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review of operations

The consolidated resudt recorded for the Economic Entity
for the year ended 31st December was a niet foss of
$2,127,526. Inn so doing, the Company has written off all
development costs so as to build a secure future,

The Economic Entity is debt free and has once again
wwritten off through operating trading resubts all
development costs incurred for both the remote digital
video and acoustic surveiflance operations.

The low revenues reported reflect the necessary period
of consolidation for the Economic Entity. We have, during
the fast twelve months, invested a significant amount of
our limited resources into further development of our
suite of surveiflance products following the particular
further requirernents of the follow-up stages of the
Siemens/Qantas praject. As a result, the principal activity
of the Econamic Entity during the course of the first

nine months of the year was ongoing development,

The Economic Entity concentrated on completing these
deliveratiles and further technology developments for the
contracts delivered during the previous financial year,

With the passing of the prior Managing Director, the
appointments of a new Board of Directors and a niew
Managing Director, the Economic Entity immediately
implemented a new business model and undertook a
major restructure and consolidation of its technology
offerings, operations and business. It was deerned
parammount by the Board of Directors that the Economic
Ertity could no longer stay as the "best-kept-secret’ in
the industry and remain a ‘one-major-client” business.
The formal adoption of this "Vision' {Zylotech ASX
announcement 13/9/08) meant that the remaining
quarter of this Financial Year had to be devoted by the
Economic Entity to transform itself from its predominantly
Research and Cevelopment nature into a strong and
contfident commercial partner for the Tier T partners it
was seeking. These subsequentiy signed-up integrators in
the National Security include 1BM, Tenix, Honeywell and
Diebaoid.

We consider the significant security enhancemnents
required to be very positive in terms of our future
product offerings for the follow-orn stages of the GQantas
project and into the National Security market. This
investment has enabled the business to develop and
provide more “fit for purpose” product scidtions.

The year to December 2006 reflects a much greater
emphasis on product development, consolidation

and packaging which, while negatively impacting on
measurabie sales revenues during the past year, has
placed us in a much stronger position to achieve much
improved revenue resuits going forward,

Sirce Septernber 2008 a new board has brought new
strateqy, energy and direction. A new Managing Director/
CEQ s implementing this with staff who are dedicated,

passionaie and directed to achieving sales and technical
goals that will be cash flow positive.

As a result of initiatives taken during the year, there

are new “tearning agreements” with major top 100
comparnies. These teaming agreements agree exclusivity
in tendering on selected projects on iconic buildings
and National assets, These partners have surveyed the
techrology available and have chosen Zylotech as the
wortd's best-of-breed technology to deliver quicker,
faster and cost effective control to the existing hardware
systems instaled.

A client, Yodafone has said:"We will reduce our on-
going operating expensas, for example, by dramaticaily
reducing false alarms resulting in unnecessary and
expensive guard call outs”. The totally transformed
Zylotech, now specialises in the provision of enterprise
surveiilance solutions for critical infrastructure. We have
already delivered innovative, cost-effective and proven
technology and products for high-profile government,
deferice and industry-based security applications as
“world's best practise.”

Your company has hardly ever had overseas agents
or representatives. We now have agreements and are
developing agents in the UK, 4.5 A and South Africa
— these take time to convert to revenue streams.

As Managing Director/CEO, | promised to:

+  Complete the reassessment of our techniology,
strategy and business model

+  Introduce new income streams from Training,
Consulting and sub-Contracting

+  Optimise and consolidate our product range

+ Embark on a concentrated and directed marketing
camyzaign

+  Sign new teamning and reseller agreements with
several major partners

+  Motivate staff to achieve 20% greater efficiency

+  Implemented new Price Lists and commissioning
structures

+ Appoint representatives both interstate and
internationally

All these have been achieved.

in addition to funding the development of a range of
products for its core video surveiilance operations, the
Company has also invested $2,471,682 of its funds
towards the development of long-fife acoustic Sonobuoys
and other related technologies through its fully owned
subsidiary Sonacom, acquired in August 2002, The latter
products referred to have orly been completed recently
and have just begun to provide a revenue strearn for the




Company. Again, ali these development costs Rave been
written-off through operational trading residis.

tn order to respond guickly to sizeable project and
demnanding lead times, the Company has, at any given
time, a significart holding in stock of its core surveiltance
products and replenishment is always within reasonable
timeframes.

The entire core surveiflance product IF is solely owned
by the Comparny and therefore we are not refiant on or
inhibsited by any third-party license agreements,

tn summary, the Economic Entity has changed from a
technology developer to a comparny that markets the
quickest and fastest managerment hardware and software
for surveillance. It will take time to position Zylotech in
the market. We are:

MAKING THE WORLD SAFER AFTER 8/17

During the year, the Company's Managing Director of
many years, Bernard McGeorge passed away. Bernard
MeGeorge played a significant part in the developrment
and direction of the Company and the Company now
needs to expand and capitalise on those foundations.
We pass on our best wishies to his family.
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N. Sikiotis
Managing Director
Directors’ report




directors’ report

The directors present their report together with the
financial report of Zylotech Ltd ("the Company”} and
the consciidated financial report of the Econormic Entity,
being the Company and its controlled entities, for the
year ended 31 December 2006 and the auditors’ report
thereon.

1 DIRECTORS & SECRETARY

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

ANDREW UNTERWEGER
(CHAIRMAN - NON-EXECUTIVE)

Dr. Unterweger was founder and currently Chairman

of Unicorp Financial Services Group and Chairmar

of QuikTrak Networks Limited. He has over 20 years
experience in board and executive management positions
spanning financial services, investment banking, private
equity and retail industries.

He was appointed to the Board on 5 September 2008
and Chairman on 25 September 2006,

NICHOLAS SIKIOTIS B.S.EEE., M.ILEEE.
{USA) {MANAGING DIRECTOR)

Mr. Sikiotis is an electrical and electronics engineer and
has worked in executivelengineering management rofes
in Austrakia, USA and Europe for such organisations as

{(Swviss) Keller Altomation, GEC Australia Lid, Klocknar-
Moeller Corporation International and Siemens Ltd.

He was appointed o the Board on 30 April 1898 and
wwas appointed as managing director on 21 August 2008,

JOHN WAYLAND CA {NON-EXECUTIVE)

John Wayland brings to the Company 38 years of
financial, communications, technology, marnufacturing
and business experience. He was Chairman of interData
Pry Ld, Director of LB.M. Pty Ltd, Chairman of RMR
Worldcom Pty Ltd and currently is a General Manager of
Lovells Springs Pty Ltd,

He was appointed to the Board on 5 September 2008
and Company Secretary on 18 January 2007,

BERNARD J. MCGEORGE

Mr. McGeorge has had a lengthy and distinguished
career in the full spectrum of the printing and publishing
industry, including 27 years with Australian Consolidated
Press Ltd in variols management roles where he rose

to the positiont of Executive Director. He subsequently
spernt ten years with the Hannan Group as Group
General Manager and was a director of a number of the
operating cormpanies, including Federat Publishing Co Pty
Led and Newsagents Girect Distribution Pty Ltd.

He was appointed to the Board on 15 September 1997,
and passed away on 19 August 2006,

SYDNEY JLP. BORG {NON-EXECUTIVE)

Mr. Borg is the principat of PCS Australia Pty Ltd, a
systems integration company facilitating networks in the
corporate and governiment areas. He is also a director of
Investika Ltd since 1 July 1998

He was appointed to the Board on 15 June 2000, and
resigned 5 September 2006.

VICE ADMIRAL BON B. CHALMERS, AO
{NON-EXECUTIVE)

Vice Admiral Don B, Chalmers retired in 1999 as Chief
of Mavy after a distinguished career sparnning 41 years
of which the last 11 were spent as a sertor officer at
the naval one star rank of Commodore and above. He is
chairmarn of CEA Technologies Pty Lid.

He was appointed to the Board on 22 Cctober 2002, and
resigned & September 20086.

M. MARSHALL CA, ACIS (EXECUTIVE DIRECTOR AND
COMPANY SECRETARY}

Mr. Marshall has held general management or senior
financial positions within such organisations as FPC
Magazines, Fairfax Media Group, Amalgamated
Television Services {ATN 7 Sydneyj, Australian Guarantee
Corporation, Sandvik, Avco Financial Services as well

as the accounting profession. He has been the Chief
Financial Officer of the Economic Entity since 1999, He is
a Chartered Accountant and an associate member of the
institute of Chartered Secretaries in Australia.

He was appointed Compary Secretary on 16 May 2005,
and was appointed to the Board on 5 September 20086,
He resigned as a Director on 8 January 2007 and as
Secretary on 18 lanuary 2007,

2 PRINCIPAL ACTIVITIES OF THE ECONOMIC ENTITY

The principal activity of the Economic Entity during the
course of the year was the ongoing development and
commercialisation of the EYELINK IP SmartCarn based
video surveiflance range of products. in addition, the
Econornic Entity completed the development of acoustic
Sonobuoys and related products and focused on the
commercialisation of that range of products and further
product enhancements when reguired,

3 TRADING RESULTS

The net amount of the consolidated loss after income
tax attributable to the members of the Economic Entity
for the twelve months ended 31 December 2006 was
$2.127,526 (2005:10ss $773,347).

4 DIVIDENDS

The directors recommend that no dividend be paid. No
dividends have been declared or paid since the end of
the previous financial year.




5 REVIEW OF OPERATIONS, LIKELY
DEVELOPMENTS AND STATE OF AFFAIRS

The Economic Entity continued to operate principally
as a developer, purchaser and reselier of EYELINK
SmartCam digital surveiliance range of products and
developer and seller of acoustic surveillance Sonobuoys.

The principal activities during the period centred

around further developrnent andfor enhancement

of the Company’s remote digital video surveillance
product range; commercialisation of that remote digital
video surveillance range and continued activities in the
acoustic surveillance area, specificaily the on-goingR & D
development of Sonobuoys with the majority of the core
development completed by June 2006 and preliminary
endeavours to commercialise these products since.

The Economic Entity completed the development of its
SeaWatch long-Hfe Sonabuoy in June 2006 and while
further enhancement may be necessary, the products
are now in a saleable state. In addition, the Company
has further focused on developing enhancements to

its remote digital video surveillance range of products
following the successful sale of its system to Siemans/
Qantas last financial year. This experience and the
additional customer requirements have provided the
Company with useful knowledge on developing further
products and enhancement to odr existing product rarnge
allowing the Company to offer a better product platform
in the year ahead.

CAPITAL AND CAPITAL RAISINGS:
SHARE CONSOLIDATION

As approved at the annual general meeting of shareholders
held on the 28th April 2006, the Company completed the
1:25 share consclidation on 12th May 2006,

CAPITAL RAISINGS

The Company raised the following funds during the
period:

+ $328.626 in August 2006 pursuant to a placermnent of
12,639,467 fully paid ordinary shares inn the Company
at a price of $0.026.

R&D TAX CONCESSION

During the year the Econormic Entity applied for an R&D
tax offset claim for $166,530 {2005:%260,405) under
Section 730 of the Income Tax Assessment Act. Since
the end of the financial year, the Economic Ertity has
received the $166,530 from the Commonwealth.

Other than the matiers noted above, in the opinion of
the directors there are no significant changes in the state
of affairs of the fconomic Entity that occurred during the
financial year under review not otherwise disclosed in this
report or the consolidated financial staternents.

@

Further information about likely developments in the
operations of the Economic Entity and the expected
resufts of those operations in future financial years has
not been inciuded i this report because disclosure of
the information would be likely to resuit in urreasonable
prejudice to the Economic Entity,

6 FINANCIAL POSITION

The net assets of the economic entity have decreased

by $1,798,800 from $3,080.710 at 31 December 2005
1o $1,291,810 at 31 December 2006. This decrease is

attributable to the foilowing factors:

+  Capital raising activities providing net capitat of
$328,626;

+  R&D tax offset claim under Section 730 of the
Income Tax Assessment Act;

+  Offset by goodwill impairment of $463,163 and
operating losses for the period.

During the past five financial years the economic entity’s
financial position has been dependent upon capital
raisings to fund the development and commercialisation
of #ts core products including net funds of $2,471,682
provided to fund the development of the long life
Sonobuoys of the subsidiary Sonacom Systems Pry
Limited.

7 EVENTS SUBSEQUENT TO BALANCE DATE

On the 15th January 2007 the Company announced
receipt of a formal offer from Quiktrak Networks Lid

to acqguire the business operations of Zylotech Ltd. The
essential elernents of the offer include all the business
assets of Zylotech excluding cash, debtors and receivables
and include the take up by Quiktrak of all staff and

their leave entitiements at the date of transfer. The
consideration offered for the above assets is $2,000,000
payable by the issue of the equivalent of $2,000,000
worth of ordinary shares in Guiktrak Networks Ltd based
on a woiume weighted average price of the ordinary
shares in Quiktrak Network Led for the 30 days preceding
the date of acqguisition.

The Company announced its intention to cali an EGM of
shareholders of Zylotech Ltd to consider the offer and to
vote on a resolution to De put at that meeting, however
the company has since advised that it will have the offer
listed as a resolution to be considered and voted on at
the fortheoming AGM of shareholders instead of at an
EGM,

The Board of Zylotech Lid {excluding the Chairman Dr.
Ardrew Unterweger who as Chairman of Guikirak Ltd,
has abstained from considering the offer} has advised
that at the EGM it will recommend to the shareholders
that the offer, deemed inadequate, not be accepted in its
currert form.




directors' report (continued)

During the year ended 31 December 2006 the Economic
Entity applied for an R&D Tax Concession under Section
730 of the income Tax Assessment Act [fefer Note 5) for
an amount of $166,530. The Economic Entity has, since
the end of the financial year, received $168,530 from the
Commonwealth.

Other thar as outlined above, there has not arisern in
the interval between the end of the financial year and
the date of this report any itern, 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 Fconomic Entity, the results of those
operations or the state of affairs of the Economic Entity,
in future financial years.

8 OPTIONS

At the date of this report, there are no options granted
over unissued ordinary shares of the Company.

9 DIRECTORS' MEETINGS

Directors’ mestings Remuneration committee

maetings
Name Nureher of Number of Number of  Number of
migetinigs sligible meetings  meetings eligible migetings
to attend attended to attend attended
A. Unterweger
{Chairman) 3 3 1 1
N. Sikiotis 16 15 - -
§ Wayland 3 3 1 1
S.4F Borg
{Chairman) 11 1 - -
0.B. Chalmers 12 12 - -
B.). McGeorge 10 g - -
M. Marshall 4 4 - -

10 AUDIT COMMITTEE

The Company does niot have a formally constituted audit
committee of the directors and secretary as the Board
considers that the Company's current position in respect
of the composition of the Board, the size of the Company
and the minimal complexities involved in its financial
activities, the Company is not in a position to justify the
establishment of an audit committee. The full Board
performs the duties of this committee,

11 INDEMNIFICATION AND INSURANCE OF
OFFICERS AND AUDITCRS

THE COMPANY:

= entered into an agreement indemnifying the directors
and secretary of the Compary against all liabifities to
ancther person {other than the Company or a related
body corporate} that ray arise from their position as

directors of the Company and its controlled entities,
except where the liability arises out of conduct
irvolving a lack of good faith. Agreements for the
directors appointed on 5th September 2006 were
not entered nto untit the Sth February 2007, The
agreements stipulate that the Company will meet the
full amount of any such liabilities, including costs and
expenses, and

+ had not arranged directors’ and officers’ liability
insuranice policy cover since April 2003 due to the
difficulty in obtaining appropriate policies and the
prohibitive cost of those available, however, s in the
process of obtaining cover following the now more
readily available cover at a more acceptable price.

12 DIRECTORS’ AND SENIGR EXECUTIVES’
EMOLUMENTS

The Economic Entity has estailished a forrmal
Remuneration Commitiee during the later part of the
financial year and the format Charter can be viewed

on the Company's web site. The Charter of the
Rermuneration Commitiee extends the duties to that of
a Nomimations Committes. The Board considers that the
Econornic Entity is not yet of sufficient size to warrant
the establishment of a separate Nominations Comnittee.
Prior to the establishment of the Remuneration
Committee the full Board performed the duties of

both the remuneration comrmnittee and the nomination
commitiee. The Remuneration Committes is responsible
for making recommendations on remuneration

policies and packages applicable to Board members

and senior executives of the Comparyy. The broad
remuneration policy per the formal Charter is to ensure
the remuneration package properly reflects the person's
duties and responsibiities; and that rermuneration is
competitive in attracting, retaining and motivating people
of the highest quality.

it is the Remunerations Committee’s policy to remunerate
non-executive directors at market rates for comparable
companies for time, commitment and responsibilities
though taking into accourt the financial position of the
Economic Entity and the Economic Entity's shareholder
approved limits. The Constitution of the Company
specifies that the aggregate remureration of Directors,
other than salaries paid to executive directors, shall be
determined from time o tme by a general mesting.

Ary amount not exceeding the amount determined is
divided between those directors as they agree. The latest
determination was at the Annual General Meeting held
on the 22 April 1997 when sharehoiders approved an
aggregate remuneration of $160,000 per year, Executive
Directors do not receive director fees nor participate in
any bonus scheme. The Board as a whole determines the
amount of the fee paid to each nor-executive director,
The amount paid 10 nor-executive directors during the




Relevant Base
Period Emolument
The Company and $
controlled entities
Directors
A, Unterweger 518/06-3112/06 -
N. Sikiotist TN/06-31/12/06 208,376
£ Wayland 5/8/06-3112/06 -
S.4F Borg 1IG6-5/9/06 -
0.B. Chalmers HH06-5/9/06 -
B.1. MecGeorge 11/06-19/8/06 157,211
M. Marshall? 5/8/06-3112/06 -
Executive Officers
M. Marshall? 1H/06-3112/06 132138
R. Kefiy TR/06-31/12/06 76,028
11/06-31412/06 75,000

M. Magrabi

il a8 Secranang 152007,

year was $61,333 (2005:$21,000}, though in 2006 the
remuneration inchided additional committee functions
and a general fee structure more in line with market rates
for comparable comparnies.

Al Directors are entitled and encouraged to take up any
entitierments they may have under rights issues made by
the Company from time to time,

Alt Directors may be allocated options to acquire shares

iry the Company under Participants Options Schemes
approved by sharsholders from time to time, though the
fast such scheme approved by shareholders at the Annual
General Meeting of shareholders held on the 22 May 2002
expired during the year ended December 2005,

Sertior executive remuneration packages are
recormmended and submitted by the Remuneration
Committee for approval by the Board based on
performance criteria and the Economic Entity's financial
performarnce. Other employee remuneration packages
are determined and approved by the Managing
Director based on salary market rate indicators, press
advertisements, performance criteria and again the
Economic Entity’s financial state of affairs.

Executive directors do ot receive bonuses or
performance related remuneration.

Detaifs of the nature and amount of each major element
of the emoluments of each director of the Company and
the other executive officers of the Company and the
Economic Entity receiving the highast emoluments are
above.

Birector Non-cash Super Total
Fees Benefits  Contribution

$ $ $ $

26,000 - - 26,000

- 9,575 217,951

19,333 - 351 18,684

8,000 - - 8,000

8,000 - - 8,000

- 4,137 15,214 176,622

- - 13,544 145,683

- - 65,643 141,671

- - 6,750 81,750

During or since the end of the financial year, the
Compary has not granted options to directors or the
executive officers of the Company.

Neo value has been attached to options for the

purposes of calculating directors’ and executive officers’
ernoluments paid during the year due to the fact that all
options issued have expired.

EMPLOYMENT CONTRACT:

The Managing Cirector provides his services under a
contractor arrangement previously entered into between
the parent compary and the company Holiward Pty Etd.
This arrangement was initially entered into when the
latter company provided the services of Mr. Sikiotis as
Technical Director of the parent company. The original
arrangement (now expired, though the principles of
which continue to be applied; have been extended to
include the services of Mr. Sikiotis as the Managing
Director and the Technical Birector of the Economic
Entity. The fees paid to Holiward Pty Ltd under this
arrangerment are made up of fees for the managing
director and technical director role, travel allowance,
vehicle expenses, general communications expenses and
FET where applicable. The Economic Entity has reviewed
the fee in line with the remurneration applicable to the
previous Marnaging Director. The Economic Entity has
achieved a net overall cost saving by appointing Mr.
Sikiotis to act as the Managing Director in conjunction to
his previous services as Techaical Director, in effect saving
the cost of one senior executive remuneration package.




directors' report (continued)

13 DIRECTORS’ INTERESTS

The relevant interest of each director in the share
capital of the Company, as notified by the directors to
the Australian Stock Exchange in accordance with the
provisions of the Corporations Act 2001 and the Listing
Rufes of the Australian Stock Exchange, at the date of
this report is as follows:

Mame of Director Beneficial Interest in Shares

N. Sikiotis 230,646
M. Marshall -

§ Wayland 7,758 {Indirect)
A. Unterweger 93,600

There are no options to acguire shares in the Company
at 31 December 2006. Al previously issued options have
expired.

14 ENVIRONMENTAL REGULATION

The Economic Entity’s operations are not subject to

any significant environmental regulations under either
Commorwealth or State legislation. However, the Board
believes that the Economic Entity has adequate systems
in place for the management of its environmental
requirements and is not aware of any breach of those
environmental reguirements as they apply to the
Economic Entity.

15 PROCEEDINGS ON BEHALF OF THE COMPANY

No person has applied for teave of Court to bring
proceedings on behalf of the Company or irtervene in
any proceedings to which the Company is a party for
the purpose of taking responsibifity on behalf of the
Company for all or any part of those proceedings.

16 NON-AUDIT SERVICES

The Board of Directors is satisfied that the provision of
nor-audit services by Borough Mazars during the year is
compatible with the general standard of independence
for auditors imposed by the Corporations Act 2001, The
directors are satisfied that the services disclosed above
did not comprormise the external auditors’ independence
for the following reasons:

= all non-audit services are reviewed and approved by
the directors prior to commencement to ensure they
do not adversely affect the integrity and objectivity of
the auditor; and

= the nature of the services provided do not
compromise the general principles refating to auditor
independence as set ol in the Institute of Chartered
Accountants int Australia and CPA Austrafia’s
Professional Staternent 1o Professional independence.

The foltowing fees for non-audit services were paid/
payable to the external auditors during the year ended
31 December 2006:

$
+ tax compliance 2,800
+ assurance related 3700

17 AUDITORS' INDEPENDENCE DECLARATION

The auditors’ independence declaration for the year
ended 31 Decernber 2006 has been received and can be
found here following.

Dated at Sydney this 23rd day of February 2007,

Signed in accordance with a resolution of the directors:
P

John Wayland
Director

=

Nick Sikiotis
Director

AUDITOR’S INDEPENDENCE DECLARATION TO THE
DIRECTORS OF ZYLOTECH LTD

In relation to our audit of the financial report of Zylotech
Ltd for the year ended 31 December 2008, to the best of
iy knowledge and belief, there have been:

*  no contraventions of the auditor independence
reguirernents of the Corporations Act 2001,

*  no contraventions of any applicable code of
professional conduct.

/gza"fam«?/& Mo

BOROUGH MAZARS

I

P Collins

Partner

Sydney

23 February 2007




corporate governance statement

This staternent outlines the main corporate Governance practises that were in place during the financial year.

The Directors’ of Zylotech Ltd are responsible for Corporate Governance of the Company and its controlled entities
{the Economic Entity) and support the principles of the Australian Stock Exchange Corporate Governance Guidelines,
To date, due to the size of the Compary, the Board has not formally adopted all policies or guidelines required for
complete compliance withy ASX guidelines. The Board considers that where a policy or guideline has not been adopted
completely that alternate polices adopted would be considered appropriate under the circumstances.

ASX Corporate Governance Council's Best Practice Recommendations. Zylotech's
Compliance

Principle 1: Lay solid foundations for management and oversight
11 Formalise and disciose the functions reserved to the board and those delegated to management. Comply
Principle 2: Structure the board to add value
21 Amajority of the board should be independent directors. Refer attached
2.2 The chairperson should be an independent director, Refer attached
2.3 The roles of the chairperson and chief executive officer shouid not be exercised by the same individual. Comply
24 The board should establish a Nomination Committes, Refer attached
2.5 Provide information indicated in Guide to reporting on Principle 2. {ineluding certain disclosure on

company website). Refer attached
Principle 3. Promote ethical and responsible decision-making
31 Establish a code of conduct to quide the directors, the chief executive officer {or equivalent}, the chief

financial officer {or equivatent} and any other key executives as (o Comply
311 the practices necessary to maintain confidence in the company’'s integrity
312 the responsibility and aceountability of individuals for reporting and investigating reports of unethical practices.
3.2 Distlose the palicy concerning trading in compary securities by directors, officers and employees. Comply
3.3 Provide the information indicated in Guide to reporting on Principle 3. Refer attached
Principle 4: Safeguard integrity in financial reporting
4 Require the chief executive officer {or equivalent) and the chief financial officer {or equivalent] 1o state in

writing to the board that the company’s fisancial reports present a true and fair view, in all material respects,

of the company's financial condition and operational results and are in accordance with relevant accounting

standards. Comply
4.2 The board shouid establish an audit committee, Refer attached

4

3 Structure the audit committee so that it consists of:
= ohly non-executive directors
= a majority of independent directors
= an independent chairperson, who i not chairperson of the board
= at feast three members.

Refer attached

4.4 The audit committee should have a formal Charter. Refer attached
45 Provide the information indicated in Guide to reporting on Principle 4. Refer attached
Principle 5. Make timely and balanced disclosure
51 Establish written policies and procedures designed to ensure compliance with ASX Listing Rule disclosure

requirements and to ensure accountability at a senior management level for that compliance. Comply
h.2  Provide the information indicated in Guide to reporting on Principle 5. Refer attached
Principle 6: Respect the rights of shareholders
8.1  Design and disclose a commursications strateqy o promote effective communication with shareholders and

encolrage effective participation at general meetings. Comply
8.2 Reqguest the external auditor to attend the annuat general meeting and be available to answer shareholder

guestions about the conduct of the audit and the preparation and content of the auditors’ report. Comply
Principle 7: Recognise and manage risk
11 The board or appropriate Board Committee should establish policies on risk oversight and managerent. Comply




corporate governance statement {(continued)

ASX Corporate Governance Council's Best Practice Recommendations.

Zylotech's
Compliance

1.2 The chief executive officer {or equivalent) and the chief financial officer {or equivalent} should state

ta the board in writing that:

121 the statement given in accordance with best practice recommendation 4.1 (the integrity of financial
statements) is founded on a sound system of risk management and internal compliance and controf

which implements the poiicies adopted by the board.
12.2
and effectively in all material respects.

7.3 Provide the information indicated in Guide to reparting on Principle 7.

Principle 8: Encourage enhanced performance

Comply

the compary's risk maragement and internal compliance and control system is operating efficiently

Comply
Refer attached

8.1  Disclose the process for performance evaluation of the board; its commitiees and individeal

directors, and key execltives,

Principle 9: Remunerate fairly and responsibly

Comply

97 Provide disclosure in refation 1o the company's remaneration poticies (o enable #vestors to
understand (i} the casts and henefits of those policies and i} the link between remugneration paid to

directors and key executives and corporate performanee.
9.2 The board shouid establish a remuneration committee,

9.3 Clearly distinguish the structure of non-executive directors’ remuneration from that of executives,

Comply
Comply
Comply

9.4 Ensure that payment of equity-hased executive remuneration is made in accordance with thresholds

set in plans approved by shareholders.

95  Provide the information indicated in Guide to reporting on Principte 9.

Comply
Refer attached

Principle 10:Recognise the legitimate interests of stakeholders
0.1 Establish and disclose a code of conduct to guide compliance with fegal and other obligations {0

tegitimate stakeholders.

PRINCIPLE 1:
Lay solid foundations for managament and oversight
{A) BOARD OF DIRECTORS

The Board of Directors oversees the business and affairs
of the Economic Entity, establishes the strategies and
financial objectives to be implernerted by management
and monitors standards of performance. The Economic
Entity’s framework is designed to provide strategic
guidance for the Economic Entity and effective oversight
management; provides for a clear understanding of

the respective roles of the Board members and senior
executives in order to facilitate Board and Management
accountability to the Company and its shareholders and
ensures a balance of authority so that no single individual
has unfettered powers.

The Board has established a framework for the
management of the Economic Entity including internal
controls, a business risk management process and the
establishrent of appropriate ethical standards.

The names of the directors of the Company in office at
the date of this Statement, together with details of their
experience and qualifications, are set out in the Directors’
Report of these financial statements.

Comply

The Board currently consists of three directors of
whom two, including the Chairman, do not carry out
an executive role, thus ensuring independence and
objectivity.

After consuitation with the Chairmar, each director has

the right to seek independent professional advice at the
Company's expense,

The Constitution of the Company specifies the number
of directors shall be not less than three nor more than
ten. The Board may at any time appoint a director to fill a
casual vacancy and at each annual general meeting, one-
third of directors together with any director appointed
since the last annual general meeting retire from office
and may stand for re-election.

The composition of the Board is reviewed regularty to
ensure that the range of expertise and experience of
Board members is appropriate for the activities and
aperations of the Econamic Entity, Where, through
whatever cause, it is considered that the Board would
benefit from the services of a new director with particuiar
skifls, the Board would then appoint the most suitable
candidate who must stand for re-election at a general
meeting of sharehoiders,




The Constitution specifies that the aggregate
remuneration of directors, other than salaries paid to
executive directors, shall be determined from time to
time by a general meeting. An amourt not exceeding the
amount determined is divided between those dirsctors
as they agree. The latest determination was at the
Annual General Meeting held on 22 Aprit 1997 when
shareholders approved an aggregate remuneration of
$160,600 per year.

The Board has the power and overall responsibitity for
the strategic direction and the setting of the financial
objectives of the Economic Entity, sole approval of

the issue of any securities in the Company or of the
organisational structure of the Company; approval

of business plans, budgets; monitoring and assessing
management’s performance against approved strategic
plans and budgets on a reguiar basis;, determining the
remmuneration and conditions of service for the executive
Directors and senior executives, appointing and reviewing
the performance of the chief executive; overseeing and
confirming the appointment of senior executives,

The Chairman is responsibie for providing leadership

of the Board in the discharge of its duties, facilitating
effective discussion at Board meetings, ensuring
procedures are in place, monitoring performance
against approved benchmarks and communicating with
shareholders as required.

The Managing Directeor is responsible for the
management and day-to-day activities of the Economic
Ertity and keeping the Board informed of any

material matters, which may affect the operations

on a timely basis. The Managing Director may make
recormnmendations to the Board ory major strategic issues
though ultimate approvat vests with the Board.

The Economic Entity is small in tarms of the size of

its operations; management and staffing levels and
incdeed in the number of Board members. The Company
recognises the need to review these responsibilities
from time to time as the Economic Entity expands its
operations.

PRINCIPLE 2:
STRUCTURE THE BCARD TO ADD VALUE

The Company has three Directors at the date of this
report made up of two non-executive and one exacutive
director. The Chalrmar is a non-executive director
however, during the period 5th September to 26th
September 2008, Mr. Nicholas Sikiotis the Managing
Director acted as Chairmar for the meeting appointing
rew Directors following the passing away of the prior
Managing Director and the resignation of the then
remaining Board. The Company has during the year
had four Board members except during the period of
191h Augqust to the Sth September 2006 when it had

three directors, The four members were made up of
Two non-executive and two executive members, The
Compary does agree with the ideal best practice of
having a majority of non-executive members though
with the Economic Entity operating in a very high-tech
environment, maintaining a strong technical executive
membership is critical in the Board's understanding of the
product complexities and market in which the Economic
Entity operates. The Chairman is non-executive and this
assists in providing a reguired balance until such time as
it appoints an additional non-executive member,

The Board of Directors has adopted a formal Board of
Directors Charter,

A director of the Company is regarded as being
independent of management and free of any business

or other relationship that could materially interfere with

or could reascniably be perceived to materially interfere
with the exercise of their unfettered and independent
judgement. In assessing the independence of each Director
the following criteria has been adopted by the Company:

* s a non-execiltive

+ s not a substantial shareholder within the meaning of
the Corporations Act

+ has not within the last three years been employed in
arn executive capacity by the Economic Entity

+ has not been a principat of a material professional
adviser or a material consuitant to the Economic Entity
or an employee materially associated with the service
provider

* is not a material supplier or material customer of
the Economic Entity, or an officer of or otherwise
associated with a material supplier or customer

+ has no material contractual relationship with the
Economic Entity other than as a director

+ has not served on the Board for a period which
coutd, or could reasonably be perceived to materially
interfere with the directors’ ability to act in the best
interests of the Economic Entity

+ is free from any interest and any business or other
refationship, which couid reasonably be perceived to
materially interfere with the directors’” ability to act in
the best interests of the Economic Entity.

* no immediate family member of the director is an
executive officer of the Econormic Entity within the
previous five years

The Directors of the Company who can be identified as
satisfying the independence criteria are Mr. Sydney Borg,
Vice Admiral Don Chalmers, Mr. John Wayland and Dr.,
Andrew Urterweger. Mr. Borg and Dr. Unterweger have
also acted as Chairman of the Company during the year.
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Dr. Urterweger has advised the Board of his interest as
Chairman of the Economic Entity and Executive Chairman
and shareholder of Quiktrak Networks Limited, the later
company havirg made a formal offer 1o acquire the
business assets of the Parent company 2Zylotech Ltd {refer
ASX announicermnent 15th January 2007 and subsequent
events notes contained on pages 5 and 38 of this report.)

The Board may at any time appoint a director to fill a
casual vacancy and at each annual general meeting, one-
third of directors together with any director appointed
since the last annual general meeting retire from office
and may stand for re-election. The terrm, skills, experience
and expertise held by each Director in office at the date
of this annual report may be found in the Birectors’
Report.

In accordance with the Corporations Act 2001 and the
Company's constitution, Directors must keep the Board
advised, on an ongoing basis, of any interest that could
potentially conflict with those of the Company. Details of
director refated entity transactions with the Company and
Economic Entity are set out in note 18,

The Company does riot have a separate formally
constituted nominations committee for the nomination
of directors. The Remuneration Comrmittee has been
assigned the duties and responsibifities of a Nominations
Commitiee as part of its formal Charter. The Board
considers the Company and the Board #tself, is not yet
of sufficient size to warrant a separate nominations
committee. The full Board performs the duties of this
nominations committee iry line with the recommendation
2.4 of the ASX Best Practice Recommendations.

The composition of the Board is reviewed regularly to
ensure that the range of expertise and experience of
Board members s appropriate for the activities and
operations of the Economic Entity. Where, through
whatever cause, it is considered that the Board would
benefit from the services of a new director with particutar
skills, the Board wouid then appoint the most suitable
candidate who must stand for re-election at a general
meeting of shareholders.

PRINCIPLE 3

PROMOTE ETHICAL AND RESPONSIBLE DECISION-
MAKING

The Economic Erntity recognises the importance of ethical
and responsible decision-making and the Board has
adopted a formal code of ethical business standards for
the Economic Entity. The Board has and does require

of itself and its employees the highest ethical standards
whien carrying out their duties and when acting on
behalf of the Economic Entity.

in particular:
DIRECTORS' CODE OF CONDUCT

+ That each director must act honestly and with
integrity in all commercial dealing and must uphold
high moral and ethical standards in the conduct of
business

+  Birectors must separate their personal dealings from
their dealings as a Director of the Economic Entity
and not use any information obtained in the course of
their directional duties for personal financial gains or
for the benefit of any other person or business

+ Confidential information received by the Director
iry the course of their duties must not be disciosed
te third parties without the authorisation of the
Economic Entity, the person from whom the
information is provided or where disclosure is required
by lawy

+ A director has an obligation to promptly disclose
private or business interest or any other matters,
which may lead to a potential or actual conflict of
interest or which rmay impair their independence

+ Each Director is required and has an obligation 1o
comply with the law at all times

+ Each Director must only use resources or assets of the
Economic Entity in accordance with agreed terms of
use, Further, Directors rust refrain from using their
official capacity to gain undue advantage in personal
transactions or accept personal gain of any material
significance.

These principles are actively promoted withiry the Econornic

Entity and its Key executives and all are encouraged

to observe these standards. The Economic Entity has

established a Directors Charter and a Code of Conduct

which can be viewed on the company's web site.

SECURITIES TRADING

The Economic Entity acknowiedges that during the
course of discharging their duties, both Directors and
employees of the Economic Entity may become aware of
inside Information relating to the Econormic Entity. The
Econormic Entity has established a formal Share Trading
Policy which can be viewed on the company’s web site,

The Economic Entity has a policy in place whereby
employees and directors are not permitted to buy or sell
shares where there exists and they are aware of price
sensitive information untif such information has been
made publicly available. Directors are required to advise
the company secretary of ail transactions undertaken

by them directly or indirectly and this legal and ethical
requirernent has been formalised by the Board. Regular
memaorandums are circulated to all employees reinforcing
this policy and Directors are formally reminded of




their responsibilities and obiigations under both the
Corporations Act 2007 and ASX Listing requirements,

The Economic Entity, in dealing with price sensitive
information, ensures all formal confidentiality agreements
entered into in the course of its operations, contain

a clause that makes reference 1o the insider trading
provisions of the Corporations Act and the ASX Listing
Rufes. The Economic Entity encourages its Directors

and employees to hold shares in the Company though
reguires its Directors and Employees to notify the
Company Secretary of any such transactions.

The Company Secretary has standing instructions to

be provided a daily trading report of the Company's
securities by the Company's share registry to ensure that
all trading by Directors is reported in accordance with
ASX Listing Rules and the Corporations Act.

PRINCIPLE 4
SAFEGUARD INTEGRITY IN FINANCIAL REPORTING

The Economic Entity recognises that processes must be in
place to ensure the integrity of the financial staternents
of the Economic Entity and the independence of the
external auditor.

AUDIT COMMITTEE

The Company does niot have a formally constituted audit
committee of the Directors as the Board considers that
the Company is not yet of sufficient size to warrant such
a committee. The full Board performs the duties of this
committee.

The Board of the Economic Entity does however require
the Managing Cirector and the Chief Financial Officer
to state i wiiting to the Board that the Economic
Ertity’s financiai reports present a true and fair view, in
all material aspects, of the Economic Entity’s financial
condition and operational results and are prepared in
accordance with refevant accounting standards,

The Board is presented with formal monthly reports
comparing actual resuits with approved budgets and a
report on the monthly activities and both current and
future developments by both the Managing Director
and the Cnief Financial Officer. The Board is encouraged
to seek explanations on any aspects they may require
further elaboration.

The Economic Entity, notwithstanding the low staffing
levels employed in performing the day to day financial
functions have systems of internal controls in place to
ensure the financial integrity of the information. The
external auditors review these aspects in their routine
compliance testing.

The Board acknowledges that it is resporisible for the
overail internai control framework but recognizes that
e cost effective internal controt system will preciude

ali errors and irreguiarities. The systern is based upon
policies and guidelines and the careful selection and
training of qualified persormel.

The Economic Entity does however agree with the
principle of the establishment of an audit committee and
plans to establish such a committee as the Economic
Entity expands its aperations and activities.

External Auditors

The Board monitors the performance of the external
auditors and requires annual confirmation of auditor
independence.

The current external auditors were appointed in May
2003, The lead engagement partner has not been
rotated.

The Board reviews the performance of the external
auditors on an annual basis and members of the Board
rormally meets with them during the year as follows:

+ to discuss the outcome of the annual audit and half-
year review

+ toreview and discuss the impact of any proposed
changes in accounting policies on the financial
statements

+ to discuss any significant issues that may be foreseen

+ toreview the natwre and impact of any changes in
accounting policies adopted by the Economic Entity
during the year

+  The external auditor is provided with the opportunity,
at their request, to meet with the Board of Directors
without marnagement being present.

PRINCIPLE 5
MAKE TIMELY AND BALANCED DISCLOSURE

The Directors are aware of the importance of timely and
balanced disclosure of ali material matters concerning the
Economit Entity. It is the policy of the directors to provide
shareholders and the public as soon as practicable

with financial information and commentary on resulits
sufficient to enable an investor to make informed
assessments of the Economic Entity’s activities.

The Economic Entity has a procedure in place
{Cortinuous Disclosure and Shareholder Communication
Policies which can be viewed on the Company web

site) to ensure that comprehensive and accurate market
relevant information and in particular price sensitive
information, is released in a timely and controlled
manner. The Managing Director is responsible for
communicating any price sensitive information to the
Board and the Board approved announcements together
with arny standard reporting obligations required

under either the ASX listing requirernents and/for those
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requiredt under the Corporations Act, are assigned to a
Disclosure Committee. The Managing Birector, Company
Secretary, or Chief Financiat Officer then make the

formal communication to the ASX. Copies of the ASX
announcements are posted on the Economic Entity’s web
site.

The Disclosure Comnmittee is responsible for making

key decisions regarding disclosure of information to the
market under Listing Rufe 3.7, Both the Managing Director
and Company Secretary attend Board meetings where
issues which may fall under the disclosure requirermnents
are raised and the Board delegates the reporting to these
officers when announcement is required.

Other routine requirements ordinarily assigned to a
Company Secretary such as Directors’ share trading
reporting of in the lodgement of approved financial
reports, Board approved appointments or guarterly cash
flow reports, are generally processed by the Economic
Ertity's Comparyy Secretary.

All senior executives of the Economic Entity who in their
everyday activities are likely to become aware of material
or price sensitive information are made aware of the
requirement to communicate to either the Managing
Director or the Company Secretary, the existence of any
material and or any likely price sensitive development
information they are aware of. These senior executives
are instructed on the need for the information to

rermain confidential untif such time as the information

determined by the Discloswre Committee and the Board if

required, determines if disclosure is required.

Al employees of the Economic Entity have been
instricted that all shareholder, media and other inquirias
relating to the Economic Entity's affairs are to be
directed to either the Managing Director or the Company
Secretary and not discuss any matters regarding the
affairs of the Entity other than general day to day
operational enguiries.

PRINCIPLE &
RESPECT THE RIGHTS OF SHAREHOLDERS

The Board of Directors aims to ensure the shareholders
are informed of all major developments affecting

the Economic Entity's state of affairs. Information is
communicated to shareholders as follows:

= The annual report s distributed to all shareholders.
The Board ensures that the annual report includes
relevant information about the operations of the
Economic Ertity during the year, changes in the state
of affairs of the Economic Entity and detaiis of future
developrents, in addition to the other disciosures
required by the Corporations Act 2001,

= The half-yearly report contains summarised financial
information and a review of the operations of

the Economic Entity during the period. Half-year
financial statements prepared in accordance with

the requirements of Accounting Standards and the
Corporations Act 2001 are lodged with the Australian
Securities and Investrnents Comrmnission and the
Australian Stock Exchange Ltd. The half-year financial
statemments are sent to any shareholder who requests
thern.

+ The Economic Entity provides each quarter a cash
flow statement as part of the Econormnic Entity’s ASX
Listing Requirements,

+  The Economic Entity posts all announcerments to
its web site and retains past Annual and half yearly
reports, past announcements over several years as
well as the registered office particulars, its major
customers and an extensive details on its entire
product range.

+ The Economic Entity has video conferencing capability
and this medium is available for communication with
shareholders, analysts or media if reasonatile notice
is given, the Econornic Entity’s videoconferencing
nurmber is listed on its web site.

+  Thne Economic Entity posts copies of all current
communication documents with shareholders such
as current prospectuses, notices of meetings, proxy
forms ete onto its web site,

+ The Company Secretary and the Managing Director
are available to field calls from any sharehoider and
to assist in either providing hard copy information or
verbal advice to questions where it is possible, given
the reguirements of ASX Listing Rules in respect of
market sensitive information.

The Board encourages full participation of shargholders
at the Anmual General Meeting to ensure @ high level
of accountability and identification with the Economic
Entity's strategy and goals.

PRINCIPLE 7

RECOGNISE AND MANAGE RISK - ESTABLISH A
SOUND SYSTEM OF RISK OVERSIGHT AND INTERNAL
CONTROL

The Board, with assistance from the Managing Birector
and Company Secretary and CFO, is responsible for
ensuring that the Economic Entity’s risk management
procedures are effective. The Economic Entity has not
formed an audit committee nor a risk managemert
commitiee of Directors as the Board considers that the
Compary is not yet of sufficient size to warrant such
commitiees. The full Board performs the duties of these
committees.

The Board of the Economic Entity does however require
the Managing Director and the Chief Financial Officer




to state in writing to the Board on a bi-annual basis
that their statement regarding the financial integrity of
the Economic Entity’s financial statements is founded
on a sound system of risk management and internal
compliance and control and that the risk management
and irternal compliance and internal control system

is operating efficiently and effectively in all material
respects.

There are also regular meetings by the Board with a full
report of operational and financial matters from the
Managing Director and the Company Secretary and the
CFO.

The Economic Entity has identified key elements of
potertial risk as foliows:

- Marketing

- Legal

- Operational

- Quality assurance

- Financial

- Occupational heaith and safety

The Econormic Entity manages significant business
through the following internal procedures and controls,

FINANCIAL RISK

= Internal control compliance checks conducted by
the external auditors as part of the financial audit
prograr.

= Adherence to the signing authorities assigned for
various aspects covering paymernts and documents
which bind the Economic Entity in contractual
arrangements with external parties. Due to the flat
executive structure, payment and contractual authority
vests with the Managing Director and CFO, co-jointly
it respect of ali payments,

= Segregation of conflicting duties wherever practical
given the limited staff resources employed.

= Staterment on the integrity signed by both the
Managing Director and CFO presented to the Board.

= Full reports presented to the Board meetings by both
the Managing Director and CFO.

INSURANCE

A comprehensive insurance program covering major risk
areas associated with a technology comparty operating
wiithin the surveillance market. Maintaining workers
compensation, puldic and product fiability policies. The
Economic Entity is in the process of entering into a
Directors and Officers insurance policy (refer 1o Directors’
Report}). The Economic Entity negotiates ex works
shiprment terms in the rmajority of major supply contracts

QUALITY ASSURANCE

* ensuring that all electrical products the Economic
Entity markets are CE approved as well as those of the
individual components

* sourcing from reputabde suppliers

+  training of employees

+ clearly defined operating instructions

+  rnaintaining a product liability insurance policy

+ ensuring all goods purchased have adequate warranty
OCCUPATIONAL HEALTH AND SAFETY

+ an active Occupational Heailth and Safety (OH&S)
Committee

+ regufar meetings of the OH&S committee

+ circularise minutes of the OH&S meetings to staff and
rranagement

+ conduct routine site inspections by management, fire
prevention consultants and NSUrance assessors

« regufar fire drills and training for wardens and sending
employees on first aid courses

The Board is presented with formatl monthly reports
comparing actual resudts with approved budgets and a
report on the monthly activities and both currest and
future developments by both the Managing Director
and the Chief Financial Officer. The Board is encouraged
to seek explanations on any aspects they may require
further elaboration.

The Economic Entity, notwithstanding the low staffing
levels employed in performing the day to day financial
functions have systems of internal controls in place to
ensure the financial integrity of the information. The
external auditors review these aspects in thelr routine
compliance testing.

PRINCIPLE 8
ENCOURAGE ENHANCED PERFORMANCE

Fairly review and actively encourage erhanced Board and
management effectiveness,

The Board reviews its performance on an annual

basis and this performance evaluation will include an
assessment of its performance with the requirements as
per Principles | and 2 outlined earfier in this staterment;
setting goals and objectives of the Board for the
LpCOMming year in conjunction with the approval of
strategic plans, budgets in conjunction with the senior
executives of the Economic Entity; reviewing the skill
sets of the Board itself and determining the need for
additional members or a change in membershig and,
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effecting any improvernents to the over-riding elements
as outlined under Principles 1 and 2.

The Board reviews the performance of key executives
on a reqular basis through the attendance of both the
Managing Director and the CFO at Board meetings

and each executive providing to the Board a report on
the operations and rmonthly financial reports at jeast 2
days prior to each meeting date with comparison and
explanations of to the Board approved budgets and
strategies. The Directors are encouraged to seek further
explanations as to any aspect of the reports as and when
considered necessary by thern. The Directors also have
access to the Company Secretary, and the appointment
or removal of the Compariy Secretary is a matter for
decisiory of the Board as a whole.

The current non-executive and executive members of the
Board have had experience as Board members and are
wwell versed on the formal requirements of directorships
{refer to Directors’ biographies in the Directors’ Report).
In addition, the executive members provide the expert
knowtedge of the operation of the Economic Entity,
particularly the technical aspects in the markets in which
the Economic Entity operates.

Each new Cirector appointed to the Board will

e provided with ar induction session to gain an
understanding of the Economic Entity’s financial,
strategic, operational and risk management position; an
outhing of their rights, duties and responsibifities (ongoing
reinforcement through Board discussions) and the role of
committees where applicabe,

After consultations with the Chairman, each director has
the right to seek independent professional advice at the
Company's expense.

PRINCIPLE 9

REMIUNERATE FAIRLY AND RESPONSIBLY
A framework for disclosing to shareholders
REMIUNERATION POLICY

The Board has established a Remuneration Commitiee
and adopted a Charter for that Committee.

The essential elements of the Remurneration Committee’s
charter is to:

= Develop and facilitate a process for Board and
Girector evaluation;

= Assess the avaiiability of Board candidates including
nominations put to the Committee by other non-
Committee Board members or others, obtain approval
of the Board to proceed and then, in conjunction
with the Chairman of the Board, to undertake the
necessary due diligence and negotiation;

+  Make specific recommendations to the Board on
rermuneration and incertive plans for Directors
{subject to previousty approved limits as approved by
shareholders) and senior management;

+  Advise the Board on the recruitrment, retention and
termination policies for senior management; and

+ Undertake a review of the Managing Director’s
performance, at least annually, including
recommending to the Board the Managing Birector
goals for the coming year and reviewing progress in
achieving these goals.

it is board policy to remunerate non-executive directors
at market rates for comparable companies for time,
comritrment and responsibilities though taking into
account the financial position of the Economic Entity. The
Constitution of the Company specifies that the aggregate
remuneration of Directors, other than salaries paid to
executive directors, shall be determined from time to
time by a general meeting. An amount ot exceeding
the amount determined is divided between those
directors as they agree. The latest determination was at
the Annual General Mesting held on the 22 Aprit 1997
when shareholders approved an aggregate rermuneration
of $100,000 per year. Executive Directors do not receive
director fees nor participate in any bonus scheme. The
Board as a whole determines the amount of the fee paid
1o each non-executive director.

All Directors are entitled and encouraged to take up any
entitlements they may have under rights issues made by
thie Company from time to time,

All Directors may be allocated options to acguire shares
in the Company under Participants Options Schermnes
approved by shareholders from time to time though the
fast such scheme approved by shareholders at the Annual
General Meeting of shareholders held on the 22 May
2002 expired during the year ended December 2005,

The overall objective of the Economic Entity is to

ensure that rernuneration policies and practises are
designed to attract and retain key employees who will
most effectively contribute towards achieving positive
outcomes for the Economic Entity subject to the financial
condition of the Economic Entity.

The Maraging Director provides his services under a
contractor arrangement previously entered into between
the parent compary and the company Holiward Pty btd.
This arrangement was initially entered into when the
latter company provided the services of Mr. Sikiotis as
Technical Director of the parent company. The original
arrangement (now expired though the principles of which
continue to be applied) have been extended to include
the services of Mr. Sikiotis as the Managing Director and
the Techrical Director of the Economic Entity. The fees
paid to Holiward Pty Ltd under this arrangerment are




made up of fees for the managing director and technical
director rode, travel allowance, vehicle expenses, general
communications expenses and FBT where applicable.
The Economic Entity has reviewed the fee in line with
the remuneration applicable to the previous Managing
Director. The Economic Entity has achieved a net overall
cost saving by appointing Mr. Sikiotis to act as the
Managing Director as in conjunction to His previous
services as Technical Director in effect saving the cost of
one senior Femuneration package.

Senior executive rernuneration packages are determined
and submitted by the Managing Girector to the
Remuneration Committee for approval and submission to
the Board for ultimate approval, based on performance
criteria and the Econormic Entity's financial performarnice.
Other employee remuneration packages are determined
and approved by the Managing Director based on salary
market rate indicators, press advertisements, performance
criteria and again the Econormic Entity’s financial state of
affairs.

Details of Director and senior execUtive remuneration
payments can be found in Note 17 and the Directors’
Report.

PRINCIPLE 10

RECOGNISE THE LEGITIMATE INTEREST OF
STAKEROLBERS

Recognise legal and other obligations to all legitimate
stakehoiders

The Economic Entity is mindful of its responsibilities to
employees, customers and the commurity as well as its
responsibilities to sharehoiders. Fairness, honesty and
ethical conduct are core valles of the Economic Entity
and these values are encouraged in ernployees through
management monitoring, employee inductions and a
formal code of conduct which is made available to each
new employee or Board member,




income statement

for the year ended 31 December 2006

Economic Entity Parent Entity
Note 2006 2005 2006 20045

$ $ $ $
Revenue 2 720,331 2,094,191 645,089 2,013,680
Cost of goads sold {204,301 (1,041,600} (204,1017) {1,041,600)
Distribution expenses {11.012) {14,509) (8,764) {14,509)
Sales and marketing expenses {380,283} (420,294} {386,456) {419,126}
Technicat development and services {1,067,353) (760,540} {380,721 (277,282)
Occuparcy expenses {137,053} (170,182} {79,726} {95,785)
Depreciation {17,699} {53,744} {5,955) {12,048}
Goodwill impairment {463,163} - - -
Admiinistrative expenses 3 {(123,723) (673,074) {1,085,786) 1,170,254
Loss before refated income tax expense (2,294,056} (1,039,7152) {1,517,420) {1,016,924)
Income tax benefit 5 156,530 260,405 - -
Net loss after income tax {2,127.526} {779,347 (1,517,420} (1,016,924}
Basic {foss} per share in cents 18 {2.39) {1.38}
Dituted {loss} per share in cents 19 {2.39) {1.38)

The income statement is to be read in condunction with the notes to the financial statements set out on pages 22 to 38.




@

balance sheet

as at 31 December 2006

Economic Entity Parent Entity
Note 2006 2006 2006 2005
$ 3 $ 3

CURRENT ASSETS
Cash and cash equivalents 224i} 862,909 1,999,671 180,513 1,808,191
Trade and other receivables 6 268,601 562,897 93,879 301,963
[nventory 7 591,853 478,524 591,953 476,524
Other K 4,316 15,146 2,158 12,261
TOTAL CURRENT ASSETS 1721778 3.054,238 1,478,503 2,688,939
NON-CURRENT ASSETS
Other financial assets 8 - - 423,622 550,123
Plant & equipment g 17,668 30,728 13,365 16,283
Intangible assets 10 - 463,163 - -
TOTAL NON-CURRENT ASSETS 17,666 483,892 436,987 566,386
TOTAL ASSETS 1,745,445 3,548,130 1,815,480 3,265,325
CURRENT LIABILITIES
Trade and other payables 12 313,687 289,490 221,850 345,565
Provisions 13 72,583 98,500 56,443 76,312
TOTAL CURRENT LIABILITIES 386,270 387,990 278,293 421,877
NON-CURRENT LIABILITIES
Trade and other payables 12 15,515 - - g
Provisions 13 51,850 69,430 48,996 68,453
TOTAL NON-CURRENT LIABILITIES 67,365 68,430 48,996 68,453
TOTAL LIABILITIES 453,635 457,420 327,289 488,330
NET ASSETS 1,291,610 3,680,710 1,588,201 2,776,895
EGUITY
Issued capital 14 9,789,428 9,460,803 8,788,429 9,460,803
Accumulated losses (8,457,619 (6,370,093} (8,201,228) (6,683,808}
TOTAL EQUITY 1,291,810 3,080,710 1,588,201 2,776,895

The balance shieet is to be read in conjuniction with the notes to the financial statements set out on pages 22 to 39.




statement of changes in equity

for the year ended 31 December 2006

Issued  Accumulated Total
Capital Losses
3 $ 3

Economic entity
At 1 January 2008 9,460,803 (6,370,083} 3,090,710
Loss for period - (2127.526) {2.127.526)
Issue of share capital 328,626 - 328,626
At 31 December 2006 9,788,429 {8,487 619) 1,291,810
At 1 January 2005 1,743,996 {5,580,746} 2,153,250
Loss for period - {779,347 (779,347
Issue of share capital 1,716,783 - 1,716,783
Exercise of options 24 - 24
At 31 December 2005 9,460,803 (6,370,083} 3,090,710
Parent entity
At 1 January 2008 9,460,803 (6,683,808} 2,776,895
Loss for period - (1,517,420} (1,517,420}
Issue of share capital 328,626 - 328,626
At 31 December 2006 9,788,429 (8,201,228} 1,588,201
At 1 January 2005 1,743,996 (5,666,884} 2,071112
Loss for period - {1,016,924) {1,015,924)
Issue of share capital 1.716,783 - 1,716,783
Exercise of options 24 - 24
At 31 December 2005 9,460,803 (6,683,808} 2,776,895

The statement of changes in equity should be read in conjunction with the riotes to the financial statements set out on
pages 22 to 39.
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cash flow statement

for the year ended 31 December 2006

Economic Entity Parent Entity
Note 2006 2005 2006 2005

$ $ $ $
CASH FLOWS FROM QOPERATING ACTIVITIES
Receipts from customers 981,697 2,096,559 1,113,112 1,845,582
Payments to suppliers and employees (2,965,102) (3,562,396} (2,275,401 (2,550,905)
Interest received 89,317 38,626 15,187 35,610
Grant income received 175,474 319,352 - -
Section 730 R&D tax offset 250,405 - - -
Met cash (used in) operating activities 220y 1,458.809) {1,107.85% (1,085,502 {569,713}

CASH FLOWS FROM INVESTING ACTIVITIES
Payment for plant and equipment {6,579) (9,687} {5,000} {6,394}
Proceeds from sale of plant and equipment - - - -

Met cash provided by/{used in} investing activities {6,579} {2,681} {5,000} {(6,394)

CASH FLOWS FROM FINANCING ACTIVITIES

Net proceeds from issue of shares net of associated costs 328,626 1,716,807 328.626 1,715,807
Loan to subsidiary - - {355,802) {544,798}
Met cash provided by/ (used in} financing activities 378,625 1,716,807 (27,176} 1,172,009
Net increase/ {decrease) in cash {1,136,762) 599,267 (1,117,678 595,602
Cash at the beginning of the financial year 1,998,671 1,400,404 1,908,191 1,312,289
Cash at the end of the financial year 2240) 862,909 1,899,681 790,513 1,908,191

The cash flow statement is to be read in conjunction with the notes to the financial statements set out on pages 22 to 39.




notes to the financial statements

for the year ended 31 December 2006

1T STATEMENT OF SIGNIFICANT ACCOUNTING
POLICIES

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

(A) BASIS OF PREPARATION

The financial report is a generat purpose financial

report, which has been prepared in accordance with
requirements of Australian Accounting Standards and the
Corporations Act 2001,

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

The finarcial report is presented in Australian dollars.

The accounting policies have been consistently applied

by each entity in the Economic Entity and, except where
there is a change N accodnting policy, are corsistent with
those of the previous year.

Where necessary, comparative information has been
reclassified to achieve consistency in disclosure with
current financial year amounts and other disclosures,

The financial statements were authorised for issue by the
direciors on 23rd February 2007,

Zylotech Limited is a company limited by shares,
incorporated and domiciled in Australia, whose shares are
publicly traded on the Australian Stock Exchange.

{B) STATEMENT OF COMPLIANCE

The financial report complies with Australian Accounting
Standards, which include Australian equivalents to
fnternational Financial Reporting Standards {AIFRS.
Compliance with AIFRS ensures that the financial report,
comprising the finarncial statements and notes thereto,
complies with International Financial Reporting Standards
{IFRSY

(C} GOING CONCERN

The financial report has been prepared on a going
concern basis, which contemplates continuity of normal
business activities and the realisation of assets and
settlernent of Habilities in the ordinary course of business.

The directors believe that it is appropriate to prepare
the financial report on a going concern basis for the
foilowang reasons:

= The Economic Entity's business plan forecasts
a significant increase in its customer base and
revenues through the on-going develepment and
comemerciatisation of its products.

+ The Birectors believe that the Company will be able
te raise additional funds through capital raisings when
reguired.

The directors are of the opinion that the proposed

equity raising measures and the anticipated growth in

the business and the existing cash resources wiil provide
sufficient funds to enable the Econornic Entity to continue
its operations for at least the next 12 months, including
the commerciakisation and marketing of products under
development.

if the anticipated increase in revenue is not achieved,
further capital raising will be required in order for the
Econormic Entity to continue as a going concern,

{D} BASIS OF CONSOLIDATION

The consclidated financial statements comprise
the financial statements of Zyiotech Limited and its
subsidiaries ('the Group'}.

The financial staternents of subsidiaries are prepared for

the same reporting period as the parent compary, using
consistent accournting pokicies. Adjustments are made to

bring into line any dissimilar accounting policies that may
exist,

All intercompany batances and transactions, including
utirealised profits arising from intra-group transactions,
have been eliminated in full. Urrealised losses are
eliminated unless costs cannot be recovered.

Subsidiaries are consolidated from the date on which
control is transferred 1o the Group and cease to

be consolidated from the date on which control is
transferred out of the Group. Where there is loss

of control of a subsidiary, the consolidated financial
staternents include the results for the part of the
reporting period during which the Compariy has control,

{E} INVESTMENTS

investments are valued at the lower of cost or recoverable
ATIOLINL.

{F} TRADE DEBTORS

Trade debtors to be settled within 60 days are carried
at amounts due. The collectability of debts is assessed
at balance date and a specific provision is made for any
doubtful accounts.

{G) INVENTORIES

Inventories are carried at the lower of cost or net realisable
vaiue. Cost is based on a first-in-first-out basis and includes
expenditure incurred in acquiring the inventory and
bringing them to their existing condition and location.

Net realisable value is determined on the basis of
the Economic Entity's normal selling pattern after
consideration of selling and other distribution expenses.




(H} IMPAIRMENT OF ASSETS

At each reporting date, the Economic Entity assesses
whether there is any indication that an asset may be
impaired. Where an indicator of impairment exists, the
Economic Entity makes a formal estimate of recoverable
amount. Where the carrying amount of an asset exceeds
its recoverable amount the asset is considered impaired
and is written down to its recoverable amount.

Recoverable amount is the greater of fair value less costs
to seil and valile in use. it is determined for an individual
asset, uriess the asset's value in use cannot be estimated
to be close to its fair value less costs to sell and it does
not generate cash inflows that are largely independent
of those from other assets or groups of assets, in which
case, the recoverable amount is determined for the cash-
generating unit to which the asset belongs.

In assessing value in use, the estimated future cash flows
are discourted to their present value using a pre-tax
discount rate that reflects current market assessments of
the time value of money and the risks specific to the asset,

(1} PLANT AND EQUIPMENT

fterns of plant and equipment are recorded at cost
on acqulisition less accumulated depreciation and any
impairment in value,

Leased plant and equipment

Payments made under operating leases are charged
against profits in equat instalments over the accourting
periods covered by the lease term, except where an
alternative basis is more representative of the pattern of
benefits to be derived from the leased property.

(i) DEPRECIATION

Fixed assets are recorded at cost and depreciated using
the straight line method over their useful econormic lives,
The foilowing depreciation rates are used:

Office furniture and equipment 6-33%

(K} GOODWILL

Goodwiil on acquisition is initially measured at cost
being the excess of the cost of the business combination
over the acquirer’s interest in the net fair value of the
identifiable assets, liabilities and contingent fiabilities.

Following initial recognition, goodwill is measured at cost
less any accurmullated impairment losses.

Goodwiil is not amortised. Goodwill is reviewed for
impairment, anrdaily or more frequently if events or
changes in circumstarnces indicate that the carrying value
may be impaired. lmpairment is determined by assessing
the recoverabie amount of the cash-generating unit to
which the goodwill refates. An impairment of goodwill is
not subsequently reversed.

As at the acquisition date, any goodwill acquired is
allocated to each of the cash-generating units expected
to benefit from the combination’s synergies.

Where the recoverable amount of the cash-generating
unit is less than the carrying amourit, an impairment loss
is recognised.

Where goodwill forms part of a cash-generating unit and
part of the operation within that unit is disposed of, the
goodwill associated with the operation disposed of is
included in the carrying amount of the operation when
determining the gain or foss on disposal of the operation.

Gouodwilt disposed of in this circumstance is measured on
the basis of the relative values of the operation disposed
of and the portion of the cash-generating unit retained.

{L} FOREIGN CURRENCY TRANSACTIONS

Foreign currency transactions are translated to Australian
currency at the rates of exchange ruling at the dates

of the transactions. Amounts receivabie and payable in
foreign currencies at balance date are transiated at the
rates of exchange ruling on that date.

Exchange differences relating to armounts payable and
recetvable 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.

{M} FOREIGN EXCHANGE RISK

The Econormic Entity is exposed to foreign excharnge risks
from the acquisition of inventories. The Economic Entity’s
policy is not to hedge these risks,

{N) INCOME TAX

The income tax expense or revenue for the period is

the tax payable on the current period’s taxable income
based on the tax rates and laws that have been enacted
or substantially enacted by reporting date, adjusted by
changes in deferred tax assets and liabilities attributable
to temporary differences between the tax bases of assets
and liabilities and their carrying amounts in the financial
staterments, and to unused tax losses.

Deferred tax assets are recognised for deductible
temporary differences and driused tax losses only if it is
probable that future taxable amounts wil be available to
utifise those temporary differences and losses,

Deferred tax Habilities and assets are not recoghised for
temporary differences between the carrying amount and
tax bases of investments in controlied entities where the
parent entity is able to control the timing of the reversal
of the temporary differences and it is probable that the
differerices will not reverse in the foreseeable future,




notes to the financial statements

for the year ended 31 December 2006

Zylotech Limited, as head entity, and its wholly owned
controfled entities incorporated in Australia have not
elected to consolidate under the Tax Cornsolidation
System.

Research and development expenditure tax offsets
receivable under Section 730 of the Income Tax
Assessment Act are recognised upon lodgement of the
incomme tax return, when the Company has made the
required eiection.

{O) EMPLOYEE BENEFITS
Salaries and annuaf leave

LiabHities for salaries and annual leave expected to be
settled within 12 months of reporting date are recognised
in other payables measured at the amourts expected to
be paid when the liability is settled, plus related on-costs.

Long service leave

The Hability for long service leave is recognised in the
provision for employee benefits and represents the
present value of the estimated future cash outflows to be
made by the employer resuiting from employees’ services
provided up to the balance date.

Provisions for employee benefits that are not expected
to be settled within twelve months are discounted using
the rates attaching to national government securities

af balance date, which most closely match the terms of
maturity of the related liabilities.

In determining the provision for employee benefits,
consideration has been given to future increases in wage
and salary rates, and the Economic Entity's experience
with staff departures. Related on-costs have also been
inciuded in the liabiity.

(M) SHARE-BASED PAYMENT TRANSACTIONS

The economic entity provides benefits to employees
{including directors) of the economic entity in the form of
share-based payment transactions, whereby employees
render services in exchange for shares or rights over
shares (‘equity-settled transactions’}.

The cost of these equity-settfed transactions with
employees is measured by reference to the fair value at
the date at which they are granted.

In valuing equity-settled transactions, no account is taken
of any performance conditions, other than conditions
finked to the price of the shares of Zyiotech Ltd {'markst
conditions’).

The cost of equity-settled transactions is recognised,
together with a corresponding increase in equity, over the
perfod in which the performance conditions are fulfilled,
ending on the date on which the relevant employees
become fuily entitied to the award (vesting date’).

The cumulative expense recognised for equity-settled
rransactions at each reporting date until vesting date
reflects {f} the extent to which the vesting period has
expired and {i) the number of awards that, in the opinion
of the directors of the economic entity, will ultimately
vest, This opinion is formed based on the best available
information at balance date. No adjustment is made for
the likelihood of market performance conditions being
met as the effect of these conditions is included in the
determination of fair value at grant date.

No expense is recognised for awards that do not
ultimately vest, except for awards where vesting is
conditional upon a market condition.

Where the terms of an equity-settled award are modified,
as a minimum an expense is recognised as if the terms
had not been modified. In addition, an expense is
recognised for any increase in the value of the transaction
as a result of the modification, as measured at the date
of maodification.

Where an equity-settled award is cancelled, it is treated
as if it had vested on the date of cancellation, and any
expense not yet recognised for the award is recognised
immediately. However, if a new award is substituted for
the cancelled award, and designated as a replacement
award on the date that it is granted, the cancelled and
riew award are treated as if they were a modification
of the original award, as described in the previous
paragraph.

{Q) WARRANTY CLAIMS

Provision is made for the Economic Entity's estimated
liabilities on all products still under warranty and includes
claims already received. The estimate is based on the
Econormic Entity’s costs experience over previous years,

{R} ACCOUNTS PAYABLE

Liabilities are recognised for amounts to be paid in the
future for goods or services received, whether or not
billed to the Economic Entity. Trade accourts payable are
riormaly settled within 30 days.

{8) CASH

For the purposes of the statement of cash flows, cash
includes cash on hand and at bank, short term deposits
with financial institutions maturing within less than three
morths and net of outstanding bank overdrafis.

{T) RESEARCH AND DEVELOPMENT COSTS

All research and development costs are expensed as
ncurred.

{U) REVENUE RECOGNITION

Sales revenue comprises revenue earned [net of returns,
discounts and aflowances} from the provision of products
{0 entities outside the Economic Entity. Sales revenue




is recognised when control of the goods passes to the
customer. Revenues received in advance are deferred in
the Balance Sheet untif control passes,

Interest income is recognised as it accrues.

Research and development grant receipts are
recognised as revenue where they refate to research and
development costs that have been expensed. Where
the grant receipt relates to research and development
costs that have been deferred, the grant is deducted
from the carrying amount of the deferred research and
development costs,

(V) GOODS AND SERVICES TAX

Revenues, expenses and assets are recognised net of the
amount of goods and services tax (GST), except where
the amount of GST is not recoverable from the Australian
Taxatiors Office (ATOL in these circurnstances the GST is
recognised as part of the cost of acquisition of the asset
or as part of an item of the expense.

Receivables and payables are stated with the amount of
G5T included.

The net amount of GST recoverable from, or payable to,
the ATO is included as a current asset or iability in the
balance sheet.

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,

(W) COMPARATIVE FIGURES

Where required by accounting standards, comparative
figures have been adjusted to conform with changes in
presentation: in the current financial year,
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for the year ended 31 December 2006

Economic Entity Parent Entity
2006 2005 2006 2006
$ 3 $ 3

2 REVENUE
Sale of goods revenue 427 568 1,753,462 427,569 1,746,180
Other revenues:
from operating activities
Interest received and receivable from other Corporations 94,154 472,628 15107 38612
Grant income 181,951 285,852 - -
Other revenue 16,657 6,144 1,729 5,502
from outside operating activities
Other revenue - - 140,684 222,386

282,762 334,728 217,520 267,500
Total revenue 720,331 2,094,191 645,089 2,013,680
3 LOSS BEFORE INCOME TAX
{a) Individually significant items included in

administration expenses include:

* non-recoverable loan to controlled entity - - 355,802 544,798
+ wages and salaties 258,850 284,335 258,850 284,335
+ accounting and audit fees 30,500 31,580 18125 22112
* management fees g 21,000 - 27,000
+ listing fees 18,033 28,698 18,033 28,658
+ insurance 28,927 37097 19,569 23,753
+ legal expenses 40,217 89,11 3190 1438
* superannuation 32,140 26,921 32140 26,921
+ share registry 23,614 24,138 23,614 24,138
« fringe benefits tax 19,838 12,998 18,939 12,998

« inventory writedown 55,721 - 55,721 g
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notes to the financial statements

for the year ended 31 December 2006

Economic Entity Parent Entity
2006 2005 2006 2006
$ 3 $ 3

3 LOSS BEFORE INCOME TAX (CONTINUED)
(b} Loss before income tax has been arrived at after

charging/{crediting) the following items:
Depreciation of plant and equipment 17,699 53,744 5.955 12,048
[mpairment write down of goodwill 463,183 - - -
Amortisation of deferred expenditure - 21,31 - 21,311
Amounts set aside tof(withdrawn from} provision for:
« employee benefits 151,442 25,301 118,242 16,732
* non-recoverable loan to controlled entity - - 355,802 544,798
Net bad and doubtful debts expense including
movements in provision for doubtful debts {10,000} 584 {10,000 689
Operating lease rentals 149,587 178,880 92,269 108,212
Research & development costs 148,774 88,797 28,510 20,748
Net foreign exchange loss {gain) {1,050} 774 {1,050} 114
4 AUDITORS' REMUNERATION
Amounts received or due and receivable by Borough
Mazars for:
« Audit or review of the financial report of the

Company and controlied entities 24,000 21,500 15,875 15,775
Other services
* tax compliance 2.800 5,500 - 2,500
+ assurance related 3,700 4,580 3,250 3,837

30,500 31,580 18125 22112




notes to the financial statements

for the year ended 31 December 2006

Economic Entity Parent Entity
2006 2005 2006 2006
$ 3 $ 3

5 TAXATION

{a) INCOME TAX EXPENSE (BENEFIT)

Prima facie income tax (benefit} calculated at 30%

(2005:30%) on the operating {loss} {688,216) {311,928} {455,226} {305,077
Increase/ (decrease) in income tax expense due to

non-assessable and non-deductible items:

Goodwill impairment 138,849 - - -
Amertisation of deferred expenditure - 8.2M - 8,211
Nor-deductibie expenses 1,697 20,582 1,779 184,021
Benefit of current year tax losses not recognised 5475710 283,133 453,447 112,845
R&D tax offset {166,530} (260,405} - -
Total income tax expense/{benefit} {166,530) (260,405) - -

During the year the Economic Entity applied for an R&D expenditure tax offset under Section 730 of the Income Tax Assessment Act.

{b) DEFERRED TAX ASSET NOT TAKEN 1O ACCOUNT

The potential deferred tax asset arising from tax losses and deductible temporary differences based on lodged and unlodged returns
has not been recognised as an asset because it is not considered probable that future taxable profit will be available against which
the uniused tax losses and deductible temporary differences can be utilised.

Deferred tax assets not brought to account, the benefits
of which will oniy be reatised if the conditions for
deductibility set out below occur

Timing differences: 116,823 58,437 80,288 48,829
Tax losses
Operating losses 4,500,841 4,100,051 2,841,104 2,428,516
Capital fosses 382.285 382,825 344,543 344,543

The potential deferred tax assets will only be obtained if:

{1} the Company and/or Economic Entity derives future assessable income of a nature and an amount sufficient to enable the
benefit to be realised;

(i} the Company andfor the Economic Entity corntinues to comply with the conditions for deductibility imposed by the law; and

(i} no changes in tax legislation adversely affect the relevant Company and/or the Economic Entity in reafising the benefit from
deductions for the losses.

{c} FRANKING CREDITS
The Economic Entity has no franking credits available.
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& TRADE & OTHER RECEIVABLES
CURRENT

Trade receivables

Less: Provision for doubtfui debts

Other receivables

NON-CURRENT
Loan to controtled entities
Less: Provision for non-recovery

7 INVENTORY
Finished goods ~ at cost
Finished goods — at net realisable value

8 OTHER FINANCIAL ASSETS
Shares not quoted on a prescribed
Stock Exchange — at cost

Less: Provision for diminution in value

Shares in controlled entities not quoted on
a preseribed Stock Exchange — at cost
Less: Pravision for diminution in value

9 PLANT AND EQUIPMENT
Office furniture & equipment - at cost
Less: Accumulated depreciation

Reconciliations

Office furpiture & equipment
Carrying amount at beginning of year
Additions — at cost

Disposals

Depreciation

Carrying amount at end of year

@

statements
Economic Entity Parent Entity
2006 2005 2006 2006
$ 3 $ 3
69,137 306,873 89,137 306,873
- {10,000} - {10,000}
89,137 296,873 69,137 296,873
199,464 266,024 24,142 5080
268,801 562,897 93,879 301.863
- - 2,471,682 2,078,180
- - {2,471,682) (2,078,180}
410,120 283,798 410,120 283,758
181,833 152,726 181,833 192,726
591,853 478,524 591,953 476,524
81,855 81.855 81,855 81,855
{81,855) {81.855) {81,855) {81,855)
- - 853,156 1,095,940
- - (429,534) (545,817
- - 423,622 550,123
- - 423,622 550,123
343,31 401,601 20,744 56,913
{325,705) {370,872 {7,379} {40,650}
17,666 30,728 13,365 16,263
30,728 4,792 16,263 21,817
6,578 9,681 5,000 8,394
(1,843} - {1,943 -
(17,689) (53,744} {5.955) (12,048}
11,666 30,728 13,365 15,263
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for the year ended 31 December 2006

Economic Entity Parent Entity

2006 2005 2006 2005
$ $ $ $
10 INTANGIBLE ASSETS
Goodwill - at cost 571,025 511,025 - -
Less: Accumulated impairment (571,025) (107.862) - -
Total carrying value of intangible assets - 463,163 - -

As at 31 December 2008 the above asset, which relates to the acquisition of the Sonobuoy business, was tested for impairmernit.

A impairment loss of $463,183 was charged during the 2006 year {2005: $nil} on the following basis:

« The products, the subject of the goodwill, were completed to a saleable condition in June 20086 with further enhancement being
undertaken.

« The Economic Entity has continued preliminary discussions with potential users both within Australia and overseas, though no
sales can be made until such time as the products are fully tested in a reference site and to this end a sale to such a site was
made in january 2007,

« The Economic Entity has prepared a three year projected possible cash flow budget based on commencing preliminary
discussions and an assessed rated likelihoed of success based on these continuing discussions.

«  Undit such time as we can adequately assess the results of the reference site the Fconomic Entity is not in a position to
accurately assess its ability to secure future sales of this product. Accordingly low success rates have been applied, such that the
resulting net present value is not sufficient to warrant any carrying forward value,

+ The estimated cash inflows {net of costs} from projected sales were subjected o net present value discounted by a rate of 9.85%.

11 OTHER ASSETS
CURRENT
Prepayments 4,316 15,146 2,158 12,261

12 TRADE & OTHER PAYABLES
CURRENT

Tragde payables 313,687 289,490 221,850 219,338

Amounts owing to controtled entity - - - 125,221
313,687 289,490 221,850 345,565

NON-CURRENT

Trade payables 15,515 - - -

13 PROVISIONS

CURRENT

Employee benefits 62,583 88,500 45,443 86,312

Warranty claims {a) 10,000 10,000 10,000 10,000

72,583 98,500 56,443 76,312
NON-CURRENT
Employee benefits 51,850 69,430 48,986 66,453

{a) Provision for warrarity

Provision is made for the estimated claims based on returns history of the product range relative to sales volume, There were no
amounts utitised, reversed or new amounts arising during the year.
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Economic Entity and Parent Entity
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for the year ended 31 December 2006

Number Number
of shares of shares $ $
2006 2005 2006 2005
14 1SSUED CAPITAL
Opening balarce - [fully paid ordinary shares) 2,106,663,385  1,206,794,778 8,460,803 7743,996
1:25 consolidation {2,022,300,270) - - -
Issued during the year 12,639,487 899,768,607 328,626 1,715,807
Closing balance — (fully paid ordinary shares} 96,902,582  2.106,563,385 8,789,429 9,460,803

The Company issued the following shares during the year:

« $328,626 in August 2006 pursuant to a placement of 12,639,487 fully pai¢ ordinary shares in the Company at a price of $0.026.

« Asapproved at the Annual General Meeting of shareholders of the Company held on the 28th Aprit 2008, the Company
implemented a 1:25 share consolidation, which was formalised on the st May 2006 with the post-consolidation issued capital
being 84,263,155 ordinary shares.

Holders of ordinary shares are entitied to receive dividends as declared from time to time and are entitled to one vote per share
at shareholders’ meetings. In the event of the winding up of the Company ordinary sharehotders rank after creditors and are fully
entitled to any net proceeds on liguidation.

At 31 December 2006 there were no options to acquire fully paid ordinary shares in the Company.

15 CONTROLLED ENTITIES . )
% Interest of Economic Entity

2006 2005
Parent entity
Zylotech Limited
Particulars in relation to controlled entities
Sonacom Pty Ltd {incorporated in Australia) 100 100
Sonacom Systems Pty {td {incorporated in Australia} 160 100

16 SEGMENT INFORMATION
The Economic £ntity continued to operate principally as a developer, purchaser and reseller of digital video surveillance and
communication products, which include remote terrestrial and acoustic surveitlance.

All the product range relates to one business segment, being the technology industry primarily for remote access surveillance and
communication.

GEOGRAPHICAL SEGMENT
The Economic Entity operated whiolly within Australia during the years 31 December 2006 and 31 Becember 2005.
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17 KEY MANAGEMENT PERSONNEL COMPENSATION
Names and positions held of parent entity directors and specified executives in office at any time during the financial year are:

Parent Entity Directors

A. Unterweger Chairman - Nor-executive {appointed 5 September 2008}

1. Wayland Director - Non-executive {appointed 5 September 2006/appointed Secretary 18 January 2007}

N. Sikiotis Managing director - Executive

M. Marshall Executive director {appointed 5 September 2008} / Chief Financial Officer/Company Secretary
{resigned as Director 8 January 2007 and as Secretary 18 January 2007}

S.1.E Borg Chairman - Non-executive {resigned 5 September 2006)

[.8. Chalmers Director ~ Non-executive {resigned 5 September 2006}

B.1. McGeorge Managing Director - Executive {deceased 19 August 2006)

Specified Executives

R. Kelly Gernieral Manager {Operations and Sales)
M. Magrabi Engineering Manager
Base Director Non-cash Super Total
Emolument Fees Benefits  Contribution
$ $ 3 $ $
2006
The Company and controlled entities
Directors
A. Unterweger - 26,000 - - 26,000
J. Wayland - 19,333 - 351 19,684
N. Sikiotis {1} 208,375 - 9,575 - 211,851
M. Marshall {2) - - - - -
S.1.P. Borg - 8,000 - - 8,080
C.B. Chatmers - 8,000 - - 8,000
B.1. McGeorge (3} 157,211 - 4137 15,274 176,622
365,587 61,333 13,712 15,625 456,257

{1} Appointed Managing Director 21 August 2006
{2} Resigned as Director 8 lanuary 2007
{3} Passed away on 19 August 2008

Executive Officers

R. Kelly 76,028 - - 65,643 141,671
M. Magrabi 75,000 - - 6,750 81,750
M. Marshall (2) 132,138 - - 13,544 145,683

283,167 - - 85,937 368,104




notes to the financial statements

for the year ended 31 December 2006

17 KEY MANAGEMENT PERSONNEL COMPENSATION (CONTINUED)

Base Director Non-cash Super Total
Emolument Fees Benefits  Contribution
$ $ 3 $ $
2005
The Company and controlled entities
Directors
S.J.B Borg - 9,000 - - 9,000
b.B. Chalmers - 12,000 - - 12,000
B.% MeGeorge 225,000 g 7495 22,500 254,995
N. Sikiotis 181,568 - - - 181,566
M. Pallister - - - - -
408,565 21,000 7,495 22,500 457,561
Executive Officers
R. Kelly 134,412 - - 14159 151,571
M. Marshall 122,123 - - 11,869 134,092
M. Magrabi 75,000 - - 6,750 81,750
W. Edwards 3.854 - - 347 4,201
335,389 - - 36,225 3711614

Remuneration Practices

The Board is ultimately responsible for remuneration of Directors and senior executives based on the recommendations of the
Remuneration Committee and shareholder approved Director remuneration levels determined at shareholder meetings held from
time to time. The broad remuneration policy is to enswre the remuneration package properly reflects the person's duties and
responsibitities; and that remuneration is competitive in attracting, retaining and motivating people of the highest quality.

Executive directors do not receive bonuses or performance related remuneration. Options are issued under the Participants Options
Incentive Scheme approved by shareholders at the Annual General Meeting held on 22 May 2002.
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18 RELATED PARTY TRANSACTIONS
Share and option transactions in the Company by the directors or their director-related entities and specified executives are:

Shares Held at Post Acquired Disposed Held at
31.12.2005 consolidated 31.12.2006
or at date of 1:25 or at date of
appointment resignation

Directors
S.1.P. Borg 346,666 13,867 - - 13,867
The Late B.J. McGeorge 60,166,665 2,406,668 220,000 - 2,626,669
N. Sikiotis 5,766,126 230,648 - - 230,648
D.B. Chalmers 150,008 8,000 - - 5,000
M. Marshall - - - - -
A. Unterweger 93,600 - - 93,600
J. Wayland * 1,756 - - 1756

Specified Executives
R. Kelly - - - - -
M. Magrabi - - - - -

* The shares recorded above for Mr. Wayland are owned by his son though listed for record purposes.
There were no options in the company at 31 December 2006, nor were there any transactions in refation to options during the year,

Consultancy fees and allowance of $217,951 (2005:3181,566) {Company and Economic Entity) were paid to companies in which
a director, Mr. N. Sikiotis, has a financial interest and are included in directors’ remuneration set out in Note 17, In addition,
purchases of inventory amourniting to $61,681 were made from WNA Systems Pty Ltd, a company in which Mr. N. Sikiotis has an
indirect financial interest. The services and purchases were charged at commercial rates. In addition, the Company paid $8.000
(2005:$12,000} to a company in which Vice Admiral D.B. Chalmers has a financial interest, $8,000 {2005:39,000) to & company
in which Me. Syd Borg has a financial interest and $26,000 {2005:3Nil) to a company in which Dr. A. Unterweger has a financial
interest, covering directors’ fees.

Mr. 5.J.2. Borg is a director of Investika Ltd. During the year, management, administrative, rent and secretariat fees of $Nil
(2005:$27,000} were paid by the Economic Entity at commercial rates to Investika Lid. Mr. §.1P. Borg is also a director of PCS
Australia Pty Ltd and during the year the Economic Entity sold $Nil {2005:$87,214) worth of inventory to that company at normal
commiercial rates and purchased $1,287 (2005:$15,130} worth of inventory at normal commercial rates.

The above amourts exclude GST.
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Economic Entity Parent Entity
2006 2005 2006 2006
$ 3 $ 3
19 LOSS PER SHARE
Basic {foss} per share in cents {2.39) {1.38}
Weighted average number of ordinary shares used in
the calculation of basic (loss) per share 89,041,873 1,430,161,185
Basic earningsf{loss} {1,742,059) {779,347
Dituted {loss} per share is not materially different from
basic (loss}) per share.
As distlosed in note 14 the company implemented a
1:25 share consolidation on 1 May 2006. Comparative
disclosures have been adjusted to account for this consolidation.
20 COMMITMENTS & CONTRACTUAL ARRANGEMENTS
Operating lease commitmertts
Future operating lease and other rentals not provided
for in the financial statements and payable:
Not later than one year 289,164 104,538 1271131 40,248
Later than one year but not later than five years 54,871 19,625 - 19,625
343,835 124,164 1271131 59,873

The Economiic Entity leases property under operating leases expiring from one to two years. The leases generally provide the
Economic Entity with the right of renewal. The Economic Entity also leases a motor vehicle with a remaining term of three months.

21 FINANCIAL INSTRUMENTS

{a) Terms, conditions and accounting policies

The Economic Entity's significant accounting policies are set out in Note 1. Significant terms and conditions for each class of
financial asset and financial lability, both recognised and unrecognised at the halance date, are as follows:

Receivables
The amounts receivable do not bear interest.

Trade creditors and accruals
Trade creditors are normally settled on 45 day terms.
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Average Variable  Non Interest
nterest Rate  Interest Rate Bearing Total
% $ $ $

21 FINANCIAL INSTRUMENTS (CONTINUED)
(b} Interest rate risk
The following table details the Economic Entity's exposure to interest rate risk as at reporting date.

2006
Financial assets
Cash 523 836,663 26,246 862,909
Receivables - 212,862 212,962
836,663 298,208 1,135,871
financial liahilities
Payables - 330,202 330,202
Employee benefits - 124,163 124,183
- 454 365 454,365
2005
Financial assets
Cash 515 1,852,877 46,794 1,998,671
Receivables - 302,492 302,492
1,852,877 349,286 2,302,163
financial liahilities
Payables - 285,490 288,480
Employee benefits - 157,930 157,830
- 447420 447,420

{c} Net fair value
The aggregate net fair values of financial assets and finangial liabilities, both recognised and unrecognised at the balance date,
are as foliows:

Total carrying and Total carrying and
Net Fair Value Net Fair Value
amounts amounts
2006 2005
$ $
Financial assets

Cash 862,909 1,998,671
Receivables 212,962 302,492
1,135,871 2,302,183

Financial liahilities
Accounts payahle 330,202 285,490
Employee benefits 124,163 157,930
454,365 447,420

The carrying amount and net fair value are assessed as being of approximately equal value at balance date.

{d} Credit risk exposures
The Economic Entity's maximun exposures to credit risk at balance date in relation to each class of recognised financial assets
is the carrying amount of those assets as indicated in the Balance Sheet. At balance date, the Economic Entity did not have any
material concentration of credit risk.
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Economic Entity Parent Entity
2006 2005 2006 2006
$ 3 $ 3

21 FINANCIAL INSTRUMENTS (CONTINUED)

{e} Foreign exchange risk
The Economic Entity may be exposed to foreign exchange risk in relation to purchases of finished goods from time to time.
The Economic Entity does not hedge this exposure by using financial instruments. At balance date, the net Australian doltar
equivalent of unhedged amounts payable in US dollars calculated at year-end exchange rates was ASNil (2005:A$15,657).

22 NOTES TO STATEMENTS OF CASH FLOWS
(i) RECONCILIATION OF CASH
For the purpose of the statements of cash flow, cash includes cash on hand and at bank and short term deposits at call.

Cash at the end of the financial year is reconciled to the related items in the statement of financial position as follows:

Classified as cash

Cash 90,565 268,176 71,445 227,631
Short term deposits 772,344 1,731,495 718,068 1,680,560
862,909 1,889,871 790,513 1,908,191

(i) RECONCILIATION OF {LOSS) AFTER INCOME TAX
TO NET CASH (USED INj OPERATING ACTIVITIES
Net (loss} after income tax (2,127,526} {179,347 (1,517,420} (1,016,924}
Add/iess #ems classified as investing/financing activities:
{Profit}/loss on disposal of:

Non-current assets 1,943 - 1,843 -
Add/{less} non-cash items:
Exchange loss {gain) {1,050} i {1,050) 114
Depreciation 17,689 53,744 5,955 12,048
Provision for:
Write-down of investment g - 274 -
Bad and doubtful debts {10,000} - {10,000 -
Employee benefits {43,497 25,301 {37,326) 16,732
Non-recovery loan to subsidiary g - 355,802 544,798
Goodwill impairment 483,163 21,31 - 21,311
R&[ tax offset 93,875 - - -
Net cash {used in} operating activities before change in
assets and Habilities (1,605,383) (672157 (1,201,822) (415,201}
Change in assets and liabilities:
{Increase}fdecrease in inventory {115,428} {100,944} (115,428) {100,944}
{Increase}/decraase in receivables 247,337 {287,007 237,980 {27.575)
{Increase}/decrease in prepayments 10,830 1,792 10,103 1678
{Decrease}fincrease in trade creditors, acerials and
provisions 3845 {49,543} {15,345) {21671
Net cash {used in} operating activities {1,458,809} {1,107.859) 1,085,502 {568,713}

(i1} FINANCING FACILITIES

There were no format financing facilities in place at the end of the year.
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Economic Entity Parent Entity
2006 2005 2006 2006
$ 3 $ 3
23 EMPLOYEE BENEFITS
Aggregate employee benefits, including on-costs
Current 62,583 88,500 46,443 66,312
Non-current 51,850 69,430 48,996 66,453
114,433 157,930 95,439 132,765
Number of employees
Number of empioyees at year end 12 14 i i

Participants Option Incentive Scheme

The 16,000,000 options which the Company coutd issue under the Participants’ Option Incertive Scheme which was approved at the
annual general meeting of shareholders held on 31 May 2001, have all expired during the prior year. These options were exercisable
at any time up to the expiry date at a price of $0.10 per share. Expiry was on the earlier of 30 June 2005 or the termination of the
employee’s employment contract.

The scheme was open to employees, consultarts and directors of the Company as determined initially by the Company in general
meeting and subsequently by the Board in its absolute discretion. Each option entitled the optionholder to subscribe for one
ordinary share at the exercise price. The options were granted free of charge,

Economic Entity Parent Entity
2006 2005 2006 2005
No. No. No. No.
Movement in the number of share options held by
employees are as follows:
Opening balance - 5,450,600 - 5,450,000
Expired during year - (5,450,000} - {5,450,000)

Closing balance - - - -

Superannuation contributions
The Economic Entity contributes o twelve defined contribution superannuation plans. Details of contributions to the defined

contribution plans during the year and contributions payable at 31 December 2006 are as foltows:
Economic Entity and

Parent Entity

2006 2005

$ $

Employer contributions to the plans 120,762 92,501
Emptoyer contributions payable to the plans 30,680 16,862

24 EVENTS SUBSEQULIENT TO BALANCE DATE

On the 15th January 2007 the Company announced receipt of a formal offer from Guiktrak Networks Ltd to acquire the business
operations of Zylotech Ltd. The essential elements of the offer include alt the business assets of Zylotech excluding cash,

debtors and receivables and include the take up by Quiktrak of all staff and their leave entitlements at the date of transfer. The
consideration offered for the above assets is $2,000,000 payable by the issue of the equivalent of $2,000,000 worth of ordinary
shares in Guiktrak Networks Ltd based on a volume weighted average price of the ordinary shares in Quiktrak Network Ltd for the
30 days preceding the date of acquisition.
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24 EVENTS SUBSEQUENT TO BALANCE DATE (CONTINUED)

The Cempany anncunced i85 intention to call an EGM of shareholders of Zylotech Ltd to consider the offer and to vote en a
resolution o be put at that meeting, however the company has since advised that it will have the offer listed as a resolution to be
considered and voted on at the forthicoming AGM of sharehotders instead of at an EGM.

The Board of Zylotech Ltd {excluding the Chairman Dr. Andrew Unterweger who as Chairman of Quiktrak Ltd, has abstained from
considering the offer} has advised that at the EGM it will recommend to the shareholders that the offer, deemed inadequate, not be
accepted in it current form.

Curing the year ended 31 December 2006 the Economic Entity applied for an R&D Tax Concession under Section 730 of the Income
Tax Assessment Act {refer Note 5) for an amount of $166,530. The Economic Entity has, since the end of the financial year, received
$166,530 from the Commonwealth.

Other than as outlined above, there has not arisen in the interval between the end of the financial 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 Economic Entity, the resuits of those operations or the state of affairs of the Economic Entity, in
future financial years.

25 IMPACT OF NEWW STANDARDS NOT YET ADOPTED
The following Australian Accounting Standards and Interpretations issued or amended which are applicable to the parent entity and
the economic entity but are not yet effective and have not been adopted in preparation of the financial statements at reporting date.

AASBAJIG AASB Standard/UIG Interpretation Affected Nature of Change in  Application Application
Amendment Accounting Policy Date of the Date for the
and lmpact Standard Group
2605-10 AASB 139: Financial Instruments: Recogrition and Measurement Mo change, no impact 1 lanuary 2007 1 lanuary 2007
AASB 101 Presentation of Financial Statements Mo change, no impact 1 lanuary 2007 1 lanuary 2007
AASE 114: Segment Reporting Mo change, no impact T January 2007 1 lanuary 2007
AASB 117: Leases Mo ehange, no impact 1 January 2007 1 lanuary 2007
AASE 132: Financial Instruments: Disclosure and Presentation Mo change, no impact 1 lanuary 2007 1 lanuary 2007
AASB 133: Earnings per Share Mo change, no impact 1 lanuary 2007 1 lanuary 2007
AASE 1: First-time Adoption of AIFRS Mo change, no impact 1 lanuary 2007 1 lanuary 2007
Mew Standard AASE 7: Financial instruments: Biscloswre Mo change, no impact T January 2007 1 lanuary 2007
2605-5 UIG 7. Applying the restatenment approach under
AASB128 Financial Reporting in Hyperinflationary Economies Mo change, no impact T March 2006 1 lanuary 2007
UIG 8 Scope of AASBZ Share Based Payments Mo change, no impact 1 May 2006 1 lanuary 2007
UIG 9 Reassessment of Embededed Derivatives Mo change, no impact T June 2006 1 lanuary 2007

26 COMPANY DETAILS

The registered office and principal place of business is:
Unit 21, 12 Mars Road

Lane Cove, Sydney NSW 2066

Tet:(02) 9427 2134

Fax:(02} 9427 2788




directors' declaration

in the opinion of the directors of Zylotech Ltd:

a) the financial statements and rotes, set out on pages 18 1o 39, are in accordance with the Corporations Act 2001,
including:

(i} giving a true and fair view of the financial position of the Company and Economic Entity as at 31 Decemnber
2006 and of their performance, as represented by the results of their operations and thekr cash flows, for the
year ended on that date; and

(i) complying with Accounting Standards and the Corporations Regulations 2001, and

b the Chief Executive Officer and Chief Finance Officer have each declared that:

(i} the financial records of the company for the financial year have been properly maintained in accordance with
section 286 of the Corporations Act 2001;

(i) the financial statements and notes for the financial year comply with the Accounting Standards, and

(i} the financial staterments and notes for the financial year give a true and fair view.

¢} there are reasonable grounds to believe that the Company will be able To pay its debts as and when they become
due and payabie for the reasons set out in Note 1),

Dated at Sydrney this 23rd day of February 2007

Signed in accordance with a resolution of the directors.

Johry Wayland N Sikiotis

Director Director
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Independence
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shareholder information as at 23 February 2007

A. STATEMENT OF 1SSUED SHARES

(i The total number of sharehiolders is 3,637, Each shareholder is entitled to one vote per share held. The total
rumber of option holders is nif.

(i} There are 96,902,582 ordinary fully pald shares and nil options on issue.

(i} The vwenty largest sharehoiders hold 32.86% of the Company’s issued capital,

B. DISTRIBUTION OF SECURITIES

Equity Distribution No. of shareholders No. of option holders
1-1,000 1,481 -
1,001-5,000 849 -
5,0601-10,000 368 -
10,001-100,000 164 -
100,001 and over 170 -

The number of shareholders holding less than a marketable parcel is 2,767
C. SUBSTANTIAL SHAREHOLDERS

Substantial shareholder who has notified the Company is as follows:

Mark Pallister holds 12,633,487 shares {13.04%)
D. VOTING RIGHTS

Refer to Note 14.
E. TOP 20 SHAREHOLDERS APPEARING ON THE REGISTER

MName Mumber of % of Name Mumber of % of
Shares Shares Shares Shares
Pallister Family Trust 12,639,467 13.04  Andromeda Entertainment Pty Limited 666,667 .69
McGeorge, Bernard Johin 2,626,669 271 Comsec Nominees Pty Limited 660,176 0.68
Aleardo Inv Limited 2,057,650 212  Ward, John Randall 655,667 0.68
Ho Eltiott See Mun 2,006,032 2.07  Higgs, Brian Wesley 650,000 0.67
ANZ Nominees Limited 1,494,536 154  Allen, Dianse 640,000 0.66
Nilo-Aixul Pty Limited 1,320,000 136 Tran, Huy 522,285 0.64
C & V Latimer Pty Limited 1000,000 1.63  F Fairthorne Junior Nominee 618,000 (.64
Golf Holdings Pty Limited 945,645 098 McCutcheon MK & W ) 582,000 .81
Choikee, Tibi Omar 750,400 077 Wirth, James Bartholomew 541,001 .56
Levin, Frank 700,000 0.72
Chen, Malcom 870,871 .69 Total Top 20 31,864,066 32.86

F. ON MARKET BUY BACK

There is no current ort market buy back.
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