BRAINYTOYS LIMITED
ABN 28 001 894 033

PRO-RATA RENOUNCEABLE ENTITLEMENT ISSUE PROSPECTUS

For g fully underwritten, pro-ratag renounceable entilement issue of approximately
14610,411 Shares on the basis of one (1) Share for every three (3) Participbatfing Securities
held at an issue price of 8.5 cents per Share to raise approximately $1,241 885
{Entilernent issue).

Underwriter

Patersons Securities Limited
ABN 69 008 896 311
AFS5L No. 239 052

IMPORTANT NOTICE

This document is important and should be read in ifs entirety. If affer reading this
Prospectus you have any questions about the securiiles being offered under this
Prospectus or any other matter, then you should consult your sfockbroker, accountant or
other professional adviser,

The securities offered by this Prospectus should be considered as speculative,
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1. SUMMARY OF IMPORTANT DATES AND IMPORTANT NOTES

TIMETABLE AND IMPORTANT DATES

Lodgerment of Prospeactus with ASIC 30 March 2007
MNotice sent to Shareholders 2 April 2007
Ex Date - dghts frading commences 4 Aprit 2007
Record Date for determining Enfitlements 12 April 2007
Prospectus despatched 13 Aprit 2007
Entilernents trading ceases 20 Apri 2007
Closing Date of Offer 30 Aprdl 2007
Despatch date/Shares entered into shareholders security 8 May 2007
holdings

* These dutes are detaermined based upon the current expectations of the Directors and
may be changed without notice.

{MPORTANT NOTES

Shareholdears should read this document in its entirety and, if in doubt, should consult their
professional advisors.

This Prospectus is dated 30 March 2007 and a copy of this Prospectus was lodged with
the ASIC on that date. The ASIC and ASX take no responsibility for the content of this
Progpeaectus.

The expiry date of the Prospectus & 13 months affer if was lodged with the ASIC (Expiry
Date). No securties will be dllotted or issued on the basis of this Prospectus affer the
Expiry Date,

Applications for Shares offered pursuant 1o this Prospactus can only be submitted on an
original Entitlernent and Acceptance Form which accompanias this Prospectus.

No person Is authorised to give information or to make any reprasentation in connection
with this Prospectus which 5 not confained in the Prospectus. Any information or
reprasentation not so contained may not be relled on as having been authorsed by the
Company in connection with this Prospectus.

In making representations in this Prospectus regard has been had to the fact that the
Company is o disclosing entity for the purposes of the Corporations Act and certain
matters may recsonably be expected to be known o investors and professional advisers
whorm potential investors may consult.

ELECTRONIC PROSFECTUS

Any person accessing the elecironic version of this Prospectus for the purpose of rmaking
an investment in the Company must be an Australion or New Zealand resident and must
only access the Prospectus from within Australia or New Zealand,

The Corporations Act prohibits any person passing onto another person an Application
Form uniess it is affached to a hard copy of this Prospectus or it accompanies the
complete and unaltered version of this Prospectus. Any person may obtain ¢ hard copy
of this Prospectus free of charge by contacting the Company.



2. CORPORATE DIRECTORY
Directors

Mr Alexander Aguero

Mr Charles MacKinnon

Mrr Graham Nicol

Company Secretary

Mrr Graham Nicol

Registered Office

468 Bowen Streat
O'CONNOR WA 6163

Telephone: (08) 9331 8441
Facsimile:  (DB) 9331 8452

Llead Manager and Underwriter

Patersons Securifies Limited
Level 23

2 The Esplanade

PERTH WA 6000

Telephone: (O8) 9263 1111
Facsimile: (08) 9325 6452

Share Registry™

Computershare Investor Services Py Limited
Level 2, Reserve Bank Building

45 St Georges Tenace

PERTH WA 6000

Telephona: 1300 787 575
Facsimile: (083 §323 2033

Solicitors to the Company

Stainepreis Paganin
Lawyers and Consultants
Leveal 4, Next Building

16 Milligon Street

PERTH WA 6000

Auditor”

BDO Chartered Accountants and Advisors
Lavel 8

256 St Georges Terrace

Perth WA 4000

* These parties are included for information purposes only, They have not been involved

in the preparation of this Prospectus,



3. CHAIRMAN’S LETTER

Dear Shareholder,

This Brospectus pertains o o renouncedable entilerment issue to raise around $1,241,885
before expenses.

Shareholders will be entifled to subscribe for one new Share af ¢ price of 8.5 cents aach
for every three Shares held af the record date and Convertible Note holders will be
enditled fo participate in the issue as though all ocutstanding Convertible Notes had been
converted to Shares.

The Issue is fully underwritten by Pafersons Securities Limited,
Details of the Issue are contalned in this Prospectus. Also contained in this Prospectus is
relevant information on the Company including the infended use of the funds being

raised,

| recommend you read the Prospectus in full before making o decision 1o apply for
Shares,

On behalf of the Board, | invite you to take up your entitlernent.  Should vou not wish 1o
retain your entilement, kindly note that as the issue Is renounceable, you have the
opportunity to sell some or alf of your rights on market.

Yours Sinceraly,

Charles MacKinnon
Chairman
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DETAILS OF THE OFFER
Offer of Shares

The Offer is being made as a prorata renounceable rghts issue  of
approdmately 14,610411 Shares on the basis of one (1) Share for every three (3)
Paricipating Securities held on the Record Date at an issue price of 8.5 cents per
Share to raise approximately §1,241,885,

The Company has 40,241 491 Shares on issue af the date of this Prospectus.

The Company also has Convertible Nofes on issue and whilst the Convertible
Notes are outstanding the holder has the right fo parficipate in share issues as
though alf oufstanding Convertible Notes had been converted 1o ordinary
shares, The Company has oufsfanding Convertible Notes which are equivalent
1o the Convertible note holder being the registered holder of 3,589,743 Shares for
the pupose of this issue,

Based on the copifal structure of the Compony (and assuming no exisling
Options are exercised prior 1o the Record Date), the maximum number of Shares
1o be issued pursuant to this Offer is 14,610,411 (13,413,830 Shares to Shareholders
and 1,196,681 Shares 1o the Converlible Note holder). The purpose of the Offer
and the use of funds raised are sef out in Section 5 of this Praspectus.

At the date of this Praspectus the Company has 10,954,409 Options on issue. The
terms and conditions of the Options do not aliow for the participation by those
Option holders in new issues of securities, Those Option holders will, however, be
entitled to exercise thelr Options during the time period set out in the ASX Listing
Rules in order to participate in the Offer. Accordingly, if Option holders exercise
their Options prior 1o the Record Date, the number of Shares issued pursuant o
this Prospectus may increase. In the event any of thaese Options are exercised
and Shares are issued, the Enfiflernent resulting from the issue of these Shares is
not underwritten.

in the calculation of any Enfitterment, fractions wil be rounded up 1o the negrest
whole number.

Opening and Closing Dates

The Offer will open for receipt of acceptances on 13 Aprdl 2007 and close ot
500pm CGWVST) on 30 Aprl 2007 (unless varied) (Closing Date). Cormnpleted
Entilement and Acceptance Forms must be received ot the Share Registry:

Computershare Investor Services Ply Limited
Level 2, Reserve Bank Bullding

45 St Georges Terrace

PERTH WA 6000,

by the Closing Date, together with a chegue or bank draft in Australian doliars
for the total application monies.

The Enfilement is renounceabls which enables Sharesholders who do not wish to
take up their Entilement to sell or otherwise transfer all or part of their
Enfiflement. Trading In the Entiflements on ASX s expected fo commence on 4
Aprit 2007 and end on 20 April 2007.
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Underwriter

The Company has enterad into an Underwriting Agreement with the Underwriter
o fully underwite the Offer, subject fo cerfain ferms and condifions. The
materal terms of the Underwriting Agreement are set out in section 8.2 of this
Prospectus.

Shortfall

The offer of the Shorifall s a separate offer pursuant 1o this Prospectus made o
the Shareholders. The issue price of any Shares pursuant 1o the Shortfall Offer
shdall be 8.5 cents, being the price af which the Entiflement has been offered fo
Shareholders pursuant to this Prospectus,  Neither the Underwriter nor the
Directors can guaraniee that any application to participate in the Shortfall Offer
will e successiul

In relation to the Shorttall Offer the Underwrifers have the right to require the
Directors to accept or rgject o Shortfall Application in whole or in part under the
termns of the Underwriting Agreement. If the number of Shares cliotfed is fewer
than the number applied for, surplus application monies will be refunded in full,
Interest will not be paid on monies refunded.

How o Accept the Offer and Apply for Shorifall
(o)} if you wish to take up olf of your Enfitlernent

Please complete the Entiflement ond Acceptance Forrn, which
accompanies this Progpectius, in accordance with the instructions
contfained on e form. Forward your complated Enfitlernent and
Acceptance Form, fogsether with your cheque for the amount shown fo
reach the Share Registry by 5.00pm (WS on 30 April 2007 or such later
date asthe Company advisas.

) if vou wish to take up aft of your Entifiement and apply for additional
Shares

Shareholders who have taken up their Entiflement may apply for
additional Shares by completing the Shortfall Application Form which s
agtached fo this Praspectus in accordance with the instructions in the
Shortfall Application Form.

The completed Shorftall Application Form must be accompanied by o
separate cheque or bank draft for the appropriate application monies
to reqch the Share Registry by 5.00pm (WST) on 30 April 2007,

{c) if you wish to sell off of your Enfilernent

Complete the section marked “instructions to Stockbroker” on the back
of the Enfilernent and Acceplance Form, which accompanies this
Prospectus, in accordance with the instructions contained on the form
and todge i with your stockbroker,

Rights frading is expectaed to commence on 4 Aprit 2007, Sale of your
Entiflements must be completad by close of trading ot 500pm (WST) on
20 April 2007 when Rights trading Is expected o cease.
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(o)
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If you wish to take up part of your Enfiffernent and sell the baiance

Please complete the Entilement aond Acceptonce Fomrn, which
accompanias this Prospectus, by inserfing the number of Shares for
which vou wish 1o accept {(being less than as specified on the
Enfilerment and Acceptance Form) and complete the secton marked
“Instructions to Stockbroker” on the back of the fom in respect of that
part of youwr Entilernent you wish to sell,

Forward the form to your stockbroker together with your cheque for the
total amount payable in respect of the Shares accepted,

Rights frading s expectaed to commence on 4 Apri 2007, Sale of your
Rights must be completed by the close of trading ot 8.00pm (WST) on 20
Aprdl 2007 when Rights frading is expected o cease.

if you wish to transfer your Entitternent other than on ASX

Forward a completed renunciation form {(obtainable through your
stockbroker or the Share Registry) together with your Entitlernent and
Acceptance Form to reach the Share Registry by 500pm (WST) on 30
April 2007 or such later date as the Company and Underwriters advise,

Enfitlerment not faken up

If you decide not to accept all or part of your Entilerment, then your
Entitlement will lopse.

Your Entitlernent may have value. You are advised to deal with your
Enfitlement rather than allow them to lapse.

If you do not wish o take up any part of your Entilement you are not
required o take any action. The Company and the Underwriters wil
deatl with the Shares in accordance with the Underwriting Agreement,

Lodgement and Payment

Compieted Entilernent and Acceptance Forms and chaques should be
made payable 1o "Brainytoys Limifed — Entitement Offer Account” and
crossed “Not Negotiable” and forwarded to:

Computershare Investor Services Pty Limited
Level 2, Reserve Bank Building

45 5t Georges Terrace

PERTH WA 6000,

by 5.00pm (WST) on the Closing Date.

ASX Listing

Application for official quotation by ASX of the Shares the subject of the Offer
and the Shorifall Offer will be made on the date of this Prospectus. 1T approval is
not abtained from ASX beafore the expiration of 3 months affer the date of issue
of the Prospectus, (or such period as is varied by the ASIC), none of the Shares
offered by this Prospectus will be allotted and issued and the Company will
repay all application monies for the Shares within the Hime prescribed under the
Cormporations Act, without interast.
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The fact that ASX may grant official quotation to the Shares offered pursuant fo
this Prospectus is not to be taken in any way s an indication of the merits of the
Company or the Shares now offered for subscription.

Quuotation, if granted, of the Shares offered by this Prospectus will commence as
soon as praciicable affer statements of holdings for the Shares are dispatched.

Minirmum Subscription

As outlined eisewhere, the Offer is fully underwritten. Therefore the minimum
subscription in respect of the Offer is §1,241,885. No Shares will be allofted or
issued by this Prospectus in respect of the Offer until the minimum subscription
has been recelved. If the minimum subscription is not achieved within 4 months
after the date of issue of this Prospecius, the Company will either repay the
application monies received pursuant to the Offer to the gpplicants or issue a
supplementary or replacement prospectus and aliow applicants one month fo
withdraw their application and be repaid their application monies,

Aflotment of Shares

Shares issued pursuant fo the Offer will be allotted within 6 Business Days after the
Closing Date.

Where the number of Shares dlichied is less than the number applied for, or
where no gliotmeant & made, surplus application monias will be refunded without
any interast to the applicant as scon as practicable affer the Closing Date,

Pending the issue and allotment of the Sharas or payment of refunds pursuant to
this Prospectus, all application monies will be held by the Company in frust for
the applicants in & separate bank account as requirad by the Corporations Act,
The Company, however, will be entliiled o retain all inferest that accrues on
such bank account and each applicant walves the right 1o claim any such
inferest.

Overseds Shareholders

This Prospectus does not constitfute an offer in any place in which, or to any
parson to whorm, it would not be lawful to make such an offer.

It is not praciicable for the Company to comply with the securities laws of
overseas jurisdictions having regard o the number of overseas Shareholders, the
number and value of Shares these Shareholders would be offered and the cost
of complying with reguictory requlrements in each relevant  jurisdicton,
Accordingly, the Offer is not being extended and Shares will nof be ssued fo
Shareholders with o registerad address which s outside Ausfralia or New Zealand
{Non-Quglifying Foreign Holders).

Shareholders resident in New Zedland should consult thelr professional advisors
as to whether any govermnment or other consents are required, or other
formadifies need 1o be observed, to enable them 1o exercise their Entitlements
under the Rights lssue.

Pursuant fo Listing Rule 77 ond sechion 615 of the Corporation Act, the
Company wilt appoint a nominee approved by ASIC 1o sell the Non-Qiualifving
Foreign Holder's Enfilements (f there is ¢ viable market for the Enfitlernents and
a premium over the expenses of the sale can be obiained). The net proceeads
of the sale of these Entiflernents (after deducting the cost of the sale and the
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distribution of the proceeds) will then be forwarded as soon as practicable fo
the Non-Qualifying Foreign Holders.

Any such sale will be at such prices or otherwise In such o manner os the
nominee may, in s absolute discration, determine. Any interest eamed on the
proceeds of the sale of such Entiflements will be applied against costs and
expeansas first, with any balance accruing to the Compaony.

Neither the Company nor the nominee will be held liable for g fallure 1o sell
Entilements or to sell Enfilernents at any particular price. The proceeds of the
sale wilt be distributed fo the Non-Qualifying Foreign Holders for whose benefit
the Entilements have been sold in proportion to thelr sharsholdings (affer
deducting the cost of the sale and the distribution of the proceads),

It there is no viable marke! for the Enfitlernents of the Non-Qudlifying Forelgn
Holders, thelr Entitlerments will be dllowead 16 lapse and form part of the Shorfdll,

Taxation implications

The Diractors do not consider that | is appropriate 1o give potential applicants
advice regarding the taxation consequences of applying for Shares under this
Prospectus, as it is not possible to provide a comprenensive summary of the
possible taxgtion positions of pofential applicants. The Company, s advisers
and officers, do not accept any responsibillty o lability for any taxation
consequences to potential applicants in the Offer. Potential applicants should,
tharefore, consult thelr own professional tax adviser in connection with the
taxation implications of the Offers,

CHESS

The Company will not be issuing share cerfificates. The Company participates in
CHESS, for those investors who have, or wish 1o have, g sponsoring stockiroker,
Investors who do not wish to participate through CHESS will be issuer sponsorad
by the Company. Becouse the sub-registers are elechonic, ownership of
sacurities can be fransfarred without having 1o rely upon paper documentation.

Blectronic registers mean that the Company will not be issuing ceriificataes fo
investors, Instead, investors will be provided with a statement (similar to a bank
account staterment) that sets out the number of Shares aliotted to therm under
this Progpactus. The nofice will also advise holders of thelr Holder identification
Nurnber (HIN) or Securitvholder Reference Number ($RN} and expilain, for future
rafarence, the sale and purchase procedures under CHESS and issuer
sponsorship.

Further monthly statements will be provided 1o holders if there have been any
changes in thelr security holding in the Company during the preceding month.

Privacy Act

It you complete an gpplication for Shares, yvou will be providing personal
information to the Company (directly or by the Company’s share registry). The
Company collects, holds, and will use that informalion 1o assess your
application, service your needs as a Shareholder, facilitate distribution paymaents
and corporate communications to you as o Shareholder and carry out
administration.

The ihformation may also be used from time 1o time and disclosaed 1o persons
inspecting the register, bidders for your securities in the context of takeovers,
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regulatory bodies, including the Austration Taxation Office, authorised securities
brokers, print service providers, mail houses and the Company share registry.

You can access, correct and update the personal information that we hold
about you. Please contact the Company or ifs registry if vou wish To do so at the
relevant contact numbers set out in this Prospectus.

Collection, maintenance and disclosure of cedaln personal information is
govemed by legislation ncluding the Privacy Act 1988 (s amended), the
Cormporgtions Act and certain rules such as the ASTC Setiement Rules.

Enquiries

Any guestions conceming the Offer should be directed to Ms Catherine Vann on
{08) 2331 8441, Mr Charles MacKinnon on (08) 9368 6997, or to;

Brainytoys Limited

6B Bowen Streaet
O'Comnor WA 6163

Telephone: (08) 3331 8441
Facsimile: (08) 3331 8452
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PURPOSE AND EFFECT OF THE OFFER
Purpose of the Offer

The purpose of the Offer is to raise approximately §1,241,885. 1t is planned o use
the proceeds of the Offer in accordance with the table set ouf below:

Fermn of Expendifure bollar Amount {(5m)
Production moulds and fooling 400,000
Production of advertisements 50,000
Addiional merchandise licensas 50,000
Toy Falrs Exhibits 100,000
Working capital and contingency 546 885
Expeansas of the Offer 95,000
Total $1,241,885

Effect of the Offer and Pro Forma Batance Sheet
The principdl effect of the Offer on the Company will be 1o,

(o increase cash reserves by approximately 51,146,000 mmediately aoffer
completion of the Offer and payment of the estimated expenses of the
Offer; and

€a), incraase the number of Shares on issue from 40,241,491 Shares as of the
date of the Prospectus fo 54,851 902 Shares, assuming all Shares offered
under this Prospectus are issued.

Set out below is on unaudited pro forma Statement of Financial Position for the
Company as at 31 December 2006 incorporating the effect of the Offer
assuming the Offer s fully subscribed.

Pro Forma Uncudited Consolidafed Staterment of Financial Position as at 31
December 2006

The Adjusted Balance sheet as gt 31 December 2006 (audit reviewed) and Pro
Forma Balance Sheet as at 31 December 2006 unaudited) shown on the
following page have been prepared on the basis of the accounting policies
normally adopted by the Consolidated Entity and reflect the changes fo iis
financial position, assurning that all the Shares are issuad by the Closing Date.
They have been prepared on the assumption that the Offer is fully subscribed,

The stoternents have been prepared 1o provide shareholders with information on
the assets and liabilities of the Company and pro-forma assaets and liabilities of
the Company as noted below. The historical and pro-formma financial information
is presented in an abbreviated form, insofar as it does not include alt of the
disclosures reqguired by Australian Accounting Standards applicable to annual
financial statements,



Audit reviewed Unoudited

Adjusted Pro Forma
Balance Sheet Baoionce Sheet
at 31 December 2006 of 31 Decomber 2004
(Consolidated} (Consolidated}
$ $
CURRENT ASSETS
Cash and cash equivalents 103,586 1,250,471
Tracte and other receivodles 181,379 181,379
Fincincict cssets 40,000 40000
TOfAL CURRENT ASSETS 324,965 1.471,850
NON-CLRRENT ASSETS
Property, Plant and ecuipment 132216 132218
Pedents and Trademarks 77 7917
Irfelectuct Froperty - -
TOEAL NON-CURRENT ASSETS 147,133 147,133
TOfAL ASSETS A72 058 1618983
CURRENT LIABILITIES
Tracte and other payables 152,452 152,462
Short ferm borowings 103014 103014
TOFAL CURRENT LIABILITSES 255476 255474
NON-CURRENT LIABILITIES - _
TOEAL NON-CURRENT LIABILHIES . -
TOfAL LIABILITIES 255476 255476
NET ASSETS 216,622 1.363.507
EQUITY
lssued capital 84611870 G 758,764
Showe based payrents Reserve 10,520 10,520
Accumukated fosses (BADETFT) (8406777
TOTAL EQUTY 216,622 1,363,507

Effect on Capitad Structure

A comparatfive fable of changes in the coplifdd structure of the Company a8 @
consequence of the Offer is set ouf below. This assumas that the Offer is fully
subscribed and no Options are exercised.

Cuapital Structure after Complefion of Offer

No. Sharas Share
Equivalents
43,241 491 Fully pald ordinary shares at 30 March 2007
3,58689.743 | Convertible Notes
14610411 Shares offered pursuant to this Praspectus
54,851 902 Shares on lssus after complation of the Offer

QOptions

Al the date of this Prospectus the Company has the following Options on issue:

3
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10,064 409 unguoted non-participating options exercisable of $0.25 each
on or before 30 June 2009; and

900,000 unguoted non-parficipating options exercisable af $0.20 each
on or before 9 January 2010,

12
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RIGHTS AND LIABILITIES ATTACHING TGO THE SHARES

The following s o surmmary of the more significant rights affaching o Shares o
be issued pursuant to this Prospectus,  This summary is not exhaustive and does
not constitute a definitive statement of the rights and liabilities of Shareholders.
To obfain such g statermneant, persons should seek independent legal advice,

Full details of the rights attaching fo Shares are set ouf n the Company’s
Constitution, a copy of which is avaiable for ingpecton af the Company’s
registered office during normal business howrs,

General Meetfings

Shareholders are entitled 1o be present in person, or by proxy, atfomney or
reprasentative to attend and vote at general meestings of the Company.

Shareholders may reguisition meetings in accordance with Saction 2490 of the
Corporations Act and the Constitution of the Company.

Voting Rights

Subject to any rights or resfrictions for the time being atfached to any class or
classes of Shares, at general mestings of Shareholders or classas of Sharsholders:

(a) each Shareholder enfifled to vote may vote in persen or by proxy,
attomey or representative;

(b) on a show of hands, avery person prasent who is g Shareholder or o
proxy, attomey or representative of a Shareholder has one vole, and

() on a poll, every person prasent who is a Shareholder or a proxy, attomey
or reprasentative of a Shareholder shall, in respect of each Share held
by him, or in respect of which he s appointed a proxy, attomey or
representative, have one vote for each Share held, but in respect of
partly paid shares shall have o fraction of a vote equivalent fo the
proportion which the amount paid up bears 1o the total issue price for
the share,

Dividend Rights

The Directors may from time o fime declare and pay or credit g dividend in
accordance with the Corporations Act.  Subject 1o any special right as to
dividends affaching to a share, all dividends wil be dedared and paid
according fo the proportion of the dividend paid 1o the holder of ¢ fully paid
Share that the amount paid up on the Share bears 1o the total issue price of the
Share but any amount paid during the period in respect of which a dividend i
declared only entifles the Shareholder fo an apporfioned amount of that
dividend as from the date of payment). The Directors may from time 1o time pay
or credit to the Shareholders such inferim dividends as they may determine. No
dividends shall be payable except our of profifs. A determination by the
Directors as to the profits of the Company shall be conclusive, No dividend shaf
carry inferast as against the Company.

The Drectors may from fime fo time grant to Shareholders or ony class of
shareholders the rght 1o slect 1o reinvest cash dividends pald by the Company
by subscribing for Shares in the Company on such terms and conditions as the
Directors think fit. The Directors may, at their discretion, resolve in respect of any
dividend which it is proposed to pay or to declare on any Shares of the

13
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Company, that holders of such Shares rmay slect 1o forgo thelr right 10 the whole
or part of the proposed dividend and 1o receive insfead an issue of Shares
credited as fully pald o the extent and on the ferms and conditions of the
Corstifution. The Directors rmay set aside out of the profits of the Cormpany such
amounts as they may determine as reserves, 10 be applied at the discretion of
the Directors, for any pumpose for which the profits of the Company may be
propedy applied,

Winding-Up

if the Company is wound up, the liquidator may, with the authortty of o special
resolution, divide among the Sharsholders in kind the whole or any part of the
properdy of the Company, and may for that purposa set such value as he
considers fair upon any property 1o be so divided, and may determing how the
division is to be cared outf as betwaen the Shareholders or different classes of
Shareholders. The liguidator may, with the authonity of a special resolution, vest
the whole or any part of any such property in frustees upon such trusts for the
benefit of the contributorias as the liguidator thinks fit, but so that no Shareholder
is compelled to accept any Sharas or other securifias in raspact of which there is
any lability,

Transfer of Shares

Generally, Shares in the Company are freely transferable, subject to forrmal
requirements, the registration of the fransfer not resulting in g confravention of or
fallure 1o observe the provisions of alaw of Australia and the fransfer not being in
breach of the Corporations Act and the Listing Rules.

Future Increase In Capifal

The dllotrment and issue of any new Shares is under the control of the Directors of
the Company. Subject to rastrictions on the issue or grant of securities contained
in the Listing Rules, the Conglitution and the Corporafions Act {and without
affacting any special right previously conferred on the holder of an existing share
or class of shares), the Directors may issue Shares as they shall, in their absolute
discretion, determine.

Variation of Rights

Under Section 246B of the Coporations Act, the Company may, with the
sanction of a special rasolution passed ot g meeting of Sharsholders vary or
abrogate the rights attaching to Shares.

it ot any time the share capital is divided into different classes of sharas, the
rights attached to any class unless otherwise provided by the ferms of issue of
the shares of that class), whether or not the Company & being wound up, may
be varied or abrogated with the consent in wiiting of the holders of three
quarters of the issued shares of that class, or i authorised by a specidal resolution
passaed af a separate mesting of the holders of the shares of that class.

14
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RISK FACTORS
Infroduction

The Shares offered under this Prospectus are considered speculative, and
involve investors being exposed to risk.  The Directors strongly recommend
potential applicants examine the contents of this Prospactus and consult their
professional advisers before deciding whether 1o apply for Shares pursuant to this
Prospactus,

There are specific risks which relate directly to the Company’'s business.  In
addition, there are other general risks, many of which are largely beyond the
conirol of the Company and the Directors.

The risks identified in this section, or other risk factors, may have o material
impact on the financial performance of the Company and the market price of
the Company's shares,

This list is not exhaustive and potfential Applicants should exarmine the contents of
this Prospectus and consult thelr professional advisers before deciding whether
to apply for Shares.

Economic Risks

General economic condifions, movements in inferest and inflation rates and
currency exchange rates may have an adverse effect on the Company’s
exploration, development and production activities, as well as on its ability to
fund those activities,

Further, share market conditions may affect the value of the Company’s quoted
sacurities regardiess of the Company's operating performance. Share market
condifions are affected by many factors such as:

() general economic outiook;

(o)) interest rates and inflation rates;

{c) currency fluctuations;

(ch changes in investor sentiment toward particular market sectors,

(@) the demand for, and supply of, capital; and

)] terrorism or other hosfiliies,

Share Market Risks

The price of Shares guoted for trading by ASX i impacted by various
intemational and domestic factors. As the Company is listed on ASX, its Share
price s subject 1o these numerous influences that may affect both the Trends in

the share market and the share prices of individudal companies.

The factors which may create fluciuations in the share market include infiation,
aconomic conditfions, commaodity prices, interast rates and exchange rates.
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7.4

7.5

7.6

7.7

Product Sales and Development

The Company can make no representations that any of s product
development and commercialisation will be successiul, that the Company’'s
development milestonas will be achieved; or that the Company will develop
further products that are commearcially exploifable. Projects can be delayed or
fall, or product/market devslopment may cease o be viable for a range of
unaxpected commercial reqsons,

Business Relationship Risks

The Company enters into business relationships with various parties for the sale of
various products.

in these business relationships, there s the sk of an adverse impact on the
Company associated with insolvency, default or other managerial faillure or
activities of any of the other parfies involved.

Intellectuat Property Rights

Securing and profecting rights to intellectual properly, and in particular to
patents, frademarks and copyrignts, is highly problemartic in the toys and games
industry.  Accordingly, the best protection for the Company to avoid
infringements in intemational markets is 1o expedite the development and sale
of the Company’s products.

The granting of a patent does not guarantes that the rights of others are not
infringed or that competitors will not develop competing intellectual property
that circumvents such patents. The Company’s succeass depends, in part, on ifs
abiity to obtain patents, maintain frade secret protection and operate without
infringing the proprietary rights of third parties.

Bacause the patent positions of companies in the foys and garmes industry can
be highly uncertain and frequently involve complex legal evaluation, nefther the
breadih of claims aliowed in such patents nor thelr enforceabiiity can be
predicted. There can be no assurance that any patents that the Company may
own or confrol or license now and in the future will afford the Company
commercially significant protection of its infellectual property or its projects, or
have commercial application,

While the Company is not aware of any third party interests in ifs infellectual
property rights, and it will take steps 1o protect and confim ifs inferest in these
rights, there is always a risk of third parties claiming an interest in the infellectual
property of the Company and, if any such disputes arise, they could adversely
affect the Company.

Risk and Product Liability, and Uninsured Risks

The Company’s business exposes it 1o potential product liability risks that are
inherent in the research and development, manufacturing, marketing, and use
of its products. In the course of maintalning ifs business, it will be necessary for
the Company 10 secure sufficient levels of insurance to cover various product
llaboiiity risks. However, there can be no assurance that adequate or necessary
insurcnce coverage will be avallable ot an acceptable cost or in sufficient
armounts, If at all, or that product lability or ofher clalims would not materially
and adversely affect the business or financial condifion of the Company.
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7.8

7.9

7.10

7.1

7.12

Uncertdinty on Future Profitabitity

The Company's abiiity fo operate profitably in the future will depend on its gbility
to commaearcialise its products with other organisations on commercial terms. This
will depend on the ultimate demand for s products by consumers, which
cannot be guarantead. There is no cerfainty therefore that the Company can
succeassfully commercialise s projects.

Cther factors that will determine the Company’s profitability are its ability to
manage s costs, to executs its developrent and growth strategies, economic
conditions in the markets the Company operates, competitive factors and
regulatory developments. Accordingly, the exient of future profits, f any, and
the fime required to achieve g sustained profitability is uncertain, Moreover, the
levet of such profitability cannot be predicted,

Inciustry Risks

the Company’s current and fulure potenticl competitors include companies
with substanticlly greater resources thon it.  There 8 no assurance that
compaetitors will not succeead in devsloping products that are more effective or
sconomic than the curent products or any of those being developed by the
Company, or which would render the producths obsolete and/or otherwise
uncompetitive.  In addifion, the Company may not be able to compete
successfully against current or futre competitors where aggressive pricing
policies are employed to capture market share. Such competitlon could resulf
in price reductions, reduced gross marging and loss of market share, any of
which could materially adversely affect the company's fulure business,
operating resulfs and financial posftion.

Potential Acquisitions

As part of its business strategy, the Company may make acgulsiions of or
significont investments in complementary companies, products or fechnologies,
alfthough no such acquisitions or invesiments are currently planned.  Any such
future fransactions would be accompanied by the risks commonly encountered
in making acquisttions of companies, products and technologles.

Additiond] Requirements for Capital

The Company’s caopital requirements depend on numerous factors. Depending
on the Company’s ability To generate income from its operations, the Company
may require further financing in addiion to amounts raised under the capifdl
raising. Any addifional equify financing will dilute shareholdings, and debt
financing, If available, may hvolve restrictions on financing and operating
activities. If the Company is unable to obtain additional financing s needed, i
may be raquired 1o reduce the scope of its operations and scale back s
exploration programmes ¢s the case may be.

Licensing, Manufacturing and Distribution Agreements

The Company is a party to g number of different licensing, manufaciuring and
distribution agreements, There can be no assurance given that there will be no
defrimental impact on the Company if one or more of these agreements is
either breached by another party or if, for reasons oulside of the Company’s
condrol, an agreement cannot be renewed or is terminated.
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7.13

7.14

Reliance on Key Management

the responsibilify of overseeing the day-to-day operations and the strategic
management of the Company depends substantially on its senlor management
and ifs key personnel. There can be no assurance given that there will be no
detrimental impact on the Company if one or more of these employees cease
their employment.

Speculafive Nature of Invesiment Risks

The above list of risk factors ought not 1o be token as exhaustive of the risks
faced by the Company or by investors in the Company. The above factors, and
others not specifically referred to above, may in the future materially affect the
financial performance of the Company and the value of the Shares offered
under this Prospectus.

Therefare, the Shares offered pursuant 1o this Prospectus carry no guarantee with
raspeact 10 the payment of dividends, retums of caopital or the market value of
e Shares,

Potential investors should consider that the investment in the Company s

speculative and should consulf thelr professional advisers before deciding
whaether to apply for Shares.
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8.1

ADDITIONAL INFORMATION
Confinuous Disclosure Obligations

The Company is a “diclosing enfity” (os defined in Section 111AC of the
Comporgtlions Act) for the purposas of Section 713 of the Corporations Act and,
s such, Is subject to regular reporting and disclosure obligations.  Specifically,
like ol listed companies, the Company is required 1o continuously disclose any
inforrmation it has to the market which g regsonable person would expect to
have a material effect on the price or the value of the Company’s securifies.
The Shares which will be issued pursuant to this Prospecius are in he same class
of Shares that have been quoted on the official list of the ASX during the 12
months prior to the issue of this Prospectus.

This Prospectus s o “transaction specific prospectus”. In general ferms
“fransaction speacific prospectuses” are only requlred to contain information in
relation to the effect of the issue of securities on the Company and the rights
attaching to the securifies. i is not necessary 1o Include generdl information in
relation to all of the assefs and fabilifies, finoncial position, profits and [osses or
prospects of the ssuing company.

This Progpeactus s infended to be read in conjunchion with the publicly available
information in relation fo the Company which has been notified to ASX and does
not include ali of the information that would be included in a prospectus for an
inftial public offering of securfties in an entity that s not already isted on a stock
exchange. Investors should therstore have regard 1o the ofher publicly
available information in relafion to the Company before making o decision
whether or not to invest,

Having token such precautions and having made such enquies s are
reasonable, the Company belleves that | has complied with the genergl and
specific requirements of ASX as applicable from fime to fime throughout the 12
months before the issue of this Prospectus which required the Company 1o notify
ASX of information about specified events or matters as they arise for the
pupose of ASX maoking that information availcble to the stock market
conducted by ASX,

Information that is glready in the public domain has not been reported in this
Prospectus other than that which & considered necessary to make this
Prospectus completfe.

The Company, as a disclosing entity under the Corporations Act sfates that:
(a) it is subject to regular reporting and disclosure obligations;

(b) copies of documents lodged with the ASIC In relgtion to the Company
(hot being documents refered to in Section 1274Q2X¥a) of the
Corporations Act) may be obtained from, or inspacted at, the offices of
the ASIC; and

) it will provide a copy of each of the following documents, free of
charge, 1o any person on request befween the date of issue of this
Prospectus and the Clasing Date:

@ the financial statements of the Company for the financial vear
ended 30 June 2006 being the last financial statements for a
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financial year, of the Company lodged with the ASIC before the
issue of s Prospectus:

any half-year financial statements of the Company lodged with
ASIC since the lodgement of the last financial statements for the
half-year ended 31 December 2006 lodged with ASIC before the
issue of this Prospectus; and

any documents used to notify ASX of information relating fo the
Company in the period from lodgement of the financidal
statements referred 1o in paragraph () above until the issue of the
Prospectus in accordance with the Listing Rules as referred 6 in
Saction 67401} of the Corporations Act.

Copies of all docurments lodged with the ASIC in relation to the Cormpany con
be inspected at the regisfered office of the Company during normmal office

hours.

The Company has lodged the followlng announcemaents with ASX since the
lodgement of the 2006 Annual Reparh:

Date Description of Announcement

2940372007 ASIC Form 484 - Change to Company Deatails
29/03/2007 nvestor Presentation March 2007

29/03/2007 Rights Issue to raise $1.24 million

26/03/2007 Trading Halt

21/03/2007 Lodgement of 20F 1o SEC

1370372007 Acqguiras US Wiggles products licence
09/03/2007 Rastricted securities raleagse from escrow
01/03/2007 Licensing Agreement with Dreamworks Animation SK&
01/03/2007 Half Yearly Report/Half Year Accounts
30/01/2007 Commitrments Test Enfity - Second Quarter Report
09/01,/2007 Porchlight licensing agreement

1641272006 Placement

1441272006 Little Golden Books Licensing Agreesment
07 /1272006 Change of Director's inferest Notice
2211172006 AGNM Reasults of Resolutions

2211172006 AGM Managing Director's Address
2211172006 AGNM Chairman's Address

1771172006 Nofice of Annual General Meeting
2371072006 Commitrents Test Enfity - First Quarter Report
201072006 Annual Report

16/10/2006 Commences Manufacture

2710972006 Annual Report 2006
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8.2

ASX mainfaing files confaining publicly available Information for alt listed
companies. The Company’s file is availlable for inspection at ASX during normal
office hours,

Material Contracts

The following are summaries of the significant terms of the material agreements
which relate to the business of the Company.

Underwriting Aareement

Pursuant to an Underwriting Agreement between the Company and the
Patersons Securfies Limifed (Underwriter), the Underwiter has agreed 1o
underwrite the Offer. A summary of the more imporfant terms of the
Underwriting Agreament is outlined below.

Under the Underwriting Agreement, the Company will pay the Underwriter, as
consideration for its underwriting obligation, 6% of the amount 1o be ralked under
the Offer (being a fee of $74.513.10 (exclusive of ST, The Company must also
pay, indemnify and keep indemnified the Underwriter for ol costs incurred by
the Underwriter in connection with the Offer, including legal fees and
disbursements and the reasonable costs of advertising, printing and distributing
the Prospectus.

The Company has given warranttes and covenants fo the Underwriter which are
usual in an agreement of this nalure. The Underwrifing Agreement provides that
the Underwriter may terminate the Underwriting Agreement and s obligations
under it of any time without cost or liability 1o the Underwriter upon the
occurrence of any one or more of the termination events Termination Event)
including:

(o)) (ndices fally: ony of the S&P/ASX 200 Index or e S&P/ASX Small
industrial Index as published by ASX is at any fime affer the datfe of the
Underwriting Agreement 10% or more below ifs raspective level as at the
close of businegss on the Business Day pror fo the date of the
Underwriting Agreement; or

(b) {Share Price): the closing price of the shares of the Company as quoted
by ASX, is less than 8.5 cents; or

) (Prospectus): the Company does not lodge the Prospectus on the
agreed lodgement date or the Prospectus or the Offer is withdrawn by
the Company; or

(%) (Copies of Prospectus) the Company falls o provide the Underwriter
with 20 copies of the Prospectus and any additional copias that the
Undarwriter may from time 1o tirme reasonably require; or

() (No Officiad Quotationy Official Quotation has not been granted by the
shorffall notice deadine date (as that terrn is defined In the Undenwriting
Agreement) o, having been granted, s subseguently withdrawn,
withheld or qualified; or

(f Supplementary prospectus):

0 the Underwriter, having elected not 1o exercise s dght to
ferminate its obligations under the Underwrifing Agreament asa
result of an occurrence as described in paragraph (v, form
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the view on reasonable grounds that o supplementary or
replacement prospectus should be lodged with ASIC for any of
the reqsons referred to in sechion 719 of the Corporations Act
and the Company falls fo lodge o supplementary o
replacement prospectus in such form and content and within
such time as the Underwriter may reasonably require; or

(i), the Company lodges a supplementary or replacement
prospectus  without the prior written agreement of the
Underwriter; or

(Non-compliance with disclosure requirements). [t franspires that the
Frospectus doeas not contain dll the information required by section 713
{or sections 710, 711 and 716) of the Corporations Act; or

(Misleading Prospectus): it franspires that there s a staternent in the
Prospectus that s misleading or deceptive or lkely to mislead or
decelve, or that there Is an omission from the Prospectus (having regard
to the provisions of section 713 (or sections 710, 711 and 716) of the
Corporgtions Act) or if any statement in the Prospectus becomes
misleading or deceptive or likely 1o mislead or deceive or if the issue of
the Prospectus s or becomes misleading or deceptive or likely 1o
mislead or deceive; or

(Restriction on dllotment): the Company is prevented from glloftting the
Rights offered under the Prospectus within the fime required by the
Underwrifing Agreement, the Comporations Act, the Listing Rules, any
statute, regulation or order of a court of competent jurisdiction by ASIC,
ASX or any court of competent jurisdiction or any govemnmental or
semi-governmental agency or authority; or

(Withdrawal of consent to Prospecius): any person (other than the
Underwtiter) who has previously consented 1o the inclusion of its, his or
her name in the Prospectus or 1o be named in the Prospectus, withdraws
that consent; or

(ASIC application): an application is made by ASIC for an order under
sacton 13248 or any other provision of the Comporations Act in relation
to the Prospectus, the shorifall notlice deadiine date has ardved, and
that application has not been dismissed or withdrawn; or

(ASIC hearing): ASIC gives notice of its infention to hold o hearng under
section 739 or any other provision of the Corporations Act in relation to
the Prospachus fo determine if it should make a stop order in relation to
the Prospectus or the ASIC makes an interim or final stop order in relation
o the Prospectus under section 739 or any other provision of the
Corporations Act; or

(Takeovers Panel): the Takeovers Panel makes a declargtion that
circumsiances in relgtion fo the affairs of the Company ore
unaccepiable circumstances under P 6.10 of the Corporations Act, or
an application for such a declaration is made 1o the Takeovers Panel; or

(Hostilities): thers is an outbraeak of hostilifies or a material escalation of
hostilities (whether or not war has been deciared) gffer the dafe of the
Underwrifing Agreement involving one or more of Australia, New
Zealand, Indonesia, Japan, Russia, the United Kingdom, the United
States of America, India, Pakistan, or the Peoples Republic of Ching,
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Israel or any member of the European Union, or g terorst act is
perpetrated on any of those countries or any diplomatic, military,
commercial or political establishment of any of those countries
anywherea in the world; or

(Authorisation): any authorisation which is matserial 1o anything referred
o in the Prospectus is repealed, revoked or terminated or expires, or is
modified or amended in a manner unacceptable 1o the Underwriter; or

(indictable oftence) a director or senior manager of the Company (or
any subsidiary of the Company) is charged with an indictable offence;
or

Sub-underwriters): any of the sub-underwtiters that are introduced by
the Company do not comply with their obligations under thelr
agresmenis with the Underwiltter or threaten to not comply with their
respective obligations;

(Termination Events): subject always o clause 13.2 in the Undenrwriting
Agreement (which provides that the Underwriter may not exercise s
right 1o terminate on the following events occuming unless the
termination event (or Two or more termination events) has or is likely to
have ¢ materdal adverse effect o gives rse to g liabliity of the
Underwrifer under the Corporations Act), any of the following events
QCCUrs;

) (Defaulty, default or breach by the Compoany under the
Underwriting Agreement of any terms, condition, covenant or
undertaking; or

ai (ncomect or untrue representation). any representatfion,
warranty  or underfaking given by the Company in the
Underwriting Agreement is or becomes unfrue or incorrect; or

¢ (Contravention of constitution or Act): g confravention by the
Company (or any of ifs subsidiares) of any provision of its
congtitution, the Corporations Act, the Listing Rulas or any other
appliicable legisiation or any pdlicy or requirement of ASIC or
ASX: or

vy (Adverse change) an event occurs which ghves rise o @
materal adverse effect or any adverse chonge o any
development including g prospective adverse change affer
the date of the Underwriting Agreement in the assets, liabliities,
financial posifion, trading results, profits, foracasts, losses,
prospects, business or operations of the Company {or any of iis
subsidiaries) including, without limitation, if any forecast in the
Prospectus becomes incapable of being met or in the
Underwriter's reasonable opinion, unikely o be met in the
projected time; or

& (Error in Due Diligence Resuils): it franspires that any of the due
diligence results or any part of the verification material was
fake, misleading or deceptive or that there was an omission
from them; or
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(viit)

(e}

69

)

{(xiD

{xiiiy

(xiv}

{xv)

(v

(xvi)

(Significant change): a 'new circumstance” as referred fo In
saection 719(1) of the Corporations Act arises that is materially
adverse from the point of view of an invastor; or

(Public staferments): whhout the prior opproval of the
Underwriter o public statement is made by the Company i
relation 1o the Issue, or the Prospectus; or

(Misleading informafion) any information supplied ot any time
by the Company or any person on its behalf 1o the Underwrifer
in raspect of any aspect of the Offer or the issue or the affairs of
the Company {(or any of ifs subsidiariesy s or becomes
misleading or deceptive or likely to mistead or deceive; or

(Official Quetation gualified): the Official Quotation is qualified
or condlifional other than as set out in the definition of "Official
Quotation’; or

(Change in Act or policy): there is intfroduced, or there is g
public announcement of ¢ proposal fo inhroduce, into the
Parliament of Australia or any of ifs States or Tenritories any Act
or prospective Act or budget or the Reserve Bank of Australia or
any Commonwealth or State authority adopts or announces o
proposal to adopt any new, or any major change in, existing,
monefary, taxation, exchange or fiscal policy; or

(Prescribed Qccurrence): o prescribed occurrence (as that
term is defined in the Corporations Act) occurs: or

Buspension of debt paymenis). the Company suspends
payment of its debts generally; or

(Event of Insolvency): an event of insolvency occurs in respect
of the Company (or & subsidiary of the Company); or

(Judgment against a Relevant Company): a judgment in an
armount exceeding $25000 i obfained against the Company
(or a subsidiary of the Company) and is not set aside or satisfied
within 7 days; or

(Lifigation): litigation, arbiration, administrative or  indusirial
proceeadings are affer the date of the Underwriting Agreement
commenced or tregtened againgt the Company or o
subsidiary  of the Company, other thaon any  claims
foreshadowed in the Prospectus; or

(Board and senior management composition): there 5 o
change in the composition of the Board or a changse in the
senior management of the Company before complaetion of the
aliotment of the Shares under the Prospectus without the prior
written consent of the Underwriter; or

(Change in shareholdings): there is a material change in the
major or confroling shareholdings of the Company or @
subsidiary of the Company or a takeover offer or scheme of
arangement pursuant 1o Chapter & or 6 of the Corporations
Act i publicly announced in relation to the Company or a
subsidiary, or
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xviily  (Timetable), there is g delay in any specified daote in the
Timetable which is greater than 3 Business Days; or

{xix} (Force Mdajeure): o force majeure aoffecting the Company's
business or any obligation under the Underwiiting Agreement
lasting in excess of 7 days occurs; or

() (Certain resolutions passed): the Company or subsidiary passes
or takes any steps to pass a resolution under section 254N,
saction 257A or section 260B of the Corporafions Act or g
raesolution fo amend its constitution without the prior written
consent of the Underwriter; or

{xxi) (Capited Structure):  the Company or a subsidiary of the
Company clters ifs capital sfructure in any manner not
contempiated by the Prospactus; or

(x> (Investigation}: any person is appoinfed under any legisiation In
raspact of companies fo investigate the affalrs of the Company
or ¢ subsidiary of the Company; or

Godiy  (Market Conditions): o suspension or material imitation in
frading generally on ASX occurs or any maferal adverse
change or disruption occurs in the existing financial markets,
political or econormic conditions of Australia, Japan, the United
Kingdom, the United States of America or other infermnationdd
financial markets; or

(xxiv)  (Suspension): the Company i removed from the Official List or
the Shares become suspended from Official Quotation and
that suspension is not liffed within 24 hours following such
suspension; or

{00y (Breach of Material Confracts): any of the Material Contracts
(as defined in the Underwrifing Agreement) is terminated or
substantially modified.

Deed of Acknowledgement — Noble Invesiments Piy Ltd

Noble Investments Pty Lid (Noble) holds Convertible Notes pursuant 16 ¢
converlible nofe deed with the Company. Pursuont to this convertible note
deed, Noble may patficipate in an entilernent issue of securties by the
Company as if the Converdible Notes had been converted into Shares,

in order for the Underwriting Agreement 1o be finalised f was necessary 10
confirm the number of Shares to which Noble was entifled by virfue of holding
Convertible Notes under the convertible note deed,

By a Deed of Acknowladgement dated 23 March 2007, the Company agreed
with Noble the issue price for determining the number of Shares 1o which Noble
would be entfifled In relation 1o the bntitlernent Issue.  Under the Deed of
Acknowledgement, it was agreed that the number of Shares to which Noble is
aentitled under the Enfilements Issue is 1,196,581,
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8.3

Directors’ Interests

Other than as set out below or elsewhere in this Praspectus, no Director nor any
firm in which such ¢ Director is a pariner, has or had within 2 vears before the
lodgement of this Prospectus with the ASIC, any interest in:

() the forrmation or promotion of the Company;

(b) property acgulred or proposed 1o be acquired by the Company in
connection with its formation or promotion or the Offer of securities
pursuant to this Prospectus; or

() the Offer of securifies pursuant 1o this Prospectus,

and no amounts have been paid or agread o be paid (in cash or Shares or
atherwise) to any Director or to any fiem in which any such Director is g pariner,
aither 10 iInduce him to become, or to qualify him as, a Director or otherwise for
sarvices renderad by him or by the firm in connection with the formation or
promotion of he Company or Offer of Shares pursuant 1o this Prospectus,

A notice of meeting which contains resolutions To issue the Directors with Oplions
will be dispafchead to Shareholders shortly, The Oplions will be exercisable at
32.5 cents, expire on 31 December 2011 and are in the following amounts:

Pirector Options
Mr Alexander Aguero 3060000
Mr Charles MacKinnon 2000000
Mr Graham Nicol 500,000

The Directors’ interasts in securities of the Company af the date of this Prospechus
are:

Birector Shares Options

Mr Alexander Aguero 9341418 2,121,450

My Charles MacKinnon 1,688,380 393,780

My Graham Nicol 465618 12500
Notes:

I Mr MacKinnon and Mr Nicol have both indicated that it is thelr present
infention to take up thelr full Entilernent under the Offer.

2. Mr MacKinnon and Mr Aguero have formally agreed that Mr Aguero will,
for valuable consideration, fransfer part of his Entterment under the
Offer, being the enfiflement to subscrbe for 2352941 Shares, fo My
MacKinnon's nomines, Lothbury Ply Lid. Mr Aguero does not infend to
subscribe for the remaining 760,865 Shares fo which he is entiffed under
the Offer.

The Constfitution of the Company provides that the Directors may be paid for
thelr services as Directors, a sum not exceecding such fixed sum per annum as
may be determined by the Company in general meeting, 1o be divided among
the Directors and in default of agreement then in equal shares,

in the last two vears prior 1o lodgement of this Prospectus at the ASIC §190,440
(2006 financial yean ond $153,881 (2005 financial year) (ncluding GST where
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8.4

applicabla), has been accrued or paid by the Company by way of
rermuneration for services provided by the Directors, companies associated with
the Directors and their associates, in thelr copacity s directors, consultants or
achvisars, Directors, companias associated with the Directors and their associates
are also reimbursed for all regsonable expenses incurred in the course of
conducting thelr dutfies which include, but are not In any way limited to, out of
pocket expenses, fraveling expensas, disbursements made on behalf of the
Company and other miscelianecus expenseas.

The aggregate feas and benefifs paid to the Directors, or companias associated
with the Directors, in the last two financial vears are summarised in the fable
below:

Director Salary/Fees Salary /Fees
2005 2006

Mr Alexander Aguero $55,384 887,273

Mr Charles MacKinnon Nl 53516

Mr Graham Nicol Nl 52511

Interests and Consents of Experts and Advisers

Other than as set out below or elsewhere In this Prospectus, no exper,
underwriter, promoter or any other person named in this Prospectus s
performing & function in g professional advisory or other capacity in connection
with the preparation or distribution of the Prospectus, nor any firm in which any
of those persons is ofr was a partner, Nor any company with which any of those
persons is or was associated, has or had within 2 yvears before the lodgement of
this Prospectus with the ASIC, any interest i

) the formation or promotion of the Company; or

(o)} property acqulred or proposed to be acquired by the Compaony in
connection with its formation or promotion or the Offer of securities
pursuant to this Prospectus; or

) the Offer of securifies pursuant 1o this Prospectus,

and no amounts have been poid or agreaed 1o be paid (n cash or Shares or
otherwise) to any expert, underwtriter, promoter or any other person named in
this Prospectus as performing a funchion n a professional advisory or other
capacity in connection with the preparation or distribution of this Prospectus, or
to any firm in which any of those persons is or was a partner, or fo any company
with which any of those persons is or was associated, for services rendered by
that person, or by the firm or the company, in connection with the formation or
promaotion of the Company or the Offer of Securifies pursuant to this Prospectus.

Steinepreis Paganin act as solicitors to the Company. Steinepreis Paganin will be
paid approximately $10,000 for services in relation to this Prospectus. Inthelost 2
years, Steinepreis Paganin has been paid fees of $13,288.15 for services to the
Company,

Patersons Securities Limifed 8 acting as the Underwiiter pursuant to the

Underwriting Agreement described In Section 82 of this Prospectus. The
Company will pay Patersons Securities Limited §74,613.10 (exclusive of GST) for
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8.6

8.7

the provision of the Underwriter’s underwriting obligation. During the 24 months
preceding lodgement of this Prospectus with the ASIC, Pafersons Securifies
Limited has not received any other fees for thelr services.

Consenis to Being Named in this Prospectus
Each of the parties referred to in this section:

£) doas not maoke, or purport o make, any statement in this Prospeactus
other than those referred o in this section; and

( o the maximurm extent permitted by law, expressly disclaim and foke
no responsibitity for any part of this Prospectus other thon a reference to
ifs name and a statement includead in this Prospectus with the consent of
that party as specified in this section,

Pursuant 1o section 716 of the Comporations Act, BDO Chartered Accountants,
has given and has not before lodgement of this Prospectus, withdrawn is
consent 1o be named ¢s Auditor of the Company in the Cormporate Directory of
the Prospectus and 1o the inclusion of the balance sheet of the Company for the
year ended 31 Dacember 2006 in section 5.3 in the form and context in which it
appears. They have not caused the issue of the Prospectus and faoke no
responsibility for any material in, or omission from the Prospectus (except as
oftherwise noted in this Prospectus).

Steinepreis Paganin has given Hs writfen consent 1o being named as the solicifors
to the Company in this Prospectus and has not withdrawn its consent prior 1o the
lodgement of this Prospectus with the ASIC.

Patersons Securtfies Umited has given, and af the fime of lodgement of this
Prospectus, has not withdrawn its consent 1o be named as Lead Manager and
Underwriter to the Offer under this Prospectus in the form and context in which it
is narmed.

Patersons Securifies Limited was not involved in the preparation of any part of
this Prospecius and did not authorise or cause the isue of this Prospecius.
Pataersons Securities Umited makes no express or implled representation of
warranty in relation to Brainytoys Limited, this Prospectus or the offer and does
not make any statement in this Prospectus, nor is any statement in i based on
any statement made by Patersons Securities Limited.

Computearshare Investor Services Ply Uid has given its writfen consent 1o being
named the Compaony’s Share Registry in this Prospecius and has not withdrawn
fts consant prior 1o lodgement of this Prospectus with the ASIC.

Legal Proceedings

There Is no litigation, arbifration or proceedings pending against or involving the
Company as at the date of this Prospectus,

Estimated Expenses of Offer

In the event that the Offer is fully subscribed, the estimated expenses of he Offer
are as follows:
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ASIC fees 2010
Listing fees 4,755
Legal fees 10,000
Underwriting fee 74,613
Prinding, regisiry and other expenses 4722
Total 95,000

Market Price of Shares

The Company is a disclosing entity for the purposes of the Corporations Act and
its Shares are enhanced disclosure securities quoted on ASX,

The highest and lowest market sale prices of the Company’s Shares on ASX
during the three monihs immediately precedcing the date of lodgement of this
Prospectus with the ASIC and the respective dates of those sales were:

Highest: 18 cents on 13 March 2007
Lowaest: 8.4 cents on 3 and & January 2007

The lagtest avallable closing sale price of the Company’s Shares on ASX prior to
the lodgement of this Prospeactus with the ASIC was 12 cents on 29 March 2007,

Electronic Prospectus

Pursuant To Class Order 00/044, the ASIC has exempled compliance with certain
provisions of the Corporations Act 20071 fo allow disfribution of an electronic
prospectus and electronic application form on the basis of a paper prospactus
lodged with the ASIC, and the publication of notices refering to an electronic
prospectus or electronic application form, subject to compliance with certain
condiitions.

If you have received this Prospectus as an électronic Prospectus, pledse enswre
that you have received the entire Prospectius aoccompanied by the Entiflement
and Acceptance Form. If you have not, please phone the Company on
(08) 2331 8441 and the Company will send you, for free, either g hard copy or g
further slectronic copy of the Prospectus, or both,

The Company reserves the right not fo accept an Entitlernent and Acceptance
Form from a person If it has reason 1o belisve that when that person was given
access 1o the electronic Entilement and Acceptance Form, it was not provided
together with the electronic Prospectus and any relevant supplemeniary or
replacement prospectus or any of those documents were incomplete or attered,
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9 AUTHORITY OF DIRECTORS
2.1 Directors’ Consent

Each of the Dirsctors of the Company has consented 1o the lodgement of this

Prospectus with the ASIC in accordance with Section 720 of the Comporations
Act,

Dated the 30% day of March 2007

CHARLES MACKINNON
DIRECTOR

For and on behalf of
BRAINYTOYS LIMITED
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DEFINITIONS
Applicant means g person who applias for Shares pursuant to the Offer.
ASIC means the Australian Securities and Investrnents Commission.

ASTC Setflement Rules means the setflement rules of the securfies cledaring house
which operates CHESS.

ASX maans ASX Limited (ACN 008 624 6%1).
Board means the board of Directors unless the context indicates ofherwise,

Business Day means a day on which frading takes place on the stock market of
ASX,

CHESS means ASX Clearing House Electronic Sub-ragistry Systern.

Closing Date meaons the closing date of the Offer, being Spm (WS on 30 April
2007 (unlass extended).

Company or Brainytoys means Brainytoys Limited (ABN 28 001 804 033),
Constitution means the Company’s Congtitution as at the date of this Prospectus,

Convertible Notes maans the convertible notes in the Company held by Noble
Investments Ply Lid pursuant fo a convertible note deed dated 2 August 2006,

Corporations Act means the Corporations Act 2001 (Cih).
Directors means the directors of the Company at the date of this Prospectus.
Dollar or “$” means Australian doliars.

Entitlernent or Right means the entiflernent (or right) of a Parficipating Security
Holder who is eligible to participate in the Offer,

Entitlernent and Acceptance Form means the application form efther attached
to or accompanying this Prospeactus.

Issue means the issue of Shares offered by this Prospectus,

Listing Rules or ASX Listing Rules maans the Listing Rules of the ASX,

Offer means the renounceable entitlerment offer of one (1) Share for every three
(3} Paddicipating Securifies held on the Record Date, further defdlls of which are

included in the “Details of the Offer” section of his Prospectus,

Offer Period means the period commencing on the Opening Date and ending
on the Closing Date.

Ofticial List means the official list of ASX.
Option means an oplion 1o acaulre ¢ Share.

Opfion Holders means those parties holding Options to acguire Shares as at the
date of this Prospectus.
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Partficipating Securities means the existing Shares on issue as ot the Record Date
and the convertible notes issued by the Company which provide for an
enfiflement under this Prospectus.

Parficipating Security Holder means a holder of a Participating Security,

Patersons and Underwriter means Patersons Securifies Limited (ABN 69 008 896
311

Prospectus means this prospectus.

Quictation and Official Quotation means official quotation on ASX

Racord Date means Spm (WST) on 12 April 2007,

Share means a fully paid ordinary share in the caplfal of the Company.
Shareholder means a shareholder of the Company.

Shertfall means the number of Shares comprising the difference between the
Sharaes the sublect of the Offer and the number of Shares for which valid

applications have been received and accepted by the Company.

Shortfall Application Form maans the shortfall application form atfached o or
accompanying this Prospectus.

Shorftall Ofter means the offer for the Shorifall pursuant to this Prospeactus.
Underwriting Agreement means the agreement enfered into beftwesn the
Company and the Undearwriters on 30 March 2007 wheareby the Underwriter has
agreed to underwrite the Offer.

WST means Western Standard Time,
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BRAINTYTOYS LIMITED
AR 501

ENTITLEMENT AND ACCEPTANCE FORM

Please read carefully the Prospectus dated 30 March 2007 accompanying this form.
THES DOCUMENT 15 IMPORTANT IF YOU ARE 1N GOUBT AS TO HOW TO DEAL WITH 1T, PLEASE CONTACT YOUR STOCKBROKER OR PROFESSIONAL

ADVISOR.
REGISTEREL OFFICE: SHARE REGISTRY
8B Bowen Sheet Computershare Investor Services Pty Limited
{'Connor Western Australia 6163 Level 2, Reserve Bank Buliding
Tel: {D8) 8331 8441 45 St Georges Terrace
Fax: (08} 9331 8452 PERTH WA 8000
Tel: 1300 787 575
Fax: {08) 9323 2033
Website: www. computershare com
<<Shareholder Name>> HIN/SRN:
Address Entitternent No:
SUBURB 3TATE P/C Sub-Register
Shareholding Entilemant to Amount payable at
at 5:00pm Shares 8.5 cents
t2 April 2007 Onoa 1.3 basis per Share

A RENOUNCEABLE 1SSUE OF APPROXIMATELY 14,604,306 ORDINARY FULLY PAID NEW SHARES AT AN 1SSUE PRICE OF $90.06385 EACH ON
THE BASIS OF ONE (1} NEW SHARE FOR EVERY THREE {3} SHARES HELD

IMPORTANT NOTICE: HOLDERS WHOSE EXISTING SHARES ARE HELD ON THE CHESS SUBREGISTER AS DETAILED ABOVE SHOULD IN THE FIRST INSTANCE
CONTACT THER SPONSORING BROKERAGENT IN RESPECT TO ANY PROPOSED ON-MARKET SALE OF THEIR RIGHTS.

RIGHTS TRADING 1S EXPECTED TO COMMENCE 4 APRIL 2007 AND CEASE ON 20 APRIL 2007, THE RIGHTS REFERRED TO IN THIS FORM MAY BE
TRANSFERRED ELECTRONICALLY ON CHESS BY SURRENDERING THE ENTITLEMENT AND ACCEFTANCE FORM TO YOUR SPONSORING STOCKBROKER
BEFORE RIGHTS CEASE TRADING.

THIS ENTITLEMENT AND ACCEPTAMCE FORM SHOULD NOT BE RELIED UPON AS EVIDENCE OF THE CURRENT ENTITLEMENT OF THE PERSCN NAMED N
THIS EMTITLEMENT AND ACCEFTANCE FORM.

T¢ the Directors
BRAINYTOYS LIBMITED
1. e the abovementioned being registered at 5.00 pm {Perth Time} on 12 April 2007, as the holder(s) of Shares in your Company hereby
accept: (PLEASE DELETE ONE}
{a} my Entitternent in full

{B) tess than my full Entilement
as follows:
NC. OF SHARES ACCEPTELD @ 8.5 CENTS PER SHARE AMOUNT ENCLOSED AT 8.5 CENTS PER SHARE

x $0.085 AUD §

2. HWe enclose mylour cheque in Australian Dollars for the amount shown being payment at the rate of $0.085 per Share {made payable to
“BRAINYTOYS LIMITED - ENTITLEMENT OFFER ACCOUNT™.

Brawer Branch Amourt

PLEASE ENTER
CHEQUE
DETAILS

HWe hereby authorise you to place myfour name{s) on the registers of members in respect of the number of Shares allotted to melus.

t'We agree to be bound by the Constitution of the Company.

i any irformation on this form is not completed correctly, of If the accompanying paymeant is for the wrong amount, it may still be accepted. Any
decision of the Directors of the Company as to whether to accept the form, and how fo construe, amend or complete it or o deposit such
paymertt shall be final.

8. hMy/Our contact numbers in case of enquiries are:

o bR

Area Code Telephone Number Arza Code Facsimile Numbear

THES FORM DOES NCT REQUHRE SIGNING UNLESS YOU WISH TO CHANGE YOUR ADDRESS

Please complete ONLY if your ISSUER SPONSORED address is incorrect.

Biock NEW ADDRESS: CHESS HOLDERS CAN ONLY AMEND THEIR ADDRESS BY ADVISING THEIR SPONSORING BROKER
Letiers

Please

Your signature{s):
Rg‘TURN éF THIS GOCUMENT WITH THE REQUIRED REMITTANCE WILL CONSTITUTE YOUR ACCEPTANCE OF THE SECURITIES BEING OFFERED 1N
ACCORDANCE WITH THE PROSPECTUS DATED {*) 2007
PLEASE READ LODGEMENT INSTRUCTIONS OVERLEAF
THIS ENTITLEMENT AND ACCEPTANCE FORM WITH PAYMENT IN FULL MUST 8E LODGED WITH THE SHARE REGISTRY NO LATER THAN
5.00PM WET ON 30 Apri 2607



BRAINYTOYS LIMITED

ARMN 23 501 884 033

LODGEMENT INSTRUCTIONS

ACCEPTANCE OF YOUR ENTITLEMENT
{a} IN FULL -Complste this Entitlement and Acceptance Form, attach your cheque of bank draft in Australian currency payable to BRAINYTOYS
LIMITED — ENTITLEMENT OFFER ACCOUNT for the accepiance money payable as shown overleaf and forward them se as to reach the
Company's Share Registry.:
Computershars Investor Services Py Limited
Level 2, Reserve Bank Building
45 8t Georges Tefrace
PERTH WA 8000

Tek 1300787 575
Fax: {08) 9323 2033
Website: www.computershare com

NO LATER THAN 5.00 pm WST on 30 April 2007,

{b} IN PART AND SALE OF THE BALANCE OF YOUR ENTITLEMENT- Fill out the panel below titled "Instructions fo your Stockbroker”,
complete the Entittement and Acceptance form overleaf as to the Shares being acceptad and acceptance money payable, and forward it fogether
with your cheque or bank draft in Australian curency payable to BRAINYTOYS LISSITED - ENTITLEMENT OFFER ACCOUNT o your
stockbroker no tater than 20 April 2007 which is the last day of Rights frading. Your stockbroker will then lodge your acceptance and cheque with
the Company’s share registry.

These instructions will need to be with your stockbroker in sufficient fime fo sell your rights. Rights trading commenced on 4 April 2007, and
ceases on 20 Apri 2007,

SALE OR PURCHASE ON MARKET OF SHARES PRIOR TO 5.00PM PERTH TIME ON 12 APRIL 2007

If you have purchased or sold shares on ASX prior to 5.00 pm WET on 12 April 2007 {being the [ast day for trading on a cum rights enfilement basis)

and this is not reflected in your shareholding shown overleaf, you should consult the stockbroker who acted for you to protect your entitiements or

determine the action you should take. i you have sold all your Shares, forward this form intact to the stockbroker who acted for you.

| BROKER No. Of Shares Sold Holder Number

SALE OF YOUR ENTITLEMENT IN FULL BY YOUR STOCKBROKER
Cornpiete the panel below fitled “Instructions to your Stockbroker™ and forward this Form fo your stockbroker no tater than 20 April 2007, which is the

tast day of rights trading.
These instructions will need fo be with your stockbroker in sufficient time fo sell your Rights. Rights trading commenced on 4 Aprit 2007, and ceases on

20 April 2007,

DISPOSAL OF YOUR ENTITLEMENT OTHER THAN THROUGH A STOCKBROKER

Standard Renunciation Forms must be used for all disposals of entilements other than through a stockbroker, These may be obtained from your
stockbroker or our Share Regishy, Security Transfer Registrars Ply Lid. These Renunciation Forms must be compieted both by the offeree as seller
and by hisfher nominated buyer. The duty completed Renunciation Form should then be lodged with the Company's Share Registry by 5.00pm (W8T}
on 20 Aprit 2007 together with this Form and application money.

PAYMENT
Al chegues {expressed in Australian currency) are to be made payable o "BRAINYTOYS LIMITED - ENTITLEMENT OFFER ACCOUNT” and crossed
“Not Negotiable™. Do not forward cash, postal orders or niotes. Recaipts will not be issusd.

Personal cheques drawn on overseas banks in Australian or any foreign currency wil NOT be accepted.  Any such cheques will be returned and the
acceptance deemed to be invalid. Similarly, payments made direct to the Company's bank account will NOT be accepted, unless authorised by the
Directors of Brainytoys Limited.

IMPORTANT NOTICE TO HOIL DERS WITH SHARES ON CHESS SUB-REGISTER
Holders whose existing Shares are held on the CHESS Sub-register as detailed overleaf should, in the first instance, contact their sponsering broker in
respect of any proposed sale of their rights.

GENERAL INFORMATION

{a} This Entiffernent and Acceptance Form does not require signing.

{p} Applications will only be accepted on this Entitlernent and Acceptance Form.

{c} Entitements either not accepted andfor renounced by 5.00 pm (WST) on 20 April 2007, will become the property of the Underwriters.

{d} Uncertificated holders who are broker sponsored are reminded that any renunciation may only be dealt with through their sponsoring broker.

All times referred to in this form are WST, which is Australian Westem Standard Time. Chegues will be deposited on the day of receipt.  Sufficient
cleared funds should be held in your account as chegues returmned unpaid MAY RESULT IN YOUR ACCEPTANCE BEING REJECTED. If you need
further information on how fo deal with your entitlements, telephone the Share Registry on 1300 787 575.

ENGQUIRIES

If you have any further questions concerning this Offer, please telephone your stockbroker or financial advisor of the Share Registey on 1300 787 575.
INSTRUCTIONS TO YOUR STOCKBROKER

To be completed and sent to your Stockbroker ONLY IF YOU WISH TO SELL the whole or part of your
entiflement.

Rights
e HAVE ACCEPTED  AS PER REVERSE SIDE | |

and atiach to this Form  Being acceptance money |A$ |
mylour chegue for at $0.085 per Right

PLEASE SELL Righis | |

This instruction *has/has not previcusly been notified B you.

*Please delete as appropriats
ISSUE CLOSES 5.60PM WST 30 APRIL 2007




SHORTFALL APPLICATION FORM
BRAINYTOYS LIMITED
ABN 28 001 894 033

/We declare that this application is completed according to the declarations/appropriate
sfatemeants and in accordance with the instructions and agree 1o be bound by the
Constitution of Brainytoys Limited. /We agree o take any number of Shares equal to or
tess than the number applied for. I/We authorise the Directors to complefe or amend this
Application Form where necessary to comect any efrors of omissions.

NOTE: Retum of this Applicatfion Form with your cheque, bank draft or fransfer of funds
directly 1o the Company’s bonk account Gubject to pror arrangement) for the
application monies will congtitute your offer 1o subscribe for Shares in the Company. No
signature is required. You should read the Prospectus before completing this Application
Form.

USE BLOCK LETTERS
Tax Fle Nurmberi(s)

oF examption
TIILE SIVEN NAMES SURNAME category
I I I | | | |
TITLE JOINT APPLICATION No.2 OR ACCOUNT DESIGNATION
I I | | |
ADDRESS
I I
| SUBURB/TCWIN | SEATE | PICODE |
| CONTACT NAME | TELEPHONE WORK | TELEPHOME HOME |
oIl BB
I | |
ISk APPLY FOR Application Money Date
Shares and lodge application monies in | AS
full of $0.085 per Share
Cheque Details
DRAWER BANK BRANCH AMOUNT OF CHEQUE

Chegues shouid be mads payable 1o "BRAINYTOYS LIMITED — ENTILEMENT OFFER ACCOUNT™,



INSTRUCTIONS TO APPLICANTS

Please complete dall relaevant sections of the Shortfall Application Form using BLOCK LETIERS.
if you have any questions on how to complete this Shorffall Application Form plecse
tetaphone My Charles MacKinnon on (08) 9368 6997,

Before cornpleting this Shorttall Application Form, applicants should read the Prospectus fo
which if relates.

The Prospectus doeas not congtitute an offer in any place where or 1o any pearson o whom
it would not be lawful 1o make such an offer,

Forwarcdt the Shorffall Applicalion Form fogether with your remitfonce for application
money at $0.085 per Share subscribed so as to reach:

Cornputershare Investor Servicas Pty Limited
Level 2, Raserve Bank Building

45 St Georges Terrace

PERTH WA 6000

by 5.00pm (WST) before 30 April 2007,

Only cheques and/or bank drafts in Australion currency and drawn or payable on ¢ bank
within Australia should be sent, made pavable to “"BRAINYTOYS LIMITED — ENTITLEMENT
OFFER ACCOUNT” and crossed "Nof Negofiable”,

A receipt for payment will not be forwarded.

PERSONAL CHEQUES DRAWN ON OVERSEAS BANKS IN AUSTRALIAN DOLLARS OR IN A
FOREIGN CURRENCY WILL NOT BE ACCEPTED. THESE WILL BE RETURNED AND THE
APPLICATION DEEMED INVALID. PAYMENTS CAN BE MADE DIRECT TO THE COMPANY'S
BANK ACCOUNT WITH PRIOR ARRANGEMENT.



