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2006 at 11.00 am.
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CO2 Group Limited
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CO2 Group Limited

ABN 50 009 317 846

NOTICE OF ANNUAL GENERAL MEETING

A PROXY FORM IS ENCLOSED

Please read the Notice and Explanatory Memorandum carefuily.

If you are unabie to attend the Annual General Meeting piease complete and return
the enclosed Proxy Form in accordance with the specified directions.




NOTICE OF ANNUAL GENERAL MEETING

CO2 Group Limited (ABN 50 009 317 846)

Time:
Date:

Place:

11.00 am {(WST)
Wednesday, 22 November 2008

QV1 Building
Function Room, Level 2
250 51 Georges Terrace, Perth, Western Australia

Notice is given of the 2008 annuat general mesting of CO2 Group Limited {Company).

This notice of meeting is issued by CO2 Group Limited of Level 11, 225 St George's Terrace, Perth,
Waeastern Australia.

BUSINESS

The business of the meeting will consist of the following:

ORDINARY BUSINESS

FINANCIAL REPORT

To receive and consider the financial report of the Company for the year ended 30 June 2006,
and the directors’ and auditors’ reports.

RE-ELECTION OF IRECTOR — RESOLUTION 1
To consider, and if thought fit, to pass the following resolution as an ordinary resolution:

“That lan Norman Trahar refires pursuant to Rude 7.1{d} of the Company’s constitution, and being
eligible, is re-elected as a director of the Company.”

RE-ELECTION OF NRECTOR — RESOLUTION 2
To consider, and if thought fit, to pass the following resolution as an ordinary resolution:

“That Malcolm Brian Hemmerling refires pursuant fo Rule 7.1{d} of the Company’s constifution,
and being eligible, is re-elected as g divector of the Company.”

RE-ELECTION OF NRECTOR — RESOLUTION 3
To consider, and if thought fit, to pass the following resolution as an ordinary resolution:

“That Andrew William Thorold Grant, having been appointed as a director of the Company by the
Directors since the last annual general meeling of the Company, who refires pursuant to Rufe
7 1{c) of the Company's constitution and being eligible, is re-elected as a director of the
Company. "

REMUNERATION REPORT — RESOLUTION 4
To consider, and if thought fit, to pass the following resolution as an ordinary resolution:

“That, for the purposes of Seclion 250R{2} of the Corporations Act, the Company adopt the
Remuneralion Report as set out in the Annual Report for the year ended 30 June 20067

Note: the vote on this resoluiion is advisory only and does not bind the Directors or the Company.
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How do you exercise your right to vote?

Al holders of ordinary shares appearing on the CO2 Group Limited share register at 11.00am (Perth
fime} on Wednasday 22 November 20086 are entitled to altend and vote at the meeting.

Jointly hefd shares

if your shares are jointly held, oniy one of the joint holders is entitled {o vois. If more than one holder
votes in respect of jeintly held shares, only the vote of the holder whose name first appears on the
register wilt be counted. You need not exercise all of your votes in the same way, nor need you cast ali of
your votes.

Corporations voting

in order to vote at the mesting, a corporation, which is @ member, may appoint a person to act as its
representative. A representative does not have to be a sharsholder of C0O2 Group Limited. The
appointment should comply with section 2500 of the Corporations Act. The representative should bring to
the meeting evidence of his or her appointment including any authority under which it is signed.
Alternatively, you may appoini a proxy to vole on your behalf.

Votling by proxy

i you cannot attend, you may appoint & proxy to attend and vole for you. A proxy does not have to be a
shareholder of CO2Z Group Limited. To ensure that all shareholders can exercise their right to vote on
each proposed resolution, a CO2 Group Limited shareholder proxy form is enclosed with this notice of
annual general mesting together with a reply paid envelope.

A shareholder that is entitled to cast 2 or morg votes may appoeint a maximum of 2 proxes and may
specily the proportion or number of voles each proxy is appointed 1o exercise. If no proportion or number
is specified, each proxy may exercise half of the shareholder's voles.

Proxy forms must be deposited at CO2 Group Limited's registry, Computershare Investor Services Ply
Limited by using the enclosed reply paid envelope or by posting, delivery or facsimile to:

Computershare tnvestor Services Ply Limited

Mail: GPO Box D182
Ferth, Westarn Australia 6840
Delivary: Level 2, Raserve Bank Building,

45 St George's Terracea, Perth,
Western Australia, 6000
Facsimile: +81 8 9323 2033,

o be received not less than 48 hours before the ime of the meeting, that is, by 11.00am (Perth time} on
Monday 20 November 2008,

The proxy form provides details of what you need 1o do to agpoint & proxy to attend and vote for you.

if you appoint the Chairman of the meeting as your proxy and you do not specifically direct how the
Chairman is o vote as your proxy, the Chairman will exercise your votes in favour of the resolutions.

Votling procedure

As ordinary resolufions, resolutions 1, 2, 3 and 4 will be approved if at least 50% of the votes cast by
sharesholders entitted o vote on the resolution at the meeting are voled in favour.

Under the terms of CO2 Group Limited's constitution, a poll is to be conducied as directed by the
Chairman of the meeting.

By Order of the Board

/M@& ,\

Harley Whitcombe
Company Secretary
CO2Z Group Limited

Dated: 17 October 2006
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€02 GROUP LIMITED
{ABN 50 009 317 846)

EXPLANATORY MEMORANDUM TO SHAREHOLDERS

INTRODUCTION

This Explanatory Memorandum has been prepared for the information of shareholders of the Company in
connection with the business to be transacted at the annual general meeting of the Company to be held on 22
November 20086.

At that meeting, shareholders will be asked to pass resolutions to:
. Re-elect lan Norman Trahar, Malcolm Brian Hemmerling and Andrew Willlam Thorold Grant; and
» Adopt the Remuneration Report for the year ended 30 June 2006.

The purpose of this Explanatory Memorandum is to provide information that the Board belisves to be material
to shareholders in deciding whether or not to pass those resclutions. This Explanatory Memorandum should be
read in conjunction with the accompanying notice of annual general meeting.

ORDINARY BUSINESS
RESOLUTION 1 - RE-ELECTION OF DIRECTOR
fan Norman Trahar B.Ec., MBA

Mr Trahar is currently the exscutive chairman of the Company. Mr Trahar has a resource and finance
background. He is a director and significant shareholder of Avatar Industries Limited, a publicly listed
company. lan is a member of the Australian Institute of Company Directors.

RESOLUTION 2 - RE-ELECTION OF DIRECTOR
Malcolm Brian Hemmerling PhD, BSc{Hons}, Dip T (Sec)

Dr Hemmetling is currently a non-executive director of the Company. Dr Hemmerling is the Chief Executive
Officer of the Adslaide City Council. He has had exensive experience in leadership and management
positions, having been Chief Executive Officer for the Sydney Organising Committee for the Clympic Games,
the Australian Formuia One Grand Prix in South Australia as well as for Bob Jane T-Marts. Dr Hemmerling is a
fellow of the Australian Institute of Company Directors.

RESOLUTION 3 - RE-ELECTION OF DIRECTOR
Andrew William Thorold Grant BSe {Hons), Grad Dip Bus Mg

Mr Grant is currently an executive director of the Company. Mr Grant was the National Head of Emst and
Young's environmental advisory division and was the lead adviser to the New South Wales Sovernment in
relation to implementing the New South Wales Greenhouse (Gas Abatement Scheme. He has over 20 years
experience in broad acre land management and has managed major commercial forestry operations in Victoria.
He is a widely recognised authority on climate change and carbon trading. Mr Grant has advised many of the
major corporations across Australia on carbon trading and has performed design and audit roles in many
carbon frades. He brings significant executive management experience to the role and his unigue combination
of commercial, carbon trading and natural resource management experience make him ideally suited for these
critical roles.

Mr Grant is a Director of the Banksia Environmenial Foundation, which runs the Banksia Awards, Australia’s
leading Environmental Awards.
RESOLUTION 4 — ADOPTION OF THE REMUNERATION REPORT FOR THE YEAR ENDING 30 JUNE 2006

The Annual Report for the year ended 30 June 2006 contains a Remuneration Report which sets out the
remuneration policy for the Company and reports the remuneration arrangements in place for Directors and
Specified Executives.

Section 250R{2} of the Corporations Act now requires companies to put a resolution to their members that the
Remuneration Report be adopted. The vote on the resolution is advisory only and is not binding on the
Directors of the Company.

A reasonable opportunity will be allowed to the shareholders for guestions and commenis on the Remuneration
Report.

The Directors recommend that shareholders vote in favour of Resolutions 1 to 4.
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CO2 Group Limited Proxy Form o
ABN 50 009 317 846 All correspondence to:

Computershare Investor Services Pty Limited
BP0 Box G182 Perth

WA B840 Avstralia

Erouiries (within Australiaj 1300 507 910
(outside Austrafial 61 3 84150 4000
facsimile 5% 88323 2033

Wy computershase com

Mgk 1805 Doy with an 0 E you Bave mads gny ohanges 1o your address detalls {see roverse)

000001
oo T L LT L LT
MR JOHN SMITH 1
FLAT 123
123 SAMPLE STREET
THE SAMPLE HILL
SAMPLE ESTATE
SAMPLEVILLE VIC 3030
Appointment of Proxy I 1234567890 i N D

Securityholder Reference Number (SRN)

a mamirls of CO2 Group Limited and entitled fo aliend and vota hereby appoirt )
‘the Chairman ET
-of the Meeting
'..{mark withan Xy ~

:if you are ﬂot appointing the Chairman of the Meeling as _' _. e
“your proxy please write here the full name of the hdividual or -~
body corporate {exchuding the regtstered Secuntyhoﬁder} you o

“are appointing as your praxy. - L
azrman af the Mefa ing, as myfour praxy o act generally at e meeimg o] ;z‘ryfaur bahialf and iy vote mo

1 Re-glection of Mr tan Norman Trahar as a Direclor

2 Re-slection of Mr Malcolm Brian Hemmerling as a Director

3 Re-glection of Mr Andrew William Thorokd Grant as a Director
4 Remuneration Report

The Chatrinzn of the Meeting intends to vote undirected proxtes In favour of each Hem of business.
* i you mark the Abstain box for & parlicular Hem, you are directing your proxy not to vote on your behaif ors a show of hands or on a poll and your votes wilf not be counted in
computing the required majorityonapot.

- Appointing a second ?roxy S
e wish D appoint & second prosy : e

Mark with an X’ ifycm K
“wish to appoint a second - AND

pmxy .............................

State the pmemage afyow vcﬁang nghts or the nurmef -

of securties for tis Proxy Form. L .

PLEASE SIGN HERE  This section must be signed in accordance with the instructions overleaf fo enable your directions to be implemented.

ingividual or Securityhoider 1 Securityholder 2 Sequrityhoider 3

individual/Sole Director and Director Director/Company Secretary
Sole Company Secretary
In addition to signing the Proxy form in the above box{es) please provide #he information helow in case we need to contact you.

Contact Name Contact Daytime Telephone Date

B coz 1PR -+

COF WP 2200001 008



How to complete the Proxy Form

o Tms ts your address as at appears on me oompany s share regtster Ef this mfarmanon fs mcarreci piease mark the box and make ihe corrgefion onthe .
“form. Securityholders sponsored by a broker {in which case your reference number overieal wz!i commence wﬁh an x) shouid advrsa yow bmker of aﬁy o
changes Ptease nate, you cannot change ownersb;p of ywr secur;t:es usmg this form, . e LT

- if you wish fo appoint the Chairman of the Meetmg 2% YOur proxy, mark the box Ef Ihe individual or bady wrparate you w;sh 1o appoint as your proxy is
“someone other than the Chalrman of the Meeting please write the full name of that individual or body corporate in the space provided. 1fyou leavethis .~ "~ 0

.. section blank, or your named proxy does not attend the meeting, the Chairman of the Meeting will he your pmxy A proxy need m)t be a. secunfyhaider of

--the csmpany E}o nm wme iiae namg of the Issuier campany or ﬁaa regtstered secunfyhoider in the spaae ' S o T

3 .-...".j_:Votes on [tems Ofgusmess L T e T T
" You may direct your proxy how io vots by ptacmg amarkinong of the ﬁmree hoxes ﬂpposne each tem of busingss. AEi your securiies Wtfi be voled in - -
. '-; accordance with such a direcion unless you indicale only a portion of voting rights are fo be voted on any item by inserting the percentage or number af e
- gecurities you wish o vote In the appropriate box or boxes. If you do not mark any of the hoxes ona gwerz ttam your proxy may vaie as he o she - "~ ’
B chaosves fyou mark fmore than one. box onan atem your va!e on that aiem w;i! be mvafzd . . .

.. Appcintment ofa SQCond Proxy S e e
. You are entiffed fo appoint up to two proxies o attend the meetmg and voie ona poi! fyou w;sh 1o appomt a sewnd proxy‘ an addmaﬁai F’mxy Form -
i may be obta;ned by ZBEephomng me wmpany s share regtsify o you may wpy thas farm Ll : - .

: (a} " Indicate that you wish fo appcmt a secorzd nroxy by maz‘kmg the box """""" e S R e
- (B} " on each of the first Proxy Form and the second Proxy Form state the percemage of your vattng rights o fiumber af securilies appiscab!e fo thai _ L
.. form. |fthe appointments do not specify the percentage or number of vaies mat each pmxy may exercise, each proxy may exercise half yaur L
. voles. Fractions of votes wilf be disregarded. ; . o R
(c_) '---retum both farms %ogeiher fn zhe same envefope

'_“-_f_'Sigmng Instructions S
'Yau must s&gn thas farm as foiiews in the spaees prawded

: f ' ndmdua! 'where the hoidmg isinone name, ﬁae holdef must s&gn

. amt Hoidmg y : where the ﬁaidmg fs.in more ﬁaaﬁ onhe name, aEE af the sewrttyhoiders shouid mgn T

.':_"'._'ta sign under Pawer of Aitomey, you must have aiready lndged this document with the registry Ef yout have not - s R
-~ . previously lodged mts document for rzataﬁon pfease aﬁach a aemﬁed photacopy of the Pcwer of Aitamey to ihis farm

= ..Pow_er of A.t_tom;ey;_ .
'._'__"-wﬁen ymz retum 11 S

ﬁl.__ where ma cormpany has a Soie Diractor who is also the Sole Company Secretary, this form musi be signed by that
) -person. Hthe company (pursuant 1o section 204A of the Corporations Act 2001} does not have a Company Secrefary, a
-~ Sole Director can also sign alone. Otherwase ﬂass form must be ssgned by a Dzrecior ;ainﬁy with gither another Dtrectar )

L if a mpreseﬂtanve of a corporaie Secuﬂtyhofder orproxy s o aﬁend the meetmg the appropnate ”Cemftcate of Appcmtmem of Corporate
. Representative” should be produced prmr io admassmn A form af ihe {Jemf cate may be obtamed fmm fhe comparxys share regtstry or at
' Z_www camp;ztershare com. R = =

- This Proxy Form {and any Power of A!tamey under whtch itis szgned) must be recewed at an address given below no iaier than 48 hours befors the -
wrnmeamemem of the meenng at 31 OO am W83“ on 22 November 2008. Any Proxy Fom‘; recewed aﬁer that time wilt not be valid for the scheduled

Documents may be lodged using the reply paid envelope or:
IN PERSON Share Registry - Computershare Investor Services Ply Limited, Level 2, 45 5t Georges Terrace, Perth WA 6000 Australla

BY MalL Share Regisfry - Computershare investor Services Ply Limited, GPO Box D182, Perth WA 8840 Australia

BY FAX 61 8 9323 2033



CO2 Group Limited €omputershare u

ABN 50 609 317 846 Al correspondence to:

Computershare investor Services Pty Limited
GMO Box G182 Perth

Western Australia BR40 Australia

Enguiries {within Australial 1300557 019
{outside Australia) 61 3 8445 4000
Facsimle 61 & 8323 7033

weh, quaries@oomputershare.com.au

800001 oo coz Wi computershare.com
MR JOHN SMITH 1
FLAT 123 Securityholder Reference Number {SRN)

123 SAMPLE STREET

THE SAMPLE HILL
SAMPLE ESTATE
SAMPLEVILLE VIC 3030

I 1234567890 IND

‘Annual Report

Use z black pen,
Where a choice is required, X
mark the box with an X’

Annual Report Request

The company wi aufomatically mall you an Annual Report each year unless you elect otherwise.

Please mark this box with an X' If you DO NGT wish io receive the company's Annual Report,

You will, however, receive all other securiiyhoider mallings Including nofices of meetings and proxy forms.

Annual Report & Company Announcements Available Oniine

The company wishes o provide the opporiunily for securityholders 1o receive Annual Reporis and other company announcements by emall

Do you want o receive your Annual Report and other company announcements electronically?

Regisier today by visiing the share registry at www.computershare.com and follow these easy sieps:

Step 1. Click on "Securiiyholders'
Step 2. Click on 'tmall Address Updalg'

Siep 3. Enler your personal securlly information;
o The company code or company name
o Securiiyholder Reference Number {SRN} or Holder Hdenfification Number {MIN}
o Registered Posicode or country (i oulside Ausialia)

Step 4. Click on ‘Submit
Siep 5. Select 'smail’ a3 your delivery methed
Step 6. Enfer your email address

Step 7. Click on ‘Submit

i#'s as easy as that. Should you have further enguiries contact the Registry on the above number,

coz 01AF -+

Lo COZ_WIP_SHEI20AH0001 00024

AFOO7



| How to complete this form

] _.':::"i__'-_..Annaal Report Request

"--_We are reqmred to a&tcmaﬁzcaiiy mazE you a report each year zmiess you mstmci us othefwzse

: By markmg the box overieaf you can seiect not to receive 8 ccpy cf the ccmpanys Annua! Report
3--.‘}-__":_H0wever you WiEE stzEE receive. aii oiher secuntyhoidef mazimgs moiudzng notzces {}f meet:ngs and proxy forms B

= ;_ ihis, form

Please return the completed form in the envelope Computershare Investor Services Pty Limited
. . GPO Box 2975
provided, or to the address opposite: Melbourne Victeria 3001

Australia
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CO2Z2 GROUP LIMITED

CHAIRMAN'S REVIEW

Bear Shareholder

{ am pleased to report major progress has been made by the Company in a number of significant areas. This progress has
consolidated the Company's position as the Australian market leader in providing low-cost greenhouse gas emission reductions
solutions for governments and corporate Australia. Most importantly the Company booked its first significant revenues through
the commercialisation of the CO2Z AUSTRALIA™ Carbon Segquestration Program. The Company has entered into a landmark 30 year
agreement with Eraring Energy, a major NSW Government owned corporation. This agreement represents a voluntary program
by Eraring Energy and signifies the growing shift in position by large corporations in addressing their greenhouse gas emission
profiles. | understand that the duration of the agreement represents a commercial benchmark in the emerging carbon economy

Major advances were achieved in the development of the Company's commercial operations. The Company has continued to
expand its operational capacity with further recruitment in key areas and enhancement of regional operations. The commitment
to an ongoing research and development program continues to enhance and refine the Company’s considerable intellectual
property in relation to carbon sequestration site selection and the genetic development of our seed orchards.

The Company announced an important agreement with Macguarie Bank Limited to develop financial products relating to the CO2
AUSTRALIA™ Carbon Sequestration Program. The agreement will provide considerable impetus in attracting additional investors
into the Program.

The nomination of the Company as a finalist in both the Banksia Environmental Awards and the Australian Corporate
Sustainability Awards represents strong recognition of our achievements to date. | congratulate ail staff involved in achieving
peer recogrition by Industry.

The severity of climate change forecasts is alarming to governments, business and the community. As a consequence there is
growing corcern and momentum in various actions taking place globally to reduce our greenhouse gas emissions footprint. |
remain confident of the important contribution that the Company can make fo this global challenge and the commerciai benefits
that will ensue.

Yours sincerely

S et

{AN N TRAHAR
Chairman




CO2Z2 GROUP LIMITED

CORPORATE GOVERNANCE STATEMENT

The Board of Directors of €02 Group Limited is
responsible for the corporate governance of the Company.
The Board monitors the business affairs of C02 Group
Limited en behalf of the shareholders by whom they are
elected and to whom they are accountable.

As has been noted in previous financial reports and on the
Company's web site the Board of Directors acknowledge
the Principals of Good Corporate Governance and Best
Practice Recommendations set by the Australian Stock
Exchange ("ASX"} Corporate Governance Council. The
Board, since the last full vear Financial Report has
continued to monitor those areas of the Best Practice
Recommendations which had not been adopted and have
now appointed an Audit Committee and a Remuneration
Committee. The Board continues fo hold the view that
with the Company's current size and extent and nature of
operations that full adoption of the best practice
recommendations is eurrently not practical. The Board
will continue to work towards full adoption of the
recommendations in line with the growth and
development of the Company in the years ahead. The
Board does actively monitor the ASX corporaie
governance recommendations as the Company changes in
profile and size. A summary of current corporate
governance practices adopted by the Board are as
fotlows:

The Roles of the Board and Management

The Company is currently managed by the executive
directors and as a consequence there has been no
separation of duties.

2006 Biomoss megsurement progrom

As previousty advised, the Company has appointed two non-
executive, independent directors and appointed an Audit Committee and a Remuneration Committee. The Company
announced revised charters and commitiee roles on 15 December 2005.

Comgposition of the Board

The composition of the Board is determined in accordance with the following principals and guidelines:

* The Board shall comprise at least 3 Directors, increasing where additional expertise is considered desirable
in certain areas; and

*  Directors may bring characteristics which allow a mix of gualifications, skiis and experience.

Potential candidate(s) will be identified by the Board and advice may be obtained from an external consultant. The Board
then appoints the most suitable candidate, who shali hold office until the next following Annual General Meeting, where the
appoiniee is required to stand for re-election.

The Board of Directors appointed two independent directors in July 2005 and a further executive director on 27 lanuary 2006.
As the activities of the Company increase, the Board will consider the appointment of further independent directors to comply
with the principal that the board has a majority of independent directors. The appointment of a further executive director was
considered appropriate as Mr Grant has considerabie practical expertise in the area of Environmental Services.

The Chairman is not an independent director. The board considers the current scenario where the largest shareholder's
representative is also the Chairman is appropriate in the circumstances. The board considers that the best person to develop
the Company's short and long term business is the current Chairman.

The Company does not currently have a chief executive officer. The board considers that the size of the current operations
does not warrant such an appointment.



CO2 GROUP LIMITED

CORPORATE GOVERNANCE STATEMENT

The Board has decided that the current size and extent of operations and the size
of the board does not justify a nominations committee. The Board retains the role
of nominator of future director appointments. The Board will monitor its position
on a nemination commiitee into the future.

AH executive directors of the Company have a formal letter of appoiniment
setting out the key terms and conditions of their appoiniment.

The primary responsibilities of the Board include:

+ The approval of the annual and half-year financial report;

+ The establishment of corporate strategy and to continually monitor strategic  Reseorch ond development 2004 trial plonting
development; centraf MSIWY

* The review and adoption of annual budgets for the financial performance of the Company and monitoring the results on
a quarterly basis;

* 1o establish written policies and procedures to ensure compliance with the ASX Listing Rules regarding continuous
disclosure;

* Reviewing and ratifying systems of risk management and internal compliance and control, codes of conduct and legal
compliance;

* 1o access potential investment opportunities for the Company; and

* {verseeing the day to day management of the Company.

Audit Committee

The Board appointed an Audit Committee on 15 December 2005. The members of the Committee are:
Dr Mal Hemmerling {Chairman} - Non-executive director;

Dr Chris Mitchell — Non-executive director; and

Mr lan Trahar — Executive director.

The Committee’s structure does noi meet the recommendations of the ASX Corporate Governance Council because ihe board
has insufficient independent directors to meet the recommended structure; however the Board was of the view that an Audit
Committee, whiist not compliant, should be appointed to ensure the integrity of financial reports.

The Committee's role includes considering the foilowing matters:

* Ensuring that an effective internal control framework exists within the Company;

* Review the annual and half-year reports, financial statements and other information distributed externally;

* Reviewing audit reporis and letters to the Board from the external auditors;

* liaising with external auditors and ensuring the annual audit and half year review are conducted in an effective manner;

* Nomination of the exiernal auditor and reviewing the adeguacy of the scope and guality of the annual audit and haif
year review,; and

* Monitoring compliance with the Corporations Act 2001, ASX Listing Rules, and other matters cutstanding with other
regulatory and financial authorities.



CO2Z2 GROUP LIMITED
CORPORATE GOVERNANCE STATEMENT

Remuneration Committee

The Board appointed a Remuneration Committee on
15 December 2005. The members of the Committee are:

Dr Chris Mitchell [Chairman) - Non-executive director;
Dr Mal Hemmerling - Non-executive director; and
Mr fan Trahar - Executive director

The Committee's role includes:
* Setting the long term remuneration policy for the Company;

* Review the remuneration packages and policies applicable to the Executive
Directors, on an annual basis; and

* Where necessary obtain independent advice on the appropriateness of Extensive fignatube of 10 year ofd Maflee
remuneration packages. tree

The Board wili continue fo determine the fees to be paid to non-executive directors.
There is no current consideration for non-executive directors io receive any retirement benefits other than statutory
superannuation. Any equity based remuneration will be subject to sharehoider approval as and when it may oecur.

Fuli details of remuneration for the five highest paid employees and directors is included in the Directors’ Report.
Communication to Shareholders

The Board of Directors aims to ensure that the shareholders are informed of all information necessary to assess the
petformance of the Directors. Information is communicated to the shareholders through:

* The company's web site, www.coZaustraliaconm.au;

* The annual report which is distributed to all shareholders;

* The annual and half-yearly report lodged with the ASX;

*  The annual general meeting and other meetings so called to obtain approval for board action as appropriate; and

* Quarierly reports and other announcemenis made by the Company to the ASX under continuous disciosure
reguirements.

Ethical Standards

The Board acknowledges the need for and continued maintenance of a high standard of corporate governance practice and
ethical conduct by ali Directors and employees.

independent Professional Advice

The Directors have the right, in connection with their duties and responsibilities as Direciors, to seek independent professional
advice at the company's expense. Prior approval of the Chairman is required, which will not be unreasonably withheld.

Risk Management
The Board is responsible for the company's system of internal contrals.

The Board is responsible for establishing and implementing policies on risk management. Specific areas of risk which are
identified will be regularly considered at Board Meetings including foreign currency and commodity price fluctuations,
industry trends, performance of activities, human resources, the environment and continuous disclosure obligations.



CO2 GROUP LIMITED

DIRECTORS' REPORT

The directors of CO2 Group Limited submit herewith the annual financial report of the company for the financial year ended
30 June 2008. In order to comply with the provisions of the Corporations Act 2001, the directors report as follows:

The names and particulars of the directors of the company during or since the end of the financial year are:
lan Norman__T_ra_har._'___'__' -._..__Chairman Me Trahar has a respurce amj fihance background' Helisa director and significant
"Appomted _12 Nmrember 3001 AU$1raEiﬂn mﬂiftute Of Cﬁmpﬂny‘ D”ectﬂrs ..........................................................................

; '-iames McAuhffe ... Executive Ditector. -Mr McAuliffe has over 10 years' experience in the resource and finance -

~BCom, BSc - S industries. He hofds Bachelor of Commerce and Science (Geology) degrees from the University
- .Appﬂintfd _12 NGVCmbEF 20{31 ..... 01’ Western Au31rahﬂ ...................................................................
:Hariey Rona!d Whjtcombe '_"-Exec:utive Birector. -Mr Whitcombe has hatl many years' commercial and finance experience,
~B.Bus, CPA - ) prawdmg company secretarial services to publicly-listed companies.. He is & member of the -
Appﬂintfd 12 Nﬂ\fembef 20{31 kustrahan iﬂsiftule 0{ cf}mpﬂny D!FECt{}E‘S ............................................................

: _Dr Maicoim Brlan H mmerimg '.Non-«executive Director. Dr Hemmerling is the Chief Executive Officer of the Adelaide City
- PR, BSc {Hcﬂs} " " Louncil and Is Chairman of the National Basketball league. He has had extensive experience -
" Dip T {Seq) _ i leadership ahd management positions, having been Chief Executive Officer for The Sydney
" Appointed: 4 July 2005 ... Organising Committee for the Olympic Games, the Australian Formula One Grand Prix in South ..
S L. Australia-as weli as for Bob Jane T-Marts. Dr Hemmetling is a-fellow of the Australian fnstitute

........................................ champaﬂy Dife{:[@{s,

CDr. Chnstﬁpher David Mtt{:heii .N0n~exef:utive Director. Dr Mitcheli has hag’ & 20 year involvement in Austrafian and

" PhD, BSc Hons) - -~ international climate rescarch and currently leads Climate, Weather and Ocean Prediction

: f&r%@mtad.??. July _2_0_5_*_5 ________ - research at CSIRO. Dr Mitchell has consulted to major international petroleum companies and. -
has been exter&s;veiy pubhshed i the area m‘ cifmate change

- Andrew William Thoreld Grant Executive Director. M Grani was the Naizanal Head af Emst and Ycungs en\nrorzmeniai
- BSc {Hons), Grad Dip Bus Mg Latvisory division and was the lead advizer to the New South Wales Government in refation {o
: 'Appomted 97 January 2005 : zmpiementing the New South Wales Greenhouse Gas Abatement Scheme. He has aver 20 years
. ] C-experience in broad acre land management and has managed major commercial forestry
. operations in Victoria, He is 2 widely recognised autherity on climate change and carbon -
o teading. Andrew has advised many of the major corporations across Australia on carbon
- trading and has performed design and audit roles in many carbon trades. He brings significant

s executive management experience 1o the role and his unigue combination of commercial, -
_carben trading and naiurat resQuIce managemem expenence make h|m sdealiy smted far
.._these critical mles L e S

Nlr Grant is an Eﬁdependem Dsrector of the Caoperatwe Research Centre far Greenhause_
BRI - Accounting. The CRC has been at the leading edge of carbon sequestration medelling and .-
"""" Lo research, He s also @ Director of the Banksia Environmental Foundation, which rung the

T oo Banksia Awards, Australia’s leading Environmental Awards, '

Directorships of other listed companies
Directorships of other listed companies held by directors in the 3 years immediately before the end of the financial vear are

as follows

Mr E N Teahar . - Avatar Industries Limited. /29 Janvary 1993 todate " -
Dr M B Hemmerfing “Avatar Industries Limited 6 February 2003 todate ~ "

Company Secretary

Mr H R Whatcombe Mr Whiteambe was appoinied compary 5ecretary on 12 Novemper 2003 He has held simifar positions wi ith - i
U0 e number of other publicly fisted companies. Mr Whitcombe has been & member of CPA Australia for over 25 years. -

Principal activities

The consclidated entity’s principal activity in the course of the financial year has been the provision of environmental services
primarily carbon sequestration i.e. the establishment of carbon sinks.
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Review of Operations
Overview

The 2005/2006 financial year has been a year whereby the Company {and its related entities) has consolidated its position as
the Australian market ieader in providing greenhouse gas offseis via its €02 AUSTRAUA™ Carbon Sequestration Program
{Program). This has invoived the implementation and further commercial advancement of its Program, particularly in NSW.
This has only occurred via the important miestones achieved during the second half of last financial year, including gaining
accreditation as a carbon credit supplier under the NSW
Greenhouse Gas Abatement Scheme, the finalising of two
carbon credit off take agreements with major Australian
owned companies as well as esiablishing a major regional
operational head office in Wagga Wagga.

NSW Operations

P

Buring the vear, the Company {and its related entities)
successfully completed its first environmental plantings
for COrigin Energy Limited. Besides the Company's major
regional operational office at Wagga Wagga, an additional
regional office has alse been estabiished in Condobelin in
central NSW.

On ground operations for the current planting season for
Eraring Energy were well advanced with land and seedling
acquisitions nearing compietion by the end of the financial ; 2
year. Inspection of 2008 MSW plentings by €02 Austrolio’s representotives

A

Bemand and interest in the Program remains strong.

Buring the year, the Company was successful in finalising a new carbon credit contaet with Eraring Energy, a3 major NSW
Government owned power uiility. The agreement involves the establishment of a minimum 1,000 hectare mallee eucalypt
environmental planting to provide greenhouse gas offsets. Eraring Energy has been granted a series of options over a three
year period for an additional maximum 15,000 hectares of environmental plantings.

Other key features of the Eraring Energy agreement are that all planiings are fully funded by Eraring Energy, with the C02
Group providing the design, establishment and management over a 30 year contracted period. The Eraring Energy contact also
signifies the first voluniary program that the €02 Group has successfully negotiated.

Given the growing interest by both major Australian and infernational companies with significant operations in Australia, the
Company remains confident of securing further contracts, including maliee eucalypt environmental plantings in states other
than New South Wales. A number of advanced negotiations were ongoing at the end of the financial vear.

Strong recognition of Program centinues

Strong recognition for the Program continued during the year. The Program was nominated as a finalist in both the Banksia
Environmental and Australian Corporate Sustainability Awards. In the previous year, the Company was invited to present at
the annual Kyoto Protocol's Conference of the Parties [COP3) Conference in Milan. Strong NSW Government endorsement of
the Program was also achieved during the year

The CO2 Group director Andrew Grant continues to be invited to present at industry forums as well as climate change
conferences both domestically and internationally.

Enhancement of Intellectual Property and Scalability

Buring the finaneial year, the Company (and its related entities) have significantly enhanced its inteflectual property (1P} in
relation to the carbon sequestration characteristics of mallee eucalypts as well as other refated areas. All IP research and
development programs were undertaken by third parties. Further P research and development programs are scheduled during
the current financial year.

Considerable funding has been applied in further advancing the short term scalability of the Program, the benefits of which
will be realised in the years to come.
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Joint Product Development Deed

During the year, the Company successfully
negoiiated an agreement with Macguarie Bank
Limited (Macguarie] to iointly develop financisi
products relating to the CO2 AUSTRALIA™
Carbon Seguestration Program. The agreement
sets out the terms under which the Company 7
and Macquarie would develop product proposals
and the process and respective obiligations of
both parties for a product offering.

Bisposal of Exploratien interests.

As highlighted during the vear, the Company
successfully disposed of all of its mineral
exploration interests 1o Western Australian
Resources Limited fWAR}, which was strongly
supported by the Company's existing 2005 NSW Plantings
shareholder base via a pro-rata capital raising by

WAR. This sale has completed the transformation of the Company from a mineral exploration company to an exclusively
environmental services company specialising in the rapidly emerging carbon consirained economy via its Program as well as
achieving the Company's corporate goal of creating a leading socially responsible investment company.

Brief Overview of Project

G2 Group's COZ AUSTRALIA™ Carbon Seguestration Program is unique and offers a low cost solution to meeting the

chalienges associated with mitigating the effects of climate change.

. . . Biological Carbon Sequestration
The CO2 AUSTRALIA™ Carbon Sequestration Program involves the production

of carbon credits from long-term Mallee Eucalypt plantings. The carbon
dioxide absorbed by the growing of trees is permanently removed from the
atmosphere and converted into the biomass of the tree froots, stems, foliage]
through a process known as "carbon sequestration”. with such forestry
projects commonly referred 1o as carbon sinks. The amount of carbon
sequestered can be measured to generate carbon credits that can be soid to
targe corporations or government utiiities under existing voluntary and
mandatory greenhouse gas emission reduction programs or potential new
programs.

bdallee Eucalypts are a tree species indigenous to southern Australia. They

are long lived, have a large lignotuber [underground stem), and rapidly %
. . Thrmu;r_\ photasyniliess
regenerate if the above ground stem is damaged, for example by fire. carbes § stored {seguesteind)
. . . in che Ieaves_.smm\mms.
Mallees can aiso survive long periods of drought and are a proven plantation etar and scil.

species that thrive in poor seils and low rainfall areas such as the wheat belt
regions of southern Australia where reforestation is required to address one
of Australia’s greatest environmental threats - dry land salinity.

Australia faces an increasing impact on its agricultural productivity, water
quality and environmental health as a result of dry land salinity.

The Federal Government has stated that salinity and water conservation are considered to be "iwo of the most serious
resgurce management issues threatening Australia’s rural industries, regional communities and our unigue environment™. The
Couneil of Australian Governments has stated that the total cost of land and water degradation is approximately A$3.5 billion
per annum®. The National Land and Water Resources Audit estimates that the area of land in Australia with shallow water
tables, that is at risk of being salt affected, is currently 5.7 miilion hectares and will exceed 17 mililon hectares by 2058 if no
action is taken now.

Much of the effort to date to address these significant environmental problems has been by the Federal and Sfate
Governments funding the reintroduction of deep rooted perennial vegetation systems back into rural landscapes which have
been extensively cleared for agriculture. Funding commitments in these areas total A$5.4 billion.

* Commonwealth Environment Expenditure 2003-04
* COAG Communigue, 3 November 2003
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Company Performance

As noted earlier in this Report, the Group has impiemented and further
commerciatised its C02 AUSTRALIA™ Carben Sequestration Program in
NSW. Revenue generated during the reporting period was interest
received on cash deposits as well as agency fees generated in relation
to on-ground operations required for the current Eraring Energy
planting being established.

The Company's share price has fluctuated during the year as various
announcements have been made with respect to new contracts, other
matters of significance and general market volatility. The direciors
have during the year continued to develop the Group's interest in
carben sinks and expect that the coming financial year may well see
reverive from further operations being generated.

The directors do not believe that they are able to provide any further
comment or provide any predictions on the Group's fuiure
performance without poteniially misieading shareholders and the
general investment community.

Review of Financial Conditions Representutive Leanne Anderson C02 Australio ond

fondowner site inspection of 2004 pluntings
The Company is well funded for its current operations with $4.6 million

in cash reserves and the current planting for the Eraring Energy
contraet is a fully funded by Eraring Energy.

Changes in state of affairs

Buring the financial year there was no significant change in the state of affairs of the consolidated entity other than that
referred to in the financial statements or notes thereto.

Subsequent events

There has not been any matier or circumsiances, other than that referred to in the financial statements or notes thereto, that
has arisen since the end of the financial year, that has significantly affecied, or may significantly affect, the operations of the
consclidated entity, the resulis of those operations or the state of affairs of the consolidated entity in further financial years.

Future developments

The Company has continued with the commercial development of its C02 AUSTRALIA™ Carbon Sequesiration Program, with
the commencement of its second planting program in NSW as contracted with Eraring Energy. On-ground operations for this
planting were weil advanced at the end of the financial year. The Company will continue to look for new opportunities for its
Program as weill as investigating other commercial opportunities in the environmental services industry

Dividends

The Directors of CO2 Group Limited do not recommend the payment of a dividend and no dividends have been paid or declared
since the commencement of the year,
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Share options

Share optiens granted to directors and key management persannel

Buring and since the end of the financial year an aggregate of 4,500,000 share opifons were granted fo the following directors
and key management personnel of the company:

- Directors . . _
. MB Hemmeriing

LOD Mitchell -

. DtherKey
© Mamagement

- Persomnel
A Shitkin L

_'_'COE Smﬁp Limited

- (02 Group Limited .

002 Group Limited 2000000 -

Share options on issue at year end or exercised during the year

Details of unissued shares or inferests under option are:

002 Group Limited

) .._:_m?k?:s:;mz__":---. :._f}rdiﬂary : L Agifaom L
- 02 Group bimited . " 2,500,000 rdinary " TUasfTf2009
CQZ Graup Lirnited . 2000000 - :-----f}rdinary L . .....15“”'2909

Details of shares or inferests issued during the financial year as a resuif of exercise of an option are:

(02 Group Limited 2,250,000 Ordinary 450,000

Indemnification of officers and auditors

Buring the financial year, the company paid 2 premium in respect of a contract insuring the directors of the company {as
named above), the company secretary, Mr H R Whitcombe, and ali executive officers of the company and of any related body
corporate against a liability incurred as such a director, secretary or executive officer to the extent permitted by the
Corperations Act 2001. The contract of insurance prohibits disclosure of the nature of the liability and the amount of the
premium.

The company has not otherwise, during or since the financial year, indemnified or agreed to indemnify an officer or auditor
of the company or of any related body corporate against a liability incurred as such an officer or auditor.
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Birectors’ meetings

The following table sets out the number of directors’ meetings heid during the financial year and the number of meetings
attended by each director. During the financial year 10 board meetings, 1 remuneration committee meeting and 1 audit
committee meeting were held.

| I N Trahar..
I McAuliffe
H R Whitcombe |
M Hezﬁm:{_f_iné
CMitchell g e S
W T B o S s e

Birectors’ shareholdings

The following table sets out each director's relevant interest in shares, converting preference shares or options in shares of
the company as at the date of this report.

N Trahar
3 Mehuliffe .
EH_ R Whitcombe .
‘W B Hemmerling

67737796
TBBELES

50000000 " B7.737,796
LGEEBEE . 1666668
L UBSSSEST 4485157
e 500,000 -
€D Mitehelf - G e _ QB0 T
AT Brant o T T T e e

Remuneration report
Remuneration policy for directors and executives

The long term performance of the CO2 Group depends on quality directors and executives appointed o the Group. The Group
is gradually moving from development mode to operations. The direciors had been of the view that to set firm policies on
remuneration during the development phase would be inappropriate, as a consequence remuneration has been determined on
a case by case basis. As the Group moves to operations a Remuneration Committee has been appointed and is currently
developing a Remuneration Policy for the Group as a whoie. The Policy is likely 1o consider base salary levels, performance
based salaries and linking rewards to shareholder value. More detail wili be provided on the Group’s web site once completed.

Remuneration Committee

With the Group moving into operations and with an increasing work force along with the appointment of two non-executive,
independent directors, the Board has appointed a Remuneration Committee. The members of the Committee are:

Br Chris Mitchell {Chairman} - Non-executive director;
Br Mal Hemmerling - Non-executive director; and
Mr fan Trahar - Executive director

The Remuneration Committee will determine the remuneration of current and future direciors and executive employees.
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Non-Executive Director Remuneration

The shareholders of €02 Group Limited on 26 October 2001 approved, for the purposes of the ASX Listing Rules and CO2
Group's Constitution, maximum aggregate directors’ fees of $250,000, with such fees to be allocated to the directors as the
hoard of directors may determine.

The Board determined the remuneraiion payable 1o the two recently appoinied non-executive directors. The remuneration
covers the non-executive directors for both their work as a director and as a member of any committees. The board
recommended o shareholders at the last Annual General Meeting that options be issued to the two non-executive directors
as part of their remuneration package in lieu of higher cash remuneration in order to preserve the consolidated entity's cash
resources and reduce ongoing costs.

The Board at the time of appointing the twe non-executive directors assessed the remuneration packages payable 1o its non-
executive directors with those paid 1o non-executive directors with comparable expertise, experience and duties in companies
of comparable size and stage of development as the consolidated entity. Based on this assessment, i was the Board's view
that the remuneration package, including the number of opiions to be issued to Br Hemmerling and Dr Mitchell, is appropriate
and within acceptable remuneration levels for non-executive directors.

The Board considered at the time that whilst in development phase it was, and continues to be, focused on preserving its cash
flows. The decision to issue the options to br Hemmerling and Or Mitcheli in liew of a higher cash director's fee is consistent

with this obiective.

To retain persons of the quality and experience of Dr Hemmerling and Dr Mitcheli, the Board believes that it was appropriate
to issue the options.

The options were issued at an exercise price which represents a significant premium to the market price at the time of issue.
Accordingly to benefit from the options, the company's share price must exceed the exercise price before the options expire.
The options are not transferable without Board approval and so it is unlikely any value can be obtained by the holders of the
options without exercising the options.

The Remuneration Committee will determine the remuneration of future non-executive directors.
Betails of key management personnel
The key management personnel of C02 Group Limited during the vear were:

* | N Trahar {Executive Chairman)
* H R Whitcombe (Direcior
* | McAuliffe (Director)

* AW T Grant {Managing Director of C02 Australia Limited and appointed a Birector of £02 Group Limited on 27
January 2006}

* Or M B Hemmerling {Non-Executive Director], appointed 4 July 2005

* Or € D MitcheH [Non-Executive Director}, appointed 27 july 2005

* Aaron Soanes {General Manager Operations, €02 Australia Limited}

* Ashley Shiikin [Chief Financial Officer, C02 Australia Limited), appointed 1 March 20086

Key management personnel compensation policy

Remuneration has been determined after the Remuneration Committee, for executive directors, and the board, for group
executives, has investigated current market ferms and conditions. The board has been considering an Executive Bonus Scheme.
The Remuneration Committee will develop o conclusion and then implement such a Scheme. This Scheme will be put to
shareholders for approval.

As at the date of this Report there is no formal performance condition included in any key management personnel’s
remuneration package.
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Key management personnel compensation
The aggregate compensation of the key management personnel of the consolidaied entity and the company is set out below.

) . 2008
| s | R $ . s
Short-term employee benefits 1,053,086 . 916,785 S 854,984 813,578
S 104,430 89,240 ' 86,382.° 79,951

Post-empioyment benefits

Other long-term benefits

Termination benefits Rt _ S
Share-based payment 1,375,207 1,167,082 814,215 1,001,353
2332728 247301 4755581 1,894,882

The compensation of each member of the key management personnel of the consoiidated entify is set out below.

261,428 -
Cerars

ERRRT A7
S TIE5E3
186,178
132,486

28529 e
e 18837

Le a8
Leaer
Ceaam

" 1rahar .. 237,800 7
- H Whitcombe " - 179,141 "
b McAuliffe 178,141
CAGrant{). . 184578 L
- M Hommeding{i} 34,567 -
¢ Mitchelt {ii) . . 30,694
. -Managemc_n_t___ :
S Bersonnet oo e
A Soanes filfiv) - 163,637
CAShitkin i) - 24465 -
otal oo 034,124 HLO00

UEeIE

L tsgas el Srzager e aeaers -

187,200 . . 213867

- 2,202
> .8,9{33 108430 T - 1175207 ] - P

D 268,466 -
L3059
" 213059 -

- a.ae6
18019 0
8019 -

ltrahar 238200 e
-H Whitcombe(v} | 174,039 - 20000 -
-3 McAudiffely) - 174,039 . 20000

- Pther ey .

- Management |
CPersonnet -0 UL
CAGrant (i) 170,299 -
- A Soanes () '

298 20000 e e IBBAE T e T T e T o UR2H298
A - 165,729 278,220

Poygl TgseI8Y 60000 - - ge2e0 - - 1167082 - L zanaan
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fi} Usted Options exercisable at $0.12, expiring on 12 November 2011

* Mr Grant was granted a one-off issue of 7,400,000 listed options exercisable at $0.12 subject to the foilowing escrow
provisions:

« 2,450,000 escrowed 1o 3 Sepiember 2005
= 2,450,000 escrowed o 19 January 2006, and
% 2,600,000 escrowed 1o 19 January 2007,

* The listed options granted to Mr Soanes are issued as foliows:
# 340,000 on 15 November 2005
# 340,000 on 15 November 2008; and
= 320,000 on 15 November 2007.

(it} Unlisted Options exercisablie at $0.32, expiring on 17 November 2008.

* [r Hemmerling and Mr Mitchell were granted 1,500,000 and 1,000,000 shares respectively pursuant o a resclfution of
sharehoiders at the 2005 Annual General Meeting.

{1t} Unlisted Options exercisabie at $0.33, expiring on 28 February 2010,

* [r Shilkin was granted 2,000,000 share options pursuani to his employment contract when he commenced employment
on 1 March 2006.

fiv) Mr Soanes was awarded a $10,000 bonus on 14 December 2006 for successful completion of the first planting.

fv] H R Whitcombe, ] McAuliffe, and A W T Grant were each awarded a $20,000 bonus in January 2005 in recognition of the
group obtaining accreditation under the New South Wales Greenhouse Gas Abatement Scheme and the signing of the
group's first carbon credit contract.

Contracts for services of key management personnel

Remuneration has been determined after the Remuneration Committee, for executive directors, and the board, for group
executives, has investigated current market terms and conditions. The board has been considering an Executive Bonus Scheme.
The Remuneration Committee will develop to conclusion and then implement such a Scheme. This Scheme will be put to
shareholders for approval.

As at the date of this Report there is no formal performance condition included in any directors’ or executives' remuneration
package. Service Agreements have been entered into by all executive directors and certain specified executives. Summarised
below are the major terms of those agreements:

IN Trahar, 3 McAuliffe and HR Whitcombe (Executive directors)

* Term of agreement — no fixed term;

» Base salary which includes superannuation is reviewed annually fminimum increase of CPIj;

* Employer may terminate employment on giving twelve months notice and in the event of early termination at the option
of the emplover, by payment of a termination benefit equal to 70% of base salary for the unexpired period of notice
however if termination is post 5 fuly 2006 then the unexpired benefit will be 100% of base salary. The employee may
terminate on giving three months notice.

AWT Grant (Managing director of subsidiary CO2 Austraiia Limited and executive director of CO2 Group Limited)

* Term of agreement — no fixed term;

# Base salary which includes superannuation is reviewed annually {minimum increase of CPI};

» Employer may terminate employment on giving six months notice and In the event of early termination at the option
of the emplover, by payment of a termination benefit equal to six months of base salary for the unexpired period of
notice;

* [n the event of redundancy, six months base salary is to be paid plus payment equivalent to three weeks of base salary
for each completed year of service;

* One-off issue of 7,400,000 opfions exercisable at $0.12, as approved by shareholders, escrowed as noted above;

* From 1 February 2006 all running costs relating to Mr Grant’s motor vehicle are paid by the company, including the
monthiy hire purchase payments on the vehicle.
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Al Soanes {Manager of Operations, CO2 Australia Limited)

Term of agreement - no fixed term;

Base salary which includes superannuation is reviewed annually [minimum increase of CPij;

Emplover or employee may terminate employment on giving one menths notice;

In the event of redundancy, six months base satary is to be paid plus payment eguivalent to three weeks of base salary
for each completed year of service;

* |ssue of 1,000,000 options exercisable at $0.12, expiring 12 November 2011 and issued as noted above.

»
»
»
»

A Shilkin {Chief Financial Qfficer, £02 Australia Limited}

Term of agreement - no fixed term;

Base salary which includes superannuation is reviewed annually [minimum increase of CPIj

Employer or empioyee may terminate employment on giving one months notice;

In the event of redundancy, six months base salary is to be paid plus payment equivalent to three weeks of base salary

for each completed vear of service;

* |ssue of 7,000,000 options exercisable at $0.33, expiring 28 February 2010 and issued upon commencement of
employment. The issue of these options is not performance based.

* The options were issued at an exercise price which represents a significant premium to the market price at the time of

issue. Accordingly to benefit from the options, the company's share price must exceed the exercise price before the

options expire. The options are not transferable without Board approval and so it is unlikely any value can be obtfained

by the holders of the options without exercising the options.

- % »

Options issued to Messrs Grant and Soanes are not broadly based performance orientated. Both are experis in the field in
which they operate and the board took the view that the best way to encourage these experts was to provide them with an
opportunity to participate in the growth of the consolidated entity which will be generated directly from their endeavours.
All shareholders will benefit from the results which will be achieved through these two executives’ efforts. This is a growing
business and quality people are required to grow the business.

On 14 fanuary 2005 bonuses were paid to two directors J McAuliffe and HR Whitcombe and specified executive AWT Grant
in recognition of the Group gaining acereditation under the New South Wales Greenhouse Gas Abatement Scheme and the
signing of the Group's first Carbon Credit contract. On 14 December 2005 Mr Soanes was paid a bonus of $10,000 for
successful completion of the first planting season.

The Remuneration Commitiee will revise the remuneration practices and develop policy for future appoiniments and
determine performance based salary increases and bonuses, bearing in mind the size of the Group and the need to ensure
quality staff are employed and retained.

Value of options issued fo directors and key management personnel

The following table discloses the value of opilons granted, exercised or lapsed during the year:

- HHrectors., e
M B Hemmerfing " 1485

€D Mitchelt
‘Key Management
Personnel

148500
98000 .

A Shilkin T 18?290 S FETR o
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Value of options ~ basis of calculation
{1} No options were exercised during the year,
{2} The total value of options granted, exercised and lapsed is calcutated based on the following:

* Fair value of the option at grant date muitiplied by the number of options granted during the year; plus

* Fair value of the option at the time it is exercised multiplied by the number of options exercised during the year;
pius

* Fair value of the option at the fime of lapse multiplied by the number of opiions lapsed during the year.

{3} The value of the options granted during the period is recognized in compensation over the vesting period of the grant in
accordance with Australian Accounting Standards. This requires that the value of the options is defermined af grant date, and
are included in compensation on a proporiionate basis over the vesting period. Where the options immediately vest, the full
value of the option is recognised in compensation in the current year,

Non-audit services

The directors are satisfied that the provision of non-audit services, during the year, by the auditor {or by another person or
firm on the auditor's behaif} is compatibie with the general standard of independence for auditors imposed by the
Corporations Act 2001,

Details of amounts paid or payabie to the auditor for non-audit services provided during the vear by the auditor are outlined
in note 6 to the financial statements.

Auditor’s independence declaration
The auditor's independence declaration is included on page 16 of the financial report.
Signed in accordance with a resolution of directors made pursuant to s.298{2) of the Corporations Act 2001,

On behalf of the Directors

Direcior

Perth, 29 September 20086
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in accordance with section 307C of the Corporations Act 2061, [ am pleased to provide the

following declaration of independence to the directors of CO2Z Group Limited.

As lead audit partner for the audit of the consolidated financial statements of CO2 Group Limited
for the financial year ended 30 June 2006, [ declare that to the best of my knowledge and belief,

there have been no contraventions of!

(1} the auditor independence requirements of the Corporations Act 2001 in relation to

the audit; and

(ii} any applicable code of professional conduct in relation to the audit.

Yours sincerely

Daleitte Toveha Tobematsn

DELOITTE TOUCHE TOHMATSU

Peter Rupp
Partner
Chartered Accowitants

Liability Hmited by a scheme approved under Professional Standards Legislation.
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Scope
The financial report, compensation disclosures and divectors’ responsibility

The financial report comprises the balance sheet, income statement, cash flow statement, statement of
recognised income and expense, a summary of significant accounting policies and other explanatory
notes and the directors’ declaration for both CO2 Group Limited (the company) and the consolidated
entity, for the financial year ended 30 June 2006 as set out on pages 19 to 537. The consolidated entity
comprises the company and the entities it controlled at the year’s end or from time to time during the
financial year.

As permitted by the Corporations Regulations 2001, the company has disclosed information about the
compensation of key management personnel {“compensation disclosures™) as required by paragraphs
Aus 25.4 to Aus 25.7.2 of Accounting Standard AASB 124 Related Party Disclosures (“AASB 1247),
under the heading “remuneration report” on pages 9 to 15 of the directors” report, and not in the
financial report.

The directors of the company are responsible for the preparation and true and fair presentation of the
financial report in accordance with Accounting Standards in Australia and the Corporations Act 2001.
This includes responsibility for the maintenance of adequate financial records and infernal controls
that are designed fo prevent and detect fraud and error, and for the accounting policies and accouniing
estimnates inherent in the Nnancial report. The directors are also responsible for the preparation and
presentation of the compensation disclosures contained in the directors’ report in accordance with the
Corporations Regulations 2001,

Audit approach

We have conducted an independent audit of the financial report and compensation disclosures in order
to express an opinion on them to the members of the company. Our audit has been conducted in
accordance with Australian Auditing Standards to provide reasonable assurance whether the financial
report is free of material misstaternent and the compensation disclosures comply with AASB 124, The
nature of an audit is influenced by factors such as the use of professional judgement, selective testing,
the inherent limitations of internal controls, and the availabality of persuasive rather than conclusive
evidence. Therefore, an audit canmot guaraniee that all material misstatements have been detected.

We performed procedures to form an opinion whether, in all material respects, the financial report is
presented fairly in accordance with Accounting Standards in Australia and the Corporations Act 2601
S0 as to present a view which is consistent with our understanding of the company’s and the
consolidated entity’s financial position, and performance as represented by the resuits of their
operations, their changes in equity and their cash flows and whether the compensation disclosures
comply with AASB 124.

thmmiber of

Dedodie Towdhe Tohemats

Liability Hmited by a scheme approved under Professional Standards Legislation.
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Our procedures included examination, on a test basis, of evidence supporting the amounis and other
disclosures in the financial report and the compensation disclosures in the directors’ report, and the
evaluation of accounting policies and significant accounting estimates made by the directors.

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

The audit opinion expressed in this report has been formed on the above basis.

Audit Opinion
In our opinion:

(1} the financial report of CO2 Group Limited s in accordance with the Corporations Act 2801,
including:

(1} giving a true and fair view of the company’s and consolidated entity’s financial position
as at 30 June 2006 and of their performance for the year ended on that date; and

(1y  complying with Accounting Standards in Australia and the Corporations Regulations
2001 and

(2}  the compensation disclosures that are contained on pages 9 to 13 under the heading

“remuneration report” of the directors’ report comply with paragraphs Aus 25.4 to Aus 25.7.2 of
Accounting Standard AASB 124 Related Party Disclosures.

Daleitte Toveha, Tobematsn

DELOITTE TOUCHE TOHMATSU

Peter Rupp

Partner

Chartered Accountants
Perih, 29 September 2006
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DIRECTORS BECLARATION

The directors deciare that:

fa)  in the directors opinion, there are reasonable grounds to believe that the company will be able to pay its debts as and
when they become due and payabie;

fb]  in the directors’ opinion, the attached financial statements and notes thereto are in accordance with the Corporations
Act 2001, including compliance with accounting standards and giving a true and fair view of the financial position and
performance of the consolidated entity; and

fc]  the directors have been given the declarations required by 5.2954 of the Corporations Act 2001,

Signed in accordance with a resolution of the directors made pursuant to s.295(5) of the Corporations Act 2001,

On behalf of the Directors

1

Mw«m,ér -

H R Whitcombe
Birecior

Perth, 29 September 2008



INCOME STATEMENT FOR THE FINANCIAL YEAR ENDED 30 JUNE 2006

Revenue

{ther Income

Employee benefits expense
Depreciation and amoriisation expense
Consuiting expenses

Finance costs

tegal fees

Travel

insurance

Rent

Research & development
{ther expenses

Less before income tax
income tax fexpenselfbenefit

Less for the period attributable to
members of the parent entity

Earnings per share:
Basic {cents per share

Diluted {cents per share)

CO2Z2 GROUP LIMITED

$ % $
2 :5.3 100,000 ST -
2 793,509 . 598356 1093605 907076
E3266873}.:"- (2,679,046) f.{_z,__sa_eg;,a_so_}____"- (2,040,351}
Lpanz) (9es8) o (e3en) - (4570)
{139184}.:: (130539 (34748 . (13122)
ﬁ”%}“”: ar A & )
{557,579} (1.391.002) {130 3?1}___’ (661,406}
{273 859}___.. (174841) (141,402 (93.386)
(88,208} - (52.818) {47859}__:-. (48,063)
{180_9_88}_"- (33.418) - {ne 642) © (82.894)
{83144}_'? (384.404) Q__ )
(e31521)  (652088) _ (208,562)  (349.487)
2 n 418865}_::' (4921214)  {1,580371).  (2,386,203)
3 20404 012035 227285 229,347
(1398461 (4009.179)  (1,353,086)  (2,156,856)
72 (2.077)
72 L oTo08) (2.077)

Motes 1o the financial statements are included on pages 24 ic 58,
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BALANCE SHEET AS AT 30 JUNE 2006

Current assets
Cash and cash equivalents

Trade and other receivables
Other finaneial assets

Other

Total current assets
Non-current assets

Other financial assets - investments
Property, plant and equipment
Intangible assets

Deferred tax assets
Inventory

Other

Total non-current assets
Total assets

Current liabilities

Trade and other payables
Borrowings

Provisions

Total current liabilities
Non-current lizbilities
Borrowings

Total non-current lizbilities
Total ligbifities

Net assets

Equity

lssued capital

Reserves

Accumulated losses

Total Eguity

Note

10
11
12

13
14

15
18
17

19
20
21

CO2 GROUP LIMITED

g $ %
éf'_-é,aé;;,_zsz_;__ - 9,068,488 jf%_,f_)_f;_ﬁ,z_‘zz._"_ 3,692,508
3 ""'_33_74,?33_'_':_ 21207 :_-3112_7_7___'_ -

773 5,681 773 4,132
TIA51016 40488 34177 37.461
6,690,756 9,139,885 4,172,438 3,734,101
}ff__z,_qzza_,z};g_ . 668745 11,802,365 11,889,266
| :_ﬁ '_-%_!_GIE_?Q;SS_Q_ 2230117 :_ﬁ '#0,4_33 : 41,005
:;_;_9_8‘3__80_ © eos088 o o N
f_'_":'z__,za{)_,c_%zz . 1,269,688 f_'_'.'fé_e_s_,_aoz 795819
Comgar 1s3sE -

""" 24,000 24,000 24000 24000
7669434 4,939,185 12275606 12,750,090
14,360,190 14.079,070 16,448,045 16,484,191

80242, 786821 123718 117,867
CUB4908 14188 UL .
79,556 1737619388 102714
814706 898485 273,108 220381

220847 63,586 - -
E—— e - -
1038258 96207 273406 220381
13324937 13,116999 16174939 16263810
.:2:2_,_7_51 ,QQ_B_"_'I-. 22,301,006 ::2___2__,_?_53.,066___.' 22,301,008
4514861, 3358262 | 3,946273 3,132,058
(13.940730)  (12,547268)  (10,522340)  (9.169,754)
13324937 13116998 16174939 16263810

Notes to the financial statements are included on pages 24 to B8,
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CO2Z2 GROUP LIMITED

STATEMENT OF CHANGES IN EQUITY FOR THE FINANCIAL YEAR ENDED 30 JUNE 2006

$ $ $ $
SHARE CAPITAL e SR
Balance at start of period 22 301,006 19,567,434 22,30?,{){}5 19,967,434
issues of share capital 458 000 | 2,333,572 ._ 450.000 . 2,333,572

Total share capital '22,751,006' 22301006 22,751,006 22,301,006

ACCUMULATED LOSSES

Balance at start of period {12 542, 259 ) © 18,533,080) '_{9 169, 254

} } {7.012,398)
Loss for the period (1.398.461) (4008179} (1353 086) © (2,156,856)
Total income and expense for the vear {! 398,461} ) {4,009,179) .{‘E 353 086} .. {2,156,856)
Balance at end of period {13 340 ?30} | 12,542,269} {14,522 340} {8,169,254]
OPTION PREMIUM RESERVE D _ L
Balance at start of period . .1,8__70,705 | 1,670,705 _...3._,670,705 . 1,670,705
Balance at end of period ..”.1,670,?05 . 1,670,705 “.3,670,705 . 1,670,705
EQUITY SETTLED BENEFITS RESERVE L
Balance at start of period 1,687,557 460,000 }-_'_'}.,46?_,_3_5_3 460,000
Share-based payments .""..1..356,399 © 1,227.557 ém,z‘ts " 1,001,353
Balance at end of period 2843956 1.687.557 2275568 1461,353

Motes 1o the financial statements are included on pages 24 ic 58.
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CASH FLOW STATEMENT FOR THE FINANCIAL YEAR ENDED 3¢ |UNE 2066

CO2 GROUP LIMITED

Note D06 J06 .
....... g s g N

Cash flows from operating activities : _. _ -
Receipts from customers E_."_f.%_,__?_SO,‘E 86 - -
Interest and other costs of finance paid {17,796} . {(v772y .o LT - -
Payments to suppliers and employees .'{G,I‘E 26,740} ' £3,642,627) .{!,878,5903 . {1,832,448)
Net cash used in operating activities 28{b} ."{3.014.359} : (3,644,299)  {1,878,890) .' {1.832,448}
Cash flows from investing activities R e
Interest received 579,078 174,757 438,835
Proceeds from repayment of
inter-company ioans A, - ;_"-1_,5__65,7.78___"' -
Payment for property, plant and equipment {2,2{}0,918} ; (2,190,336} 5,775) {33,470}
Payment for intangible assets o {553,750) — {9,758,204}
Receipts from related parties - 57,634 -
Cash paid for explorationecosts T - 1,147y 0 ~ {1,147)
Net cash provided byf{used in] T - S
investing activities {1.839,884] f2,166,155) 1,792,394 {9,353,986})
Cash flows from financing activities R o
Proceeds from issues of equity securities 2,333,572 450,000 2,333,672
Net cash flows provided by financing activities “””450,900 . 2,333,572 450,000 2,333,672
Net {decrease)fincrease in cash and A S
cash equivalents 14,404,234} - {3,476,880] .. 383,704~ {B.852,862)
Cash and cash equivalents at the . .. P : L
beginning of the year 9,068,488 - 12,645,370 3,692,5{38 12,545,370
Cash and cash equivalents at . —
the end of the year 28fa) 4,664,254 9,068,488 4,056,212 3,682,608

Notes to the financial statements are included on pages 24 to B8,
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CO2 GROUF LIMITED
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CO2 GROUP LIMITED

notes to the financial statements

ESUMMARY OF ACCOUNTING POLICIES

Statement of Compliance

The financial report is 2 general purpese financial report which has been prepared in accordance with the Corporations Act
2001, Accounting Standards and Urgent issues Group Interpretations, and complies with other requirements of the law.
Accounting Standards include Australian equivalents to International Financial Reporting Standards {'A-IFRS’). Compiiance
with the A-IFRS ensures that the consclidated financial statements and notes of the consolidated entity comply with
International Financial Reporting Standards {'IFRS'}. The parent entity financial statements and notes also comply with IFRS
except for the disclosure requirements in 1AS 32 “Financial Instruments: Disclosure and Presentation’ as the Australian
equivatent Accounting Standard, AASB 132 ‘'Financial Instrument: Disclosure and Presentation’ does not require such
disclosures to be presented by the parent entity where its separate financial statements are presented together with the
consciidated financial statements of the consolidated entity.

The financial statements were authorised for issue by the directors on 29 September 2006,
Basis of Preparation

The financial report has been prepared on the basis of historical cosi, except for the revaluation of certain non-current assets
and financial instruments. Cost is based on the fair values of the consideration given in exchange for assets.

in the application of A-IFRS management is required to make judgements, estimates and assumptions abeut carrying values
of assets and itabilities that are not readily apparent from other sources. The estimates and associated assumptions are based
on historical experience and various oiher factors that are believed to be reasonable under the circumstance, the results of
which form the basis of making the judgements. Actual resuits may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions fo accounting estimates are
recognised in the period in which the estimate is revised if the revision affects only that period, or in the pericd of the revision
and future periods if the revision affects both current and future periods.

judgementis made by management in the application of A-1FRS that have significant effects on the financial statements and
estimates with a significant risk of material adjustments in the next year are disclosed, where applicable, in the relevant notes
to the financial statements.

Accounting pelicies are selected and applied in a manner which ensures that the resuiting financial information satisfies the
concepts of relevarice and reliability, thereby ensuring that the substance of the underlying transactions or other events is
reported.

The consoiidated entity changed its accounting policies on 1 july 2005 to comply with A-[FRS. The transition to A-IFRS is
accounied for in accordance with Accounting Standard AASB 1 ‘First-time Adoption of Australian Equivalents to International
Financial Reporting Standards’, with 1 Jfuly 2004 as the date of transition. An explanation of how the transition from
superseded policies to A-IFRS has affected the consolidated entity's financial position, financial performance and cash flows
is discussed in note 30.

The directors have also elected under 5.334(5] of the Corporations Act 2001 to apply Accournting Standard AASB 119 'Employee
Benefits' [December 2004, even though the Standard is not reguired to be applied until annual reporting periods beginning
on or after 1 fanuary 2006.

The accounting policies set out below have been applied in preparing the financial statements for the year ended 30 lune
2006 and the comparative information presented in these financial statements for the year ended 30 June 2005 and in the
preparation of the opening AIFRS Balance Sheet at 1 July 2004 {as disclosed in note 30}, the consolidated entity's date of
transition, except for the accounting policies in respect of financial instruments. The consolidated entity has not restated
comparative information for financial instruments, including derivatives, as permitted under the firsi-time adoption
transitional provisions. The accounting pelicies for financial instruments applicable to the comparative information are
consistent with those adopted and disclosed in the lodged ZD05 annual financial report. The impact of changes in these
accounting policies on 1 July 2005, the date of transition for financial instruments, is discussed further in note 1 {r}.

The directors have prepared the financial statements on a going concern basis, which contemplates continuity of normai
business activities and the realisation of assets and the extinguishment of liabilities in the ordinary course of business.

25



CO2Z2 GROUP LIMITED

notes to the financial statements

SUMMARY OF ACCOUNTING POLICIES wonyNuen)

Significant Accounting Policies

The following significant accounting policies have been adopted in the preparation and presentation of the financial repori:

(a)

(b}

Borrowings

Borrowings are recorded initially at fair value, net of transaction costs. Subsequent to initial recognition, borrowings are
measured at amortised cost with any difference between the initial recognised amount and the redemption vatue being
recognised in profit and loss over the perind of the borrowing using the effective interest rate method. Borrowing costs
are expensed when they are incurred.

Cash and cash equivalents

Cash and cash equivalents comprise cash on hand, cash in banks and investments in money market instruments, net of
sutstanding bank overdrafts. Bank overdrafts are shown within borrowings in current liabiiities in the balance sheet.

{c} Employee benefits

(d)

(e}

28

The directors have elected under s.3345} of the Corporations Act 2001 to apply Accounting Standard AASB 118 'Employee
Benefits’ and the consequential amendments effecied by AASE 2004-3 'Amendments to Australian Accounting Standards’,
even though these Standards are not required to be applied untii annual reporting periods beginning on or after 1 January
2008.

Proviston is made for benefits accruing io employees in respect of wages and salaries, annual leave, long service leave,
and sick leave when it is probable that settlement will be required and they are capable of being measured reliably.

Provisions made in respect of employee benefits expected to be settied within 12 months, are measured at their nominal
values using the remuneration rate expected 1o apply at the time of settlement.

Provisions made in respect of employee benefits which are not expected to be settled within 12 months are measured as
the present value of the estimated fulure cash outflows to be made by the consolidated entity in respect of services
provided by employees up to reporting date.

The company does not offer pension benefits to its empioyees.
Financial assefs

investmentis are recognised and derecognised on trade date where purchase or sale of an investment is under a contract
whose terms require delivery of the investment within the fimeframe esiablished by the market concerned, and are
initially measured at fair value, net of transaction cosis.

Subseguent to initial recognition, investments in associates are accounted for under the equity method in the
consolidated financial statements.

Other financial assets are classified into the following specified categories: ‘available-for-sale’ financial assets, and 'loans
and receivables' The classification depends on the nature and purpose of the financial assets and is determined at the
fime of initial recognition.

Available-for-sale financial assets

Certain shares held by the consolidated entity are classified as being available-for-sale and are stated at fair value less
impairment. Fair value is determined in the manner described in note 29. Gains and losses arising from changes in fair
value are recognised directly in the available-for-sale revaluation reserve, until the investment is disposed of or is
determined o be impaired, at which time the cumulative gain or loss previously recognised in the available-for-sale
revaluation reserve is included in profit or loss for the period.

Loans and receivabies

Trade receivables, loans and other receivables are recorded at amortised cosi {ess impairment.
Financial instruments issued by the company

Debt and eguity instruments

Debt and egquity instruments are classified as either liabilities or as eguity in accordance with the substance of the
contractual arrangement.



CO2 GROUP LIMITED

notes to the financial statements

b, SUMMARY OF ACCOUNTING POLICIES (conTinueD;

Transaction costs on the issue of equity instruments

Transaction costs arising on the issue of equity instruments are recognised directly in equity as a reduction of the proceeds
of the equity instruments fo which the costs relate. Transaction cosis are the costs that are incurred direcily in
connection with the issue of those equity instruments and which would not have been incurred had those instruments
not been issued.

interest and dividends

interest and dividends are classified as expenses or as distributions of profit consistent with the balance sheet
classification of the related debt or equity instruments or component parts of compound instruments.

{f) Goods and services tax
Revenues, expenses and assels are recognised net of the amount of goods and services tax {GST), except:

i. where the amount of GST incurred is not recoverable from the faxation authority, it is recognised as part of the cost
of acquisition of an asset or as part of an item of expense; or

ii. for receivables and payables which are recognised inciusive of G5T.

The niet amount of G5T recoverable from, or payable to, the taxation authority is included as parf of receivables or
payables.

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

(g} Impairment of assets

At each reporting date, and wherever there is an indication that the asset may be impaired, the consolidated entity
reviews the carrying amounis of its fangible and intangible asseis to determine whether there is any indication that those
assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the asset is estimated
in order to determine the extent of the impairment loss {if anyl. Where the asset does not generate cash flows that are
independent from other assets, the consoiidated entity estimates the recoverable amount of the cash-generating unit to
which the asset belongs.

Recoverable amount is the higher of fair value |ess costs to sell and value in use. In assessing value in use, the estimated
future cash flows are discounied to their present value using a pre-fax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset for which the estimates of future cash flows
have not been adjusted.

if the recoverable amount of an asset {or cash-generating unit} is estimated to be less than its carrying amount, the
carrying amount of the asset {cash-generating unit) is reduced to its recoverable amount.  An impairment loss is
recognised in profit or loss immediately, unless the relevant asset is carried at fair value, in which case the impairment
loss is treated as a revaiuation decrease to the extent that there is a previous revaluation reserve to absorb the decrease
{refer note H{n)}

Where an impairment loss subsequernthy reverses, the carrying amount of the asset {cash-generating unit] is increased to
the revised estimate of its recoverable amount, but only to the extent that the increased carrying amount does not exceed
the carrying amount that would have been determined had no impairment loss been recognised for the asset fcash-
generating unit} in prior years. A reversal of an impairment loss is recognised in profit or loss immediately, unless the
relevant asset is carried at fair value, in which case the reversal of the impairment loss is treated as a revaluation increase
{refer note H{n)}.

{h} Income tax
Current tax

Current tax is calculated by reference to the amount of income faxes payable or recoverable in respect of the taxable
profit or tax loss for the period. It is calculated using tax rates and tax laws that have been enacted or substantively
enacted by reporting date. Current tax for current and prior periods is recognised as a liability for asset} to the extent
that it is unpaid (or refundabie).

27
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CO2Z2 GROUP LIMITED

notes to the financial statements

SUMMARY OF ACCOUNTING POLICIES wonyNuen

Deferred tax

Deferred tax is accounted for using the comprehensive balance sheet liability method in respect of {emporary differences
arising from differences between the carrying amount of assets and liabilities in the financial statements and the
corresponding tax base of those items.

in principle, deferred tax liabilities are recognised for all faxable temporary differences. Deferred tax assets are recognised
1o the extent that it is probable that sufficient taxable amounts will be available against which deductible temporary
differences or unused tax losses and fax offsefs can be utilised. However, deferred tax assets and liabilities are not
recognised if the temporary differences giving rise to them arise from the initial recognition of assets and liabilities {other
than as a result of a business combination} which affect neither taxable income nor accounting profit.

Deferred tax liabilities are recognised for taxable temporary differences arising on investments in subsidiaries, branches,
associates and joint ventures except where the consclidated entity is able to conircl the reversai of the temporary
differences and it is probable that the temporary differences will not reverse in the foreseeable future. Deferred fax assets
arising from deductible temporary differences associated with those investments and interests are only recognised o the
extent that it is probable that there will be sufficient taxable profils against which to utilise the benefits of the temporary
differences and they are expected to reverse in the foreseeable future. Deferred tax assets arising from fax losses carried
forward are only recognised if it is probable there will be future taxable profit 1o utilise them.

Deferred tax assets and liabilities are measured at the tax rates that are expected 1o apply to the period{s} when the asset
and Tability giving rise to them are realised or setiled, based on tax rates (and tax laws} that have been enacted or
subsianiively enacted by reporting date. The measurement of deferred tax liabilities and assets reflects the tax
eonsequences that would follow from the manner in which the consolidated entity expects, at the reporting date, o
recover of settle the carrying amount of its assets and Habilities.

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation authority and
the companyfconsolidated entity intends to settle its current tax assets and iiabilities on 3 net basis.

Current and deferred tax for the period

Current and deferred fax is recognised as an expense or income in the income statement, except when it relates o items
credited or debited directly to equity, in which case the deferred fax is also recognised directly in equity, or where it arises
from the initial accounting for a business combination, in which case it is taken into account in the determination of
goodwill or excess.

Tax consolidation

The company and ali its whotly-owned Australian resident entities are part of a fax-consclidated group under Australian
taxation faw. COZ Group Limited is the head entity in the tax-consolidated group. Tax expensefincome, deferred tax
liabilities and deferred tax assets arising from temporary differences of the members of the tax-consclidated group are
recognised in the separate financiat statements of the members of the tax-conselidated group using the 'group ailocation’
approach.

Entities within the tax-censolidated group have entered into a tax funding arrangement and a fax-sharing agreement
with the head entity. Under the terms of the tax funding arrangement, C0Z Group Limited and each of the entities in the
fax-consolidated group has agreed to pay a tax equivalent payment to or from the head entity, based on the current tax
liability or current tax asset of the entity.

Assets held for sale
Assets classified as held for sale are measured at the lower of carrying value and fair value less costs to sell.

Such assets are classified as held for sale if their carrying amount will be recovered through a sale transaction rather than
through continued use. This condition is regarded as met only when a sale is highly probable, the asset or disposal group
is available for immediate sale in its present condition and when management is committed to the sale which is expected
o gualify for recognition as a completed sale within one year from date of classification.

intangible assets
intangible assets are stated at cost less accumulated amortisation and impairment.
Research and development costs

Expenditure on research activities is recognised as an expense in the period in which it is incurred. Where no internally-



CO2 GROUP LIMITED

notes to the financial statements

SUMMARY OF ACCOUNTING POLICIES (conTivuED)

generated intangibie asset can be recognised, development expenditure is recognised as an expense in the period as
incurred.

An intangible asset arising from development {or from the development phase of an internal project} is recognised if, and
only if, al of the following are demonstrated:

* The technical feasibility of completing the intangible asset so that it will be available for use or sale;
» The intention to complete the intangible asset and use or sell it;

* The ability to use or sell the intangible asset;

* How the intangible asset will generate probable future economic benefits;

* The availability of adeguate technical, financial and other resources to complete the development and to use or sell
the intangible asset; and

* The ability to measure reliably the expenditure atiributable to the intangible asset during its development.

This intangible asset will be amortised on a straight line basis over its useful economic life commencing on the date
that the asset is avaiable for use.

NGAC Accreditation

This intangible asset will be amortised on a straight line basis over its useful economic 1ife of 30 years commencing on
the date the asset is available for use.

An intangible asset arising from NGAC Accreditation is recognised if, and only if, all of the following are demonstrated:
* The technical feasibility of completing the Intangible asset so that it will be available for use or sale;

* The intention to complete the intangible asset and use or sell it;

* The ability to use or sell the intangible asset;

* How the intangible asset will generate probable future economic benefits;

* The availability of adeguate technical, financial and other rescurces to complete the development and to use or sell the
intangible asset; and

* The ability to measure reliably the expenditure atiribuiable to the intangible asset.
Leased assetfs

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards of
ownership to the jessee. All other leases are classified as operating leases.

Assets held under finance leases are initially recognised at their fair value or, if lower, at amounis equai to the present
value of the minimum lease payments, each determined at the inception of the tease. The corresponding liability to the
lessar is included in the balance sheet as a finance lease obligation.

Lease payments are apporiioned between finance charges and reduction of the lease obligation so as to achieve a
consiant rate of interest on the remaining balance of the liability. Finance charges are charged direcily against income,
uriless they are directly attributable to qualifying assets, in which case they are capitalised.

Finance lease asseis are amortised on a straight line basis over the estimated usefui life of the asset

Operating lease payments are recognised as an expense on a straight-line basis over the lease term, except where another
systematic basis is more representative of the time pattern in which economic benefits from the leased asset are
consumed.

Fayables

Trade payabies and other accounts payable are recognised when the consclidated entity becomes obliged to make future
payment resuiting from the purchase of goods and services.

{m)Principles of consolidation

The consclidated financial statements are prepared by combining the financial statements of all the entities that comprise
the consolidated entity, being the company [the parent entity) and its subsidiaries as defined in Accounting Standard
AASB 127 'Consolidated and Separate Financial Statements! Consistent accounting policies are employed in the
preparation and presentation of the consolidated financial statements.
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SUMMARY OF ACCOUNTING POLICIES conniMuen;

{n acquisition, the assets, liabilities and contingent liabilities of a subsidiary are measured at their fair values at the date
of acguisition. Any excess of the cost of acguisition over the fair values of the identifiable nei assets acguired is
recognised as goodwill. [f, after reassessment, the fair values of the identifiable net assets acquired exceeds the cost of
acquisition, the deficienicy is credited fo profit and loss in the period of acguisition.

The consciidated financiat statementis include the information and results of each subsidiary from the date on which the
company obtains control and until such time as the company ceases to control such entity.

in preparing the consolidated financial statements, all intercompany baiances and transactions, and unrealised profits
arising within the consolidated entity are eliminated in full.

{n) Property, plant and equipment

(o}

Plant and equipment, leasehold improvements and eguipment under finance lease are stated at cost less accumulated
depreciation and impairment. Cost includes expenditure that is directly attributable to the acquisition of the item. In the
event that settlement of all or part of the purchase consideration is deferred, cost is determined by discounting the
amounts payable in the fuiure 1o their present value as at the date of acquisition.

Depreciation is provided on property, plant and equipment, including freehold buiidings but excluding land. Depreciation
is calcuiated on a straight line basis so as {o write off the net cost or other revalued amount of each asset over its
expecied usefui life 1o is estimated residual vaiue. The estimated useful lives, residual values and depreciation method
is reviewed at the end of each annual reporting period.

The foilowing estimated usefui lives are used in the calculation of depreciation:
* leasehold improvements 30 years

* Plant and equipment 2 -15 years

* Equipment under finance lease & years

Forestry rights and plantation praject

These assets are stated at cost jess accumulated amortisation and impairment and will be amortised over their useful
economic lives of 30 years commencing on the date revenues are generated from the specific projects, being the date the
assets will be available for use.

Provisions

Provisions are recognised when the consclidated entity has a present obligation, the future sacrifice of economic benefits
is probable, and the amount of the provision can be measured reliabhy.

The amount recognised as a provision is the best estimate of the consideration required 1o settle the present obligation
ai reporting date, taking into account the risks and uncertainties surrounding the obligation. Where a provision is
measured using the cashflows estimated to settle the present obligation, its carrying amount is the present value of those
cashflows.

When some or all of the economic benefits required to settle a provision are expected to be recovered from a third party,
the receivable is recognised as an asset if it is virtually certain that recovery will be received and the amount of the
receivable can be measured refiably

An onerous contract is considered o exist where the consolidated entity has a contract under which the unavoidable cost
of meeting the contraciuai obligations exceed the economic benefiis estimated to be received. Present obligations arising
under onerous contracts are recognised as a provision 1o the extent that the present obligation exceeds the economic
benefits estimated to be received.

{p] Revenue recognition

30

Sale of goods

Revenue from the sale of goods is recognised when the consciidated entity has transferred to the buyer the significant
risks and rewards of ownership of the goads.
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SUMMARY OF ACCOUNTING POLICIES conminuen;

Rendering of services

Rewvenue from a contract to provide services including planting is recognised by reference to the stage of completion of
the contract.

Dividend and interest revenue

Dividend revenue is recognised on a receivable basis. Interest revenue is recognised on a time proporiionate basis that
takes into account the effective yield on the financial asset.

{0} Share-based payments

Egquity-setiled share-based payments granted after 7 Movember 2007 that were unvested as of 1 January 2005, are
measured at fair value at the date of grani. Fair value is measured by use of a binomial model in the case of unlisted
options. The expecied life used in the mode! has been adjusted, based on management’s best estimate, for the effects of
non-transferability, exercise restrictions, and behavioural considerations.

The fair value determined at the grant date of the equity-settled share-based payments is expensed on a straight-line
basis over the vesting period, based on the consclidated entity's estimate of shares that will eveniually vest.

Comparative information - financial instruments

The consciidated entity has elected not to restate comparative information for financial instruments within the scope of
Accounting Standards AASB 132 Financial Instruments: Disclosure and Presentation’ and AASB 139 ‘Financial
instruments: Recognition and Measurement’, as permitied on the first-time adoption of A-1FRS.

The accounting policies applied to accounting for financial instruments in the current financial year are detailed above.
The following accounting policies were applied to accounting for financial instruments in the comparative financial year:

{a} Accounts payable

Trade payables and other accounts payable are recognised when the consolidated entity becomes obliged to make
future payments resulting from the purchase of goads and services.

o,
=

Financial instruments issued by the company
Bebt and equity instruments

Debt and equity instruments are classified as either liabilities or as eguity in accordance with the substance of the
contraciual arrangement.

Transaction costs on the issue of equity instruments

Transaction costs arising on the issue of equity instruments are recognised directly in equity as a reduction of the
proceeds of the eguity instruments fo which the costs relate. Transaciion cosis are the costs that are incurred directly
in connection with the issue of those equity instruments and which would not have been incurred had those
insiruments not been issued.

Interest and dividends

interest and dividends are classified as expenses or as distributions of profit consistent with the balance sheet
classification of the related debt or equity instruments.

{c} Borrowings

Bills of exchange are recorded at an amount egual to the net proceeds received, with the premium or discount
amartised over the period until maturity. Interest expense is recognised on an effective yield basis.

Debentures, bank iocans and other ipans are recorded at an amount equal to the net proceeds received. Interest
expense is recognised on an accrual basis.

Ancitlary costs incurred in connection with the arrangement of borrowings are deferred and amortised over the period
of the borrowing.
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SUMMARY OF ACCOUNTING POLICIES wonyNuen

{d} Investments

investments other than investments in subsidiaries, associates and joint veniure entities are recorded at cost

Dividend revenue is recognised on a receivable basis. Interest revenue is recognised on a time proportionate basis that

takes into account the effective vield on the financial asset.

{e) Receivables

Trade receivables and other receivables are recorded at amounts due less any allowance for doubtful debts. Bills of

CO2Z2 GROUP LIMITED

notes to the financial statements

exchange are recorded at amortised cost, with revenue recognised on an effective yield basis.

The effect of changes in the accounting policies for financial instruments on the balance sheet as at 1 July 2005 s

NIL

Comparative information

Where necessary, comparative information has been adjusted fo ensure consisient disclosure with the current year.

PROFIT FROM OPERATIONS

{a) Revenue

Revenue from planting

(6} Other income

Interest revenue:
Bank deposits

Other:
Sale of tenements
Office services

EXpEﬂSE recovery

{c) Loss before income 1ax

toss before income tax has been arrived at
after charging the following expenses.

Finance costs:

Interest on loans
Depreciation of non-current assets
Legal Fees
Employee benefits expense:

Eguity settied share-based payments

Other employee benefits
Insurance
Listing & shareholder expenses
Operating lease rental expenses
Recruitment & reiocation
Research & development
Telephane

Travel

%
000, o = ]
356,127 594,931 439,146
157,635 TR -
______________ :  sssas ae7930
793,509 594331 1035370 907,076
1772 s -
74 19,844 76,342 4,570
557,579 1391002 130371 637,365
1,156,399 S 1,227,857 814215, 1,001,353
2110474 1451489 (1,179,835 . 1,038,998
.8B208 52818 .4 48,063
56925 0 172385 L5625 . 172,365
180,088 . 33,416 - 110,642 . 82,894
: ) 39,700 el -
384,404 L. -
o _ 35318 15950 " 22,485
273,859 174,841 141,402 93,386
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3. INCOMETAXES

(2) Incame tax recegnised in profit or loss
Tax expense/(benefit] comprises:
Current tax expense/{benefit)

Deferred tax expensef{benefit} relating
to the origination and reversal of Dl Do
temporary differences - 88472 0 {23817y © 93108 (5.:213)

Benefit of tax losses recognised ."HOS,S?G} {888,518} .{32{),390} {224,134]

Total tax benefit {20,404} T {912,035) {227285 {229,347

The prima facie income tax expernse
flbenefit) on pre-tax accounting

loss from operations reconciles to

the income tax expensef{benefit}

in the financial statements as follows:

Loss before tax (1418865)  (4921214) (1580371} (2,386,203)
fncome tax benefit calcuiated at 30% {425,680} . {1,476,364} . {_4__743_}_1_}___.':. {715,881]
Non deductible expenses CUiwe o mesrgsel . 186108
Share based payments 5_:_..3.48_!9;29_- . 368,267 244,285 - ':. 300,406
Legal Fees . 58412 - ' o B
Tax iosses not recognised {23,445} - RIRIOE 4 -
income tax benefit {20,404} T (912,035) {227285 {229,347

The tax rate used in the above reconciliation is the corporate fax rate of 30% payable by Australian corporate entities on
taxable profits under Australian tax law. There has been no change in the corporate tax rate when compared with the
previous reporting period.
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3. INCOME TAXES (CONTINUED

Taxable and deductible temporary differences arise from the following:

_-Gross _dcfcrred tax asscts

a2l
S (8,312
C(13g24)
C . 18,854 o
‘Interest Bearmg Liabifities. . S 23,333 59304, L 82,636
':Tax value of loss carry fmwards utilised Lotttsaageonr 108876 o 1,228,877

Accrued Income L UL
‘Property, plant and eqmpment e
‘Exploration Casts : '

L)
. (82,508)

Accruals
'-?mwsmns

e 1,269,668 20,404 - 1,290,072

‘Gross deferred tax assets SRR
3

“Acerued | nccsme
‘Property, plant and equment
‘Investments '

81,949 .
-Exploration Cas_’_fs 313924 1 113,924
Intangibles . : e
' R - :__"-3,995
e, 25’315 :"'_1{}:988 L :_.35’4{)1
‘Interest Bearmg izabthties e el T 23,333 L .23,333

Accruals,
:-?mwsmns

-:Tax va!ue {Jf Eoss carry forwa{ds L&ttizsed S 231,483 888,518 - 1,120,601

T S 357,633 912,035 - 1,269,668

‘Gross. defem:d tax assets o
:'Accwed Income . .
-Property Plant & Eqmpment L
':&ptoratmn Costs ' .
Accruals.

:'Saperannuatton ' e
Provisions - 44817

Tax value of loss carty J forwards utilised " 651,767 320390 {614,302) 357,855
___________________________________________________ e e 614307 103502
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3. INCOME TAXES (CONTINUED)

;Gmss éeferreé ?:ax assets

-Accrued. income o
-Property Plant & Equzpment
‘Exploration Casts N
Aceruals, "
‘Superannuation - _
-Provisigns " S e R : . 31 529 -
Tax value of loss carry. forwards utmsed """" 224,525 224,134 203,108 851,767
"""""" 363,364 229,347 203,108 795,819

Recognised deferred tax assets and liabilities
Deferred fax assefs and liabilities are attributable to the following:

Sy a704) :
{82,808} . (23,193) -

._Accrue{iincome e
Property, plant and equapment

Exploration Costs L
Accryals.

82,505 . 23,193
C{7240) (1,908}
(54,085 - {35401}
‘Interest Bearmg Ltabzi;ttes o ""{82636 o q233an)
“Tax value of loss carry farwards__ EZ 228,877} " (1,120,001}
Tax {assets) / fiabilities - - I {1,269,668)
‘Set off of tax " S

Net tax {assets) ,’iaabthties -------- - {1,290,072}  {1,269,668) - -~ 1290072 1269668

7,240
CB488E. -
82,636 .. 23,333
1,228,877 1,120,001 -
ra90072 1,269,868 -

. mesmns

JE- o A e R VAR e A

L1240
Lasy . T :
Cm3gze) e Ben
e e
s, 3173__'...__..:___{31,529} e 44817 031529
}

‘Accrued Income - T
‘Property Plant & Equ;pment
Exptcratmn Casts
Accruals Ll
.'_Supefannuatia_n_ :
Provisions. ™. -

e, : S

357,855} (851,767) .t . .3E7,855 L B51,767.
1408802) . (785,819) e I 408,802 795819

“Tax value of iass carry forwards -
Tax (assets} / iabilities L
‘Set off of tax -

Nef tax {assets ,’ i;ahthtaes E408,802} {795,818} - - 468,802 795,819
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INCOME TAXES (CONTINUER}

Tax Consolidation
Relevance of fax consolidation to the consolidated entity

The company and its wholly-owned Australian resident entities have formed 2 tax-consolidated group with effect from 1
Juby 2003 and are therefore faxed as a single entity from that date. The head entity within the tax-consolidated group
is €02 Group Limited. The members of the tax-consclidated group are identified at note 25.

Nature of tax funding arrangements and tax sharing agreements

Entities within the tax-censolidated group have entered into a tax funding arrangement and a fax-sharing agreement
with the head entity. Under the terms of the tax funding arrangement, C0Z Group Limited and each of the entities in the
fax-consolidated group has agreed to pay a tax equivalent payment to or from the head entity, based on the current fax
liability or current tax asset of the entity. Such amounts are reflected in amounts receivable from or payable to other
entities in the tax-consolidated group.

The tax sharing agreement entered into between members of the tax-consolidated group provides for the determination
of the allocation of income tax liabilities between the entities should the head entity defauit on its tax payment
obligations. No amounts have been recognised in the financial statements in respect of this agreement as payment of
any amounts under the tax sharing agreement is considered remote.

KEY MANAGEMENT PERSONNEL COMPENSATION
Key management personnel compensation policy

Remuneration has been defermined after the Remuneration Committee, for executive directors, and the board, for group
executives, has investigated current market terms and conditions. The board has been considering an Executive Bonus
Scheme. The Remuneration Committee will develop to conclusion and then implement such a Scheme. This Scheme wil]
be put to shareholders for approval.

As at the date of this Report there is no formal performance condition included in any key management personnel's
remuneration package.

Key management persennel compensation

The aggregate compensation of the key management personnel of the consolidated entity and the company is set out on
the following page:

$ $ $ $
Short-term employee benefits - 1,083,086 916,739 -.B54,984 - 813,578
Post-employment benefits

7104430 89240 85382 - 79,951

(ther long-term benefits

Fermination benefits e S Ll i
Share-based payment 1,175,247 1,167,082 814,215 1,601,353
2,332,723 2,173,111 1755581 1,894,882

For detalls of key management personnel compensation, please refer fo the remuneration report section of the Directors’
Report.
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5. EXECUTIVE SHARE GPTION PLAN
Shareholders approved the issue of options and shares under the CO2 Group Limited Employee Share Option Plan at the
Annual General Meeting held on 19 November 2004, To date, no shares or options have been issued pursuant o this plan.

As detailed in the Directors’ Report, key management personnel have been issued with share options as part of their
contracts of employment.

The foilowing share-based payments were in existence during the period:

Andrew Grant (i) 1 3/08/2004
K Phillips (i)} -

Aaron Soanes (i} ..

12/1f20M -

500000 15j09j2004  12fmj20m 02 "
-asf1j2008 . T2ftif20m 02
1,500,000 .'.'..'.1_6[11/2@05.._‘.-_’: ~16/11/2009 -
. _ KR

".2,000,008 U gfo3f008 28;’02}2030 .

B .H.ef;}_'me_ri_i_ng il
- C Mitchell {ifi) .

“ A Shilkin {iit)

16/11/2008 " "16/11/2009

{i} Listed options subject to escrow and vesting conditions relying on continued employment with the consolidated
entity.

{iil Ms Phillips left the consolidated entity on 2 lune 2006. At that date 166,667 of the share options had vested. No
further share options will vest, consequently 333,333 of the share options have been forfeited.

{iii} Unlisted options vesting on grant date.

The weighted average fair value of the unlisted share options granted during the financial vear is $0.0966 {2005 not
applicable}. Options were priced using a binomial option pricing model. Where relevant, the expected life used in the
model has been adjusted based on management's best estimate for the effecis of non-transferability, exercise resirictions
{including the probability of meeting market conditions attached to the opiion), and behavioural considerations. Expected
volatHity is based on the historical share price volatility over the past 5 years. Due 1o the terms and conditions of the
options it is unlikely that the options will be exercised early.

Grant date sb_are._pnce
:_Exer;;i_s.e.___ price - - -
Expected volatility -
'_Dptian'_i__i_fg_ e

Risk-free interest rate CB31p B3I B3
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5. EXECUTIVE SHARE OPTION PLAN (CONTINUED)

The following reconciles the outstanding share options granted fo executives at the beginning and the end of the financial
year:

Balance at beginning of the .
financial year L S B,300,000

Granted during the financial vear 4,500,000 {}32 - - 8,900,000 0.12
Forfeited during the financiai year L (333,333} 0.12 - -
Exercised during the financial year - . - - - -
Expired during the financial year R . | oo FRa : ) )
Balance at end of the financial year 4500000 032 8566867 . 012 . - 8900000 012
Exercisable at end of the R L L .: -

financial year 4,500,000 0.32 8,566,667 ; 012 - - 8,900,000 012

The unlisted share options outstanding at the end of the financial year had an exercise price of $0.37 and a weighted
average remaining contractual life of 1,235 days. The listed share options outstanding at the end of the financial year had
an exercise price of $0.12 and 2 weighted average remaining contractual life of 1,961 days.

6. REMUNERATION OF AUDITORS

2005 2005
...... . R s
Auditor of the parent entity s
Audit or review of the financial report 42,568 18000 18,000
Other non-audit services: A-IFRS transiion ~. """" 22500 - 22,500
CUa2568 40500 42568 40,500

The auditor of CO2 Group Limited is Deloitte Touche Tohmatsuy.

7. CURRENT TRADE AND GTHER

RECEIVABLES
'_ ..... 6 § g )
Trade receivables ?43,?50 : 21227 - .
Goods and Services tax {BST} recoverable 130,883 - R )y -
U gTATR 1227 e1297 -
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OTHER CURRENT FINANCIAL ASSETS

Al amortised cost {2005: cost]

Accrued interest 773 5,681 773 4,132

773 5,681 773 4,132

Prepayments
Assets Held for Sale
tand

Forestry right

1151018 44,489 24177 37.461

The Assets Held for Sate were purchased shortly before the end of the financial year fo facilitate the provision of forestry
rights o Eraring Energy. Once the forestry rights have been created the land will be soid. it is aniicipated that the
transactions will be compieted before 31 December 2006,

ASSETS - INVESTMENTS

$ % 3 %
Shares in controlied entities - 4
At fair value (2005: cost):
Available-for-sale AR e
Shares {i}, i . ."3,94&_3,2};2 668,745 .1 048,243 668,495
At amortised cost {20058: cost): e SR
Loans advanced to: o )
Subsidiaries iy 0 e - . wTs417 1220767
1,048,242 668,745 11802365 11,889,268

{i} The consolidated entity holds 29% {2005: 29%] of the ordinary share capital of The 0il Mallee Company of Australia
timited {OMC), a company involved in the cultivation of Gil Mallee trees. The directors of the consolidated entity
do not believe that the consolidated entity is able to exert significant influence over OMC nor can the consolidated
entity exert any management controf over OMC.

{ii} The consolidated entity holds 1,898,735 fully paid ordinary shares and 1 converting performance share in Western
Australian Resources Limited. The consideration paid for these shares was the consolidated entity's interest in
mineral tenements. The investment represents an 1106 (2005: NIL%) shareholding in that company.

{iii} The loans advanced to subsidiaries are non-interest bearing and there are no repayment terms.
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1. PROPERTY, PLANT AND EQUIPMENT

Gross carrying amount e e S e SR
Balance at 1 July 2004 e e U ABBTE L e 46,576
Additions 12,024,996 - 0881 81,597 2 220074,
Disposals . S mrag e
Balance at 1 July 2005 12,024,996 --"'-'3'-22,62{)__ 114,288 -'--'_'81,597 el 2,243,502

Additions 2,133,484 - 88,847 238467 2,460,398
Bzlance at 30 June 2008 4,158,480 22,620 203,236 326,064 4. 704 400

Accumulated depreciation/

amortisation and impairment
Balance at 1 July 2004
Disposals

{9913)
L8172,

g3}
“BT2 o
Depreciation expense - {23) 15,3330 .E4,288} {19,644)
Balance at 1 July 2005 e Lf23y 419,074} . b (23,388
................................ 2ras0) usees)

46 984} }

vt |

Depreciation expense - {566)
Balance at 30 June 2006 - {589)

1.
{74,122}
(97, 507}

e, |,

Ne{ bo{)k Value PR S I ) ) ’
As at 30 June 2005 2024996 22,587 95,215 77,308 2 220,117

As at 30 June 2006 4,158,480 22,031 156,272 270,110 4,808,803

Gross carrying amount :
Baiance at 1 July 2004 e 19,929
Additions 22620 o880 33470

Baiance at 1 July 2005 22,6200 30,779 53,399

Additions - 5776 5776
Balance at 30 June 2006 22620 36555 59,175
Accumusiated depreciationf amortisation and impairment R o
Balance at 1 July 2004

Depreciation expense

Balance at 1 July 2005

Depreciation expense {566

Balance at 30 Jjune 2006 {589

' _..'...._._{?,824}
L asT0)

{6,342}
£18,736)

Net book value R ST T e
As at 30 June 20056 22,597 18,408 41005
&s at 30 June 2008 22,031 18,408 40,439
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FILPROPERTY, PLANT AND EQUIPMENT (CONTINUED}

2006 2005 2005
....... g % g N
Aggregate depreciation allocated, whether
recognised as an expense or capitalised as part
of the carrying amount of other assets
during the year: AT
teasehold improvements 71 :_'_:"..'565 23
Plant and eguipment 15,333 .'5;775__: 4,547
Equipment under finance lease 4,288 - -
74,122 19,644 8,342 4,570

P2 INTANGIBLE ASSETS

Gross carrying amount R,
Balance at 1 July 2004 q : .._._._.1.21'593 _._?21’593

Additions 408380 73413 481,493
Balance at 1 July 2005 408,380 194,706 603,086

Balance af 30 June 2008 408,380 194,706 603,086

Accumulated smortisation and impairment e T T T e e T
Balance at 1 July 2004
Balance at 1 July 2005 : CRRER .
Impairment losses charged to profit - {194,706} {194,706)

Balance at 30 June 2008 - {194,706} 194,708}
Net book value B TR
As at 30 June 2005 408380 194708 503,086
As at 30 June 2006 408,380 - 408,380

F3.NON-CURRENT INVENTORY

§ § $ §
Seed T aet47 s — -
e 29},847 . 1 53]559 ........... . el .

b4, OTHER NON-CURRENT ASSETS

L % $ %
Related party loans {Note 270¢) 7 24,600 24,000 “a4000 24,000
"""" 24,0600 74,000 24000 74,000
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15, CURRENT TRADE AND OTHER PATABLES

% $ % %
Trade payables _3-."_'1'-"'427,126. 738581 - 81085 112,560
PAYG payable o ' 27710 3 ' 5,107
Goods and services tax {8ST) payable - - -
580,242 766321 123718 117,667

16. CURRENT BORROWINGS

Secured

At amortised cost {2005: cost):

Finance lease liabilities (note 23} 14,188

54,908 14,188 _ _

{7, CURRENT PROVISIONS

$ L $ $ L 4

Employee benefits 7 179,556 117376 149,388 102,714
""" 179,556 117,376 148388 102,714

18. NON-CURRENT BORROWINGS

Secured

At amortised cost {2005: cost):

Finance lease liabilities (note 23} o .220,547 ' 53,586 ’ - _

220,547 63,586 - -
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F9. ISSUED CAPITAL

198,083,509 fully paid ordinary shares
m7

{2005:195,833,509) 522,750 22,300,017 22300017
98,888,889 convertible preference shares v e
(2005: 98,888,883) 989 985 985

.22,75? (06 22,301,008 22,751,006 22,301,008

Changes to the then Corporations Law abolished the autherised capital and par value concept in relation to share capital
from 1 July 1998. Therefore, the company does not have a {imited amount of authorised capital and issued shares do not
have a par value.

Fully paié ordinary shares L e e
Balance at beginning of financial year 195,833,509 . 22,300,017 189,120,130 - 18,966,438

issue of shares taken up on conversion of share

options ".2250000 - 450000 . ln. -
Conversion of Preference shares ) - f'-._".888,889 57,778
Share issue - - 5824481 2275803
Balance at end of financial year 198,083,508 22,750,017 195,833,500 22,300,017

Fully paid ordinary shares carry one vote per share and carry the right to dividends.

Convertible preference shares S D
Balance at beginning of financial year {'98.888,889 . 985 :9937.77,7_78.__' 988

Converted to fully paid shares during the year - - (388,389) . {9}
Balance at end of financiat year 98,888,389 985 08,888,889 983

The convertible preference shares were issued at $0.00001. To convert to fully paid ordinary shares each holder is required
to pay $0.06489. Conversion can occur at any time at the election of the holders.
The convertible preference shares have limited voting rights as described in ASX Listing Rule 8.3 and are entitled to the
payment of a dividend equal to ene hundred thousandth of any dividends declared.

Share options

As at 30 June 2005, executives had options over 82,650,629 ordinary shares, in aggregate. All of those options expire on
12 Movember 2011, As at 30 June 2008, executives have options over 86,587,296 crdinary shares {of which 2,884,341 are
unvested}, in aggregate, with 82,430,629 of those options expiring on 12 November 2011, and the remainder expiring on
16 November 2008.

Executive share options carry no rights to dividends and no voting rights. Further detaiis of the executive share option
plan are contained in note 5 to the financial statements.
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notes fo the financial statements

RESERVES

....... g s g s
Option premium fPQ1679305:  1,670,705 -1870,705 1,670,705
Equity-settied benefits 2,843,956 1,687,557 2275568 1,461,353
Balance at end of financial year ) '4,514,66? ' 3,358,262 .3,946,2?3 ' 3,132,058

The option premium represents the fair value of 47,734,412 C0Z Group Limited options issued as part consideration for
the Ranger takeover bid in relation to unconditional acceptances received by the consolidated entity pursuant to the
acceptances received under the Ranger takeover offer.

The equity-settled benefits reserve arises on the grant of share options to executives and employees. Amounts will be
transferred cut of the reserve and into issued capital when the options are exercised. Further information about share-
based payments to employees is made in note 5 to the financial statements.

ACCUMULATED LOSSES

Batance at beginning of financial year {12,542,269} £8,533,080) ._(9,169,2_5{{} {7.012,388)
toss attributable to members of parent entity (1,398,481} (4,009,179) (1,353,086} (2,156,856
Balance at end of financial year 13,940,730 {12,542,269) {10,622,340} £3,169,254]

EARNINGS PER SHARE

2008 .0 2005
- Cents per - Cents per
share share
Basic earnings per share: S
From continuing operations '--'._'{0389}___.'; {2.077}
Total basic earnings per share .{OA_?__GS} {2.077}
Diluted earnings per share: S
From continuing operations B /vl {2,077}
Total diiuted earnings per share Tiogesy (2077}

Basic earnings per share

The earnings and weighted average number of ordinary shares used in the calculation of basic earnings per share are as
foitows on the nexi page:
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22. EARNINGS PER SHARE {CONTINUED}

Earnings {a) (1,398,461} {4.008,179)
2008 . 2005

Weighted average number of crdinary shares o i
for the purposes of basic earnings 197,220,485 193,056,457

{a} Earnings used in the calculation of total basic earnings per share and basic earnings per share reconciles to net
profit in the income statement as foliows:

Net joss {1,398,481) {4,009,179)

Earnings used in the calculation of basic EPS {1.398.481) {4,009,179)

Biiuted earnings per share

The earnings and weighted average number of ordinary shares used in the calculation of diluted earnings per share are

as foliows:
Earnings {a) {1,398,461} (4,009,179}
T 2008 - 2005

No. No.

Weighted average number of ordinary shares T
for the purpose of diluted earnings per share b], {c} 197,220,485 193,056,457

{a} Earmnings used in the calculation of total diluted earnings per share and diluted earnings per share reconciles o net
profit in the income statement as foliows:

Met loss {1.398,461} . {4,009,178}

Earnings used in the calculation of diluted EPS (1,398,481}  {4,009,179)

{b) The weighted average number of ordinary shares for the purposes of diluted earnings per share reconciles to the
weighted average number of ordinary shares used in the calculation of basic earnings per share as follows:

Weighted average number of ordinary shares D
used in the calculation of basic EPS '?9?,229,495 193,056,457
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CO2Z2 GROUP LIMITED

notes to the financial statements

fc] The following potential ordinary shares are not dilutive and are therefore excluded from the weighted average
number of ordinary shares for the purposes of dijuied earnings per share:

Share options

Conwvertibie preference shares

23. LEASES

48

Finance ieases

Leasing arrangements

152,234,412 151,484,412

98,888,880 968,888,889
251,123,301 250373301

Finance leases relate to motor vehicles with lease terms of 3 years. The consclidated entify has options 1o purchase
the motor vehicles for a nominal amount at the conclusion of the lease arrangement.

Finance iease liabilities

No later than 1 year 76,835 719755 - - Z.'_5_4,908 14,188 -

later than 1 year and not R S L T

fater than 5 years 239,164 ~-.70.418 - - 229,547 .- 63,586 -

Later than 5 years L S - ) R S - ]

Minimum lease payments® -:31__5;_7_9_3__ 99.?73 - - 275485 - T7774 -

less future finance charges ”.40,344 .I 12,399 - S ~. ....... - -

Present value of minimum s S

ipase paymenis 275455 77,774 - - 275,455 77774 -

Included in the financial statements as: - _. o 3

Current borrowings (note 16 : 54,908 _ -

Non-current borrowings {note 18} 220,547 ."”63,.586 -
275455 77,774 -]

*Minimum future lease payments includes the aggregate of all lease paymenis and any guaranteed residual.

Gperating leases

Leasing arrangements

Operating leases refate {0 office facilities with a lease term of 3 years, with an option to extend for a further 3 years, and
office facilities with a lease term of 1 year with two options fo extend for a further year. The operating lease contracts
contain market review clauses in the event that the companyfconsolidated entity exercises its option 1o renew. There are
also fixed increase dates annually. The companyfconsolidated entity does not have an option to purchase the |leased asset

at the expiry of the lease period.
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23. LEASES (conminugny

Non-cancellable operating leases

Mot longer than 1 vear 77,290 64,653
Longer than 1 year and not longer than 5 years 172,409 172,409
Longer than 5 years - - _ - -

""" 183,659 248,699 172,409 237,082

24, ECONOMIC BEPENDENCY

A significant volume of the consolidated entity's sales are made to Eraring Energy, a state-owned energy provider.

25, SUBSIDIARIES

o ".P_a.rent entity . -
= co2 Group Limited. -
f Controlled entities L
02 Australia Limited
e '.'.Ca_l’bcﬂ_ Banc Limited .. .

- Carbon Estate Py Ltd 0"l
s ..'_'AustFa.E_ia o Carbon Sinks Limited '

" Malteg Land Company Py Ltd Australia.
" Matiee Carbon Limited ..

L Awstralia oo 0100 T

- Carbon Sinks Services Py Led .00 Clhustratia . U g

€02 Group Limited is the head entity within the tax-consolidated group. All of the 100% controlied entities are members
of the tax-consolidated group.

26. SEGMENT INFORMATION

The companyfconsolidated entity's operations are located solely within Australia as follows:
* Planting operations are {ocated in New South Wales.

*  Head Office is located in Western Australia. The Head Office funds the operations of the other geographical
segments and there is only one business segment.

*  The offices of the company which has been granted accreditation under the Mew South Wales Greenhouse Gas
Abatement Scheme are located in Victoria.

27. RELATED PARTY DISCLOSURES

fa} Equity interest in related parties
Equity interest in subsidiaries

Details of the perceniage of ordinary shares held in subsidiaries are disclosed in note 25 1o the financial statements.
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27. RELATED PARTY DISCLOSURES (contimuen;

Equity interests in associates and joint veniures
€02 Group Limited does not have interests in joint ventures or associates.
Equity interests in other related parties
€02 Group Limited does not hold equity interests in other related parties.
(b} Key management personnel compensation
Details of key management personnel compensation are disclosed in note 4 to the financial statements.

f{c) Loans to key management personne}

The following loan balances are in respect of loans made o key management personnel of the consolidated entity
and their related entities. These balances do not include loans that are in-subsiance opiions and are non-recourse
to the consolidated entity.

Mr Andrew Grant was granted a loan of $24,000 upon commencement of his employment with the company. Mr
Grant became a director of the company on 27 fanuary 20606. No interest is charged on the loan, which is repayable
on demand. The balance of the loan has remained at $24,000 since it was granted.

(d} Key management personnel eguity holdings

Fully paid ordinary shares of CO2 Group Limited

b Trabar - LBLIATINE §7,737,756

) Mohuliffe 1866668 - Sl e
- H R Whitcombe - . 48852070 1 " . - S B00L000) 4352000 1 -
.M 8 Hemmerfing - eoooo. L T L - enpon, L

COE N frabar T67.737.786 _ 67,737,796 .
Cd MeAudiffe o T 1,866,668 BN e e LB L
CTHRWhiteombe v 4FA0000 T e T e e (878300 . - ABBRONM e

Converting preference shares of €02 Group Limited

N Trahar -  B0.0G0.000 BODGO000 |
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27. RELATED PARYY DISCLOSURES (conminuen;

N Trahar - 50000,000 50,000,000 °.
-} MoAutiffe . . LLCHBBBBES . T e e CLEE6,668 | -
W R Whitcombe T TUUUBBBBESY T e e  UBBEBBET

QOptions issued by €02 Group Limited

65,737,796
G686

4,855,157
8791006

:'E N Trahar ..
} McAulifre
:-H & Wnitcombe -
AW T Grant,
‘A Soanes -
« Paillips 00
"M B Hemmeriing .. 500,000
D Mitghell T e TO0R000

ASkitkin T Taggggon L S T2000000 2000000 - 12,000,000 2,000,000

“67,737.798 -
1866668 L
e 4738157 ¢

2000000 0 87,737798 . 61737796 -
e T BEEE6S. . 1666668
o "-.._"4,::35,357 4,785,157 T
2000000} - 8791008 < 4900000 -~ "4300000 4,900,000
el ULO00000. 340000 00 - 0380000 340000
166667 1 166,667 - TBE.667 - 166,867
L0000 - LE0G000. T T 1 1,500,000 3,500,000
L L000006 U LB00000 . -~ 1,000,000 ©1.000,000

i N Trahar.. .
§ Mehuiffe -
H & Whitcombe 7o _
AWTGrant . . 7,400,000 -
‘A fSoanes. . L 000000 - e
K Bhillips e Egag0

67,737,796

_ e - 85,737,796 -.
LLBBEEEE

- 1566668
4855157

HZH00000) - B5737796 165737796,
LUl p66668 . 1666666
{150,400} . 4,855,157~ - 4455157

: g Ier00s L

LLO0D000 :

S kasane SRR el PRSI

During the financial year, NIL options {2005: NiL} were exercised by key management personnel.

further details of the share options granted during the 2008 and 2005 financial years are coniained in notes 4 and
5 to the financial statements.
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27. RELATED PARTY DISCLOSURES (conninuen

{e) Other transactions with key management
Personnel (and their related parties) of COZ
Group Limited
The loss from operations includes the following
items of revenue and expense that resulted from
transaciions, other than compensation, loans
or equity holdings, with key management
personnel or their related entities:

Gther — Office & administration services B 57635 -

Total recognised as income 57,63 -
Other - Office & administration services - 82,894
Total recognised as expenses - 82,894

Buring the financial year the consolidated entity received payments from Avatar Industries Limited, a company of
which Mr lan Trahar is Chairman, in respect of staff and occupancy costs at the consoiidated entity's head office.
Buring the previous financial year the consolidated entity made payments to Gabor Holdings Pty Lid in respect of
staff and occupancy costs at premises leased by Gabor Holdings Pty Ltd. Mr Trahar is a major shareholder in Gabor
Holdings Pty Ltd.

{f} Parent entities
The parent entity, uitimate parent entity, and ultimate Australian parent entity in the consolidated entity is CO2
Group Limited.
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28. NOTES TGO THE CASH FLOW STATEMENT

{a} Reconciliation of cash ang cash eguivalenis

for the purposes of the cash flow statement,
cash and cash eguivalents includes cash on

hand and in banks and investments in money
market instruments, net of outstanding bank
overdrafts. Cash and cash eguivalents at the end
of the financial year as shown in the cash flow
statement is reconciled to the related items in
the balance sheet as follows:

Cash and cash equivalents 4,864,254 9,068,488 4056212 3,692,508

{b) Reconciliation of profit for the period to
net cash fiows from aperating activities

Loss for the period (1,398,461) © (4008,179)  (1,353,086) (2,156,856]

Depreciation and amortisation of non-current assets - 74,122 19,644  -11005,342 4,570
Gain on sale of tenements {379,497} - : E_?;?_S_,s_tg?}___.'. -
Write off of non-current assets 'I:_'}94,_706 {232,478) - -
Equity settled share-based payment f'_.},156,399 1,687,557 :--_.".814,215 1,481,353
Interest income received and receivable (356,127} - {579.078) E1 74,757} {436,835)

Increasef{decrease) in deferred tax batances é_:-_-_{_ZG_A{}é} {912,035] EZ_;Z_?,__IZSS_} {229,347]

Changes in net assets and liabilities, net of
effects from acquisition and disposal of businesses:

{Increaselfdecrease in asseis: D
Current receivables | (853,485} -

} (21227) (81277 -
Other current assets L {25,478} _ 3,822 173,284 7,850
Current assets held for re-sale f._(_T,QS‘E,DU} - - -
Other non-current assets _3 _:_{2_08,578} . : £51,269] -
Increasef{decrease) in Habilities: D e
Current pavables £t borrowings " {186,679} :.' 455,672 5,052 {186,453]
Current provisions 62,180 34,2772 .:"--_"-4_6_._674 __: 21,481
Loans - - - (539354 (318211)
Net cash used by operating activities (3,014,350) {3.644,299) (1,878,650} ) {1,832,448)
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29, FINANCIAL INSTRUMENTS

52

Financiai risk management objectives

The consclidated entity does not enter into or {rade financial instruments, including derivative financial instruments, for
speculative purposes. The use of financial derivatives is governed by the consclidated entity's policies approved by the
board of directors, which provide writien principles on the use of financial derivatives.

Significant accounting policies

Details of the significant accounting pelicies and methods adopted, including criteria for recognition, the basis of
measurement and the basis on which income and expenses are recognised, in respect of each class of financiaf asset,
financial Hability and equity instrument are disclosed in noie 1 to the financial statements.

Maturity profile of financial instruments
The following fable details the consolidated entity's exposure 10 inferest raie risk as at 30 June 2006:

Financiai assefs: L _ N
Cash oo BB - 439,955
Bank Bils - 528 _ L e L 4,224,269
Trade aceounts receivable - RS RN RSORAS S LUTALEDD 742,500
Acerued fnterest ~. o L 0

773 73
- - 1,183,228 5,407,527

Financiat liabilities:
_’Frade D&Vﬁbifﬁ SRR . e

425,724 " 425724
Finance Jease Habilities © R :

T e T 275458
. . - 179586 179,566
- 54908 220,547 - 605280 880735

Provisions. 0

The foitowing table details the consolidated entity’s exposure to inferest rate risk as at 30 June Z005:

Financial assets:

413,722

Bank Bills -~ S UB2E e B Esa T Sl s ST VIV S
Aocrued intorest e - 5680 5,680
e e T e T - 419402 8074188
._Financ__ia_i Eiabiﬁiiqs: e

‘rade payabies - ' '-:__?38!581

Finance lease liabilities A TS R . ' -.-.':.'_"_':j'_'.'??.?‘m :
Provisions . U - - - - 119,755 119,765

~ 14,188 63,586 - 858,336 936,110
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29, FINANCIAL INSTRUMENTS (conTinuzn

{2) Credit risk management

Credit risk refers to the risk that a counterparty will default on s contractual obiigations resuiting in financial loss
to the consolidated entity. The consolidated entity has adopied a policy of only dealing with creditworthy
counterparties and obtaining sufficient collateral where appropriate, a means of mitigating the risk of financial loss
from defaults. The consolidated entity expesure and the credit ratings of its counterparties are continuously
moritored and the aggregate value of transactions concluded are spread amongst approved counterpariies. Credit
exposure is controlled by counterparty limits that are reviewed and approved by the audit commiitee annually. The
consclidated entity measures credit risk on a fair value basis.

Trade accounts receivable currently consist of a single state-owned customer, backed by the New South Wales
Treasury. The large contracts entered into by this company must first have been approved by the New South Wales
Treasury. in this way, adequate assurance of payment is guaranieed.

Apart from the above, the consolidated entity does not have any significant credit risk exposure to any single
counterparty or any group of counierparties having similar characteristics. The credit risk on liguid funds and
derivative financial instruments is limited because the counterparties are banks with high eredit-ratings assigned by
international credit-rating agencies.

The carrying amount of financial assefs recorded in the financial statements, net of any allowances for losses,
represents the consclidated entity's maximum exposure to credit risk without taking aceount of the value of any
collateral obtained.

{b) Fair vaiue of financial instruments

The directors consider that the carrying amount of financial asseis and financial liabilities recorded in the financial
statements approximates their fair values {2005 net fair value}.

The fair values and net fair values of financial assets and financial liabilities are determined as follows:

* The fair value of financial asseis and financial liabilities with standard terms and conditions and traded on active
liguid markets are determined with reference o guoted market prices; and

* The fair value of other financial asseis and financial liabilities are determined in accordance with generally
accepted pricing models based on discounted cash flow analysis.

* The fair value of derivative instruments, included in hedging assets and liabilities, are calculated using quoted
prices. Where such prices are not available use is made of discounted cash flow analysis using the applicable
yield curve for the duration of the instruments.

Transaction costs are included in the determination of net fair value.
{c) Liguidity risk management

The consclidated entity manages liquidity risk by maintaining adeguate reserves, banking facilities and reserve
borrowing facilities by continuously monitory forecast and actual cash flows and matching the maturity profits of
financial assets and liabilities.

30. IMPACTS OF THE ADOPTION OF AUSTRALIAN EQUIVALENTS TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS

The consolidated equity changed its accounting policies on 1 July 2005 to comply with Australian equivalents to
international Financial Reporting Standards {'A-IFRS). The transition to A-IFRS is accounted for in accordance with
Accounting Standard AASE 1 'First-time Adoption of Australian Egquivalents to International Financial Reporting
Standards', with 1 luly 2004 as the date of transition, except for financial instruments, including derivatives, where the
date of transition is 1 July 2005 [refer note 11}

An explanation of how the transition from superseded policies 1o A-IFRS has affected the company and consclidated
entity's financial pesition, financial performance and cash flows is set out in the foliowing tables and notes that
accompany the tables,
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30, IMPACTYS OF THE ADOPTION OF AUSTRALIAN EQUIVALENTS TO
INTERNATIONAL FINANCIAL REPORTING STANDARDS conmnues)

Effect of A-IFRS on the balance sheet as at 1 july 2004

Note

Current Assets

Cash and cash eguivalents

12,845,370 12,545,370
L8R e w821

12,545,370, . .- 12,545,370 -
Other financial assets 1,821 SN ~ 1821
Other g _ 45311 3000 48311 4531 - a53M

Total current assets 12,592,502 3000 12505502 12592502 - 12,592,502

MNon-current assets

investments accounted for

under the eguity method g ;'218,134 U 4218,134) S S RRRTE
968,485 (853,500} . - 114,995 2,086,350

(ther financial assets

1

7) 2019123
L2120 3663 12005 e 12108
.. . 363,364

Property, plant and equipment

~35451 0
L v357,633 357,683 C -
Other intangible assets Dl .'_"_'_'_"----_37{},5{}8 -.:'_'__"'..3_7_0,608. o o
Other ab __ 378600 (354600) 24000 _ 378600 (354,600

Total non-current assets 1,600,680  {696.781)  903.899 2477055 (58,463

w3

Deferred tax assets

1

.......2%000 :
2,418,582
15,011,084

e [ [

Total assets 14,393,782  (693,781) 13.499.401 15069557 (58,463

Current liabitities D A P
Trade and other payables g é-'_'j304,445 : _: .___.'-_."'31_1_,249 . 304,120 L
Provisions ¢ 84383 - - B304 82512 (1,279
Total current liabilities 386828 5525 394,353, 386,632 . (1,279

Total labilities 388,828 5525 394353 386,832 (1,279

Net assets 13,804,354  (699,306) 13,105,048 14,682,925 (57,184

304,120
81233
385,353
385353
14,625,741

Share capital d 21,838,139 " {1,670,705) 19,967,434 - 21,638,139 (1,670,705} 19,967,434 .
Reserves d e 1870705 4870708 - e~ LET0705 1,670,705
Retained earnings f_{7.833.785} (699,306} {8.533.000} 1{6.955214]  (57.184 __{7,032,398}

Total Equity 13,804,354 (609,306} 13,105,040 14,682,925 {57,184} 14,625,741 .

3

*Reported financial position for the financial year ended 30 June 2004,
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IMPACTS OF THE ADOPTION OF AUSTRALIAN EQUIVALENTS TO
INTERNATIONAL FINANCIAL REPORTING STANDARDS (conminueD;

CO2 GROUP LIMITED

Effect of A-IFRS on the income statement for the financial year ended 30 June 2005

Note

Other Income .'5_8_8,355 :

Share of toss of jointly

controlled entities accounted D e
for using the equity method g (1,131,775} 1,131,775 :_- S
(1,007,933} - {1_,58_1.,3_13}_

Employee benefits expense e

Depreciation and B
amortisation expense o ie748) (12

Consulting expenses g :{13{.}’0}3} .

Disposal of interest in
Carbon Sinks Services g

m 502}___';_--.'.";'

S 1,772) T
{298 001} .°11,095,001)
(15? 023} . {17 818

}
}

finance costs
Legal fees a
Travel

Insurance {43 157 -.£9,681

Research & development '_~ {384 404}

"{318.325} " (652,088)

g
g
Rent g
g
g {333 763

Other expenses

. '698,356 .

{2 679 846}_

R Tr 2
(1391,002).
{174,841}
BRCLUN
(33,418}
(384408
"E349,486}

907,076 -

(1,038,998)

- { )

:.{93 386)
(48,063) " S

(82, 894}_ S

{4570) -
3, 1_22_}_.._' _i.

50,479) _3 -

907,076

(1,001,353} - (2,040,351
- 4570)

__6"18,_9_2'_?} {661 406}_
e
(48,083
{82894}.

- "'{349,486}

).
i
).
_{? 918} {25 501}
}
}
} .

{2 639 988}

{2 28’E 308
912,035

Loss before income tax expense

Income tax benefit e - Te12,035

(4,921214)

773,923)

{1,612,280)

(2,286,203).
T raeaa7

Loss from continuing operations {3 368 2?2}_

Loss from discontinued operations - - -

{4009179}_ S

(1382.833)

{2 156 856}_

Loss for the period

{2,639,908] (1,369,271}

Lass attributable to members e
of the parent entity {2.839,308] (1,369,271}

(4,008,179}

(4,008,178}

{773,923}

(773,923)

{1,382,933)

1,382,933}

2,156,856}

(2,156,856}

* Reported financial resulis for the year ended 30 jun= 2005.
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30, IMPACTYS OF THE ADOPTION OF AUSTRALIAN EQUIVALENTS TO
INTERNATIONAL FINANCIAL REPORTING STANDARDS (continues)

Effect of A-IFRS on the balance sheet as at 30 June 2005

Note

Current Assets
9,068,488
L2 e
5881 413200 "4,132
Carag T 37 461

Cash and cash equivalents q
Trade and other receivables g RN )
Other financial assets : CBBBO ..
Other g 38767

9,031,133 - " 3,692,508 3,692,508 -

3,734,101 - 3,734,101

Totat current assets .”9:376,580

Non-current assets

Investments accounted for SRR .
using the equity method g 2,007,774 {2007,774) o T e L R
Property, plant and equipment g - 131,707 - 2,088410 . - '.2,220,1}7 i 41,805 - L 41,005
Deferred tax assets e ..ovw- 1,260,668 1,269,668 . ... 795819 © . 795819 .
Investments ad 2,320,283 (1,651,538} -~ 668,745 12,310,484 (421,218} - 11,889,266,
Gther intangible assets a ST ' ST e LT cel
Other non-current assets a
]

i

- -B03,086 . . 603,088 Lo Ll
e e T NTT B89 177,569 L e 24000 T 24000
Mineral expioration costs 378,747 {378,747} - 379,747 (379,747} -

Totat non-current assets 4839511 99,674 4,939,185 12,731,236 18854 12,750,080

3

.

Total assets 13.916.001 162078 14079070 16465337 18,854 15484191

Current liabilities

Trade and other pavables g o 223,466 "'-..'___7_66,921 137,657 ~ . 1?7,667
Interest-bearing liabilities 14,188 14,188 T, e
Provisions e 116,833 543 117,376 105,096

Totat current Habilities 354,487 543,998 898485 222,763

2714
220,381

Non-current Habilities

Interest-bearing liabilities 63,586

Total non-current liabilities ...”..63,588

Total liabilities TUasor3 543998 96207 222763 (2382) 22038t

Net assets 13.498.018  (381.020) 13116999 16242574 21236 16263810

Equity

(=]

Share capital
Reserves d

23,971,711 (1L670,705) - 22,301,006 23,971,711 (1,670,705} . 22,301,006
Retained earnings f {10,473,693} 12,068,676} (12,542,269 (7,729,137} "{1,440,117} 19,169,254)

. '3,358,262 . - 3,358,262 - 13,132,058 . 3,132,058

[

Total equity 13498018  (381,020) 13,116,999 16,242,574 21,236 16263810

*Reporied financial position for the financial year ended 30 June 2005.
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300 IMPACTS OF THE ADOGPTION OF AUSTRALIAN EQUIVALENTSTO
INTERNATIONAL FINANCIAL REPORTING STANDARDS (continuzn)

Effect of A-IFRS on the cash flow statement for the financial year ended 30 June 2005

There are no material differences between the cash flow statement presented under A-1FRS and the cash flow
statement presenied under the superseded policies.

Nates to the reconciliations of income and eguity

fa) Other financial assets - investments

fe

P

Under AASB 138 research costs are expensed when incurred. The impact of the adoption of A-IFRS on the finandial
position as at 30 June 2005 was the write-off to reserves of $1,679,408 which had been capitalised under AGAAP
{company: $654,108).

$24,000 was reclassified to Other Assets at 30 June 2005 {company: $24,000).

$408,380 of capitalised development costs meeting the reguirements of AASE 138 has been reclassified as Intangible
Assets at 30 June 2005 [company: SN

Under AASE 138, the impact of the adoption of A-IFRS on the financial performance for the year ended 30 fune 2005 was
1o increase legal fees by $975,599 being research costs incurred during the year {company: $610,927)

Mineral Exploration Costs

Under AASE & expioration and evaluation of mineral assefs can be measured at cost and assessed for impairment when
facts and circumstances suggest that the carrying amount may exceed ifs recoverable amount, or they can be expensed
when incurred. The consolidated entity has changed its accounting policy in line with AASB B and has written off the
balance of $379,747 to reserves at 30 june 2005 (company: $378,747).

Provisions

AASB 119 "Employee Benefits” requires liabilities for short term employee benefits to be measured at present value. The
impact on the Financial Statements at 30 June 2005 is an adjustment of $2,380 reguired by AASE 119 to reflect the
present value of the liability {company: $2,380}.

Share Capital & Reserves

For the financial yvear ended 30 june 7006, share-based payments of $1,227,557 {company: $1,001,353} fincluded in
‘employee benefit expenses’) which were not recognised under the superseded policies were recognised under A-IFRS, with
a corresponding increase in the equity-settled benefits reserve. Additionally, $460,000 of share options fcompany:
$460,000} were granted as part of the initial purchase of share capital of The 0il Mallee Company of Australia Limited
and have been recognised under A-IFRS in the fair value of the investment. The share option premium, previously held in
share capitai, was transferred fo reserves.

These adjustments had no material tax or deferred tax consequence.
income Tax

Under superseded policies, the consolidated equity adopted tax-effect accounting principles whereby income tax expense
was calcuiated on pre-tax accouniing profits after adjustment for permanent differences. The fax-effect of timing
differences, which oceur when items were included or allowed for income tax purposes in a period different to that for
aceounting were recognised at current taxation rates as deferred fax asseis and deferred tax liabilities, as applicable.

Under A-IFRS, deferred tax is determined using the balance sheet liability method in respect of temporary differences
arising from differences between the carrying amount of assets and liabilities in the financial statements and their
corresponding tax bases. Deferred tax assets arising from tax iosses carried forward are only recognised if it is probable
that there will be future taxable income to utilise them.

The effect of the above adjustments has been to increase the deferred tax balance at 30 fune 2005 by $1,269,668
{company: $795,819).

The effect on consolidated profit for the financial year ended 30 June 2005 was to creaie an income tax benefit of
$912,035 [company: $229,347}).

The effects of the above adjustments on the deferred tax balances are as foliows:
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30, IMPACTYS OF THE ADOPTION OF AUSTRALIAN EQUIVALENTS TO
INTERNATIONAL FINANCIAL REPORTING STANDARDS (conminues)

1-july-04.. 30-June-08  T-July-04 = 30-lune-0§

g % % $
Deferred tax not recognised under previous - e
GALP 357,633 1,269,668 383,384 795,815
Net increaseffdecrease) in deferred tax
balances 357,633 1,269,668 363,364 795,819

{f} Retained earnings

The effect of the above adjustments on retained earnings is as follows:

Emduly-04 30-June-05 j.‘! =July-04. . 30-June-05

Note 8 $ % $
Expensing share-based payments d ~ {1,227.557) ~ £1.001,353}
Adjustments to tax balances e _3 -_'-:'-352,633 1,269,668 - E__"353,384 - 795,815
Fxpensing projects 3 {703,855} {1.679,408) :-_"_'._:{43,22?} {857,216}
Expensing mineral exploration a ;{_37__8_,508} £379,747) . '_'{3_78,680}."' £379,747)
Adjustments to provisions c "._'__1_,279 2,380 _".".1,279_ 2,380
Consolidation of Carbon Sink Services g .24,237 . 539120 - -
Totai adjustment to retained earnings {899,306 . {2,068,576) 57,1841 {1,440117)

{4} Consoiidation of Carbon Sink Services Pty Ltd

These adjustments reflect the consclidation of Carbon Sink Services Pty limited in accordance with the
requirements of AASB127, Consolidated and Separate Financial Statements. Previously, under superseded
aceounting policies this had been accounted for as a joint venture using the equity method of accounting. The
impact on reported retained earnings is set out in {f) above.

ADDITIONAL STOCK EXCHANGE INFORMATION AS AT 31 AUGUST 2006

Number of helders of equity securities

Ordinary share capital

* 195,833,508 fully paid ordinary shares are held by 952 individual shareholders.
All issued ordinary shares carry one vote per share.
Preference share capital

* 58 858,889 converting preference shares are held by 21 individual shareholders.
Options

* 156,142,746 options are held by 155 individual optionholders.

* 3,750,000 options are uniisted, held by 3 individual optionholders.

Options do not carry a right to vote.
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ADDITIONAL STOCK EXCHANGE INFORMATION AS AT 31 AUGUST 2006

Distribution of holders of equity securities

1723

T e17,083. -

1,213,594 -

16,533,987
179,702,142

3824679
153070412

e T T 198,083,509 928 156,982,745 161

Holding Eess than a marketabie parcei R 58 3

100, GGG
: }OO 001 and over !

Substantial shareholders

“Gaber Hotdings Pty Ltd (The “{ricarp AICY . UBB,560,000 - .28.37%

Crestpark Investments Pty btd - e 22,222.222 11.35%

P, R 77,782,222 39.720%

Twenty largest holders of quoted equity securities

- B5,560,000.

1 28.05%
22222222

11.22%
L 4.69%"
- a10% "
S 1.94%
7%,
'-‘_E_._GT%"-_:
1.50% "

-Gabor Holdings Pty Ltd (The Tncmp AIC
-Crestpark | nvestments Pty Ltd L

-Susan Wallwork -
~Gabor Holdings Pty itd

-Faveor Pty Ld ' -
_: City Lane Pty Ltd {Whltcombe Famity A!C} L
éSonsam Pty Limited - : s .
-MRC Services Py Ltd {Caoper Famtiy Fund A!C} :
“Troy {Qid; Pty Ltd {RCG Super Fund} ' " ____"1_.3_60;“0__'
‘David Michaels . .. B o 1310
' Nefco Nominees Pty Ltd ..... e 9 1.31%
': Denis lvan Rakich {The Rak;ch Retwement Fund}__'_._' B - j_.}?ﬂfu_"'.__
ers Susan Hadley . el T L1010
| Mr Frank Albert Maore el TUWO
:3 Colbern Faduc&ary Nammees ?ty bid - ' |

1666668,
. 1,578750
. 1,348757

- Lopez Enterprises Pty L’fd {McAuEtffe Super}
-Ms Leslie Ann Tily
-Ms Jacquetme Meswe B C _ ]
‘Mr Harry Carter £ Mrs judzth Carter e 1315000
| Mr Graeme Lynton Gardner ELe&sure Homes} """" 1,225,000

........................................................................................................ e 13}'640’3}4

58



CO2Z2 GROUP LIMITED

notes to the financial statements

ADDITIONAL STOCK EXCHANGE INFORMATION AS AT 31 AUGUST 2006

55,560,000
:'2__2,222,222.__"-._ :
9,300,000 "
8122208
..6,416,408
4485157
3,957,016 -
3,648,632
. 3333333
3,233,333

- Gabor Holdings P’fy_Ltd {The ?ncmp A!C}

- Crestpark Inyestments Pty Ltd - : _
B9
5179
- 4.09%.
-2.86% .
2520
232
C212%
2.08%
T2.03%.
.._...:?349%
1219
" 1.068%.
. '_"'._0‘78_%
- 0.76% -
- D.85%

Susan Wallwork -

.Gabor Holdings Pty Ltd
E_Andrew William Thorold Grant
~City Lane Pty Ltd (Whitcombe. Famsiy A!C}
fWestpac Custodian Z\Eommees Lzmztf:d '
My Denis lvan Rak;ch o '
éFavcar Piy Ltd .
- MRC Services. P’{y Ltd {Cooper Famtiy Fzmd MC
Sonsam Pty Limited.. :

- Elstree Nominees Pty Ltd
: Nefco. Nominees Pty Ld. oL
Lopez Enterprises Pty Lid {McAuhffe Super}
Moorwell Holdings PfL [Marsec Super) .
f Pinnacle Superannuation Fund Pty Lid
M Algn R & Mrs Clara E Haldane .
fSusaﬂ Kay Trahar SRR - _

- Berenes Nommees Pty L’cd . 0.57% -
Troy (QIg) PryLig L T 850000 0.54%
: T e - TP . "”135342'333 """"" £6.21%

tUnguoted equity securities shareholdings

Gabof Ho!dmgs P’fy 7 T P 'SOGOGO{}O

C[estpafk {nvestments PEY ;_td ........................................................................................... . .32 222 222

60



This page has been intentionatly ieft blank



ABM 5O 005 317 846

Level 11 225 5t George's Terrace
Perth ‘Western Australia 6000
PO Box 7312 Clopisters Square

Perth Western Australia 6830

Phone: [08] 3321 4111

foe] 9321 4411

Fax:

ABM 81 102 9580 803

84 Mt Eliza Way
Wt Biiza Victoria 3930

P Box 996

1

Level1

Mt Biiza Victoria 3930

4787 4766
$787 9866

)
)

03
f

Phone:
Fa

03

x:

S R

3
,z
N

4
3

S
T
S
R
S SR
R R



