Advanced Engine Components Limited

ASX Code ACE

ANNOUNCEMENT TO THE AUSTRALIAN STOCK EXCHANGE

13 September 20065

Company Announcements Office
Australian Stock Exchange Limited
10t Floor, 20 Bond Street
SYDNEY NSW 2000

Dear Sir/Madam,

Re: Preliminary Final Report {Appendix 4F) for the vear ended 3 June 2005

The Directors of Advanced Engines Components Limited (the "Company™) are pleased to announce the unaudited
results of the Company for the year ended 30 June 2005,
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Appendix 4E

Preliminary final report

Name of entity

Advanced Engine Components Limited

ABN or equivalent company reference

Finuncial year ended {*current period’)

|67 009 081 770 30 June 20035

For announcement 1o the market $4°000's
Revenues from ordinary activities down 59 9% 0o 1,817
{Loss) from ordinary activities after tax down 20 % 0o (1,511}
atiribulable o members
{Loss) for the period attributable to members down 20 % i {1,511}

Dividends Amount per security | Franked amount per
seoeurily

Final dividend proposed Nil ¢ Nit ¢

Interim dividend Nil ¢ Nil ¢




Results Commentary

During e year ynder raview, Advancead Engine Cormponents Limited {AEC) macde substantiol progress fawords the furthe
ormmerciclisation of the patented AEC Natural Gas Vehiclks Systern (NGVSL The cormpany continues 1o develon strategic]
kiliancss with leading Original Equiprment Monufacturers [OBEM) of engines by which dedicated natural gos sngines arel
Heveloped for sale. Sales of the engines are promoted by co-markefing i the GEM's couniry and by AEC farming strategic)
rmorketing afionces with parfners to morket these low cost, low emission, high performance engines in torgst regions. AEC alsol
l-ontinues o develon its own potented componsnts within its NGVS o offer for sale as part of its system or as componsnts tof
lother systern develoners,

Iy Fronce, AEC'S involvernent with the 400 ishus AEC NGVS Renault engined buses confinues, with these buses having
Fravelled over 45 mifion kilometres in route service sincs e first Dus wos commissioned in 2002,

A EC Is currently retrafitting the Closed Loop {Lambda Sensor) Systermn enhoncement to these buses and continues undsr they
l-ontract o supoly spare parts for 20 yaars.,

ILEC entered inlo o co-operation agresrmeant in Ociober 2003 with First Auto Works (FAW! of Chinag o jointly design, develop,)
st anct certify o nafural gos engine incomporating o FAW bose engine and AEC NGVS components.

& 4.4 lifre & cyiindsr engings, the first engine producsd under this agresment, recently cormpieted the Buropaean Steady Stote
Cycle exhaust emission procedure complying with Euro 3 standards. This standard is o generation ahsad of the Eure 2
Standard currently appied by Chinese regulatory cuthoritiss,

The FAW/AEC co-opsration agreement has proved very sucesssful 1o daote, AEC's prefiminary design of the smaller FAW 3.3
fitrex, 4 evvinder natural gos engine iz complsfe and discussions have carmrmenced on o thirg FAW/AES NG engine progrom on)
b 7.2 Titre, 4 cylinder engine.

ISEC entarsd info a product development agreement with Weifang Welchal Peterson Gas Engine Co {welchall in Sepiemihe
004 $o develop comprassed nodural gos [CNG,) liguefisd natural gas {LNG) and liguefied petroleurn gos (LPSG) versions of of
2.7 litrer & cylinder engine in 0 commercicl arangerment under which Weichol would pay for the engine developrments and
Litimotely purchose AEC NGVS components for these engines.

This cgreerment was amesnded in June 2005, substituting o 6.2L 6 cyiinder natural gas engine prograrm for the LPG engine
Hevaeiopment part of the program. This substitetion was made becouse Weichol pelieve thot an addifional notural gos enging
rociuct will e mors saleable in the Chinsse market than an LPG engine.

Kon the 2% fune 2005, Weichal ordered 270 and 6.2L engine components, which will generate revenue for yvour compony of
the order of AFL2 million.

ISEC appointed Me David Wang as Gensral Monager of its Chinese operation, on 1 June 2005, My Wang i o Canacdicn
[rained enginser, residsnt in Beiiing. Mis role 5 to manage the engine development and componesnts supply agresments with
FAW and Weichol, manage the localised procurement and manufacturs of AEC components in China, manags oo
racrketing with FAW and Weichoi of NG products and sesk cut sxport apportunities for AEC/Chinsse NG engines.

ILEC continues to develop componenis for its NGVSE. An AEC designed and potented natural gos inisctor 1o repince they
rrported product is nearing complation, with certification to the word standard BCE R0 sxpected befors the enc of 2005)
Insitical cissemibly will be done in Australio ond assemDly migrated to Ching early 2006,

4 new and more powerful generation of AEC ECU 5 & well advoneed for manufocture in Ching by mid-2004.

ISEC i3 in the nal stoges of negotiofing o rminority sharsholding in an Australion consortiurm, which will provids a natural gos
efusling, and vehicls package to Australian truck feets.

The company has sxpanded its alionces in the Asian region with the signing of Memoranda of Undsrstanding ("MOU™) withy
s cvaneed Fuels Technology Pty Ud ond Avtomotive Corporation of Pokistan, which will enhancs iis marketing capocity in
the Asio Pocific tarast region,

Financial Position
The et assets of the group have increased from o nef deficiency of 32835877 as af 30 June 2004 1o o net surplus of $203,405
r 2005, This increases bos iargely resulisd form the following foctarns:

= The Mezzonine capital raising

= The Prospactus capital raising

= The conversion of debt fo equity by significont lenders

= The conversion of debt fo convertibble notes by 698 Copital Asic Pacific Pry btd

= The opgreciction of the groups plont ond equipment with g net movement in the groop's revaluation reserve of

$750000.

The group continued with it's many development prograrmmes, and s o resulf of the anficipoted decling in sales to ol
Fronch customers during the year, thers wos o significant operating coash outlow. The 2004 financial year saw the canclusion
ot AEC's dedivery of MGVS Kits to rishus and CRMT in France which gonerated significant revenue for the company in the prdo
veor. In adddition, research and develoomeant was also capitalised in terms of owr accounting policy with the investrmenty
fonded out of working capital. The group’s working capital, being corent assets less current lichiities, has improved from o net]
feficiency of $9,909,647 at 36 fune 2004 1o o net surptus of $377,.581 as of 30 June 2005,




Annual General Meeting

Wednesday the 23 of November 2005.

Audit

The financial statements on which this report is based are in the process of being audited.

NTA backing

Current period

As shown in {ast Annual

Report
L et tangible asset backing per tordinary (0.006) {0.058)
seeurity
Control gained over entities having material effect
13,1 Name of entity (or group of entities) N/A
13.2 Profit (less) from ordinary activities and exiracrdinary items after tax of the
controlled entity {or group of entities) since the date in the current period on which
control was Tacquired
13.3 Date from which such profit (lossy has been calcalated
13.4 Profit (less) from ordinary activities and extracrdinary items after tax of the
controlled entity {or group of entities) for the whole of the previous corresponding
peried
Loss of control of entities having material effect
14.1  Name of entity (or group of entitics) NIA
142 Profit (loss) from ordinary activities and extraordinary items after tax of the
controlled entity {or group of entities) for the current period to the date of loss of
control
143 Date (o which the profitl (1oss) in Bem 14.2 has been calculated
4.4 Profit (loss) from ordinary activities and extraordinary items after tax of the
controlled entity {or group of entities) while controlled during the whole of the
previous corresponding period
14.5  Contribution ¢ profi (loss) from ordinary activitics and extracrdinary items from

sale of interest leading to loss of control




Statements of Financial Performance
for the Financial Year Ended 30 June 2005

Sales reverus

Cost of goods sold

Gross profit

Ciher revenue form ordinary activities
Cistribution expenses

torketing expenses

Cocunoney expenses

Cormporate and adrministration empioyment costs
Ceormporate and adrministration expenses
Research and development expenses

Borrowing costs

Cher expenses from ordinory activitiss

Carrying value of net assets of discontinued
opsrotions sold

Loss Frem: Ordinary Activities Before income Tox
Expense

Income fox expanse rslating to ardinary cotivities
Net Loss attributable te members of the parent
entidy

Tolal chenges in equify other thon those resulting
from hransactions with owners as owners

Baosic Loss Per Share

Noie AEC Group AEC Entily
2005 2004 20035 2004

3 3 S S
2 1,746,338 3,947,672 1,746,338 3,987,672
{706, 344) {2,463,557] (706,364 [2,463,555]
1,059,574 1,503,713 1,059,974 1,503,713
2 51,094 455,478 51.094 455,478
(22,347} (107,131} {22,347} (109,133}
[17.402) [45,449) {17,402} (45,449}
[194,753) [217.458) (194,753} (217,658}
[497.962) [450,684; (497,952} {450,684}
[832,644) {751.454) [B32, 6468} {750,395}
14 (584,306} [1,521,503) [5684,308) [3.521,503)
[347.859) [440.339) [3467 839} {460,339}
- {85,336} - {85,338}
- (218,371} - (216,371
[3.506,187) [1,878,734) (1,504,187} {1897, A75)
4 {4,525} - {4,525} -
28 13,510,712 11,898,734 (3,510,712 {3,857, 4751
28 13,510,712 11,898,734 (3,510,712 {3,857, 4751

5 {30018} {20011}



Current Assefs
Cash ossets

Receivalies
Invertories

Criner ossets
Tofed Current Assefs

Non-Current Assetls
Other financial assets

fiont and squipment

Intongisles
Tofal Non-Current Assefs

Total Assets

Current Labiiifies

Payables
Interest-pearing liabiliiss

Privvigions

Total Current Liobilifies

Non-Currenf Liobilifies
interest-pearing iabiliiss
Privvigions

Total Non-Current Licbifities
Total tiubilifies
Nef Assets/{ Labilities}

Equity
Cantributed souiy

Canvertible Notes
Resarves

Aceumoloted losses

Total Equity/ { Deficiency of Equity}

Statements of Financial Position

as at 30 June 2005

Note AEC Group AEC Endity
2005 2004 2005 2004
3 3 3 3
8 1,308,114 197,307 1,308,103 197,314
7 ATS 259 1,045,782 479,299 1,045,782
10 380,486 418,336 380,484 418,336
I 300,248 954, 648 300,248 954,668
2,448,149 1,918,113 2,468, 136 1,918,100
12 - - 13 13
13 905,447 992 748 905, 447 992,768
14 472,423 - £72.493 -
1,577 670 992 748 1,577,583 592 781
4,046,019 2,710,881 4,046,019 2,010,881
i3 512,441 4,448,166 510,441 4,468,166
té 1,225,215 6,301,529 1,225,215 6,301,599
7 352,897 1,058,052 352,679 1,058,052
2,090,555 11,897,747 2,090,555 11,897,747
il 1,734,001 204,083 1,734,001 204,083
9 18,058 14,528 18,058 14,908
1,752,059 919,011 1,752,059 919,011
3,842 614 12,046,758 3,842,814 12,046,758
203,405 {9 835,877 S03,405  [9.835877
2 9,476,993 25,809,199 GATEG3 05809199
24 1,323,000 - 1,323,000 -
26 750,000 - 750,000 -
28 [11,346,588) 135, 445,07 6) 11,346,588) 135 645076
203,405 {9 835,877 S03,405  [9.835877




Cuash Fiows From Cperating Acliviiies
Receaints from custormers
Gavermment grants receaived

Payments to suppliers and employeeas

interest recaived
interest and other costs of finance paid
withnolding toxes paidd

Net cash fused in} operating activities

Cash Flows From Investing Activities
Payments for plont & equipment

Poyment for capitaiised  resedgreh and
developrment costs

Procesds on sale of discontinoed
aperctions

Proceeds on sale of plant & equipment
Mt cosh fromfused in) investing activities

Cash Flows Fram Financing Activities
Procesds from issue of shares

Casts cssociated with issue of shares
Loon faciity drowdown

Proceeds from term ioons
Repayments of Term loans

Financs fease poaymanis

Nat cosh provided by Enancing activities

Net Increase/ {Decrease) In Cash Held

Cash At The Beginning Of Finoncial Year

Cash At The Enc Of The Finonciat Year

Statements of Cash Flows
for the Financial Year Ended 30 June 2005

AEC Group AEC Entity
Inflows {Outflows) Infiows {Outflows)
Note 2005 2004 2005 2004

$ $ 3 $
2,250,442 3,133,575 2,250,649 3,133,575
- 253,105 - 253,105
(4,324,407} [4,448,305} {4,124,407) {667, 247)
26,722 4,727 26,722 4,727
(105,827 (127,002} {105,827) {127,002
{4,525} - [4.525] -
30[c) [1.957.588} (3,403,500 {1,757.385] {3,402,837)
{69,382} {44,96%} 169,382 [44,96%9]
(672,426} - {672,426) -
36 - 233,000 - 233,600
14,51% 22,044 14,51% 22,044
[727.28% 210,075 {727 28] 210,675
4,350,000 - 4,350,000 -
(493,007} - {473,007 -
210,000 2,366,567 210,600 2,366,567
336,453 FIR.829 334,453 TIRE2Y
(460,897} (363,754} {460,8%7) {363,764
(147,083 (157,012 {147,083 {159,012
3,795,466 2,622,620 3.795,444 24822,620
1,11078% (571,205} 1.11078% {570,142
197,327 748,532 197,314 767 441
30[c} 1,308,116 157,327 1,308,183 197,314




Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

Statement of Significant Accounding Policies
Significont Accouniing Policies

Accounfing policies are selecied and cpplied in o mannern which ensures tha the resolfing financial irformation salisfies e concepts of

refevonce and relicbilily, thereby ensuring thal e subslance of the undetying ronsactions or ether evenisis reporied.
Bezsis oof Preparciion

The fncncial report s o general purpose financial report which haos been prepored in cocordance with the Corporations Act 2001 ond
Accounfing Stondards, Urgend Issues Group Consersus Views, and other cuthodictive prorcuncermenis of fhe Ausholion Accounting
Stendords Bocrd,

The: Erancial repod has been prepored on the basks of hisforeaol cosl and except where staled, does nod fake Inte aocount changing money
voilues of fair valuctions of non-curent asseis,

The cocounding policies hove been consislently applied by ecch entily in e consolidated endily, and excep! where there is o change in
accounting policy, are consislent with those of the previous year.

The follewing significan! accounting policies hove been adopied in the preporalion and presentelion of the financial repor:

fa1) Gaodng Concerr
Toe Compony ond conscidaored endity incured o ned loss for the veos of $5.510,712 [2004: $1.8%7 475 ond §1.898 734 respectively].
Al 30 June 2005 the Compary ond corsolidaled ety hood coshy assels of $1.3087103 (2004: $197.314) ond 31,308,114 (2004
$197,3271 and working copited of $377.581 {2004 deficiency of $9,.90%,647] and 377,574 (2004: deficiency of $9.909,634]. Al 30 june
2005 the Company and fhe consoidoied enfily hod shareholders furnds of $203,405 {2004: deficiency of 39,835877},
Since 30 June 2005 the Company hos exponded the romber of engine developmen! programs in progress; accelerafed the
esfabishment of ils Chinese based infrastroctore; commilted 3150000 cosh 1o the setliement of o royally dispule contingent upon
e impending Ausfralian consorurm; significantly increased aocounts receivable and inveniores o o resul] of fhe relrofll progrosm
in France and in preparction for nmineni Chinese and Auvstralion sales: ond In acquisition of parts for ils Compony palenied
infecton ond other spare ports in preporafion for custormer demand, These exponded colivilies have reguired and will condinue fo
require addifliona cash inpul prior fo forther significont cosh revenue being generaled,
Al 30 June 2005 fhe Compony ond comcldoted entity had inferest bearing lobiliies of 3741 473 (curent) and 31,677,000 fnon
currernt] owing lo 698 Capilal Asia Pacific Limiled. 498 Capifal Asia Facific Umited s a reloled parly of the Company™s majority
shepeholder 498 Copilal Infernchonagl fmiled, 628 Copilal Infemnmactionat Lmiled hos resobved 1o provide fincncial suppord, in
circurnslances Thod will encile the Compony o be able lo meel iis debls s and when fhey ol due, of least unlii one year from the
sgnalure of the Direclors’ Declorclion, Ths support B subject 1o the Company refsing addilional working capilal of o minimos
$3,000,000 prier fo 31 December 2005 and subjec to 498 Capital Intemalional limiled remairing the moiodly shoreholder of the
Cormpany.
Bosed on this suppoar, and known potenticl o raise the addilional working capilal, the Direclors consider Il appropdale thal the

fncincial repon be prepored on o golng concen basls,

i) Acquisifion of Assels

all assefs ceguired inclding plont and eguipmernd and indangibles ofher than gooodsdl cee inilially recorded ol their cost of
acauisiion at the dote of cequisilion, being the fair valoe of the considercon provided plus incidenial costs direcily associoted
with the acqulsitton, When equily nshurments ore issued os consideralion, thel morke] price ol the dale of acquisition is used as fair
volue, excep! where the nolional price ol which they could be placed in fthe market = o bellerindicolion of Tairvalue,

Where selilement of any part of cash considerciion & defered, the amourds payable are recorded af thelr present valoe,
discounied ot the ale applicoble o the cormpany i a sisilar borowing were obtained rom on independent financier under
comporatle terrms and conciions,

The costs of ssels constrocted o inferncdly genercted by the consolidated enfity, other than goodisdl, nclude the cost of modesals
and direct labour,

Exparnditure, including fhoed on inferncily generaled assels other than research and developmen? cosls, B only recognized os an
asse! when the enlily conlrols fulure economic benefifs as o resull of fhe cosks incurmed, s probable thol Fose fvivre econamic
bBanefitls will eventuate, and the costs con be meosured reliably, Costs alstolable fo feodbiily and allemaolive appeoach
assessmerts ore expensed os incured,

ol Revision of Accouniing Estirmorles

Revistons 1o accourding estimales are recognired prospeciively in currerd and future pericds onby,




Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

Summary Of Accounding Polictes (confinved)

fely Copited Roising Costs

Costs thaf are directly attributable to o copital raising are offset against the procesds of that capital raising. if the
copital raising is unsuccessful or when the costs of the ssue excesd the procseds of the raising, the cosis of the
rasising ore expensed to the profit and loss account o the aexient they excsed the proceeds of the copitel raising.

fe]  Ernplovees Entiternents

Wages, Sofories and Annool Leave

The provision for empiovee entitlements o wogss, salories and annual fsave, reprasents the amount which the
Consclidated Entity hos o present obligation to pay resuiting from employvees’ services provided up o the balance
date. The provision hos been calcuiated at nomingl armounts based on current woge and solory rafes and
includes refoted an-cosis.

Long Service Leave
Tre fiatity for employes enfitlements 10 lang service leave reprasants the prasent value of the estimafed fuiure
cash outflows o De moades by the employer resulting from employees' services provided up o the balonce dots,

Likdities for employes entiternents which are not expectad to be seiled within twealve months are discounted
using the rates attaching fo national govemment securities at the bolonce date that most closely mateh the terms
of moturity of the related liokiities.

Superonnuation Furd

Tne Compony and other contralled entities contribute to an employes defined contribsution superannuation fund in
accordance with 1he superonnuation guorantes charge. Confributions are charged ogainst incoms as they ore
made.

ifj Foreign Exchange

Forgign currency fransactions are frarslated to Australion currency at the raiss of exchange rufing at the dates of
the fransoctions. Amounts recsivatle and poyabls in foreign currencies at balancs date are transtofed of he rates
of exchongs ruling on that dote.

Exchange diffsrences relafing to amounts poayable and receivable in foreign curendiss are brought to account as
exchonge gains o osses in the statement of financial performonce in the financicl year in which the sxchange
rates change, except where they relate o the acguisition of quaifying assets {see Note b))

fe]  Goods and Services Tox

Revenues, experses and asssfs arg recognised net of the amount of goods and services tax [G8T), sxeept where
the amount of GET incured it not recoverabie from the taxation authority,  In these circumstonces, the GST is
recognissd os part of the cost of acquisition of the aiset or as part of the expensze.

Recsivalles ond poyables are stofed with the amount of GST included.

Tre net amount of GST recaverable from, o payable to, the ATO s included 05 g curent asset or liakility in the
stetement of financicl position.

Cash flows are included in the stotement of cash ows on o gross basis. The GST componants of cosh flows arising
frorn investing and financing activities, which ore recoverable frorm, or payvable to, the ATO are clossified as
oparating cash flows.

i) Research and Development

Research and Developrment casts are charged to profit from ordingry activities before incormes tax as incurred or
deferrsd where it s expecied bevond reasonable doubt thot sufficient future benefits will be derived so as to
recover thoss defered cosis.

Defered resedrch and developrment expenditure is amorfised an ¢ siraight line bosis over the perod during which
the reloted benefits are expected 1o be reclized, once cormmercial production hos commsneed.
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Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

Summary Of Accounting Policies {continued}

(il

()

[}

(r;

Irveritories

Inveniorss, which nciude finshed goods, row moterials and stores, and work in progress, are carded at the lowsr
of cost and net realisable volue. Costs include direct moterios, direct lobour, other direct voroble costs, and
ailncated production averheads necessory to bring inventoriss to thel present location ond condition, bassd on
nermcl cperating copacity of the production focilitiss,

Marnufacturing Activifies

Cost i based on the fisstn fist-out inciple and includes expendiure incursd in acguiing the inventories and
Brtinging tharm to thelr existing condition ondl location.

Iryvessfrnents

Investrments in conirolled entitiss are recorded at the lower of cost and recoveratsle amount.

Leased Plont and Eguinment

Leoses of plont and equiprment under which the Compony o #s controled entities assurme substantially ol the
risks and benadits of ownership are clossified as fnances ieases. Other isases ore classified o5 aperafing eases.

Fnance isoses are copitalised. A leass asset and a lialdity equal to the present value of the rminimum leose
payments are recorded at the inception of the lease. Contingent rentalis are written off as an expense of the
accounting petiod in which they ore incurred. Capitafised isose assets are amortised on o strodght-iine bosis aver
the tarm of the relevant legie, or whare it is fikely the Consalicdoted Entity will cbtain cwnershin of the asset, the ife
of the asset. Leose fobiifies ars reduced by repaymenis of principal. The interest components of the lease
payments are charged 1o the statements of financiol performance.,

Payrments mads under apsrating leases are chargsd against profits in equal installments over the accounting
periods covered by the lsase term, except where an alfernafive bosis & more representofive of the pottern of
banefits to be derived from the lecsed property.

Payabies

Lickilities are recognised for amounts 1o be paid in the future for goods or services received. Trade accounts
payaple are normally settied within 120 doys.

Depreciction and Amorfisation

Tne depreciation and amoriisction rotes used for sach closs of assets are os follows:

Plont and equipment 7.5% - 0%
tease plunt ong equipment 20%
teasehold Improvermenis He
Copitalised Reseorch and develonment 33%

Assets are depreciated or amartised frarm the date of acquisition o, in respect of internally constructed assets,
frorm the time an asset is completed and heid ready for uss, on o straight line basis.

Principtes of Consclidation

Tae consclidated financial siaternents expressed in Austrafion dollars comprise the finoncial staterments of the
Cormpony being the porent entity and its controlied entitiss {“the consclidoied entity”]. A list of controlled entities
appaecrs in Note 27, The consolidated financial stotements include the resulis of sach contralisd sniity from the
date onowhich the Compoany obtaing control and unté such time s the Company coases 1o control suah entity.
Iry preporing the consalidated financicd staterments, alb intercormpany balances and fronsactions and ehrealised
prosfits cocuring within the Consalidated Entity are eliminated in full. Outside interests in the equity and resuits of
the entifies that are controlled by the Compary are shown as o separete item in the consolidoted accounts.
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Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

Summary Of Accournding Policies (confinued)

{o}

e

(e

ir}

{5}

Receiables

Tre collectibility of debts is assessed af bolance date and specHic provision is mads for any doubtful cocounts.
Trodde debiorn ars normally settied within 120 days.

Recoverobie Amount of Non-Current Assefs valued on cost bosis

The carryving amounts of nor-curent assets valued on the cost basis, are reviewed 1o determins whether thay
are in excess of thel recoverabie amount ot balonce dote. If the carying amount of o non-curent asset
excesds its racoverable amount, the asset is written down to the lower amount. The write-down is expensed in
the reporting perad in which # ccours,

Where o group of assets working fogether supports the generafion of cash infiows, the recoverable amount i
assessed in ralation to that groop of assets.

lry mssessing recoverable amounts of non-current assets the relevant cash fows have not been discounted to
thelr present volue,

Reverue Recognition

IR

Revenues are recognised o foir value of the consideration receivaed net of the amount of G5,

Sale of Goods
Revernue from the sale of goods (net of returns, discounts and aliowoness) is recognised when coniol of
the goods passes to the custorner.

ferterest incorne
interest income is recognised as it acerues,
Assef Sofes

The: gross proceeds of asset sales ars included as revenue of the entity. The profit or loss on disposal of
assets is brought to account af the dote an unconditional controct of sole & signed.,

Tomobion

The consoliduted entity adopts the iabilly method of tax effect accounting. Incorme tax expenss is calculated
on the opercting loss adjusted for parrmanent differences Detwesn taxobie and accounting income.  The tox
effect of timing differences, which orise from items being brought to account in different periods for incoms fax
and accounting purposes, is cored forvard in the Staterment of Finoneial Position as o futurs incoms tax
manafit or a provision for deferred incomes fox,

Foture incorme tox benefils are not brought to account unless realisation of the asset is assured beyond
reqsoncbis doubi,. Foture income tax benefits relating to tax losses are only brought to account when thei
rexqlisafion is virtually certoin.

Irmpoets of Adopting Austrofion Eguivalents to Intemodional Financicl Reporfing Standoards {IFRS)

Tre Australion Accounting Standaords Board {AASE} & adopfing the intermnational Financial Reporting Standords
{IFRS) for application to reparting pedads bedinning on or after 1 lanuary 2005, The adaption of IFRS will be first
refiscted in the Group's financial statements for the holfyear ending 31 December 2005 and year ending 30
Jure 2006,

The company's managsmesnt, along with its auditors, arg assessing the significancs of these changes and
preparing for thed implementation. An FRS Cormmittee is in the process of being established 1o overses and
rmanages the compony's transition 1o FRS. The IFRS Cormmittes will be chaired by the CFO and reports to the
Audit Cormmittes. We wil seek 1o ksep stokeholders informesd as o the impact of these new standords as they
are finalised.

The direciors do not anticipate cny major changes. Set out below i the tikely impact of thase new standords.




1.

Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

Summary Of Accounting Policies {continued)

(5] Impacts of Adopting Australian BEquivaients to Internafionad Financiof Reporfing Standards {IFRS) {continuesd)

ik,

Tais financial report hos been prepared in accordancs with Australion cocounting stondords and other
fincnciod reporting requirernents {Australian GAAP  The differences between Austrolion GAAP and IFRS
identifisd o date and their likely mpact an the economic’s entity's finoncial pedormancs ond financio
position are set out below.  This surmmary shouid not be foken os an exhaustive fist of ail the differernces
betwaen Australion GAAP and FRS.  No attempt has been mode o identify oll disclosure, prasentotion or
classificotion differsnces that wouid affect the manner in which transaciions or events are preseniad.

Research ond Developmsnt Bxpenditure

Uncler AASE 138 Intongible Asiets, costs associated with the research phase of the development of an asset
must be expensed.  Cosis ossociated with the development phase can only be capifalised when they mest
aff of the recognition crfferia under AASE 138, This will result in o change in the curent accounting poficy.
which copitalises ressorch costs and development costs to the statement of finonciol position where it i
expacted bayond any reascnalis doubt that sufficient future benefits will be derived 5o as to recover thase
defersd costs.

Oy transition, the financial effect of this impoct s assessed as i as no ressarch o development costs were
capitaised at 1 July 2004, Duting the yvedar, development cosis were copitalsed  which meet the
recognifion criterio of AASB 138, Therafore, the financiol effect of this impoet ot 36 June 2005 has besn
cissestect s il

Irnpsatirrrent of Assets

Tre Group currently defermines the recoverable amount of an asset on the basis of undiscounted cash flows
that wifl e received from the aisets use and subiequent disposal. In terms of AASE 134! Impairment of Assets,
the recoverable amoont of an asset will be determined as the higher of fair values lass cost to sell and value in
use. i determining vaiue in use, projected futurs cosh Hows ore discounted using o risk odjusied pre-tax
ciscount rote and impairment s assesied for the individual asset or ot the cash generating unit level, 11 is likely
that this chongs in accounting policy will lead o impairmenis bBeing recognised more offen than under the
existing poficy.

Tae Group has reassessed it impairment testing poficy and tested off assels for impairment. During the corent
vaor, an independent vaiuction of plant and sauipment has resulted in o revaloation of 3750000, The
fincinciod effects of the impact on opening retained somings of 1 July 2004 and af 30 June 2005 have beesn
assessed os nil.

Finomcial instrurments

AASE 1391 Financiod Instrurnenis: Recognition ond Measuremant, determings the accounting freatment for
fincnciol assets ond financial liabilities.  The financiod assets and financial iobilities of the Group include cosh,
recaivables, payakies, ioons andd convertible notes.

Undler AASE 139 alt fincncial instruments rmust be measured ot thaeir fair value with moverments in the foi volue
taken to the profit and loss.

AASE 1 provides an election whereby the requiremants of AASE 139 dealing with fincnciol instruments are not
required to be applied to the firt IFRS comparative yveor, and the fitst ime adoption of the stoandord will apply
frorn 1 duly 2005, The Group hos decided that it will adopt this elsction and will not restate comporative
inforrmation for the 30 June 2005 financial year,

Under bath the existing policy and undesr IFRS, the convertible notes ars compound finaneial instruments with
o dedit component and an equity component, and there is no difference in the measurerment of the debt
and of the scuity componant.

The likely finanecicl effect on fincncial instrurmenis for the yveor 2004 hos been assessed as ni.
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Summary Of Accounding Polictes (confinved)

(s) fmpacis of Adopting Australion Equivalents to intermational Finoncial Reporting Standards [1I\RS] {continued)

v,

'

Shore bosed poymasnts

Under the existing policy, shore based payments are not reflected in the profit and loss. AASE 20 Share Bosed
Poyrnenis recuires an antity to reflect in its profit or loss the effects of shars-bosed payment transcetions in
which shore options are ssued 1o emplovees, with o coresponding increases in eguity.

T foir values is measured af gront date and recognized over the perod during which the emplovess become
uneonditionally entitied to the options.  The falr value at grant date s independeantly determined using o Block-
Scholes option pricing mockel that tokes into account the exerciss price, the term of the option, the vesting and
petforrmonce oriferia, the impact of dilution, the non-trodeahle noture of the option, the share price at gront
date and expecied price voiatility of the underlying shere, the expected dividsnd yield and the risk-free intarest
rate for the term of the option.

Upon the exercise of options, the baloncs of the shars-bosed payments reserve relating 1o those options &
transferred to shars capital.

AT duty 2004 there had been no share options issued to emplovess as equity compensation for remuneration,
and therefore no adjustrment reguired o opsning retained somings.  During ths vear ended 36 June 2005,
1,250,000 options at an exercise price of 30.20 were isued a8 parf-payment for corporate advisory services
provided. The impoct of FRS af 30 June 20045, bated on the Block-Scholes options pricing mode! will e an
increase in expenses of $98.018 with o cormesponding decreass in aquiby.

Incorre Tox

Currently, fthe Grovp adopis the Fabifly method of lax-effect accounding whereby the income tox expense i bosed on ithe
accounding profl coiusled for any permonen! differences, Tiring differences cege cuntendly brouabd to coocount as either o

provision for defered income lax or fulure ncome Tox enedi,

Under AASE 112 mcome Tax, the company wif e reguired fo odop! o balance sheel approach vndes which termporary
ciferances are identifiied for each assel and lobilily rather than the effects of the fiming and permanent differences befweean

teesble income and cecounding profil,. The Anancial effect of this impact s ossessed as il

it Interest Bearing Linbifities

Loons ond debentures are camed af their pdncipal amaounis, which represent the presen! value of iilure cash Mlows associoted

wilh servicing the debi Inferest s accroed over the pedod ¥ becomes due and is recorded as parl of other crecBiors.

Corverdible noles are trough! 1o account on issue of The voive of the nef proceeds received, The Corwverlible Notes are
compound linancict inslrumernds where inlerest is poid onnually in amears, The present value of the inferest and principle poyobis
on corwersion are dscounled of the morket rate of nlerest ol ssue dale and are broughl fo account os bomowings, The

ciference bebween the ne! proceeds received and the borowing component i brought 1o account as equity,

{u] Service Warranties

Provision is made for the estirmoded fiatility on ol predocts il onder warrandy of balonce date, The amaunt of 1he provision s
the present value of the eslimaled cosh flows expected o be reguired to selfle e waranty obligofions, hoving regord to the
service warranty experence over the iosl twe years ond the dsks of the waranty obligotions. The provision s nol discounied to

i#s present vatue, as the effect of discounting is not malerial,
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Summary of Accounting Policies {continued)

[v) Borrowing Costs

Barrowing costs are recognised as expenses in the period in which they are incured, except where they are
included in the costs of qualifying assets.

The capitaiisation rate used fo determine the amaunt of bormowing costs o be capitalised is the weighted
averoge intersst rate applicable to the entity's outstanding borrowings during the year.

Borrowing costs inciude:

® intersst an ank overdrafts and short-term and long-term Borowings, inciuding amaunts poid of recsived on
intersst rate swops

* Finones sose chorges

[w) Cash

For purposas of the stoternent of cash fiows, cosh inciudes deposits at coll with financial institutions and other
highly fiquid investmenis with short periods to moturity, which are readily convertibie to cosh on hand and are
sulsject o an insignificant risk of ehanges in value, net of outstanding baonk overdrafts,

{x} Earnings per share
[{] Bosic earnings per share

Bosie: eamings per share s determined by dividing net profit after income tax attributable to members of the
compary, excluding any costs of servicing equity other than ordinary shares, by the weighted average number
af ardinary shares outstanding during the Bnancial year, adjusted for bonus elements in ordinary shares ssued
during the vear.

{#i] Dilutsd ecrmings per share

Diuted samings per shore adiusts the figures used in the determinotion of basic ecmings per share o fake into
accaunt the after income tox sifect of interest and other financing costs associated with dilutive potential
ordinary shores ond the weighted averoge nurmiser of shares assumsd to have been sued for no consideration
in relofion to dilutive potential ordingry shores,
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Revenue

{a} Revenue from operoting octivities
Soiles revenue:
Sales of goods
Grant revenus from cormmiercialisation contracts

Other revenues from ordinary cofiities
Interest revenue
Fargign Exchongs Gain
Cther incarme

{b} Revende from oufside opercfing aciivifies

Proceeds frorm the sole of ossefs:
Pracesds on sale of Bullet and Sprintex divisions
Piant and equiprrent
Total revenue

AEC Group AEC Entity
2005 2004 2005 2004
3 3 3 3

1,766,338 3,150,743 1,764,338 3150743
- 816,929 - 514,529
1,766,338 A,767 472 1,764,338 3947672
26,722 4,727 26,707 4,727
6,070 48,749 6,070 68,767
15,208 19,938 15,208 19,938
48,000 93,434 48,000 93,434
1,814,338 4,061,106 1,814,338 4,061,104
- 340,000 - 340,600
3,074 22,644 3.0%4 22,044
1,817,432 4,423,150 1,817,432 4,423,150
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Loss from Ordinary Activities

=)

{b)

Borrowing Costs
Interest:
Director related sniities
498 Copitnt Asio Pacific Lirvited
LIn Asicy Arbitroges Inc
Other
Cher entities

Gther disclosurs Berms in respect of e loss fom
Ordinory Activities

Nat bad and doubitful debis arsing from:

Gither entities

Depreciation and Amortisaiion
Crepreciation of piant and equinment
Amortisafion of Leased plant and squipment

Amottisafion of Lecsshold Improvemsnts

Forsign exchange 1oss

Mt tromsfers tof (from) provisions:
Revaluation decrsrment on inventory
Provvisions for worranties

Emploves entitlermsnts

Operating lease rental expenses

AT Sa5e DAy menis

Sosles of cssets in the ordinary courss of business
fhove given tise ta the following profits and iosses:

Net Gains
Profit on sale of discontinuing operations

Profit on sale of plant and equipraent

AEC Group AEC Erdity
2005 2004 2005 2004
3 3 $ 3
295,960 281,906 295,960 281,906
- 51,573 - 51,573
- 25,304 - 25.304
71,879 101,558 71,879 101,554
347,839 440,339 357,839 450,339
71,545 204,894 71,945 204,8%4
127,354 107,158 127,354 107,158
49,753 83,097 49,753 83,07
18,173 23,968 18173 I3.948
31,505 - 31,505 -
- 20,453 - 23,453
{717.153) 325,040 [717,153) 325,000
15,129 [18.247) 15,129 [18,247]
125717 131,443 125717 131,463
- 123,640 - 123,640
3,094 11 3.0%4 11
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AEC Group AEC Entity
2008 2004 2008 2004
$ $ $ 3
income Tax
{a) Income Tax Expense
Prisricr focis income tox {benedit]
caleuimted at 30% on operating loss {451,854} (567,303} {451.856) {549,303)
Increass in income tox expense dus !
patenis non deductible 6,389 9,022 6,389 2,022
ather permanent diffsrences 2,939 %002 2,939 2,002
Tex iosses of the Company and
contralied entities not camied forward
oz future income tox benefits 717,119 701,804 717,119 701,804
Tirrdng differences not brought to
account s future ncome tax benefits f2?4.59§ :l [] 50,525} (274“591 ] (]5(}'525)
Withholding tox poid 4,525 A.505
Income tax expense/ (henafi}
aftribuinble to operating loss 4,525 - 4,525 -

The potential future income tox benefit agsing fram tox dosses af 30 June 2005 ond timing differences hos not been
recognised as an asset bacouse recavery of these is not vintually certain and recovery of fiming differences s naf assured
beyond o recsonokbie doubt, At 30 June 2008 if the Company meets the conditions for deductilbiity impased by Givision
165 of the Income Tax Assessmsnt Act {1997], gross unutilized tox losses of $16,.336 midion (2004 3313945 midion],
corsoiidated entity; 314,334 million (2004: 1 $13.245 miion] oy be available for futurs utiization.

The potential future incoms tox bensfit will only be obtainaed if.

rr]  assessable incormes i derived of o nature and of amount sufficient to enabble the bensfit rom the deductions to be
reclised or the baeneft con be vlilised by the Company and/or the consoliduted sniity in aeoordances with Division 170
of the Incarme Tox Assessrment Act 1997

b conditions for dedouctibilily imposed by the law ars complisd withy and

¢} no changes in o sgislotion adversely affect the realisation of the Benefit from the deductions.

Tax Censolidation

For the purpases of income taxation, Advanced Engine Componants have not elected to form o tax consolidated group.
It is not expected the group will elsct to form o consefidated tox group, as there does not appedr to be any benefit in
daing so. There will be no conssquences o the defored fax assets, deferred tox liabdity unufilized tox losses by not joining
the consolidoted fax regime.
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Loss Per Share

AEC Group
2005 2004
3 5
Bosic Ioss per shoye ($0.018) {$0.0%1)
Weighled averags oss per share [($0.038) {$0.112)

During the yveor a consolidotion of axisting shares on a1 for 10 bosis wos effected. There was o mezzaning
capital raising and g furfher prospectus offer where additional copial was raised. In conjunction with bath
offers, debyt wos converfed o equity by existing shareholders. The 2004 camparatives take inte account
the 1 for 10 consolidation in respect of the weighted average loss per shore and the weighted average
number of crdinary shares on issue calculations.

2005 2004
Neo. Ne.
The weighted average numiier of ardinary sharss on issue
during the financicl year used in the calculation of basic
1058 per share 47,871,205 14,234,204
gaconciiation of oss used in the calcuiotion of loss par shore
2008 2004
3 $
Met Loss 1,510,712 [1.898,734}
Gperating loss used in the calculation of basic loss per {1.510,712) 1,898,734}

share
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Employee Share Option Plan

he ermpioyes share option plan was not in operction during the yvear ended 30 June 20058, The Boord howsver hos agreed
on the awards o be made to employees and wif be aliotting ther before the end of the second quarter of the 2006

fnaneicl year,

Remuneration of Auditors

Auditors of the Company ~ Horwath
Audit ond review of the financicl report

Current Yeor
- Pricy Yeor

Crther assoronce services

Cash

Cosh af bonk

Current Receivables

Tradle receivables
Provision for doubtful debts

GET recoverabie
MNesw Tel Lirmited
Provision for doubtful deibits

Current Inventories

Row mictericls and stocks — ot cost
Work in progress — at cost

Finished goods — af cost

Provision for Net realizable value of inventory

AEC Group AEC Entity
2005 2004 2005 2004

3 3 3 3
40,07 79,425 AG07 2% 425
8,500 8,500 -
43,057 15,481 43,057 15,681
71,573 45,106 91,573 45,104
1,308,116 197,327 1,308,103 197,314
1,308,116 197,327 1,308.103 197,314
774,882 1,320,772 7682 1,320,772
{319,312) {275,0014) {319,312 {275.010]
457,570 1,045,742 457,570 1,045 762
21,729 20 21,729 20
400,000 400,000 00,000 00,000
{400,000} £400,000) {400.600) {400.600)
479,250 1,045,782 475,259 1,045,782
235,777 160,222 235777 140,222
26,136 60,464 26,134 &0,464
118,573 218,104 118,573 218,104
380,484 438,790 380,484 438,770
- {20,454) - [#02,454)
380,484 418,336 380,484 418,336
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AEC Group AEC Entity
2005 2004 2005 2004
$ $ $ $
11. Other Assets ~ Current
Prepayrmenis 297,702 250,467 297,702 250,467
Ceposit on rental vehicle/property 2,548 4,001 2,546 4,001
300,248 254,668 300,248 254,668
12.  Other Financial Assels ~ Non-Current
investrment in controlied sniities - - 156,013 158,013
fess Provision for diminution - - [156,000] £154,000)
- - 13 13
13. Planf and Equipment - Consolidated
Plard and Equipmend tenzed Piarnt and Leasehold Total
Eguiprnent Improvements
§ $ ¥ $
Gross Carnrying Amount
Balance at 30 Juns 2004 1,714,791 758,246 162,280 2637317
Additions 34,774 - 34,408 49,382
Disposals {175,500 {20,705) . (196,205]
Revoduation during the yveor note (i 756,000 - - 756,600
Balance ot 30 June 2005 2,326,065 737.541 146,888 3,260,454
Accumulated
Depreciction/Amorisation
Balance at 30 Juns 2004 1,618,222} (705,999 [20,328) {2,344, 549]
Disposals 145,388 19,394 - 184,782
Depreciotion expanse (127,354} {49,753 (18,173 {195,280
Balence af 30 June 2005 (1,580,188} (736,358 [38.501] {2.355,047]
Net Book Value
As at 30 fune 2004 98,569 52,247 141,952 292,748
As at 30 june 2005 745,877 1,183 158,387 05,447
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13. Plant and Equipment - Company

Plant and Leased Piant and Leasehold Total
Equipmant Eguipment irmprovements
§ $ ¥ §

Gross Canrying Amount
Bulonce of 30 lune 2004 1,716,791 758,246 162,280 2,637,317
Aclditions 34774 - 34,408 67,382
Disposcds (375,500} {20,703 - {194,205}
Revaisotion during the year note {i) 750,600 - - 750,006
Bolonee ot 30 June 2005 2326065 737,541 146,888 3,260,494
Accumulated
Depreclafion/Amorisafion
Baolonce ot 30 June 2004 (1,618,222} [705,99%} [20,328) (2,344,549}
Disposals 145,388 19,374 - 184,782
Depreciofion expense (127,354} {49,753 (18,173 (195,280
Bolunce ot 30 June 2005 (1,580,188} (736,358} [38,501) [2,355,047)
Net Book Valve
As at 30 lune 2004 98,567 52,247 143,952 292,768
As ot 30 lune 2005 745877 1,183 1 58,387 S35, 447

{it Anindepaendent valuation of plont and eguipment was ondertaken by Garsides and Webds Specialist Auctioneers and
Yaluers) on 13 Apl 2005, The veluation wos based upon an in sity and going coneam basis,

AEC Group AEC Entity
2005 2004 2005 2004
$ $ $ $
14. Intangibles

Intsllectual Property Rights — at cost - 508,356 - 508,366
Accumulotsd amorfisction - {508,344) - 508,364}
Copitafised research and  developrmeant 672,423 - 672423 -
costs

672,423 - 672,423 -

During the yveor total research and development costs incurred was $1,356,729. G this $484.306 was expenssd whilst
347 2,423 was copitalised.
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Currertt Payables

Trade creditars

Lovans by Directors {note 32)

Levan frorm 898 Copitel Intemational Lid {i)

Gither creditors and aocrucls

{i] Unsecured locn

Current Inferest-Bearing Liabilitles
Unsecured:

Loan from LM Asia Arbitrags [note 32)
Loans by Directars {note 32}

Loan frorm 698 Capital Asia Pacific Limited
[rmote 32)

Insgrancs Fremiums Fnances
Loan frorm Share Trust Account (i)
Secured:

Lesoges licghaifities [ {nofe 25 (b))
Loan frorm 698 Capitel Asic Pacific Limited
[} fnote 32)

i) Securedt over the individual assets feased,

fit Secured by o fixed and flooting charge over the assets of the compony

fiiiy Funds advanced by investors in temrns of the further piacement of shores and options

Current Provisions
Errployes entiflerments inote 204
WOrrnty provision

AEC Group AEC Entity
2005 2004 2005 2004
3 3 $ 3
265,740 $35,434 285,740 35,434
- 468,418 - 68,418
- 3,318,924 - 3,318,924
244,701 145,390 246,701 145,390
512,441 4,468,146 512,441 4,468,146
_ L _
- 653,249 - 653,249
- 250,000 - 250,000
- 604,255 - 604,255
336,454 241,40 336,454 241,001
- 237,500 - 217,500
147,088 147 088 147,088 147,688
741,673 4,186,434 741,473 4,186,436
1,205 715 4,301,579 1,235215 4301529
264,052 254,052 266,052 254,652
56,847 804,000 84,847 804,000
352,899 1058052 352,879 1,058,052
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AEC Group

AEC Entity

2005 2004
3 3

2005 2004
3 3

Non-Current Inferest-Bearing Liabilifies

Secured:

Convertilsle note from 478 Capital Asio Pocific
Lirnited {ij [note 32, nofe 24} 1,677,000 -

Lease fiabities i) (note 250} 57,001 204,083

1,677,600 -
57,001 204,083

1,734,001 204,083

1,734,001 204,083

f f} Secured by o fixed and flooting charge over the assets of the Company.

{ii} securea over the individual assefs leased,

Non-Current Provisions
Empdoves entilements (note 203 152058 ld,‘?&

Employee Enfittements

e ogorsgate employes endiflement lability

recognized  ond  included  in the  fnancial

statements is as follows:

Provision for emploves entitlernents:

Current inate 17) 266,052 254,052
MNon-current inote 19) 18,058 14,928

18,058 | 4,528

266,052 254,052
18,058 14,928

284,110 248,980

284110 248,780

2005 2004
No. No.

2005 2004
No. No.

MNurmtzer of employess at end of finoncial veor 30 24

A0 24

Non-Hedged Foreign Currency Balances
e Austrolion doller eguivalent  of  foreign
currsney balances includsd in the  fnancicl
statements which are not effectively hedged ore
15 follows:

US Dolfors
Poyealles - Current i9.2%1) {1,108

(7,291} (1,101]

Eurg

Receivaliss - Current 759243 1,208,644
Poyables - Current {1,457] (B850

759,963 1,208,666
(1,457} [890)
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Contributed Equity

82,534,266 fully poid ordinory shores (2004: 169,342,034)

Movement in ordinay shares

Balanes at the baginning of year

Share Capital Reduction

Accurmuloted losses considersd permonently [ost, This
olio involved a § for 10 copital consolidotion of the
siares held af 15 Septermber 2004

Showes fssued

issue of 8,500,000 ordinary shares @ $0.10 — mezzanine
offer

Conversion of A Middlsfon and G Keys debt to squity
1,500,000 ordinary shares @$0.10.

isgue of 17,500,000 ordinary sharss @ $0.20 uncler a
pubdic offer purssont to o prospectus.

Conversion of LM Asic Arbitrage fund Inc debt to
equity 6,500,000 ordingry shares @%0.10.

Conversion of 678 Capital Asla Pacific Limifed debt to
equity 15,000,000 crdinory shiares @30.10.

Conwersinn of 478 Capital Asia Pacific tirmiled debt to
equity 16,400,000 ordinary sharss @50.20.

Share fssue Costs

falence ot enc of year

Terms and conditions

AEC Group AEC Entity
2005 2004 2005 2004
S 3 3 3
3,478,593 25,80%, 179 7,476,993 25,80%,19%
25,809,199 25,80%,199 25,809,199 25.80%,199
{25,80%,199} - [25.807.1%9%) -
850,000 - 850,000 -
150,000 - 150,000 -
3,500,000 - 3,500,000 -
450,000 - 650,000 -
1,500,000 - 1,500,000 -
3,320,000 - 3,320,000 -
(493,607 - {423,007 -
9,478,593 25,80%,179 2,476,923 25.80%,1599

Halders of ordinary shores are entifled to receive dividends as deciared from firme to fime and are enfitled to one vols per
shore of shoreholders meeatings.

In the event of winding v of the Company, ordinary shorehoiders rang after all other shersholdes and creditors, and are
fully entitled to any proceeds of fguidofion.
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Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

AEC Group AEC Entity
2005 2004 2008 2004
Nummberof  Numberof Number of Number of
Options Options Opficns Oplions

Options on issue
Opening balancs - - - -
Add: Mew Options ssued
Gront Date mxpiry Date Exercise Price §
1370972004 12{0%72005 0.20 5,000,000 ~ 5,000,000 )
D8/0P/2004 F0/06/2008 0.20 5 625,000 B 5 655,000 )
05/0472005 15/06/2008 0.20 250,000,000 B 20,000,000 )
tess: Exercisad during the year B B ) )
Less: Bxpired during the vear B B ) )
Closing balones 30,625,000 - 30,825,600 -

The Compony erdered into o product developrment agreemant doted the 130 of Septemiber 2004 with Weifong Weichai
Peterson Gas Engine Co. Lid where by Weifang Weichai Peterson Gos Engine Co. Lid wos granted an option o subscrile
for ug to 5,000,000 fully poid ordinoey shares in AEC of o price of 20 cent each, within tweive months of the date of the
Agreament subject 1o the Carporations Act and the ASX Listing Rules. These options were not sxercied by the 136 of
Septermbber 2005 and hove opsed.

5,625 GO0 nesw options were issued by the Company in terms of resoiutions passed ot the Genaral meating of sharsholders
held on 8 September 2004, These options are exarcisabie of 20 cents each on or befars 30 June 2008,

20,000,000 new options were issued by the Compony in ferms of resolstion: pasied at the Genercl mesting of sharehoiders
helel on & April 2005, These options are only exercisable whern AEC showes have o 30-doy volums weighted averags price
an the ASK of at feost $0.50. The exercize price of the options is 20 cents each on or before 15 June 2008,

I acidition approval was granted af the Annual General Masting on 25 November 2004 of the Advancsd Engine
Corrponents Lirnited Director and Employes Shors Gption Plan (ESOP).

Ar offer of options under the ESOP may not be made i the total of:

-the number of sharss which would be issued if all the options offered wers exertised:

-the nurmber of shares which would be ssued if all ouistanding opfions were exercised;

-number of shares issued during the previous five vears undsr the ESGP or any other emplovee shars scheme or pusuant to
the exercize of any options under the ESOFP or any other emplovee share scherme of AEC:

woultd excesd 5% of the total number of istued shares of AEC ot the time of the offer.

T date ne aptions have been issued unaer this plon.
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Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

Convertible Notes AEC Group AEC Erttity
2008 2004 2005 2004
$ $ $ $
Opstion reserve
Convertible notes — 498 Capital Asia Pacific Limited 3,000,000 - 3,000,000 -
Less: Classified s Mon Currsnt interest Bearing (MNote 18) {1,467 7,0008 - (1,677, 0004 -
Fquity Comiponent 1,323,000 - 1,323,000 -

Gr & April 2005, Advonced Enging Components limited issued 3,000,000 Convertible Notes at $1.00 each to 698 Copital Asia
Pocific Limited. The notes con be converfed into fully paid ordinary shares af 40 cents per shore ot any Hme on or before 31
December 2009, The notes are sscured by o first fixed and floating charge over all present and future assets and undesrtokings
of AEC ond it's subsidiories, Intersst is poid onnually in areors of o rote of 7.57%,

Commifmends For Expenditure

(o) Confractual Commitments

- Copital equipment and Commitments fo Consultants

Nat loter thon § yeor

40,140 10,000

Loter thon 1 year anc not ofsr thon 5 vears - -

{b} Finance Leases

Lesqisingg CITonasmients

40,140

16,600

40140 10,000

40,140

: G.000

The Corsalidated Entity leoses plant and sauipmsnt under finonce leases expiing from 1 o 5 ysars, At the end of the leose
term the Consolidated Entity has the option fo purchoss the plont and equipment af o price deemed to bes o borgoin

purehose aotion.

Finance lecse lickiities

No later than 1 year 134,219 164,987 134,219 164,987
Lester then 1 year and not later than S years 77843 215,067 77,843 215047
tinirmum finonce lease payments 212,062 380,054 210 047 A80.054
Less future finonce charges {7,973 {8,882) 17 973 |95,857)
Finance lease liokilities 204,089 351,171 204,089 451,171
Inctsded in the finoncial statements as
Current interest becring liabilitiss (note 16} 147,088 147,088 147,088 147,088
Non-current interest becring liabilities inote 18} 57,001 204,083 57,001 204,083
204,089 351,171 204,087 A51,173
Cperating legses
Mot lafer than § ysor 134,342 121,156 134,342 121,158
Later than 1 year and not iater than 5 years 540643 28,000 540,643 898,000
674,985 49,156 674,985 F4%, 158

The consoiidated entity leases property ond equipment under non-cancallabls and eoncelatle opercting l@ases sxpiing
within the next eight yvears. Leases generally provide the consolidated entity with o right of renewal ot which fime of terms are

re-negotiated,
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Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

Reserves AEC Group AEL Endity
20605 2004 2005 2004
3 3 $ 3
Aszet Revaluation Reserve
hovements During the veaor
Crpening bolance - - -
Revaluation increment on plont and equipment 750,000 - 750,000
Closing balance 750,000 - 750,000

he asset revaluation reserve records revaluations of non-curent assets [MNote 13 (8]

Controlled Entities
{a) Particutars in relation to Controlled Entifies

Ownership interest

Narne of Entity Country of 2005 2004

Incorporafion P T
Forent Enfify
Advanced Engine Components Limited Austrolic
Confrofled Enfifies
Transcom NGYS Research Ply Lid Austrolics 100 100
AEC Wehicie Technoiogy Py Lid Austrolics 100 100
MNOGYS (Mot Py Lid* Austrolics - 100
MNOGYS [MNo2) Py Lid* Austrolics - 100
MNGYS [MNo3) Py Lid* Austrolics - 100
MNGYS (Mol Py Lid* Austrolics - 100
MNGYS (Mol Py Lid* Austrolics - 100
MNGYS [MNos) Py Lid* Austrolics - 100
MNGYS (Mo Py Lid* Austrolics - 100
MNGYS [MNo.8) Pty Lid* Austrolics - 100
MNGVE (No9) Pty Lid* Australic - 100
MNOGYS (Mo 0 Py Lig® Austrolics - 100
MNOGYS (Mot} Py Lhg® Austrolics - 100
MNOGYS (Mo 2 Phy Ltg® Austrolics - 100
MNGWVS [MNeL 13} Py Lig® Australic - 100
MNOGYS (Mot 4 Phy LHg® Austrolics - 100
MNOGYS (Mot s} Phy Lig® Austrolics - 100
MNOGYS [MNo.ta) Phy Lidg® Austroglics - 100
NGVS [NoL17Y Phy Lig® Austrolic - 100
MNOGYS (Mo B Phy Lig® Austroglics - 100
MNGVS (NoL19) Py Lig® Australic - 100
* These companias were deregistered during the 2005 financiol year




Notes to the Financial Statements

for the Financial Year Ended 30 June 2005

28. Accumulated Losses

Accurmulated nssas af the beginning of the vear
HNaf loss after incarme tax
Share Capital Reduction — permanently ost

Accurnulated insses af the end of the yeor

AEC Group AEC Endity
2005 2004 2005 2004
$ $ $ $
[35,645,074) [33,746.342) {35.645,07 &) {33,747,40%)
f1.510,711) 1.898,734) (1,530,711} (1,897 .675]
25,809,199 - 25,809,199 -
[11.346,588) {35 645,076) {11,344, 588) {35,645,07 61




Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

2%9. Segment Reposting

inter-segrnent pricing is detarrmined on an army’s length basis,

Segrment resufts, assets and liabilities include items directly attibutable 1o g segment as wal as thoss thot con be allocoted on o reasonabs basis. Unaliocotsd items

mcingy cormprise of interest bearng loans, DOmowings and expenses,

Business Segmenis.

The consclidaied entity comgrises the folowing main business segments:

The Metural Gos Vehicle Systems {(NGVE) segment apesrated in the public ransport area of the industry. Predorminantly, NGVS is responsible for the Company's

coniracts to supply its patented Natural Gas combustion technolegy. The segment’s operations ars based ot the Campany's Head Office in Malaga, Western

Austroficn with a Bronch office having recently been sat up in Beding, China.

The Sprintex Superchorgers and Builet Supercar segrments operated in the passenger car and retol of sports cors areas of the industry. Both these businssses wers

dispossd of during the early part of the 2004 financiod year.

Geographical Segments

The geographical segments of the Consolidoted Entity are Australio, Ching and Fronce.
Primary Reporting - Business Segments NGVS {Nofurat Gaz Vehicle Dizcontinuing Operations Unallocated Consclidoted

Systams) Sprintex Superchargers
ond Bullet Supercars
2005 2004 2005 2004 2005 2004 2005 2004
$ $ 3 $ 3 3 3 $

Revenue
Tl Revenue 1,817,432 3,903,504 - 519,444 - - 1,817,432 4,423,150
Result
Segment Result (1,214,093} (1,042,297} - [18.634) {294.618) [837.801) (1510711} (1,898,734}
Deprsciation of Fixsd Assets and 195,281 75,135 - 13% 045 - - 195,281 214,220

Arriortisation of teased Assets
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Primary Reporting - Business Segmenis

Cther non-coash items:
Arncounts set aside to provisions
Doutstfyl dabts

Employes Entitlements
Provwision for worrcntiss

Inventory dirminution

Assels

Segment Assets
Liabil#ies
Segment Lakilities

Acquisition of Non-Currant Asiets

Secondary Reporting - Geographical
Segments

Segment Revenue by location of
customers

Segment Assets Dy location of cssets

Acouisition of Non-Curraent Asseds

Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

NGVS (Natural Gaos
Vehicle Systems)

2005 2004
3 3
44,302 260,629
15,129 (18,267}

[717,153) 325,000
4046019 2049625
02088928 (2,191,373
9,382 26,758
France
2005 2004
1354933 2,444,75]
452,652 943,892
- 11,645

Disconfinving Operations
Sprirdex Superchargers and

Builet Supercors

2005 2004
$ $
- 20,453
- 141,254
- (345,794}
- 18,181
Aushrolic

2005 2004
417,449 1.978,3%%
1,246,989 1,246,989
49,382 33,324

Unaflecated
2005 2004
$ $
(2413722} (9,506,591}
China
2005 2004
45,080

Consolidated

2005 2004
3 3
44,302 2A0, 420
15,129 (18,267}

(717,153} 25,000
- 20,453
4046019 2,21088)

[3,842,614)  {12,046,758

69,482 44,969

Consolidated

2005 2004

1,817,432 4,423,150

4,046,019 2,210,881
49,382 44,969
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{a}

(b)

Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

AEC GfOU{J AEC EI’!‘I’"Y
2005 2004 2005 2004
3 3 3 3

Notes To The Statement Of Cash Flows
Recoriciliation of Cash
For the purposes of the stotement of cash Hows, cosh
includes cash on nong and in banks and investrnents in
money morket instruments, net of cuistanding bank
averciafts. Cash ot the ond of the finoncial veor as
siown in the stoterment of cash Hows s rsconciled to
the reloted #orms in the Stotement of Financial Position
35 foflows:
Cesh (Note 8§) 1,308,114 197,327 1,308,103 197,314

1,308,114 197,327 1,308,103 197,314
Non-Cash Financing ond invesiing Activities
Craring the yeor ended 30 June 2005 there weres several non-cash financing transactions:
Conversion of A Middleton delbt to equity @300, $100.000
Canversion of G Keys debt fo sauity 30,10 $50.600
Canversion of LiM Asia Arbifrage Fund Inc debt to eguity @30.10. $450.000
Conversion of 698 Capital Asia Pacific Limited debt to squity @$0.10. $1.500.000
Canversion of 498 Capital Asia Pacific Limited debt to aquity €30.20. $3.320.000

Tovtc

$5,620,000
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{c}

Notes to the Financial Statements

for the Financial Year Ended 30 June 2005

Notes To The Stafement Of Cash Flows (confinued)

rReconciliotion of Loss From Ordinary Activilies
After incorme Tax to Nef Cash FAows used in
Operafing Acfivities

£oss from ardinary cctivities after income tox

flesss] itermns clossified as nvesting activities:
{Profit) floss on sale of discontinuing operations
{Profit] fioss on sale of non-current assets

Add non-cosh iters

Depreciation and amortisation of non-current
cisseds
Dol dels provision

Dirrinution in inventory

Unreglised foreign exchange (gainj/loss

Arnounts set aside for provisions

HNaf Cash jusad in) operating activities before
chongss in net assets and liakbilifiss

Chonges in naet assets and liabilities:

fincreose} fodecrease in assets:
Current raceivablss
Current invenionss
Crther currant Gssets

Crther financicl assets

increased {dscredass; in inbilities:
Current poyables
Current interest bearing liakilities
Chher currsnt abilifies
Norn-currsnt interest bearing liakilites

Nat cash [used in} operating activities

AEC Group AEC Erdity
2005 2004 2005 2004
$ $ 3 $

{1.510.712) [1,898.734) {1.510.712) [1.8%7 475}
- {123,440} - (123,640}
{3,094} {11} {3,094} (11}
195,279 214, 221 195,279 214, 221
44,302 204,594 44,302 24,894
- 20454 - 20,454
13,201 (68, 769] 13,201 {68,747}
(702,024} 347,303 (702,024} 347,303
{1.9462.948) [1,284,282) {1.9462.948) (1,283,223
508,880 (119,167} 508,880 (119,147}
37,850 2,258 37,850 2,258
(30,224} [74,037) (30,224} {74,033}
[772.948) 1,637 .579] [772.948) (1,637,579}
242,022 333,337 2462022 333,337
- {624,430 - (424,430}
{1,957.388) 13, 403,900) {1,957, 388) (3,402,837}




Notes to the Financial Statements
for the Financial Year Ended 30 June 2005

31. Financial Instruments

{a} Significant Accounfing Policies

Destails of the significant accounting policies and methods adopted, including the eriteria for recognition. the basis of
resasursment anc the Dasis on which revenues and sxpenses ore recognised, in respect of sach alass of finoncial
csset, finoncial ickity ond equity insfrurmesnt are disclosed in note 1 1o the finoncial stetemeants,

{3 interest Rafe Risk
The foilow%mg teakdes dercﬁs the consclicaied antity's SADOSUS 1o interest rote risk o5 oif the 30 juns 2_{105:

Fixed inferest Rate Maturity

Avercge Vardable More Non-
Interest Interest Less thon 1te s than 5 Interest
Rate Rate 1 Yeor Yeors Years Beoring Total
2005 T ) b3 3 3 3 $
Financiod Assefs
Cash 4237 1,306,103 - 2,000 1,308,103
Recsivobies . - - - 479.25% 479,259
1,306,103 - 481,299 1,787,402
Financiol Ligbilities
Payables - curent . - - - 517 441 512 441
Insurance Finonce 453, - 236,454 - 434,454
Convertible Note 7.57% - - 1,477,000 - 1,677 800
Loar facifties 8.41% - 741,673 - 741,673
Financs tease labilities 9. o, - 147,088 57.001 - 204,089
- 1,225,215 1,734,001 512,441 3,471,657
The foilow%mg teakdes dercﬁs the econormic entiy's BX[OSUrS to interest rate risk a8 ot the 30 fune 20{)41
Fixed Interest Rate Maturity
Avercge Vardable More
Interest Interest Less thon ito s than 5 Non-
Rate Rate 1 Yeor Yeors Yeors iterest Bearin Tokal
2004 % 3 3 $ 3 3 $
Financiod Assefs
Cash 3.8% 195,314 - - 2,000 197,314
Recsivobies . - - - 1,045,782 1,045,782
195,314 - - l,O»@?.?Sﬁ 1,243,074
Financiol Liabilities
Payables - curent . - - - 1,14%,242 1,149,242
Insurance Finonce 4015 _ 241,003 _ _ 241.003
Loon faciffies 8.41% - | &a913.438 - 3,318,924 $,232,362
Finanes lease iakilitiss 9 55% _ 147.088 504,083 _ 451,171
- 4,308, 509 204,083 4,468,164 ST IVE

{c) Foreign Exchange Risk

Tae consclidatsd entity does not cunently snter into forward exchange rate contracts to hedge purchase or safe
cormrmitrrgnts. The Dirscfors crs of the view that ifs fisbus contract is yet to sstablish a trend from which fo hedge.
Trhe consoidated entity continually raviews its foreign exchange risk ond minirmises its expoiure by sourcing non-core
components in the sames curency.
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Financial Instruments {confinued)

Credit Risk

Credit risk refers to the rigk that o counter-party will default on #s controctual obfigations resulling in financial loss to the
consoliclated entity, The consolidated enfity has adopted the policy of only deating with creditworthy counisr-partiss ang
ofstaining sufficient coliateral or other sscurity where appropriate, as a means of mitigoding the risk of financial loss from
defouits, The consolidoted entity measures credit risk on o foir volue bosis

The cred# dsk on fnancicl assets, exciuding investments, of the consolidotsd endity which have been recognized on he
staterment of finoncicl position, s the coryving amount, net of any provision for doubtful debts. As ot 30 June 2005, P4% {2004:
24%) of the consolidated sntity's trode debiors were owed Dy two customsrs in the NGYS business segrmant. Thaese debtors
cormprise of large multinational vehicle and componant manufoctorens and therefore the credit fisk associated with these
moyrfies is considerad to be minirmal.

Net Fair Valve

The corrying amount of finoncial assets and financial lobilitie:s recorded in the financicd statements approxirmotes fheir
respective net foir valuss, determined in ccoordonce with the coccounting policies disclosed in note 1 to the Bnanciat
stofernenis,

Related Parly Disclosures

Transaciions of Direcfors ond Directors-reiated entifies

e Midddlsfon mads o loan to the company amounting to 3158418 during the previoos financial year, 3100000 of this ioon
wos converted to equity folowing the approval by sharsholders in general mesting on the 8th September 2004, The
rerrcining loan was repaid during Apri 2005, Interest af 15% per annum on the above inan, amounting 1o $7.192 was paid
ciuringg the year to My Middleton and related enfifies.

M Keys s a Dirsctor and mojority shareholder of Norvest Corporaie Pty Limited, which provides varous corporate and
secretaral servicss to the compoany af normial commercial radss. During the veor Norvest Corporate Ply Limited supplied
company corporate and secrstarial services to the company 1o the volue of 3356443, OFf this amount 300,518 was in
respect of work performesd in the raising of equity. At o sharshoiders meeting hald on the 80 of Ssplember 2004, it was
ogreed to Bius Norvest Corporate Pty Lid with 1,250,000 free opfions over the shares in the company, exercisabls ot $0.20
each as part paymsnt for corparate advisory services. These options were valued at 398,018 using Block-Schales. As at 30
lune 20035, the Company owed Norvest Corporate Py Lid 3114.774, this amount i reflescted in payables and does nof attract
any interest.

Sebu Py Limited, a company of which Mr Keys 5 g Dirsctor of, has made o lean o the Carrpany of $150 000, $5C.000 of this
loan wos converted to equity following the appraval by sharsholders in general mesting on the 8th Septermber 2004, The
resrriciining oo was repaidd during April 2005, Interast ot 15% per annum on the above loan, amounting to $18,185 was poid
ciuring the year 1o Sebu Py Limited.

At o shorsholders meesting held on & April 2008 shareholders approved the application Iy Mr Middiston andfor his related
parties and Mr Keys and/or his related parties appiying for 500,000 shares ond 1,000,000 shores in the Cormpany, respectively,
pursuant to the AEC Prospecius Offsr. Mr Middiston ond Mr Kevys, ondfor their reloted parties, subscribed 3100000 and
$E00.000 respectively o the AEC Prospectus Cffer and wers issusd with 500,000 ond 1,000,000 shares respechively in April
2008,

During the year the Compony entered into o number of fransactions with LM Asice Arbitrage Fund Ine (LM} Mr Long, a
Director of the Cormpany until 19 Qciober 2004 & o Ditactor and rmajor shereholder of LML During the yeor UM mocls no
furfhier advonces to the Company. LM charged inferest on this advance at an interest rate of 841%. During the year LIk
corverted $650,000 of it's debt to equity and the remaining accroed inferest was fully repaid. LM was paid an amaount of
$5C.000 in respect of camimission on their application for and ssue of 5,000,006 shares at o subsardpdion price of 331,000,006
pursuant o the AEC Prospecius Offer,

During the year 498 Copital Atia Pacific Limited advanced the Company o further $210.000 ond chorged interast on fhis
advance at an inferest rote of 8.41%. This loan is secured by way of fixed ond floating chorge over the assets of the
Campany. During the vear $1.5 milian of this loan was converfed fo equity fallowing the cporoval by sharebolders in general
rrigeting on the Bth Septembier 2004 and a furthesr 33,000,000 was converted to o canvertible note foliowing the approval by
shiarefalders in general meeating on the 58 of Apdl 2005, At vear-end the 698 Capital Asia Pocific Limited loan stood af
$741,673. 698 Copital Asio Pacifie Lmited iz o reloted entity. The repayrment dofe of the full faciiity hos been extended 1o 30
September 2006,

a98 Copital Intemational Umited sntered into a shorifall ogreement with the Campany in October 2004 wherety it wouid
subsoribe for an amount of up to 31,000,000 for up to 5,000,000 shoras in the AEC Prospectus Offer, 498 Copitol International
Limited subsequently applied for and were ssued with 5,000,000 sharss pusuant to the AEC Prospectus Offer. 498 Capital
Interncdional Lrmited wos poid o commitment fee of $15.000 in respect of the issue of shores through the AEC Prospecius
Gffer.
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678 Capital International Limited has resoived to provide finoncial support, iy cireumistances that witl enabis the Cormpany to
be obde to mest #s debis as and when they foil due, af least ontil one yvear from the signoture of the Directors’ Declarafion.
This support s subject to the Company raising additional working capital of a minirmurm 31,000,000 prior 16 31 Decermber 2005
and subiect to 698 Capital Internafional Umited remaining the majority sharsholdesr of the Corrmpany.

har Liu and ddr Lee ore Direcion of 678 Capiial Intermational Limited ond 498 Copital Asia Pacific Limited, Details of other
tronsaction with these entities are set out eliewhers in the notes of the finoncial stetements.

Economic Dependency

A9% of the Campany's forecast sales revenues over the next twelve months s expected to bes derived from its condract for the
supnly of NGWS kits, spare ports andd services o isbus and iveco. Both of these customers areg bated in France, 1 will enly be
in the second holf of the 2004 finoncial vedr that onticipated controcts in Ching and Australio wouid diiute the curent
dependency on thess bwo Franch custormers.

Contingencies

e Compony entered into an orrangemsnt with two of its French custorners, CRMT and Irsbus, purssant o which CRMT
instells NGYS and other parts info the GMNY EURD 3 gos engine for use by Irisbus in the manufacture of gos powered buses.

CRMT commenced litigation against Idsbys an 8 July 2004 in the Commerciol Court of Lyon and Iistus have countercloimed
agoinst CRMT recuesting an expert evaluation of the facts in relation to the dispute between the two parties. CRMT has
joined AEC to the action in relation o the countercioim by Ihstus against CRMT.

he sxpart evaivation was expected to be completed by 31 July 2005 but has been extendsd by six months o 31 Jonuary
2004, 1t requires legod and techinicat input frorm the Cormpony, rsbus and CRMMT.

After cornpletion of the expeart voluation the parties can continue 1o Ding actions against sach other on the rmerits of the
coss. Any such action couid last 12 to 24 months. Apart formn the €1,508,217.58 clairmed against lristus by CRMT, frishus bas
allsged that the costs of the operafional problers amaunt to €10,000.000 but no guanturn of loss has been officially claimed
vy lriskous ageinst AEC or CRMT.

After the axpert has deliversd its finding, any porty moy armend or bring o frash Clairm including thedr astimote as to the loss
they hove sufered. It will anly be at this tims that AEC wili have an understanding of the quantum of claim {if any) that it is
axposed to, Currsntly neither Irisbus nor CRMT i claiming any specifie auantum of loss frorm AEC.

AEC will vigorously defond any claim mads againgt it after the expert hos coneluded its svatuotion, and will pursue o of its
legal rermedies against CRMT for any toss that CRMT may hove occasionad 1o AR,

AEC has instructed Deisal & Assacias in Lyon, France to represent it in relodion to the expert valuation, and in relation to any
action commenced against or by AEC on the merits of the motter.

he Directors hove no reason to believe thot the provision rmads for warrenty in the accounis is insufiicient,

After Balance Date Evenis

e Company announced on the 80 July 2005 that it hod settied its dispute with Gas Torgue Engines Pty Lid in respect of
royalties on intelleciual property purchased from AEC. in ferms of the agreement AEC wouid purchase 100% of Gos Torgue
Engines Pty Lo, inciuding the disputed contract The consideration payabie would be the fransfer of somes minor plant and
sauipmeani, the payment of 3150.000 in cash and thes alletrment of $150.000 in AEC sharss. Settiermnent of the GTE acgquisition
anly ooaurs when AZC executes the formol contract for porticipotion in an Austrafion consortiven, AEC s in the final stages of
negeficting o rminoity shareholding in that Austrelion consortium, which will provide o natural gos refuedling, and vehicle
package to Australian fruck feests.
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Discontinving operation

On 1 Septsrnber 2003 the company announced that it had entersd into on agreement to sell its Bullet division with effect
from the 28 August 2003 and is reparted in this financial year report s o discontinuing operation.

On 24 Fetruary 2004 the company annocunced that dus to o technical breach of the ogreement thot the company hiod
accepfed o conceliation of the agresment. However on 30 June 2004 the parties ogreed fo re-instate the original
agreement with minor amendmenis being agreed fo, to faks info account the “schnicat breach™

On 17 Cotober 2003 the cormpany anncunced it hod entered into an agreement fo sell its Sprintex division with effect from 3
Dacembar 2003 and & reported in this inanciol report as a disconiinuing opsration.

Finaneial informotion reloding to these discontinuing apsrafions for the pariods up o the dotes of disposal is set oot below.
Further inforrmation is sst out in Note 30 Segment Beporting.

AEC Group AEC Group
2005 2004
$ S
Financial Pertormance Infarmeation for the five months ended 3 December 2003
Revenue from ordinary activities, exaluding the sale of the divisions - 179,644
Revenues fram sale of divisions - 340,000
Total revenue frorm ardinary acfivities - 519 444
Expanses from ordinary activities, exeluding the carrying amount of assats of the - 421,509
divisions sold
Carrying amaount of net assets of the divisions sold - 218,371
Total expensss frorm ordinary aotivities - 538,280
Profit fram ordinary activities before related income tox - [18.634]
Income tox expenss - -
Met profit - (18,634
Carrying amounits of assets and liabilities
Property, plont and equiprment - 76,371
Prenayrmisnis - -
Invertories - 140,000
Total assets - 214,571

Trace creditors - -
Acerucls and afher - -
Insuranee premium fincnce - -
Leose liokilities - -
Provisions for ermpdoyes benefits - -

Total licdsitties - _

Met assets - 214,371




36. Disconfinuing operation (confinuved)

AEC Group AEC Group
2005 2004

$ $
Cash Flow Irformation
Net cash inflow/ ([outflow) from ordinary activities _ {535,693)
Nt cosh infiow from investing aotivities {2004 inciudes an inflow of 3283 000 form the B 93000
satle of divisions] '
Net cashy [outflow) Forn financing activities B 1217,044)
Nt increase/ [decraase] in cash generafed by these divisions B 1535,693)
Details of the sale of the divisions is as folows
Considerction received or receivolbie:
Cosh - 233,000
Presaent volue of armount dus on 1 July 2004 B 50,600
Prasent value of amount due on 1 Septarnber 2004 B 45000
Fresent value of amount due on 36 September 2004 B 12 900

- 340,006
Camrying amount of net cssets sold ~ 916,571
Gaing (foss) on sole befors refated income tox B 193 40
lrvooarries fox exanse ~ )
Gain on sale after releted income tox expense ~ 193 629

Certain cssefs of the company ore leased o the purchasers of these divisions for petiods, which align with the compony's own leoses
aver this aouiprment. On termination of the leases the purchasers hove the option to purchose the assets at the rasidual volues reflscted
in the lease agreemanis or return the assets 1o the cormpany. Leasing incorme is shawn in the aceounts s other income,

37. Compuany Detalls

The registered office of the company is:
Advanced Engine Components Limited
14 Energy Street

Malaga WA



