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Corporate Governance Statement
For the Year Ended 30 June 2003

For the year under review Kip McGrath Education Centres Limited operated as an unlisted public company
with the twe founders as the only sharehelders. On 15 August 2003, the company listed on the ASX. On 19
June 2003, in preparation for listing, the company implemented a restructure of its Board and prepared and
approved a detailed Corporate Governance Charter. This charter details the key reporting requirements and
includes:

»

Defining the Board responsibility for the stewardship of the assets of the company, focusing on adding
value to these assets, working with management to build a successful company and enhance shareholder
value.

Formation of Remuneration Committee and guidelines for membership and operation of this committee.

Formation of Audit Committee and guidelines for membership and operation of thig commitiee.
Appointment of two independent non executive directors to Board in the roles of:

- Chairman of the company;
- Chairman of the Remuneration Committee
- Chairman of the Audit Committee
Commitment to implementing best practices relating to Board processes and Corporate Governance.

Monitoring management and the implementation of the strategy, financial plans, internal controls and
overseemg the operations of the company
Monthly Board meefings which will include:
- Reviewing monthly financial statements, actual versus budget and forecasts, growth of
franchise numbers against budgets, domestically and overseas; cash flows and forecasts

- Reviewing performance against strategic plans and KPFPs
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Directors report

The directors present their report together with the financial report of Kip MeGrath Education Centres
Limited {“the Company™) for the year ended 30 June 2003 and the auditor’s report thereon.

Uirectors

The directors of the Company at any time during or since the end of the financial year are:

Name Age Experience
g‘igifma” 38 Member - Audit Committee, Chairman- Remuneration
Ei;lde' pendent Non-executive Commitiee.
Di 'eizt or ' ' Director of Felix Ventures, Director of Capral
! Aluminium Ltd and Pirector of Ludowici Lid
Director since 19 June 2003,
Mr Kip McGrath 56 Drirector since incorporation i 1987

Managing Director

Mrs Dagnija McGrath 66 Drirector since incorporation i 1987
Education Director

Mpr Lewis Ting 62 Chairman — Audit Committee, Member Remuneration
Independent Non-executive Commitiee.

Director Dhirector since 19 June 2603

Mr Storm McGrath 33 Company Secretary

Executive Director Projects Director

Director since 1997
Directors’ mestings

The number of directors’ meetings (including meetings of commitiee)} and number of meetings attended by
each of the directors of the Company during the financial year are:

Director Board Meetings
A B

P Arnall 3 3

K McGrath 5 5

D McGrath 5 5

L Ting 3 3

S MeGrath 5 5

A — number of meetings attended
B — number of meetings held during the time the direcior held office
Principal Activities

The principal continuing activities of the company during the course of the financial year were the provision
of educational facilities for franchisees.
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Directors' report (continued)

Significant changes in state of affairs

There were no significant changes to the nature of the operations during the current financial vear. However
subsequent to year end the company has listed on the Australian Stock Exchange.

Review and result of operations
Operating profit before income tax $780,615 (2002: §652,194).

The company has shown continued growth for the 2003 financial year in line with the Prospecius forecast.
Both domestic and overseas Franchise sales have increased with the number of worldwide franchise sales for
the 2003 year increasing by 11%. Overall the Pre-tax profits increased by 20% over the previous period in
{ine with revenue growth.

During the year the company conlinued to develop plans for expansion into overseas markets and refined
new products including “Kindy Kip” and “English as a Foreign Language”. 1t is expected these products
will contribuge to revenues in the 2004 financial year.

Dividends

The directors recommend that no dividends be paid for the year ended 30 Fune 2063 (2002:n113. No dividends
have been paid or declared since the end of the previous financial year.

Environmental regulation

The company’s operations are not regulated by a significant environmental regulation under a law of the
Commonwealth, State or Territory.

Directors’ and senior executives emoluments

The Remuneration Committee is responsible for making recommendations to the Board on remuneration
policies and packages applicable to the Board members and senior executives of the Company. The broad
remuneration policy is to ensure the remuneration package properly reflects the person’s duties and
responsibilities and level of performance and that remuneration is competitive in attracting, retaining and
motivating people of the highest qualhity.

Executive directors and senior executives may receive bonuses based on the achievement of specific goals

related to the performance of the company. Non-executive directors do not receive any performance related
remuneration.

Details of the nature and amount of each major element of the emoluments of each director of the Company
are:

Base Bonuses | Non Cash Super Options | Retirement Total
emolument Benefits | contributions | issued (A) Benefits
) 3 $ 3 3 3 S
Director
Non Executive
Mr P Arnall - - - - 4,190 - 4,190
Mr I Ting - - - - 4,190 - 4,190
Execufive
Officers
Mr K McGrath 35923 - 5,454 4 498 - - 65,875
Mrs D McGrath 53,231 - 11,198 4 498 - - 68,927
Mr § McGrath 123,097 14,500 - 9417 17,120 - 164,134
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Directors' report (continued)

Directors and senior executives emoluments' (continued)

(A)Y All options expire on the 15 August 2008 and each option entitles the holder to purchase one ordinary
share in the company. No options may be exercised until the Company’s shares have been quoted on the
Australian Stock Exchange for more than 12 months. The estimated value disclosed above 1s caleuated
at the date of grant. Further detail of options granted during the year are set out under “Oplions” below.

Options

The Company granted options over unmissued ordinary shares to the following directors as part of their
remuneration.

Number of options Exercise price Expiry date
granted
Directors
Mr § McGrath 200,000 $6.60 15 August 2008
Mr § McGrath 200,000 $6.76 15 August 2008
Mr P Arnall 106,000 $0.65 15 August 2008
Mr L Ting 100,000 $0.65 15 August 2008

All options were granted during the financial year. No options have been granted since the end of the
financial year.
Directors” interests

The relevant interest of each director in the shares, and rights or options over such instruments issued by the
company, as notified by the directors to the Australian Stock Exchange m accordance with S205G(1) of the
Corporations Act 2001, at the date of this report 1s as follows:

Ordinary Shares Opticns over
ordinary shares
Mr K McGrath 4,175,000 -
Mrs D McGrath 4,173 000 -
Mr § McGrath 8,060 400,600
Mr P Arnall 165,000 100,060
Mr L Ting 25,000 100,000
Kip McGrath Investments Pty Limited 1,000,000 -
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Directors' report (continued)

Events Subsequent to Balance Date

Since 30 June 2003 the company has listed on the Australian Stock Exchange. The shares on offer at listing
were 7,650,000, for consideration of $3, 825,000, with total shares afier listing of 17,000,000. The funds
raised are being used to:

8 Develop overseas franchises

8 Repay Interest Bearing Liabilities of $400,000 and Non Interest Bearing Liabilities of $1,000,000
currently shown as Current Liabihities;

8 Offset intangible prospectus costs of $236,590 currently shown as Current Assets against contributed
equity from the capital raising proceeds; and

8 Provide sufficient working capital to support the company’s underlying business operations.

The financial effects of these transactions have not been brought to account 1n the financial statements for the

year ended 30 June 2003.

Other than the matter addressed above, there has not arisen in the interval between the end of the Ninancial

year and the date of this report any item, transaction or event of a material and unusual nature likely, in the

opinion of the directors of the company, to affect significantly the operations of the entity, the results of

those operations, or the state of affairs of the company, in future financial years.

Likely developments

For the first two months of the 2003/04 financial year the company has traded within expectations. The
developrents outlined in the company's prospectus are underway and the directors expect that the 2003/04
year will achieve resulis outlined in the prospectus.

Indemnification and insurance of officers and auditors
To the extent permitied by law, the company will indemnify each officer of the company against any liabihity

for costs and expenses incurred by thatl person as an officer of the company, unless hability arises out of
conduct mvolving a lack of good faith.

Signed in Newcastle i accordance with a resolution of the directors:

Phil Arnall 11 September 2003
Director
Kip McGrath 11 September 2003
Director



Independent Audit Report to Members of
Kip McGrath Education Centres Limited

Scope
The financial report and direciors® responsibility

The financial report comprises the statement of financial position, statement of financial performance,
statement of cash flows, accompanying notes to the financial statements, and the directors’ declaration
for Kip McGrath Education Cenires Limited {the Company), for the year ended 30 June 2003.

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

Audit Approach

We conducted an independent audit in order to express an opinion o the members of the Company.
Our audit was conducted in accordance with Australian Auditing Standards in order to provide
reasonable assurance as to whether the financial report is free of material misstaterment. The nature of
an audit 18 influenced by factors such as the use of professional judgement, selective testing, the
mherent limitations of internal control, and the availability of persuasive rather than conclusive
evidence. Therefore, an audif cannot guarantee that all material misstatements have been detected.

We performed procedures to assess whether m all material respects the financial report presents fairly,
m accordance with the Corporations Act 2001, Australian Accounting Standards and other mandatory
financial reporting reguirements in Australia, a view which is consistent with our understanding of the
Company's financial position, and of its performance as represented by the results of its operations
and cash flows.

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

B examinng, on test basis, information to provide evidence supporting the amounts and disclosures
in the financial report, and

®  assessing the appropriateness of the accounting policies and disclosures used and the
reasonableness of significant 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
assurance on internal controls.

Independence

In conducting our audit, we followed applicable independence requirements of Australian professional
ethical pronouncements and the Corporations Act 2001.




Independent Audit Report to Members of
Kip McGrath Education Centres Limited

Audii Opinion

[n our opmion, the financial report of Kip MceGrath Education Centres Limited is in accordance with:

a) the Corporations Act 2001, including:
i) giving a true and fair value of the Company’s financial position as at 30 June 2003
and of its performance for the financial year ended on that date; and
i) complying with Accounting Standards in Australia and the Corporations Regulations
2001 and
b} Other mandatory professional reporting requirements in Australia.
KPMG
D A Turner
Partner

Newcastle 12 Seplember 2003
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Directors declaration

In the opinion of the directors of Kip McGrath Education Centres Limited {“the Company™):

{a) the financial statements and notes, set out on pages 10 to 35, are in accordance with the
Corporations Act 2001, including:

{i)  giving a true and fair view of the financial position of the Company as at 30 June 2003
and of its performance, as represenied by the results of its operations and its cash flows
for the year ended on that date; and

{1y  complying with Accounting Standards and the Corporations Regulations 2001; and

{(b)  there are reasonable grounds to believe that the Company will be able to pay its debts as and
when they become due and payable.

Signed in Newcastle in accordance with a resolution of the directors:

Phil Arnail 11 September 2003
Director
Kip MeGrath 11 September 2003

Director
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Statement of Financial Performance
For the year ended 30 June 2003

2003 2002
Note " § " 3

Revenue from franchise operations 2 . 1,814,317
Other revenues from ordmary activities 2 31,162
Total revenue 1,845,479
Employee expenses {478,286) _ {368,235)
Depreciation and amortisation expenses 3 (3{)7’,’?{]3) {310,715)
Borrowing costs 3 (83,26?) {120,325)
Commission expenses : ( 50,909) -
Marketing expenses (137,664) (47,532)
Admmistration expenses {184,342) {165,165)
Merchandising expenses (132,537) (95,665)
Other expenses from ordinary activities '_ (101,110) (85,628)
Profit from ordinary activities before related income :

tax expense 780,615 652,194
[ncome tax expense relating to ordinary activities 5 B {250,97 ;f) {229 .944)
Net profit attributable to members _ 5_29,638_ 422,250
Basic earnings per share: ' .

Ordinary shares 28 $0.057 $211,125

The statement of Nnancial performance 1s to be read in conjunction with the notes to the financial
statements set out on pages 13 to 35

1
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Statement of Financial Position

As at 30 June 2003

29{}3 2082
Notes - R $
Current assets e
Cash assets 407,031 182,270
Receivables 7 184,850 230,102
[nventories 8 e 38,333 -
Other 9 250,988 6,281

Total current assets 881‘,202 _ 418,653

Non-current assets e e
Property, plant and equipment 10 1,407,750, 1,500,153

Intangibles 11 2,763,787 2,928,298
Other 12 831,852 614,206
Deferred tax assets 5 18,808 11,406
Total non-current assets _'”5,_026,}48 5,054,063
Total assets _'”5,9(}?,35{) 3472716
Current liabilities e

Payables 13 27.314,240 125,822
Interest-bearing labilities 14 400,000 280,672
Non interest-bearing liabilities 135 1,000,000 120,600
Current fax 5 169,675 131,188
Provisions 17 37,370 22,455
Total current Habiities "'1?92 '1',_285_ 680,137
Non-current liabilities

Interest-bearing liabilities 14 f_i S270,52% 639,579
Non interest-bearing liabilities 135 1,019,838, 2,019 838
Deferred tax Liabilities 5 255,217 206,025
Provisions 17 __ _?,560 3,846
Total non-current labHities _”'1_,§§3_,_'i_36 2,889 288
Total liabilities 3,474,42 1 3,569,425
Net assets 2,432,929 1,903,291
Equity S o

Contributed equity 18 2 2
Reserves i9 441216 441216
Retained profits 20 1,991,711 1,462,073
Total equity 12,432,920 1,903,291

The statement of Nnancial posiiion is to be read in conjunction with the notes to the financial
statements set out on pages 13 to 35

1
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Statement of Cash Flows
For the year ended 30 June 2003

23{}3 2002
Note - §. . $

Cash flows from operating activities

Cash receipts in the course of operations 2,296,835 1,800,203
Cash payments in the course of operations (1,180,602) (683,291)
Income tax paid - (157,148) (25,221)
Interest received S 11,060 3,925
Borrowing costs paid _ (83,207) {120,325
Net cash provided by operating activities 24 '_'__'8_86,_87% 975,291
Cash flows from investing activities ST

Payments for property, plant and equipment (23,707) (49,426)
Payment of research and development costs (248,679) . (331.,056)
Proceeds from sale of shares - 1,237
Net cash used in investing activities {272,386) (379.245)
Cash flows from financing activities e

Proceeds from borrowings D e 46,940
Repayment of borrowings (306,905) (387,179)
Fiance lease payments _ (82,826) {61,380)
Net cash used in financing activities {’389,’_?__3'1)__ {401,619
Net increase in cash held 224,?62 194,427
Cash at the beginning of the financial year ) ':1'82,2'?{} _ (12,157)
Cash at the end of the financial year 24 407,031 182,270

The statement of cash flows is to be read in conjunction with the notes to the financial staterments set
out on pages 13 to 35.

1



Kip McGrath Education Centres Limited
ACK 803 415 889

Notes to the financial statements
For the year ended 30 June 2003

(a)

(b)

(©)

Statement of significant accounting policies

The significant policies which have been adopted in the preparation of this financial report are:

Basis of preparation

The financial report is a general purpose financial report, which has been prepared in

accordance with Accounting Standards, Urgent Fssues Group Consensus Views, other
authoritative pronouncements of the Australian Accounting Standards Board and the

Corporations Act 2001.

[t has been prepared on the basis of historical costs and except where stated, does not take into
account changing money values or fair values of non-current assets.

Fhe accounting policies have been consistently applied and, except where there is a change m
accounting policy, are consistent with those of the previous year.

Revenue recogniiion

Revenues are recognised af fair value of the consideration received net of the amount of goods
and services tax {GST). Exchanges of goods or services of the same nature and value without
any cash consideration are not recognised as revenues.

Rendering of services

Revenue from the rendering of services s recognised proportionally over the life of the service
contract.

Sale of goods

Revenue from sales of products is recognised at the time the contro! of the product passes to the
customer. This control will pass when the customer places an order for the product.

Interest revenue

Interest revenue is recognised as it accrues.

Borrowing costs

Borrowing costs include interest, amortisation of discounts or premiums relating to borrowings,
amortisation of ancillary costs incurred in connection with arrangement of borrowings,
meluding trade creditors and lease finance charges.

13
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Notes to the financial statements
For the year ended 30 June 2003

{d)

(e)

(f)

Statement of significant accounting policies {continued)

Goods and services tax

Revenues, expenses and asseis are recognised net of the amount of goods and services tax
{GST), except where the amount of GS8T incurred is not recoverable from the Australian Tax
Office (ATO). In these circumstances the GST is recognised as part of the cost of acquisition of
the asset or ag part of an item of the expense.

Receivables and payables are stated with the amount of GST included.

Fhe net amount of GST recoverable from, or payable to, the ATO is included as a current asset
or liability in the statement of financial position.

Cash flows are included in the statement of cash flows on a gross basis. The GST components
of cash flows arising from investing and financing activities which are recoverable from, or
payable to, the ATO are classified as operating cash flows.

Foreign currency
Transactions

Foreign currency transactions are translated to Australian currency at the rates of exchange
ruling at the dates of the transactions. Amounts receivable and payable in foreign currencies at
balance date are translated at the rates of exchange ruling on that date.

Exchange differences relating to amounts payable and receivable in foreign currencies are
brought to account as exchange gains or losses in the statement of financial performance in the
financial year in which the exchange rates change.

Taxation

The company adopis the income statement Hability method of tax effect accounting.

[ncome tax expense is caleulated on operating profit adjusted for permanent differences between
taxable and accounting income. The tax effect of timing differences which arise from items
being brought to account in different periods for income tax and accounting purposes, s carried
forward in the statement of financial position as a future income tax benefit or a provision for
deferred income tax.

Future income tax benefits are not brought to account unless realisation of the asset is assured
beyond reasonable doubt. Future income tax benefits relating to tax losses are only brought to
account when their realisation is virtually certain. The tax effect of capital losses is not
recorded unless realisation 15 virtually certain.

i
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Notes to the financial statements
For the year ended 30 June 2003

(g)

(h)

i

G}

Statement of significant accounting policies continued)

Acquisitions of assets

All assets acquired meluding property, plant and equapment are imtially recorded at their cost of
acquisition at the date of acquisition, being the fair value of the consideration provided plus
meidental costs directly attnibutable to the acguisition.

Expenditure other than research and development, is only recognised as an asset when the entity
controls future economic benefits ag a result of the costs incurred, it 1s probable that those future
economic benefits will eventuate, and the costs can be measured reliably. Costs atiributable to
feagibility and alternative approach assessments are expensed as incurred.

Research and development

Research and development expenditure 1s expensed as incurred except to the extent that its
recoverability is assured beyond reasonable doubt, in which case it 1s deferred, and amortised
aver the useful life, not exceeding 20 years.

Revisions of accounting estimates

Revisions to accounting estimates are recognised prospectively in current and future periods
only.

Cash assets and bank overdrafts

Cash assets and bank overdrafis are carried at face value of the amounts deposited or drawn.
The carrying amounts of cash assets and bank overdrafis approximate net fair value.
Receivables

The collectability of debts is assessed at year-end and specific provision is made for any
doubtful accounts.

TFhe carrying amount of recervables approximates net fair value.
Trade debtors

Frade deblors are generally settled within 30 days and are carried at amounts due.

i
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Notes to the financial statements
For the year ended 30 June 2003

k)

o

(m)

Statement of significant accaunting pelicies {continued)

Recoverable amount of non-current assets vahized on cost basis

The carrying amounis of non-current assets valued on the cost basis are reviewed o determine
whether they are in excess of their recoverable amount at balance date. If the carrying amount
of a non-current amount asset exceeds 1fs recoverable amount, the asset is written down Lo the
lower amount. FThe write-down is recognised ag an expense in the net profit or foss in the
reporting pertod in which it ocours.

Where a group of assets working together supports the generation of cash inflows, recoverable
amount 1s assessed i relation to that group of assets.

[n assessing recoverable amounts of non-current assets the relevant cash flows have not been
discounted to their present value, excepl where specifically stated

Intellectual property
Fhe cost value of intellectual property arose from a director related party transaction. The

recoverability of this cost value is annually assessed by the directors and has been supported by
an independent valuation performed by Mr Peter Sweeney CA.

Depreciation and amertisation

Useful lives

All non-current assets, including intangibles, have limited useful lives and are
depreciated/amortised using the straight line method over their estimated useful Hves.

Assets are depreciated or amortised from the date of acquisition or, 1n respect of internally
constructed assets, from the time an asset is completed and held ready for use.

The depreciation/amortisation rates used for each class of asset are as follows:

2003 2002
Property, plant and equipment
Bunldings and mprovements 10-40 years 16-40 years
Plant and equipment 4-10 years 4-10 years
Intangibles 20 years 20 years

Payables

Liabilities are recognised for amounts to be paid in the future for goods or services received.
Trade accounts payable are normally settled within 30 days. The carrying amount of accounts
payable approximates net fair value.

16
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Notes to the financial statements
For the year ended 30 June 2003

(m)

(0)

(p)

(q)

Statement of significant accounting policies {fcontinuad)

Loans

Loans from related parties are carried on the statement of financial position at their principal
amount. The carrying amounts of loans approximate their net fair value.

Employee entitlements

The carrying amount of provisions for emplovee entitlements approximates net fair value.

Wages, salaries and annual leave

Fhe provisions for employee entitlements to wages, salaries, annual leave represent present
obligations resulting from employees’ services provided up to the balance date, calculated at
undiscounted amounts based on current wage and salary rates including related on-costs.

Long service leave

Fhe provision for employee entitlements to long service leave represents present obligations
resulting from emplovees” services provided up to balance date. The provision in based on
current wage and salary rates including related on-costs.

Leases

Finance leases, which effectively transfer fo the company substantially all of the risks and
benefits incidental to ownership of the leased item are capitalised at the present value of the
minimum lease payments, disclosed as leased property, plant and equipment, and amortised
aver the period the company is expected to benefit from the use of the leased assets.

Operating lease paymenis, where the lessor effectively retains substantially all of the risks and
benefits of ownership of the leased items, are included in the determination of the operating
profit in equal instalments over the lease term.

Earning per share

Basic earning per share (“EPS™} is calculated by dividing the net profit attributable to members
of the Company for the reporting period, afier excluding any costs of servicing equity {other
than ordinary shares and converting preference shares classified as ordinary shares for EPS
calculation purposes), by the weighted average number of ordinary shares of the Company.
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Notes to the financial statements
For the year ended 30 June 2003

2003 2002

2 Revenue from ordinary activities

Revenue from franchise operations — domestic 1,65?,939 1,283,128

Revenue from franchise operations — overseas B '528_,'_1 02 531,189

Total revenue from franchise operations '2,'286_,04] 1,814,317

Other revenges:

From operating activities

Product sales -:-.39.9 119 -

Freight 3704 2,642
Interest - Other parties -:. 1i,(}6(} 3,927
Other 7420 20,540
Website advertising S 3,790
From outside operating activities

Investiment income 128
Total other revenues _ 31,162
Total revenue from ordinary activities .'2,256,483 1,845,479

18



Kip McGrath Education Centres Limited
ACK 803 415 889

Notes to the financial statements
For the year ended 30 June 2003

2003 2002
g $

3 Profit from ordinary activities before income tax expense
a)  Profit from ordinary activities before incoie tax

expense has been arrived at affer charging/{credifing)
the following items:

Borrowing costs:

Other parties 65,403
Finance leases 54,922
83,067 120,325
Depreciation of: - el
Buildings 14,660 14,660
Plant and equipment 143,500, 40,427
Amortisation D L
Intellectual property 164,511 164,511
Plant and equipment under lease e 57,950 57,950
Product development 2‘?,_{)82 33,167
Total depreciation and amortisation o '3{)'7_,703 110,715
Net bad and doubtfusl debts expense including movements in s
provision of doubtlisl debts 16,260 190
Net expense for movements in provision for employee R
entitfements 5,607
4 Puditors Services:
Auditors of the company
KPMG
- Audit and review of financial reports S 10,000
- Other regulatory audit serviees 4,500 1,500

25,500 11,500

Other services:
Aunditors of the company
KPMG
- taxation services
KPMG related practices
Due diligence services

19
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Notes to the financial statements
For the year ended 30 June 2003

5 Income tax
{a}  Income tax expense

Prima facie income tax expense calculated at 30% on the profit from
ordinary activities

Increase in income tax expense due to:
Amortisation — Intellectual Property and Product Development
Building depreciation
Sundry

Decrease in inconie {ax expense due to:
Research and development allowance

Income tax expense
(b)  Curreat tax liabilities

Provision for current income tax
Balance at beginning of year
Income tax paid

Current year income tax expense

() Deferred tax Habilities

Provision for deferred income tax
Provision for deferred income tax comprises the estimated expense at
the applicable rate of 30% on the following items:

1 eased assets

Research and development costs

Trading stock

Prospectus costs deferred

Difference in depreciation for accounting and income tax purposes

2003 2002
195,658
49,353
4,398
5.219
(40,864) (24.684)
250,977 229,944
30,787
(25,221)
195,635 125,622
169,675 131,188
20,286 12,698
218,632 184,261
- 8,796
255217 206,025

i
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Notes to the financial statements
For the year ended 30 June 2003

5 Income tax {continued]
(d)  Deferred tax assets

2002

Future income tax benefit
Future income tax benefit comprises the estimated future benefit at
the applicable rate of 30% on the following items:

Fmiployee leave provisions 11,466
Doubtful debt provision SR
Unrealised foreign currency 3,873 -

Difference in depreciation for accounting and income tax purposes 268 -
11,406

f  Franking Account

Dividend franking account

30% franking credits available to shareholders of the ST
company for subsequent financial years 684,528 1,140,751

The above available amounts are based on the balance of the dividend franking account at year end
adjusted for {ranking credits that will arise from the payment of the amount of the current tax lability.

The ability to utilise the franking credits is dependent upon there being sufficient available profits to
declare dividends.

Change in measurement of dividend franking account

In accordance with the New Business Tax System {Imputation) Act 2002, the measurement basis of the
dividend franking account changed on Fuly 2002 from an after tax profits basis to an mceome tax paid
basis.

The amount of franking credits available to shareholders disclosed as at 30 June 2003 has been measured
under the new legislation and represents income tax paid amounts available to {rank distributions. The
balance disclosed as at 30 June 2002 has been measured under the legislation existing at 30 June 2002
and represents after tax profits able to be distributed fully franked at the current tax rate.

The change in the basis of measurement does not change the underlying value of franking credits or tax
offsets available to shareholders from the dividend franking account.

Comparative information has not been restated for this change in measurement. Had the comparative
information been calculated on the new basis, the “franking credits available™ balance as at 30 Fune 2002
would have been $488,893,
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I Recetvables
Current
Trade debtors ::'__:__'_"_-._1:7_826_9{}__ 214,558
Less: provision for doubtful debts _ {3959) -
A7AT3L 214,558
Loans to related parties - '_ "10_,'2 19 15,544
184,850 230,102
§  lnventories T
Finished goods —atcost 38,333 -
§  Uther current assets
Capitalised fund raising costs 29 -
Prepayments -
Other debtors 6,281
6,281
10 Property, plant and equipment
Freehold land
At cost 150,000
Buildings
At cost 678,000
Accumulated depreciation __(_4_3_,980_) (29,320)
"""" 634,020 648,680
Plant and equipment .
At cost 211,641 187,934
Accumulated depreciation {1 _'1"}',924)_ (94,949)
93,717 92,985
Leased equipment e
At cost - 579,500 - 579,500
Accumulated depreciation {193,167) {135217)
386,333 444 283
Motor vehicles ST
At cost 205,257 205,257
Accumulated depreciation (61,577) (41,025)
143 680 164,205
Total property, plant and equipment 1,467,750 1,500,153
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For the year ended 30 June

10, Property, plant and equipment [confinued)

Reconciliations

Reconciliations of the carrying amounts for each class of property, plant and equipment are set out
below:

2003 . 2062
S $

Freehold land e

Carrying amount at begimming and end of year 150,000 150,000
Carrying amount at beginning of year 048,680 663,340
Depreciation _(14,660) {14,660}
Carrying amount at end of year o '634__,.(}2(} 648,680
Plant and equipment ; LT

Carrying amount at beginning of year 192,985 61,504
Additions 23,707 51,388
Depreciation _ _(__22,9_7_5’)__ {19,907}
Carrying arnount at end of year _ .93_,’}"1'7 92,985
FLeased gqu;:pn;ent ol

Carrying amount at begimning of year 444,283 502,233
Amortisation  (57,950) {57,950}
Carrying amount at end of year 386,333 444283
Motor vehicle o

Carrying amount at beginning of year 164,203 184,731
Depreciation __(20,525) {20,526}
Carrying amount at end of year 143,680 164,205
11, Intangible Assets 5 ;

Intellectual property — at cost '-_:'_";3,29{},223 : 3,290,223
Accumulated amortisation {526436) (361,925}

2,763,787 2,928.20%

17 {ther non-current assets

Product development costs PRI
Expenditure brought forward _'_676,0_5_ 6 346,556

Expenditure capitalised 221,352 329,100
897,608 676,056
Accumulated amortisation _ (_'1{)4,9_56) {61,850)
92,652 614,206
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2002
R $

12 Other non current assets S
Deferred expenditure — UK market expansion 039,200 -
Accumulated amortisation - -
39.200 }
_ 831,852 614,206

13, Payables TR
Trade creditors 270,786, 44,642
Related parties ETTRNEEE 32,333
GST payable 27,606 26,024
Other creditors and accruals _ 1_5?848 22,823
314,240 125,822

. lnterest-bearing liabifities R
GIO mortgage 157,516 36,900
Bank loans 142,556 117,828
Lease labilities 113,168 82,802
Hire purchase 86,760 43,142
29 400,000 280,672

Non-current e
GIO mortgage 55,345
Bank loans 133,776
Lease labilities 318,737
Hire purchase _ 64,976 151,717
270,521 659,579

Securiiy

Mortgage loan 1s secured by registered first mortgage over land and buildings.

Bank loan is secured by registered first mortgage over assets and undertakings of the company, joint
and several guarantees by K McGrath and D MeGrath and registered second mortgage over land and

buildings of the company.
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Note 2003 - 2002
g T b
14 Interest-bearing liabilities {continued)
Financing arrangements
The entity has access to the following lines of credit:
Total facilities avaiiable: e R
Bank loans 142,556 '- 251,604
Property mortgage 57,516 92,249
Cheque facthty 500 506
200,572 344353
Faciliiies utilised at balance date: :
Bank loans 142,556 251,604
Property mortgage 57,516, 92,249
Cheque facility - -
200,072 343 853
Facilities not utilised at balance date: S
Bank loans L o -
Property mortgage e -
Cheque facility 500 500
.......... 500 00
15 Mon interest-bearing liabilities
Current L
Shareholder loans 29 1 L000,600 120,600
Non-current e -
Shareholder loans 1 19838 2,619 838

16 Amounts payable/receivable in forelgn currencies

There are no amounts payable or receivable foreign currencies at
year end.
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2003 - 2002
7 Provisions
Current e
Employee entitlements 37,370 22,455
Non-current
Employee entitlements 7,560 3,846

Employee entitlements R
Aggregate employee entitiements including on-costs 44,930 26,301
Number of employees Dl

Number of employees at year end: 11 {2002: 17)

18 Contributed equity

Issued and paid-up share capital

9,350,000 (2002:2) ordinary shares, fully paid 2 2

During the year, the shares of the company were divided and split into 9,350,000 ordinary shares with
K McGrath receiving 4,175,000 shares and D McGrath receiving 4,175,000 shares. In addition,
1,000,000 ordinary shares were issued to Kip McGrath Investments Pty Limited as Trustee for the
MeGrath Family Trust. After the successfud listing, the total shares on offer will be 17,000,000.

Ordinary shaves

Holders of ordinary shares are entitled to receive dividends as declared from fime to fime and are
entitled to one vote per share at shareholder meetings.

19 Reserves

Asset revaluation 441‘,216 441216

2 Retained profits R
Retained profits at beginning of year : _:__'_1_,_4_(}'_2,{}?3___ 1,039,823

Netprofit 529,638 422,250
Retained profiis at end of year “”1,991’,’?1 i 1,462,073
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2003 -0 2002
2 Total equity reconciliation
Total equity at beginning of year _5-._"_'},9_('1_3,__2_89____ 1,481,039
Total changes in equity recognised in statement of - R
financial performance 529 638 422 230
Total equity at end of year 2.432.927 1,903,289

7 Additional financial instruments disclosures

Iaterest rate risk exposures

The company’s exposures to inferest rate risk and the effective weighted average interest rate for classes
of financial assets and Nnancial labilities is set out below:

Weighted
AVerage Floating Nor-
2003 interest nterest { year ot Over 1 to 5 interest

b3 Note rate Rate less years bearing
Financial assets SRR
Cash 3.9% 104,140 - - 302,861 .'40?,031'.:
Receivables 7 - - - 184,850 " 184,850
Other 9 . - - 14398 14398

104,140 - - 503,139 ...606,2?9
Financial
Liabiities PR
Payables 13 - - - 314,246 314,240
Borrowings 14,15 8.7% 2043,072 86,760 64,976 2,015 838 2371646
Lease liabilities 14 8.1% - 113,168 205,545 - - 3 18,713 -
Employce
entitlements 17 - - - 44,930 44,930
204,072 199 928 270,521 2,379.0608 3,049,529
Weighted SRR
average Floating Noti-
2002 interost nterest { year ot Over 1 t0 5 interest :

o3 Note rate Rate fess years Rearing - ~Total
Financial assefs o B
Cash 3.9% 1043,060 - - 82,270 _:-_.'1.82,2?0 .
Receivables 7 - . - 230,102 230,102,
Other 9 - - - 6,281 6,281

143,060 - - 318,653 ) .41'8,653
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22, Additional Financial fnstruments disclosures
Weighted
AVerage Floating Nor-
2002 interest nterest { year ot Over 1 t0 5 interest S
h.3 Note rate Rate less years Bearing . E_'-_".._'f_oﬁai )
Financial Lizbilities : o
Payables 13 . - . 125,822 125,822
Borrowings 14,15 8.6% 343,853 43,142 151,717 2,139,838 2,678,550..
Lease Eiabilities 14 8.2% - 82,802 318,737 - 401,539 :
Employee BT
entitlements 17 - - - 26,301 26,3_0_1
343 853 125,944 470,454 2,291,961 3,232,212
2003 2002
Note I $

2. Commitments
Finance lease Commitments e
- Not later than one year 113,168 113,168
- Later than one year but not later than two years 239,864 113,168
- Later than two year but no later than five vears - 239 863
Minimum lease payments 353,032 466,199
Less: future finance charges 34,319 64,660
Total lease lability 318,713 401,539
Representing lease liabilities: BR
- Current M4 113,168 82,802
- Non-current 14 205,545 318,737

318,713 401,539
Hire purchase Commitments :
- Not later than one year 1 86,760 58,374
- Later than one year but not later than fwo vears 84,554 58,374
- Later than two year but no later than five vears - 112,755
Minimum hire purchase payments 171,314 229,503
Less: future finance charges 19,578 34,644
Total hire purchase hability 151,736 194 859
Representing hire purchase liabilities: TR
- Current 4 86,760 43,142
- Non-current 14 64,976 151,717

151,736 194 859
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24 MNoes to the statement of cash Flows
a) Reconciliation of cash

For the purposes of the statement of cash flows, cash includes cash on hand and at bank net of
oulstanding bank overdrafts. Cash as at the end of the financial year as shown in the statement of
cash flows is reconciled to the related items in the statement of financial position as follows:

12003 2002
S T $
Cash assets 407,031 182,270

b) Reconciliation of profit from ordinary activities
after income tax to net cash provided by
operating activities

Profit from ordinary acfivities afier income tax f.:'-529_,638._ 422 250
Add/(less) non-cash items e
Increase in provision for doubiful debts 13959 -
Depreciation 116,110 55,087
Amortisation 191,393 255,628
841,300 732,965
Change in operating assets and lhabilities: R L
{Increase)/decrease in trade debtors C51,412 (47,728)
{Increase)/decrease in other assets (236,550) -
{Increase)/decrease in other debtors and prepayments (18,236) {1,958)
{Increase)/decrease in inventory - {38,333) -
{Increase)/decrease in FITBH - (7,402) 5,616
Increase/{decrease)} in trade creditors f 188,419, 81,682
Increase/{decrease) in income tax payable 38,487 - 160,401
Increase/{decrease) in provision for deferred income tax e 49,192 98,706
Increase/{decrease) leave provisions 18,629 5,607
Net cash inflow from operating activities 886,878 975,241
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25 Directors remuneration

2062
Directors’ income
The number of directors of the company whose income
from the company or any related party falls within the
following bands:
$50,000 - $59,999 2
$60,000 - $69,999 -
$1006,600 - $109,999 |
$1406,000 - $149,999 -

2602

$
Total income paid or payable, or otherwise made
available, to all directors from the company or any related SRR
party. 281,876 205,758

% Related parties

Direciors
The narnes of each person holding the position of director of the company during the financial year are
Messrs K. McGrath, 8. McGrath, P. Arnall, L. Ting and Mrs D. McGrath.

Apart from the details disclosed in this note, no director has entered into a material contract with the
Company since the end of the previous financial year and there were no material contracts involving
directors’ interests existing at year-end.

Directors’ holdings of shares and shave options
The interests of directors of the reporting entity and their director-related entities in shares and share

options of the company at year-end are set out below.

2003 - 2602

Ordmary shares 9’3 50,000, 5
Options over ordinary shares 600.000 Nil

Director share option plan {(DS0P)
The Company hag a director share option plan approved at the meeting of members 19 June 2003.

Each option is convertible to one ordinary share. The exercise price of the options, is determined in
accordance with the Rules of the plan.

[f the options are granted contemporaneously with the introduction of the DSOP a price set by the
directors which will not be less that $0.60.
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26, Related parties {continued)
Director share option plan {BSOP) {continued]

No option may be exercised under the DSOP until the company’s shares have been quoted on the ASX
for more than 12 months.

There are no voting or dividend rights attached to the options. There are no voting rights attached to
the unissued ordinary shares. Voting rights will be attached to the unissued ordinary shares when the
opliens have been exercised.

Summary of options over unissued ordinary shares

Details of options over unissued shares as at beginning and ending of the reporting date and
movements during the year are set out on page 32.
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26, Related parties {continued)
Summary of options over unissued ovdinary shares (continued)
Grant date Fxercise  Expiry  Exercise Number Options Options  Options  Number of  Proceeds Date  Number Fair Fair
date on or date price of granted  lapsed exercised optons at received  issued of value value
after g oplions at end of g shares per  aggregate
" beginning year issued  share g
of vear g
19 June 2003 15 I35 0.60 - 200,000 - - 200,000 - - - - -
August  August
2004 2008
19 June 2003 15 I35 0.65 - 200,000 - - 200,000 - - - - -
August  August
2004 2008
19 June 2003 15 15 0.70 - 200,000 - - 200,000 - - - - -
August  August
2004 2008
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2% Related parties (continted)

Director’s transactions with the Company

A number of directors of the Company, or their director-related entities, hold positions in other entities
that result in them having control or signmificant mfluence over the financial or operating policies of the
company.

The terms and conditions of the transactions with directors and their director related entities were no
more favourable than those available, or which might reasonably be expected to be available, on
swnilar transactions to non-director related entities on an arm’s length basis.

The aggregate amounts recognised during the year relating to directors and their director-related
entities were as follows:

Director Transaction 2(;02
S McGrath Purchase of materials 81,732

During the year, the Company repaid $120,000 {2002:5186,904) of the outstanding loan balance to
K MeGrath and D McGrath.

For all loans from directors, no interest is payable. Principal amounts were repayable in monthly
mstalments of $10,000, however there are no terms of repayment. All loans are unsecured.

Director’s transactions with the Company

20030 2002
Amounts receivable from and payable to directors and '
their director-related entities at balance date arising from
these transactions were as follows:
Receivables
Trade debtors — Newcastle Plastics Pty Lid 251
B . all _ Panfatr Dy . .
Unsecured loans at call — Pentat Py Lid (1) 5,425
M P : LT T

KME Pty Lid 10,119 10,119
Total current receivables e 10,119 15,795
(1) Pentat Pty Limited was wound up in the period. All outstanding balances with this company

were written off in the period.

Pavables
Unsecured loans payable — K & D McGrath 2,139,838

Trade Creditors — Newcastle Plastics Pty Limited ] 2,525 -
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21 Segmental reporting

Business segments

The entity consists of one business segment being the sale of education service franchises.
Geographical segments

In presenting information on the basis of geographical segments, segiment revenue is based on the geographical location of customers. Segment assets and
liabilities are contained in one geographical area being Australia.

The entity's business segments provide customers for the sale of franchises, geographically as follows:

Australia United Kingdom South Africa Asia Pacific Other Total
& New Zealand

2602 2002 2002 2002 2062 2002
$ p h ) S b p
External 1,403,967 270,939 70,613 120,799 68,858 1,814,317
segment
revenue by
location of
customers
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28 Larnings per share

Classification of securifies as ordinary shares

The following securifies have been classified as ordinary shares and included n basic earnings per
share:

a) Ordinary shares
s _ 2003 2002
Earnings reconciliation g $

Basic Earnings 529,638 : 422 250

Allocations of earning to category of ordinary share:

Basic ordinary shares 520,638 422250
Weighted average number of shares used as the e T
denominator

Number of basic earnings per share

Ordinary shares 9,350,000 2
Earnings per share 0.057 211,125

Subsequent to reporting date, ordinary shares were issued {refer Note 29). These shares have not been
mcluded in the calculation of basic EPS as at 30 June 2603.

The Director Share Options have not been included in the calculation of diluted EPS as they are not
dilutive.

29 Fuents Subsequent to reporting date

Since 30 June 2003 the company has listed on the Australian Stock Exchange. The shares on offer at
Listing were 7,650,000, for consideration of $3,825,000, with total shares after listing of 17,606,000.
The funds are being used to:

Develop overseas franchises

b. Repay Interest Bearing Liabilities of $400,000 and Non Interest Bearing Liabilities of
$1,000,600 currently shown as Current Liabilities;

¢. Offset intangible prospectus costs of $236,590 currently shown as Current Assets agamst
contributed eguity from the capital raising proceeds; and

d. Provide sufficient working capital to support the company’s underlying business
operations.

The financial effects of these transactions have not been brought o account in the financial statements
for the vear ended 30 June 2003,
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ASX Additional Information

Additienal information required by the Australian Stock Exchange Limited Rules and not disclosed
elsewhere in this report 18 set out below.

Shareholdings {as at 29 August 2003)
Substantial sharcholders

The number of shares held by substantial shareholders and their associates are set out below:

Shareholder Number of ordinary shares
Mrs 1 McGrath 4 175,000

Mr K McGrath 4.175,600

Kip McGrath Investments Pty Linnted 1,000,600

Voting rights

Ordinary shares
Refer to nofe 18
Options

Refer to note 26

Distribution of equity security holders

Ordinary

Category shares
1 - 1,000 27
1,001 - 5,000 298
5,001 - 10,000 298
10,0601- 50,000 159
50,001- 100,000 5
106,001 and over 4

791

There are no sharcholders holding less than marketable amwounts of ordinary shares.
On-market bay-back

There 18 no current on-market buy-back.
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Twenty Largest shareholders

Number of Percentage

ordinary of capital
Name shares held held
Mrs D McGrath 4,175,000 24.56
Mr K MceGrath 4,175,000 24.56
Kip McGrath Investment Pty Limited 1,000,000 5.88
Merrill Lynch {Australia} 401,959 2.36
Mz A R Biggs & Ms L Biggs 100,000 0.59
Famara Pty Limited 100,000 0.59
Berne No 132 Nominees Pty Limited 99,549 0.59
SMP Dawson Py Limited 76,000 0.45
Mes P E Foley 60,000 0.35
Berne No 132 Nominees Pty Liniited 50,060 0.26
{Account 323731
Mr A Legge 45,000 0.26
Mz I D Pappin 45,000 0.26
Berne No 132 Nominees Pty Liniited 40.000 0.24
{Account 269700) ’
Berne No 132 Nominees Pty Liniited 40.000 0.24
{Account 313839) ’
Felix Ventures Pty Limited 40,000 0.24
Mr P Noss & Ms J Noss 40,000 0.24
SM Provident Pty Limited 40,000 0.24
Jelrif Investments Pty Limited 40,060 0.24
Peplon Nominees Pty Limited 34,750 0.20
Mrs D L Margzal 34,000 0.20

10,636,298 62.6
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Officer and Offices

Company Secretary
My Storm MeGrath

Principal Registered Office

McGrath House

35 Watt Street

Newcastle NSW 23060
Telephone: {62} 4929 6711
Facsimile:  {0234929 6338

L ocations of Share Registries
Computershare Investor Services Pty Lid
Level 27 Central Plaza One

345 Queen Street
Brisbane QLD 4000

Stock Exchange

The Company is listed on the Austrahan Stock Exchange. The Home Exchange is Sydney.

(ther information

Kip McGrath Education Centres Limited, mcorporated and domiciled in Australia, is a publicly listed
company limited by shares.
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