of listed options - 10,987 - 10,987
= ssue of 10,000,000 ordincry shares @ $0.05 in

consideration  on  sefflement  of  Intercompany

borowings 500.000 - 500,008 -
*  Bsye of 7800000 ordingry shores @ F0.044 in

considerafion on setllement of dispute with consultant 345,000 - 345,000 -
Share issue costs - {160,476} - {160,476)
Balance ot end of year 25,809,199 24,764,199 25,809,199 24.9454,199

Terms ond conditions

Holders of ordinary shares are entifled to receive dividends as declared from time fo time and are entilled fo one vote per
share at shareholders meetings.

in the event of winding up of the Company. ordinary shareholders rank affer gl other shareholders and creditors, and are
fully entifled fo any proceeds of liguidation.

Options on issue

Opening balance 55975115 56,006,507 55975115 56,006,507
Less: Exercised during the vear B (31.392) B (31,392
Less: Expired during the vear (55.975,115) ) (55.975.11 5] )
Closing baionce - 55,275,115 - 55,275,115

On 31 December 2002 all ssued oplions of the Company that had not been exercised by that date expired. The revised
exerciwe price foliowing the Company's rights issue in September 2001 was $0.33. The last fraded price for the shares prior io
suspension of the stock on 25 Cctober 2002 with the ASK was $0.042,
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Notes to the Financial Statementis
for the Financial Year Ended 30 June 2003

Reserves AEC Group AEC Entity

2003 2002 2003 2002
5 $ s 5

Option reserve

Opening balance 352,250 352,250 352,250 352,250

Less: Reserve ransferred to accomulated losses on

option axpiry {352,250} - {352,250) -
- 352,250 - 352,250

Option Reserve

Where options are used as part of consideratfion for acqusitions or are issued af other than nil consideration the vaiue of the
opiions ars recognised by the Company in the opfion reserve.

Commitments For Expenditure
{a) Coniractual Commilments

- Refainers fo Consultanfs

Not iater than 1 year 36,958 186,750 36,958 186,750
Later than 1 yveor and not iater than 5 years - 380,250 - 380,250

36,958 567,000 36,958 567,000
{b) Finance Leases

Legsing grrangements

The Consolidated Entity leases plant and sguipment under finance leases expiing from 1 10 5 years. At the end of the lease
ferm the Consolidated Entily has the option to porchase the plant and eguipment af o price desmed to be g borgain
purchase option.

Fingnce legse lighilities

No fater than 1 year 186,649 244,350 {84,649 244 350
Later than 1 year and not later than 5 years 380,054 584,411 380,054 584,411
Minimum finance legse payments 566,703 828.741 564,703 898,741
Less future finance charges {56,519} {102,323} {56,51%) {102,323)
finance lease fabilities 510,184 726,438 510,184 726,438

included in the financial statements as:

Current interest bearing labfities {note 18} 159,013 201,203 159013 201,203
Non-current inferest bearing labilties (note 22} 351,171 525,235 351,171 525,235
510,184 726,438 510,184 726,438

Operaiing leases

Not lafer than 1 year 108,000 176,687 108.000 176,667
Later than t year and not later than 5 years 936,000 _ 936,000 R
1,044,000 | 76,667 1,044,000 176,667

The consolidaied entity leases property and equipment under non-canceilable operating leqses sxpiring within the next fen
yaars. Leases generally provide the consolidated enfity with a right of renewal at which fime all terms are re-nagoticted.
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Notes to the Financial Statementis
for the Financial Year Ended 30 June 2003

(a) Pardiculars in relation to Conirclled Entilies

Ownership inferest
same of Entity Country of 2003 2002
Incorporation Ve %

Parent Enfity

Advanced Engine Components Umited Australics

Confrolied Enfities

Sprintex Austradasia Piy Lig Austratia 100 100

Transcom NGVYS Research Py Lid Australic 150 150

AEC Vehicle Technology Py Lid {formerly Orix Austratics 100 100

Vehicle Technology Pty Lid)

NGVS (MNo.1] Pty Lid Australia 150 150

NGVS (No.2] Pty Lid Australia 150 150

NGVS (MNo.3] Pty Lid Australia 150 150

NGVS (MNo.4] Pty Lid Australia 150 150

NGVS (MNo.5] Pty Lid Australia 150 150

NGVS (MNo.6] Pty Lid Australia 150 150

NGVS (No.7] Pty Lid Australia 150 150

NGVS (Mo B8] Pty Lid Australia 150 150

NGVS (No.9] Pty Lid Australia 150 150

NGVS (No. 10} Phy Lid Austradics 150 150

NGVS (No. 11} Phy Lid Austradics 150 150

NGVS (No.12} Phy Lid Austradics 150 150

NGVS (No.13} Phy Lid Austradics 150 150

NGVS (No.14) Phy Lid Austradics 150 150

NGVS (No.15} Phy Lid Austradics 150 150

NGVS (No.16) Phy Lid Austradics 150 150

NGVS (No.17} Phy Lid Austradics 150 150

NGVS (No.18} Ply Ltd Austradics 150 150

NGVS (No.19) Ply Lid Austrodics 100 100

Accumulated Losses

AEC Group AEC Eniity
2003 20062 20063 2602
$ s s $

Accumulated iosses at the beginning of the year (28,945,717} (22,532,639} {28,951,328] {22,713.353)
Operaiing koss after income tax (5,152,875} [6.413.L078) (5,148,323} 6,237,975
Transfer from Option Reserve on explration 352,250 - 352,250 -
Accumulated losses at the end of the year {33,746,342) {28,945,717] {33,747 4011 {28,951,328)
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32. Segment Reporting
infer-segment pricing s determined on an arm’s iength basis.
Segment resuits, assets and licbilities include tems directly offributable to o segment as well as those that can be aliocated on o reacsonoble basis. Unallocated items maoinly
compiise of inferest bearing loans, borrowings and expenses.
Business Segments.
The consolidated entity comprises the following main business segments:
The Notural Gas Vehicle Systems [NGVS) segment operated in the public fransport area of the indostry. Predominantly, NGVS is responsible for the Company’s confracts to supply its
patented Natural Gas comustion technology. The Division's operalions are bassed at the Company's Head OHice in Malaga, Western Ausiralia.
The High Performance Engine Products segment {Sprinfex and the AEC 300+ developmeni programi operated in the possenger car area of the induskry. This segment is responsible
for the research ond development and commercialisalion of the Company's palented twin-screw Sprintex Superchargsr, and exploiting the opporiunifies presented by the
Cormpany’s Electronic Control Unit {(ECUF which the Company originally developed for the NGVS Technology. Sprintex’s operations are primarily based ot the Company's Head
Office In Maoioga, Western Australia.
The Bullet Supercars segment {Buliet} operates in the retail of Sporis Cars category of the passenger car industry. The segment is responsible for the production, sale and altermarket
service of the Company’s Buliet Roadster vehicle. The segment was predominantly in preparation phase dwing the year, whilst the ADR progrom was belng conducted. Bullet's
operations are based af Yatala in Queensiand.
Geographical Segments — The geographical segments of the Consolidaled Entity are auskralic ond France.
Primiary Reporting - Business Segments NGVS (Natural Gas High Performance Engine Bullet Supercars Unaliocated Consolidated
Vehicle Systems) Products
2003 2602 2003 2002 2603 2002 2003 2002 2003 2002
s $ S S s S S S S S
Revenue
Total Revenue 4,176,453 2,197,472 50,142 109,140 372,597 - - - 4,599,192 2,306,612
Result
Segment Result 2,619,706} 44,050 {282,914} {960,603} (1,643,480 (2,615,542 {606,575) {2,.882,9583} (5,152,875} 6,413,078}
Depreciation of Fixed Assets and 144,553 32,545 23974 147,403 206,636 144,024 - - 395,143 343,972
Amortisation of Leased Assets
Amortisation of Infangibles - 205,459 - 316,957 - 542,478 - - - 1,064,894
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32. Segment Reporfing cont'd

Primary Reporling - Business Segments NGVS (Natural Gas High Performance Engine Bullet Supercars Unallocated Consoiidated
Vehicle Systems) Products
2003 2602 2003 2062 2603 2002 2003 2002 2063 2002
$ $ 5 s $ 5 5 s s 5

Other non-cash items:

Amounis sef aside {o provisions

Doubtul debis 400,000 159,751 - 137,753 - - 400,000 - 800,000 297,504
Employes Entitlements 58,144 {15,081} 3157 4,131 18,403 55,507 - - 79,704 44,557
Revaiuaiion decrement on plant &
equipment - - - - 341,307 - - - 341,307
Frovision for warraniies 479,000 - - - - - - - 475,000
fnventory diminction - - 2,909 - 155,344 50,000 - - 158,275 50,000
Assets
Segment Asseis 2,312,340 2,419,007 56,356 369,328 679,670 1,180,567 - - 3,048,366 3,968,202
tiabilifies
Segment Liabilifies {2,958,883} {3,523,523} {70,849} (194,471} {943,450 {531,967} {7.012,327) {3,348,209} (10,985,509} {7.598,1704
Acguisition of Non-Current Assefs 278,873 18,885 - - - 499,800 - - 278,873 718,685
Secondaty Reporting - Geographical France Australic Consolidated
Segments

2003 2002 2003 2602 2003 2002
Segment Revenue by location of 3,604,894 1.354.428 94,298 952,184 4,599,192 2,306,612
cusiomers
Segment Assels by location of assefs 852748 1.070.46% 2,195,598 2.898,279 3,048,365 3,968,748
Acquisition of Non-Current Assets - - 278,873 718,485 278,873 718,685
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33. Related Party Disclosures

{a) Directors’ Remuneralion

The names of each person holding the position of Director during the year are as follows:

s« Mr A Middieion {aoppointed 1997

s Mr A Hamiton {resigned 16 December 2002}

s MrF Malone {resighed 16 December 2002}

L] Mr S Apedalle {appointed January 2003 & resignad ¥ May 2003)

*  Mr D Van Drosek (appointed ¢ May 2003 & resigned 7 August 2003
s Mr G Long {appointed ¢ May 2003

L] Mr G Kevys {appointed ¢ May 2003

s MrNacson {appointed 9 May 2003 & resigned 7 August 2003

L] Mr P lermyn {appointed 9 Moy 2003 & resigned 4 fone 2003)

Detalls of directors’ remuneration is disclosed in note 4 i the financial statements.

Fully Paid

20063 2002
No. No.

{b) Directors’ holdings of shares and share opfions

The inferests of Direcfors of the cormsolidated enfify and their director-related
entities in shares and share options of enfities within the consolidated entity of
yveor end ore set ouf below:

Crdinary Shores {1}

Opiions over ordinary shares {2}

{t] At 30 June 2002, New Tel Llimiied, o dieciorrelgfed entity held
109,000,000 shares, and 20,000,000 options over ordinary shares in the
Company. These shares and options are not included in the above.

{2) At year end Llim Asic Arbirage Inc, o direciorrelated enfity held
109.000,00C {2002: -} shares. These shares were scld to 698 Capital
infernaticna Lid subsequent to yveaor end.

Directors Transactions in shares and shore opfions

827,500 1.097.670

- 10,350,733

During the year Director rekated persons purchased 113,500 shares on market prior 1o the Company going info its voluntary

frading suspension.

During the year New Tel Limited {in figuidation) the Company’s former parent sold 109.600,000 shares in the Company o
LiM Asio Arbifrage inc {"LIM™). Shortly after this purchase UM appointed its reprasentatives to the board ond becams o

director related entity.
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{c} Transocfions invoiving the parent enfifies

On 10 December 2002, the Company's parent enfity, New Tel Limited [New Tell, was placed in adminisirafion, and
subsequenifly placed in Higuidafion on 17 January 2003, During the current and prior financial years, New Tel provided cerigin
services 1o the Company onder the ferms of o management services agreemani, dated ¢ November 1999, and charged the
Compaony $174,%84 {2002: $656,.565] with respect to these services. The monagemeni services agreement expired on ¢
November 2002 cnd was not renewed. In addition, New Tel charged the Company for felecommunications services of
$30.,067 (2002: $21,289) and inferest of $139.270 {2002 §120,708] with respect to infercompany borowings.

During the year New Tel advanced the Company $294000 In ioans. New Tel aiso paid $163.027 in costs on behalf of the
Company. In October 2002, New Tel Limited recailed $400.000 of its loans to the Company.

During the year HM Asia Arbitrage Inc [HIM] fook possession of the intercompany ioan from New Tel. Laler in the yeor this
loan was sold fo 698 Capital Asia Pacific Limited.

During the year LM also advanced the Company $4600,000 and charges inferest on this advance at an inferest rote of 8.41%.
At yvear end LIM was doe $601.676.

{(d) Transactions of directors and directors-refoted entities

In the prior year, Mr Antony Middieion porchased maintenance services fom the Compaony. Mr Middieton paid $3.04% in
total for these fransactions, which were charged of normal commercial rafes.

Mr Middieion Ts a director and shareholder of WA Pharmacy Management Phy Lid |, which provides o motor vehicle leased o
the compony al normat commercial rates. Duing the year 30 June 2003, Wa Pharmacy Management was paid $13.800
{2002: $21.122}. During the prior year, Mr Middieton entered info arangements to purchase a Bullet Roadsier V8 from the
Company on normal commercial terms. Further o the sale transaction, Mr Middleton has leased back the vehicle on «
rmonih ic month basis to the Company for the porposes of assistance In its ADR complicnce program. Mr Middieton receives
$1.150 per month in respect of this agreement.

During the year Mr Hamillon purchased o Bollet Roadster VBSS from the Comypany on normal commercial terms. Further fo
the sale fransaction, Mr Homitton leased back the vehicle on a month to month basis to the Company for the purposes of
marketing and costomer evaiuation. Until his resignation as director, Mr Hamiltors had received $4.541 in respect of this
agreement.

During the year Commonwealth Equity Lid {CEL} advanced the Company $2,100.000 and charges interaest on this advance
ot an interest rate of B.41%. This loan was secured by way of fixed and floating chorge over the assets of the Company. Al
vear end CEL was due $2,144,360. CEL s o refated entity.

During the year the Company entersd info a number of fransactions with LiM Asia Arbitrage Fund inc (LIM]. Mr Long is «
director of LIM. Deilgils of the ransactions are sef out In Note 33 {c} of the fincncial sigtements.

Mr Wang, Mr Liu and Mr Lee are directors of 698 Capiia! international Limied and 698 Capial Asia Pacific Limited. Details of
fransaction with these entities are sef out elsewhere in the notes of the financial statements.

{e} Transactions Within the Wholly-Owned Group

There were no kansactions within the wholly-owned group doring the year. Al loans from the parent company o whoily-
owned entifies weare folly provided for non-recovery In prior years {see Nole 14].
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AEC Group AEC Entity

2003 2002 2003 2002
$ $ $ $

34. Notes To The Statement Of Cash Flows
{a} Reconcifiation of Cash
For the purposeas of the statement of cash flows,
cash includes cash on hand and in banks and
investments in money marke! instruments, net of
outstanding bank overdrafis. Cash at the end
of the financial year as shown in the statement
of cash Hows is reconciled o the relaled fems
in the Statement of Anancial Posifion as follows:

Cash {Note 10} 785,973 6,975 765,961 6,478

Deposit (Note 10} 2,559 1,500 1.500 1,500

768,532 8,475 767 481 7978

{B) Non-Cuash Financing and Investing Acfivities

The Consolidated Entily acguired plont and equipment with an aggregate fair value of nit {2002: $718,685) by means of
finonce leases.

During the year, the Company issued 18,000,000 shares in salisfaction of s intercompany borrowings of $500,006 from
New Tel Limited. Later in the year, the Company issuad 7,500,000 shares in setlement of o dispute regarding consulting
sarvices. These shares were issued at 4.6 cents a share 1o seifle $345.000 in services.

The above ransachons are not reflected In the Statement of Cash Flows.
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Notes To The Statement Of Cash Flows {cont.)

(c}

Reconciliation of lLoss From Ordinory
Activifies Affer Income Tax to Nef Cash
Fiows used in Operdafing Activilies

Lloss from  ordinary  activities  ahter
income tax

fless) items classified as  Tnvesting
activities:

{Profitifloss on sale of non-curent
assels

Add non-cash items

Depreciglion and amortisation of non-
current assets
Doubtul debits provision

Diminction In Inventory

Diminution in plant ond equipment

Unreaiised foreign exchange
{gam}ifioss

Amounts set aside for provisions

Nei Cash {osed in} operating achivities
before changes in net assels and
Hobilities

Changes in net gssets ond fabilities:

{incredse]/decrease in asseis:
Current receivailes
Current inventories
Cther currant gssets

Other financial assets

increose/ {decrease] in Habilities:
Current payables
Current inferest bearing llabilifies
Giher current liabilifies
Non-current interest bearing liakilities

Net cash {used in} operating activities

AEC Group AEC Entity
2003 2002 2003 2002
$ 3 $ $

(5,152,875} (6,413.078) (5,148,323 (6,237,975}
{35,695} - {35,695} -
395,163 1,428,844 391,095 1,088,125
800,000 - 800,000 -
158,275 - 158,275 -
341,307 - 341,307 -
35,674 [42,298] 35,674 {42,298
558,704 3920863 558,704 557,697
{2.B99,447} (4,634,449 {2.878,963} {4.634,449)
699,047 (1,111 553 699,047 {1.11,053)
{114,225} {202.188) {114,225 {202.188)
168,660} (51.712) 168,660} {51.712)
1,059 - - -
623,135 497,592 623,135 497,698
526,523 - 526,524 -
{298,130 1,248,275 {298,130 1,248,275
44,360 - 44,3560 -
{1.486,338} {4,253,.535] {1.486,912} {4,253,429)
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Financial Instruments

foif Significant Accounting Policies
Details of the significant accounting policies and methods adopted, including the criteria for recognition, the basis
of measurement and the basis on which revenues and expenses dre recognised, in respect of eoch class of
financial asset, finoncial kabiity and equity instrument are disclosed in note § to the financial statements.

lie)} interast Rafe Risk
The fo[iowing table detalls the consolidated entity's exposure to interest rate risk as af the 30 June 2003:

Fixed Interest Rate Maturity

Average Varioble 1te s More Totai
lrterast Interest tess than Yedars than 5 Non-
Rate Rate 1 Yeor Yedrs nterest Bearing
2003 % $ $ $ $ $ $
Finoncial Assefs
Cash 3.4% 765,973 - - - 2,559 768,532
Recelvables . - - - - 973,909 $73,509
765,273 - - - F7 6,468 1,742,441
Finoncial Liabilifies
Payabtes - current . - - - - 3.037.956 3.037.956
Payables - non current . - - - - 3,322,054 3,322,056
Loar: facilifies 8.41% 601,676 | 2,144,360 - - - 2,746,036
Finonce lease fiabilifies 9.55% 159,013 351,171 - - 510,184
&01,676 2,303,373 351,171 - 4,360,012 9,616,232
The fo[iowing table details the economic enfity's exposure to interest rate risk as of the 30 June 2002
Fixed Interest Rate Maoturdty
Average Variable 1to § More Non-
Interest Interast tess than Yedars than 5 Interest Average
Rate Rate 1 Year Yeors Bearing inferest Rate
2002 o S 3 S $ 3 %
Finoncial Assefs
Cash 1.71% 4,975 - - }.500 8.475
Receivables - - - - 2,108,630 2,108,630
Investments and 0% 1.059 - - - 1,059
deposits
5.034 - - 2110.130 2,118,164
Finoncial Liabilifies
Payables _ - - - {2.508.88¢) | (2.508.886)
Loan from NTL 10.00% (3,348,209} - - {3,348,209)
Finance lease Habilities 9.55%, R {201,203} {525,235) {726,438
(3,409,506} | {201,203} {525,235} {1,949.995) | 6.583.533)
c} Foreign Exchongs Risk

The consolidated entily does not comenily enter into forward exchange rate contracts to hadge purchase or sale
commitments. The directors are of the view that #s IRISBUS confract s yet fo establish a trend from which o
hedge. The consolidoied entity confincally reviews its foreign exchange risk and minimises s exposure by
sourcing non-core components in the saome curency.
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Independent audit report to the members of
Advanced Engine Components Limited

Financial Instrumentis {conit'd)

{cl} Credit Risk

Credit tisk refers 1o the risk that o counter-party will default on s contracival obligaions resulting in financial loss fo
the consolidated eniity. The consolidatied entity has adopied the policy of only decling with creditworthy counter-
parties ang cbiaining sufficient collateral or other securlly where appropriate, as o means of mitigating the risk of
fincncial loss from defaulis. The consofidated entity measures credif risk on o fair vaiue basis.

The credil dsk on financial assets, excluding Investments, of the consolidated entity which have been recognized on
the staterment of financial posifion, i the carrying amount, net of any provision for doubtiul debis. As at 30 June
2003, 98% (2002: 96%) of the consolidated entity’s trade debtors were owed by two customers in the NGVS business
segment. These debtors comprise of o large mullinational vehicle manufacturer, and o Federal Government
authorty, and therefore the credit fisk cssociated with these parties is considered to be minimal.

el MNet Foir Vioiue
The carrying cmount of financial assets and Anancial Babilifies recorded In the finandlal stctements approximates
thek respective net fair values, determined in accordance with the agccounting policies disclosed in note 1 to the
fincncial statements.

Economic Dependency

59% of the Company’s forecast sales revenue over the next twelve months Is expecied to be dedved from its contract for the
supply of NGVYS kits to IHsbus.

Contingencies

The Company is engaged in a number of disputes with former employess and associates of the consoidated entity. in off
cases, the Company will vigorously defend each clgim and is of the belief that no further material provision is required for
these mattars.

Two previous employees, being former owners of the Bullel Supercar business have made claims in regord to their
empioyment agreemenis, which the Company denies any liability and infends io vigorously defend. At the date of this
report, no official proceedings with respect {o this matter have been commenced.

Subject to an original Sale of Assets Agreement from July 1992, the Company purchased intellsctual property, providing for
2.5% royaity on gross recelpts from any sale of product or licensing or sale of technology for a spedific patent application. The
vendor has made claims in respect of the Company’s current confracts in Perth and France with respect o the royally
agreement. An expert engaged by AEC has concluded that the technology encapsulated in the sale of assets agreement is
not In current use in the NGYS system. The Company therefore denies any fiability in relation fo the clagims and intends o
vigorously defend any {iture claim. At the dote of this repori, no official proceedings with respect to this matter have been
commenced.

New Tel Limited {New Tell had q lsase with the landlord for the premises encompassing the site occupied by the Company
at Herdsman Western Australia. The Company occupied part of the premises vnder s Management Services Agreement
with New Tel. During the pedod of administration of New Tel, the landlord and AEC agreed to o shor-term occupation while it
secured alternative premises for g period of three months. A dispute is currently being pursued by the landlord for a clgim of
approximately $3100.000 regarding the Company's occupation. The Company will continue 1o seek to resolve the matter,

A former direcior of the Company i seeking o compensalion paymeni from the Company of $150,000. The Company denies
any Hability and intends 1o vigorously defend any claim in respect of this dispute. Al the date of this report, no official
proceedings with respect to this mabter have been commenced.

The Company i in dispute with o former employee in regard fo retention of equipment and their employment coniract. The
Company Intends 1o pursue a cloim {o recover the equipment and vigorously defend the employese’s cloim of $120.000
made by the smployes. At the dote of this report, no official proceedings with respect ioc this matter have been
commenced.

38



Advanced Engine Components Limited

38.

Independent audit report to the members of
Advanced Engine Components Limited

Subsequent Events

On 4 July 2003, 498 Capital infernational Limited {698 Capital) lodged an off market fokeover bid pursuant fo ¢ cash offer
and bidder's statement. The terms of the offer were | cent cash for each ordinary share. On 18 July 2003, the Direciors
lodged thelr target statement in response to the offer by 498 Capital.  On 29 July 2003, 498 Capital announced that # had
gained 64.57% of the voling capilal and its offer was now uncondifional.

On 6 August 2003, the Company entered info o deed of variation with Commonwealth Equity Lid 1o exiend iis loan facility
from $2.1 million fo $2.6 milion and the facility was immediately drown down fully. Subsegoently, the repayment date of the
full facility has been extended to 30 June 2004,

On 28 August 2003, the Company announced the sale of #s Bullet Supercar Division 1o Bullet Performance Products Ply Lid.
The Company wil receive $489,000 from the purchaser. The proceeds will be used {o extinguish commiiments relaiing fo the
division and as working capital for is cors businass.
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Scope

The financial report and directors’ responsibility

The financial report comprises the statement of financial performance, statement of financial position,
statement of cash fows, and accompanying notes to the financial statements for both Advanced
Engine Components Limited (the company) and the consolidated entity' and the directors’ declaration
for the year ended 36 June 2603. The consolidated entity comprises both the company and the entities
it controlled during that year.

The directors of the company are respotsible for the preparation and frue and fair presentation of the
financial report in accordance with the Corporations Act 2061. This includes responsibility for the
maintenance of adeguate accounting records and internal controls that are designed to prevent and
detect frand and error, and for the accounting policies and accounting estimates inherent in the
financial report.

Audit approach

We conducted an independent audit in order fo express an opinion to the members of the company.
Our audit was conducted in accordance with Australian Auditing Standards in order fo provide
reasonable assurance as to whether the financial report is free of material misstaternent. The nature of
an audit 1s mfluenced by factors such as the ase of professional judgement, selective testing, the
iherent limitations of internal control, and the availability of persnasive rather than conclusive
evidence. Fherefore, an audit cannot guarantee that all material misstatements have been detected.

We performed procedures to assess whether in all material respects the financial report presests fairly,
1 accordance with the Corporations Act 2001, including compliance with Accounting Standards and
other mandatory financial reporting requirements in Australia, a view which is consistent with our
understanding of the company’s and the consolidated entity’s financial position, and of their
performance as represented by the results of their operations and cash flows.

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

* examining, on a test basis, information fo provide evidence supporting the amounnis and
disclosures in the financial report, and

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

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

Independence
In conducting our andit, we followed applicable independence requirements of Australian professional
ethical pronouncements and the Corporations Act 2601.
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Audit opinion
In our opinion, the financial report of Advanced Engine Components Limited i in accordance with:

{a} the Corporations Act 2001, including:

(1) giving a frue and fair view of the company’s and consolidated entity’s financial position
as at 30 June 2063 and of their performance for the year ended on that date; and

(i) complying with Accounting Standards 1n Australia and the Corporations Regulations
2001 and

{b) other mandatory financial reporting reguirements in Australia.

Inherent uncertainty regarding continuation as a going concern

Without gualification to the audit opinion expressed above, atiention is drawn to the following matter.  As a
result of the matters detaited in Note 1 (a), there is significant uncertainty whether the Company will be able to

continue as a going concern and therefore whether it will realize its assets and extinguish its lisbilities i the
normal course of business and at the amounts stated in the financial report.

Dated the 17" day of October 2003.

HORWATH PERTH

Chartered Acconniants
Hea et Fam
ity (Opopzmm T

GLYN O’BRIEN
Partner
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Advanced Engine Components Limited

Additional Stock Exchange Information
as at 3 October 2003

Number of Holders of Equity Securities

Ordinary Share Capital
= 169,342,036 shares are held by 890 individual holders.

Options
=  No oplions are currently on issue.

Distribution of Holders of Equity Securities

Fully Paid Ordinary Shares

Holders Total Unifs %
1 - 1000 190 114,586 0.07
1,001 - 5000 166 443,175 0.26
5001 - 10,000 160 1,281,897 078
10,001 - 100,000 319 9,699,601 573
100.001 and over 55 157,802,777 93.18
Totals 890 169.342,036 100.00
Holdings less than o
marketable parcel
Substantial Shareholders
Fully Paid

Ordinary Shareholders Number Perceniage

131,771.576 7781

698 Capital International Lid




Advanced Engine Components Limited

Additional $tock Exchange Information
as at 3 October 2003

Twenty Largest Holders of Quoted Equily Securities

D0~ O s W b

My — — — —
O~ 00 e U s N e DD

Fully Paid

Ordinary Shareholders Number Percentage
698 Capital nternational Lid 131,771,576 77.81
Westpac Custodian Nominees Lid 3,131,000 1.85
Merryll Lynch {Australial Nominees Lid 2,569,369 1.52
Kassett Pty Lid 2,516,066 1.49
Kassett Pty Lid 2,400,000 1.42
Mrs Hleen Peovitis 1,674,000 0.99
Pastol investments Limited 1,592,791 0.94
legna Corporation Global Lid 1,500,728 0.89
Mr Vivekananthan s/o M V Natham 1,250,000 0.74
Mr Raymond Lee Ming Wan 517.800 0.31
Foxrock Capital Monagement Lid 500,000 0.30
WSF Pty Lid [Alan D Hll §/F A/C) 446,384 0.26
Border Panet Works Pty Lid 330,000 0.19
Mr Darren Cruickshank 307,400 0.18
Totally West Ply Lid 305,000 0.18
Aztec Trading Services Lid 300,000 0.18
Patrick M Collins 300,000 0.18
Mrs Francine Middieton 276,000 0.16
Mr Adrian Eng Cheong Khoo 250,000 0.15
Arico {Australia) Piy Lid 249,657 0.15

152,187,771 89.87
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Advanced Engine Components Limited

Additional Stock Exchange Information
as at 3 October 2003

Corporate Governance Statement

The Directors are responsiple for the corporate governance practices of the consolidated entity.
This statement sets out the main corporate governance practices that were in operation
throughout the financial year, except where otherwise indicated.

The Board of Directors

The Board carries out ifs responsibilities according to the following mandaie:

*  The Board should comprise at least three Directors;

*  The Board should be made up of at least one-third of Non-executive Directors;

*  The Chairman of the Board should be a Director;

»  The Directors should possess a broad range of skills, qualifications, and experience;
»  The Board should meet on a monthly basis; and

= All available information in connection with the items 1o be discussed af a meeting of the Board
shall be provided to each Director pricr to that meeting.

On the day on which the Directors' Report is made out, the Board consisted of one Non-executive
Director and two Executive Directors. Details of the Directors are set out in the Directors’ Report,

The primary responsibiities of the Board include:
= Approval of the annual and half-yearly financial report;
=  The establishment of the long term goals of the consclidated entity and strategic plans to
achieve those goals;
* The review and adoption of annual budgetls for the financial performaonce of the
consolidated entity and moniforing the results on a quarterly basis; and

«  Ensuring that the consolidated entity has implemented adequate systems of internal controls
together with appropriate monitoring of compliance activities.

Independent Professional Advice

With the prior approval of the Chairman, each Director has the right to seek independent legal and
other professional advice at the consolidated entity's expense conceming any aspect of the
consolidated entity's operations or underfakings in order to fulfil their duties and responsibilifies os
Directors.
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Advanced Engine Components Limited

Additional $tock Exchange Information
as at 3 October 2003

Corporate Governance Statement cont'd
Committees

The new Board considers the issues of the consolidated entity as sufficiently complex fo require
separate commiltee. The consolidated entity has now established an Audit Committee with its first
two meetings occurring affer year end, 1o approve the atiached financial statements.

The consclidated entity had not established a Nomination, Remuneration as the Board considers
the consolidated enfity is not significantly large enocugh to warrant a commities.

The Board reviews the remuneration policies applicable to all Directors and Executive Officers on an
annual  basis. Remuneration packages, which consist of base salary, fringe benefils,
superannuation, and entiflements upon retirement or termination, are reviewed with due regord 1o
performance and other relevant factors. In order o retain and aotfract executives of sufficient
calibre to facilifole the efficient and effective management of the consolidated entity’s
operations, the Board seeks the advice of external advisors in connection with the structure of
remuneration packages.

Risk Management

The Board is responsible for the consolidated entity’s system of internal confrols. The Board
constantly monifors the operational and financial aspects of the consolidated entity’s activities,
and considers the recommendations and advice of its external audifors, legal counsel and other
skill specific consullants on the cperational and financial risks that face the consolidated entity.

The Board ensures that recommendations made by its auditors and other advisors are investigated
and, where considered necessary, appropriate action is faken to ensure that the consolidated
entity has an appropriate internal conirol environment in place to monage the key risks identified.

ASX Corporate Governance Councii Guidelines

The Company intends to incorpeorate the guidelines of the ASX Corporate Governance Councll into
its corporate governance structure, prior to thelr implementation on the 1 of July 2004.
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Advanced Engine Components Limited

Additional Stock Exchange Information
as at 3 October 2003

Company Secretary
Ms Nerida Schmidt

Registered Office
12 Energy Street
MALAGA WA
Australia 6090

Share Registry

Computershare Investor Services Pty Limited
Level 2, 45 St Georges Terrace

PERTH WA 6000

Stock Exchange Lislings
The Australion Stock Exchange Limited quotes Advanced Engine Components Limited’s ordinary
shares.
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