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SUPPLY NETWORK LIMITED

ABN 12003 135 680

2006 NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the Annual General Meeting of Supply Network Limited will be held at 3.00 pm
on Thursday 16 November 2006 at 141-151 Fairfield Road Guildford.

ORDINARY BUSINESS

1.

Financial Reports

To receive and consider the Financial Report and the Reports of Directors and Auditors for the year
ended 30 June 2006,

2. Election of Director
{(a} To elect as a Director Mr G.I. Forsyth.
Mr Forsyth a Director appointed since the last Annual General Meeting ceases to hold office in
accordance with clause 10.11 of the Company’s Constifution, and, being eligible offers himself for
election.
(b) To elect as a Director Mr P.W. McKenzie.
Mr McKenzie a Director appointed since the last Annual General Meeting ceases to hold office in
accordance with clause 10.11 of the Company’s Constifution, and, being eligible offers himself for
election.
3 Remuneration Report
To adopt the Remuneration Report for the year ended 30 June 2006.
The vote on this resolution is advisory only and does not bind the Directors or the Company.
Dated 4th October 2006

By order of the Directors

PW Gill
Company Secretary

PROXIES

Please note the following:

1.

A sharcholder entitled to vote is entitled to appoint & proxy to attend and vote instead of the shareholder. A suitable proxy form
accompanies this Notice of Annual General Meeting,

The person appointed a proxy need not be a shareholder of the Company.

Where the sharcholder is entitled to cast two or more voles, the shareholder may appoint two proxies and may specify the
proportion or number of voles cach proxy is appointed 0 oxercise.

To be effective, the instrument appointing a proxy (and the power of attormey or other authority, if any, under which it is signed

or a certified copy of the power or authority) must be deposited at the Company’s registered office (151 Fairfield Road,
Guildford, NSW, 216 1) or recetved by fax at (02) 9892 2399 not less than 48 hours prior to the meeting.



SUPPLY NETWORK LIMITED
ABN 12003 135 680

EXPLANATORY NOTES TO NOTICE OF ANNUAL GENERAL MEETING

ORDINARY BUSINESS
Ftem 1:  Financial Reports

The business of the meeting will include receipt and consideration of the Financial Statements of the Company
and the reports of the Directors and Auditors for the year ended 30 June 2006. Shareholders are not required to
vote on these reports but will be given an opportunity to raise questions on the Reports at the meeting. The
Auditors will be available at the meeting to answer any questions in relation to the Auditor's Report.

Item 2:  Election of Director

{a2) Mr G.J. Forsyth was appointed to the Board on the 25 January 2006 and ceases to hold office in accordance
with clause 10.11 of the Company’s Constitution, and, being eligible offers himself for election.

Mr Forsyth was appointed as a Non-executive Director and is the Chairman of the Audit Commiitee and a
member of the Remuneration Commitiee. He is a Portfolio Manager with a funds management business
specialising in Australian listed equities and has over 19 years experience in the financial markets.

The Board unanimously recommends that shareholders vote in favour of Mr Forsyth’s election.

{b) Mr P.W. McKenzie was appointed to the Board on the 1 Tuly 2006 and ceases to hold office in accordance
with clause 10.11 of the Company’s Constitution, and, being eligible offers himself for election.

Mr McKenzie was appointed as a Non-executive Director and is the Chairman of the Remuneration
Committee and a member of the Audit Committee. He holders a Masters Degree in Business
Administration, has over ten years experience in the transport industry and operates a consultancy practice
providing advice to clients primarily in the transport industry. Prior to his consultancy practice Mr
McKenzie was Chief Operating Officer for National Express Group {Australia) Limited, an international
passenger transport company with operations in most capital cities in Australia.

The Board unanimously recommends that shareholders vote in favour of Mr McKenzie's election.
Ftem 3: Remuneration Report

The Board submits {ts Remuneration Report to shareholders for consideration and adoption by way of a non-
binding resolution. The Remuneration report is set out in pages 7-10 of the Annual Report.

A reasonable opportunity will be provided for discussion of the Remuneration Report at the meeting.

The Board unanimously recommends that sharcholders vote in faveur of adopting the Remuneration
Report.
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PROXY FORM
To be effective this form must be completed and lodged at the registered office of the company by 3.0Cpm on

Tuesday 14 November 2006.

Appointment of proxy

being a member of Supply Network Limited hereby appoint:

Chairman

Mark the above box with an ‘X ‘if you are appeinting the Chairman of the meeting
OR
Write below the name of the person{s) you are appointing if this person is someone other than the Chairman

ar fadling the naned person, o 1if no person 18 named above, the Chairman of the Meeting, ag my/owr proxy to act generalfy at the Anoual General Meeting
of Supply Network Limited to be held on F6 November 2006 on myfour behalf and 10 vote in accordance with the following directions {or, if no direetions
have been given, as the proxy sees i) at that Meeting and any adjournment of that Meeging.

Vating directions to your proxy — please fick the box below to indicate your directions.

Your proxy may decide how to vote on any motion, except where specifically directed below.

FOR AGAINST  ABSTAIN*
2(a). Elect Mr G.J. Forsyth as a Director O O O
2(b). Elect Mr P.W. McKenzie as a Director | ] O
3. Adopt Remuneration Report (non binding resolution)} U U U

The Chairman of the meeting intends 10 vote undirected proxies in fvour of each ttem of business.
* 1 vou mark the abstain box you are directing yolr proxy not fo vote on that iterm.

PLEASE SIGN HERE

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

Individual or Sccurityholder Securityholder 2 Securityholder 3

Sole Director and Director Director/Company Secretary
Sole Company Secrctary

Date o

Contact Name Contact Daytime Telephone




SUPPLY NETWORK LIMITED
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How to complete Proxy Form

Appointment of Proxy

A member entitfed o attend and vote 15 entitfed to appoint & proxy fo atiend and vote instead of the member. A proxy need not be a
member. Any instrument of proxy deposited or received at the registered office of the Company in which the name of the appointee is not
filled in shall be deemed to be given in the favour of the Chatrman of the meeting to which it refates.

Votes on Ftems of Business

Should you wish to direct your proxy how to vole, please indicate, by inserting a tick, in the approptiate box against each iem, otherwise
YOUr proxy may vole as he or she thinks it or may abstain from voling. I you tick more than one box per item your vote on that tam will
be invalkid.

Appointment of a Second Proxy

Where the member is entitled to cast 2 or more votes, the member may appoint 2 proxies. An additional proxy form muay be obtained by
telephoning the Company Secretary on (02) 9892 3888, or you may copy this form.

Where more than one proxy is appointed each proxy form must specify the number or percentage of shares in respeet of which cach proxy
is appointed fo vote. I you do not specify the number or percentage of voting rights on each form cach proxy will be entitled to exercise
half of the votes of the member (any fractions of votes will be disregarded).

Signing Instructions

You must sign this form as follows in the spaces provided:

Individual: where the holding is in one name, the holder must sign.

Joint Holding: where the holding s in more than one name, all the securityholders must sign.

Power of Attorney! If signed by an attorney, ot under another authority, for this proxy to be etfective the power of attorney or other
authority, if any, vnder which it is signed or a certified copy of the power or authority must be deposited at the
registered office of Supply Network Limited.

Companies! The proxy form must be signed in accordance with Constitution of the company appointing the proxy and in
accordance with Corporations Act 2001, Please indicate the office held by signing in the appropriate box.

If a representative of the corporation is to attend the meeting the appropriate “Cerlificate of Appointment of Representative” should be
produced prior to admission
Lodgement of Proxy

This Proxy Form (and any Power of Attomey under which it is signed) must be lodged at the registored office of Supply Network Limited,
151 Fairfield Road, Guitdford, New South Wales 2161, or be received by fax at (02} 9892 23%% by 3.00 pm on Tuesday 14 November
2006, Any Proxy Forms received after that time will nod be valid for the scheduled meeting
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Lirectors

G T Lingard {Chairman}

G D H Stewart iManaging Directon)
G ] Forsyth

P W McKenzie
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Ermst & Young

Hankers
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Solicitors
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Enquiries (within Australia) 1300 885 QRO
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are quoted on the Australian Stock Exchange
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While our resulis have been satisfactory in a difficult market, we have not been able 1o achieve targets set for the business
over the past year and this is disappointing. Given commitments to a number of long term investments we needed to
maintain sales growth momentum over prior years in order to deliver forecast profits over the Tull year. As the year unfolded
many of our customers were adversely affected by rising fuel costs and slower economic activity. This had a matertal impact
oN our sales revenue and subsequently on profi results.

Our managers and staff have redirecied thelr efforts 1o maximise short-term growth opportunities in these challenging
market conditions and this has been done without the need for any fundamental changes to our strategic plan. The
iong-term outlook remains positive for the road transport industry and the role for aftermarket replacement parts in
this industry.

Review of Operalions

Multispares Australia — European & Japanese Heavy Vehicie Parts

Sales revenue was flal compared with the prior year. Steady growth became erratic in the later part of the 2004-2005
financial year and sales remained below expectations throughout 2005-2006.

Stock levels had been established 1o support continued growth so changing market conditions were a good test of new
stock management practices. Stock ordering responded 1o new inputs and stock reductions over the eourse of the year
were a major contributor 1o positive cash flows.

Changing sales pattemns over the past 12 months are being taken into consideration for future planning. In particutar diesel
engines are undergoing accelerated technology evolution as a result of regulatory requirements to reduce emissions. The
newer engines have a different and generally lower replacement parts requirement and we will need to improve market
share to maintain revenue. Other major product groups based around strong supplier relationships and in particular a
number of exclusive brands have been growing at double-dight rates. These product groups will continue 1o drive growth
well into the future.

Sales performances in the geographic territortes supported by new Multispares outlets in Canberra and Dandenong have
been pleasing, Further extensions of the Mullispares branch network are being considered but management wilt be
concentrating on improving overall performance of the existing nistwork in the current year.

NMultispares New Zealand - European, Japanese and Trailer Heavy Vehicle Parts

Sales revenue in New Zealand was down 5% compared with the prior vear. Excluding the reduction in sales to one major
customer, where our contract for the supply of replacement parts for thelr fleet of MAN frucks was in natural decline,
revenue was flat compared with the prior year.

For a number of reasons sales revenue in New Zealand has remained refatively flat for three vears and this I3 unacceptable.
To put the business back on a growth path we are widening our product range, particularly around axle and suspension
parts for heawy frailers. There have been positive early signs and traller parts are forecast 1o contribute more than 10% of
iotal revenue over the current year.

Globac - Heavy Vehicle Brake Friction, Foundation and Control

Globac sales revenue grew by 15% compared with the prior year This was well below expectations and serious action
was taken in January o provide new direction and leadership. Since that time a number of changes have been made to
accelerate growth in the current year.

Of particutar note are new distribution agreements with two high quality brake component manufacturers, Duroline and
Wabco. These new agreements complement the existing range and give Globac the backbone for a broadly based heavy
vehicle brake program.

Renewed sales efforts have been delivering improved results with a much stronger start 1o the current year.
Looking Forward

The outicok for the current vear is challenging with management attention focused on delivering results from recent
investments. We are forecasting Group sales revenue o grow by 5-10% this year and sighificant improvements to
profitability over a 2-3 year period.

Strong cash flows from stock management iniliatives over the last year have allowed us to increase dividend payout ratio
and reduce the impact of the current dowrittm on shareholders. Our financial position is sound with debt levels at the lower
end of Board guidelines. Future dividends will depend on both cash Bow and profitability with no change to the Board's
stated position of returning a long-ferm average 50-680% of after tax profits 1o shareholders as fully franked dividends.
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{continued)

Following the recent depariure of two long senving Directors we have appointed Mr Greg Forsyth and Mr Peter Mckerzie
io the Board. Greg and Peter bring valued skills and energy to Supply Network and are expected to make a significant

contribution 1o the next phase of our development.

Arguably the road ransport industry more than any other has born pressure from rising input costs over the last yvear. When
market conditions are difficult the pressures on staff performance are greater and this has been the case over the past
12 months. The Board acknowtedges and thanks staff for their efforts to improve results and 1o build new opportunities

for future growth.

The changing dynamics and consolidation of both customers and suppliers in the transport industry are presenting many
challenges and opportunities to your company. But with the recent investmenis and changes made within the organisation,
the directors look forward with confidence to being able to produce improved results in the coming years.

Farformance Mighlights

Revenue From Ordinary Activities

40,600

30,600

20,600

$'000

10,660

2002 2003 2004 2005 2006
Year

Earnings Per Share and Dividends Paid

7.0
6.0
5.0
4.0
3.0
2.0
1.0
0.0

Cents per Share

2002 2003 2004 2005 2006

Year

& Earnings per share M Dividends

Net Profit After Tax

1,500

1,800

$'000

500

2002 2003 2004 2005 2006
Year

Return on Average Total Equity

20.0%

15.0%

16.0%

5.0%

0.0%
2002 2003 2004 2005 20606

Year

Supply Network Limited Annual Report 2006



The Directors of Supply Network Limited submil thelr report for the financial year ended 30 June 2006.

Lireciors
The names of the company's directors in office during the financial year and until the dale of this report are as follows.
Directors were in office for this entire period unless otherwise stated.

G T Lingard {Chairmar
G D H Stewart iManaging Director)
G ] Forsyth {Appointed 25 January 2008)
P W hMcKenzie {Appointed 1 july 2006}
H R Forsyth {Retired 25 January 20086)
{

H M O Anderson  (Resighed 24 November 2005)

Frincipal Activities
The principal activity of the consolidated entity during the financial year was the provigsion of after market parts o the
commercial vehicle industry.

Results

The profit of the consolidated entily after providing for income iax for the financial year was $473,000
{2005 $1,155,000).

Earnings Per Share

Basic earmnings per share for the financial year are 2.14 cents per share {2005 5.25 cents).

Diluted eamings per share for the financial yvear are 2.14 cents per share (2005 5.22 cents).

Bividends

Dividends paid or declared for payment are as follows:

Finat dividend for 2005 of 1.50 cents per share paid 23 Septemnber 2005 $332,000
interim dividend of 0.75 cents per share paid 3 March 2006 $166,000

Final dividend for 2008 of 1.00 cents per share declared 26 July 2006 and payable 22 September 2006 $221,000

Review of Operaltions

The consolidated entity sales revenue declined by 1.1% when compared {0 1ast year.

The Australian operations recorded minor growth {0.5%} in sales revenue while sales in New Zealand declined by 4.9%
when measured in NZ$ terms, which excludes the impact of exchange fluctuations.

Profit after income tax of $473,000 is well below {59.0%) the previous year.

Buring the vear the group experienced difficult market conditions characterised by higher fuel prices, which resulted in &
stow down in certain sectors of our traditional market. While ongoing cost controls have ensured overheads remain within
expected levels, additional fixed operating costs from new Multispares outlets in Australia and additional warehousing
capacily in both Australia and New Zealand have impacted on profitability.

Cash flows from operations have returned to a positive position this year and improved ihventory management practices
have contributed significantly to this position.

There were no additional borrowings during the year and gearing remains at similar levels 1o 1ast year.

Further information on Review of Operations is detailed in the joint Chairmary’s and Managing Director’s Report.

Significant Changes in the State of Affairs

There were no significant chaniges in the state of affairs of the congolidated entity during the financial vear not otherwise
disciosed in this report or the consolidated financial statements.
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{continued)

Significant Evenls after Balance Date

No matter or circumstance has arisen since the end of the financiat year which is not otherwise dealt with in this report
or the conselidated financlal statements that has significantly affected or may significantly affect the operations of
the consolidated entity, the result of those operations or the state of affairs of the consolidated entity in subsequent
financial years.

Likely Developments and Expecled Hesulls

The directors expect the conselidaled entity’s future operating resuits will continue to improve with sales growth of 5-10%.
After a number of years of growth and long term investments the year 2006/G7 will focus on maxdmising short term growih
opporiurities and consolidation of the established Multispares business. Further expansion of product model coverage
and the branch nebwork are ongoing considerations. The group will continue 1o investigate new specialist wholesale
opporiunities as a source of future growth.

Share Options

Unissued shares

As al the date of this report, there were nil unissued ordinary shares under options. Refer to Note 14 of the financial
statements for further details of the options outstanding.

Option holders do not have any right, by virtue of the option, to participate in any share issue of the comparny or ary refated
body corporate.

Shares issued as a result of the exercise of options

Buring the financial year, employees have exercised the option to acquire 12,500 fully paid ordinary shares in Supply
Network Limited at an exercise price of 20 cents.

Informeation on Directors
Garry Thomas Lingard - Chairman
Appointed Chairman of the Board 15 Deceimber 2005, Non-executive Director since 1996, Chainman of the Remuneration

Committee and a member of the Audit Commitiee. He has significant experience in managing and developing a diverse
range of comparnies.

Geoffrey David Huston Stewart - Managing Director

Appointed Chief Executive Officer in November 1999 and Managing Director in November 2000. He is & Chartered
Professional BEngineer and has an MBA from Macguarie University. He also has over 12 years executive management
experience in the Road Transport industry.

Gregory James Forsyth

Appointed 1o the Board on 25 January 2006 as Non-executive Director, Chairman of the Audit Commitiee and a member
of the Remuneration Commitiee. He is a Portfolio Manager with a funds management business specialising in Australian
listed equities and has over 19 years experience in financial markets.

Peter William McKenzie

Appointed 1o the Board on 1 July 2006 as Non-executive Director. He holds & Masters Degree in Business Administration,
has over 10 years experience in ransport industry and operates a consultancy practice providing advice 1o clients primarily
in the transport industry.

Harry Robert Forsyth (Retired 25 January 2006)

Chairman of the Board from 1886 to December 2005, Chief Bxecutive untll September 1993, member of the Audit
and Remuneration Committees, and Chairman of those Committees urtil March 1888. Previously held senior executive
positions with the British Levland Group in Australia.

Hugh Munro Cutram Anderson {Resigned 24 November 2005}

MNon-executive Director since 1994, Chairman of the Audit Committee and a member of the Remuneration Commitiee.
Over 25 years as a Public Company Director. Private Funids Manager Experienced presenter and tutor for Australian
institute of Company Directors.
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{continued)

Birectors’ Meetings

The number of meetings of the Board of Directors and of Board Committees held during the year and the number of
meetings attended by each director were as follows:

Directors Meetings Audit Committee Remuneration Committee
Number Number Number Number Numiber Number
eligible to attended eligible to attended eligible to attended
attend attend attend

G T Lingard 12 12 4 4 3 3

G D H Stewart 12 12 - - - -

G ] fForsyth 8 8 2 2 2 2

P W McKenzie - - - - - -

H R Forsyth 8 8 2 2 1 1

H M O Anderson 5 5 2 2 - -

As at the date of this report the company had an Audit Commitiee of the Board of Directors which met four times during
the year, and a Remuneration Committee which met three times during the year.

Birectors’ interests
At the date of this report the interest of each director in the shares of the company are:

{a) GT lingard is deemed to have a refevant interest in shares held by GT Lingard Holdings Pty Ltd {207,842 shares).

(b} G D H Stewart holds 414,000 ordinary shares of the company and is deemed 1o have a relevant interest in shares
held by D G Stewart (214,000 shares).

{cy G J Forsyth hiolds 20,000 ordinary shares of the company and s deemed 1o have a refevant interest in shares held
by Odalisque Pty Lid {300,000 shares).

{dy P W Mckenzie is deemed to have a refevant interest in shares held by PW & L) McKenzie Superannuation Fund
201,642 shares) and Proom Ply Ltd, a substantial shareholder (1,497,637 shares).

tndemnification of Directors

Buring the financial year the company paid an insurance premium insuring the directors and officers of the company
and any related body corporate against a liabifity incurred as such a director or officer, 10 the extent permitied by the
Corporations Act 2001, The company has niot otherwise, during or since the financial yvear indemnified or agreed to
indemnify an officer of the company or any related body corporate against a fiabilily incurred as such an officer. The contract
of insurance prohibits the disclosure of the amount of premium.

Company Secretary

P W Gill B.Bus, CA, ACIS

P W Gill has been the Company Secretary and Senior Finance BExecutive of Supply Network Limited for over 10 vears.
Mr Gill has been a Chartered Accountant for over 20 years.

Environmental Regulation and Performance

The consolidated entity’s operations are not regulated by any significant ervironmental regulation under a faw of the
Commonwealth or of a State or Territory.

Remuneration Heport
The report outlines the remuneration arrangements in place for Directors and Executives of Supply Network Limited.
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{continued)

Remuneration Commitiee

The Remuneration Committee is responsible for making recommendations to the Board on remuneration policies and
packages applicable o the directors and senior executives of the consolidated entity.

The broad remuneration policy Is 1o ensure the remuneration package of directors and senior executives properly reflects the
person’s duties and respongibilities and that remuneration is competitive in attracting, relaining and motivating people.

The Remuneration Commitiee assess the appropriatenass of the amount of remuneration of directors and senior executives
on an antwal hasis by reference 1o relevant employment market survey data.

Non-executive director compensation

The Board seeks 1o set aggregiate compensation at a tevel which would enable the company o atiract and retain suitably
gualified directors at a cost which is acceptable to shareholders.

The presert maximum ageregate sum for non-executive directors is $200,000. This amount was approved by shareholders
at the 2002 Annuat General Meeting,

Non-executive Directors receive a fee for being a director of the company. These fees are determined by reference to
industry standards taking into account the Company’s relative size. No additional payments are made for senving on Board
Committees and no performance related compensation or equity incentives are offered.

Not-executive Directors, appointed prior to 30 June 2004, are entitled to a retiring allowance as approved by shareholders
at the 1997 Annual General Meeting. The retiring allowance is a multiple {determined by length of senvice as a non-
executive director) of the non-executive directors average last three years fees. The Directors have resolved 1o freeze the
rate on which this entittemment is calculated al the level of compensation as at 30 June 2004, The retiring allowance
mulbtiples are as follows:

Length of Service Retiring Allowance Multiple
Less than 3 years i
More than 3 vears under B years 1.5
More than 5 years under 10 year 2.0
10 years and over 3.0

The Directors have also resolved 10 pay all non-executive directors, appointed after 30 June 2004, on a fee only basis with
no retiring allowance being offered.

The compensation of non-exscutive directors for the period ending 30 June 2006 is detailed in Table 1 below.
Executive director and senior executives compensation

The company aims 1o reward executives with a level of compensation commensurale with thelr position and responsibilities
within the company, o link reward with performance of the company and 1o ensure total compensation is competitive by
market standards.

Compensation congists of the following two elemerniis:

+«  fixed compensation and
+  yariable compensation - short term incertive

The Board has not used equity-based compensation for executives during the financial year and has no plans to introduce
it at this stage.

Fixed Compensation

The level of fixed compensation s set To provide a level of compensation that is both appropriate o the position and
competitive in the market place. BExecutives’ fixed compensation is reviewed annually by the Remuneration Commitiee
using input from the Managing Director and refevant employment markst survey data as a guide.

Execulives are given the scope 1o iallor their fixed compensation package in a vartety of forms including salary, non-
monetary benefits {including motor vehicles) and superannuation.

The fixed compensation component of the most highly remunerated executives is detaited in Table 1 below.
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Variable Compensation - Short Term Incentive

{continued)

The objective of the short-term incentive is o link the company’s performance and operational targels with the compensation
of the executives. The operational target is set at a level, which provides sufficient incertive for senior managers 1o achieve
the performance hurdle and at a reasonable cost 1o the company.

The short-term incentive payable 10 executives depends on the extent to which the company’s performance exceeds a
specific operating target, which is sel at the beginning of the year. The cost of these incentives is deducted from the
financial results before determining the performance rewards.

On an annual basis after completion of the audidl of the company results the short-term incentives are approved by the

Remuneration Committee and usually paid in September.

Employment contracts

All Supply Network Limited executives are employed under contracts with the following common terms and conditions:

+  No fixed terms

+  Contract may be terminated by 3 months notice in writing by either parly
+ In the event that the contract is terminated on the ground of redundancy the execulive is entitted to 20 weeks
severance payment in addiion to required three months notice

+  The company may erminate the contract at any time without notice for Causes as defined.

Key Management Personnel

Details of key management personnet are as follows:

Directors

G T Lingard

G D H Stewart
G ] Forsyth

P W McKenzie

H R Forsyth

H M O Anderson

Executives

B A McKenna
P WGl

Chairmman (non-executive)

Managing Director {executive)
Director {non-executive)
Director {non-executive)
Chairman (non-executive)
Director {non-executive)

Operations Manager
Chief Financial Officer and Company Secretary

appointed 25 January 2006

appoirted 1 July 2006
retired 25 January 2006

resigned 24 November 2005

Compensation of Key Management Personnel

Table 1: Compensation of Key Management Personnel for the year ended 30 June 2006*

Share Total
Based Performance
Short Term Post Employment Payment Total Related %
Salary & Bonus Non Super-  Retirerment Options
Fees Payabte Monetary  anneation Benefits Granted
Birectors
G T Lingad 45 882 - - 4,129 - - 50,011 -
G O H Stewart 190,734 - 28,340 20,436 - - 738,510 -
G | Fomyih 18,060 - - 1,445 - - 17,505 -
H R Fargyth 29,352 - - - 157,696 - 187,048 -
H M O Anderson - - - 13,338 102,804 - 116,140 -
Executives
B A Mckenna 131,262 - 39,631 20,967 - - 191,860 -
B Gl 123,320 - 30,583 40,192 - - 194,085 -
Total 536,610 - 98,554 100,505 260,500 - 996,169 -
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Table 2: Compensation of Key Management Personnel for the year ended 30 June 2005*

Share Total
Based Performance
Short Term Post Employment Payment Total Related %
Salary & Bonus Non Super- Retirement Ogptions
Fees Payable Monetary  anneation Benefits Granted
Birectors
G T Lingad 36,656 - - 3,304 - - 43,000 -
G D H Stewart 187,526 21,804 25,952 15,877 - - 252,159 8.65%
H R Fargyth - - - 58,700 - - 58,700 -
H M O Andersor - - - 40,000 - - 40,000 -
Executives
B A Mckenna 132,412 12,460 39,382 15,055 - - 202,308 8.16%
B Gl 120,788 7,787 30,583 35,193 - - 194,351 4.01%
Total 477,422 42,0581 95,917 172,129 - - 787,519 5.34%
Table 3: Details of bohus provided*
2006 2008
Potential Bonus Bonus Potentiat Bontis Bonus
honus payabie forfeited honus payable forfeited
Birectors
G T Ungaed - - - - - -
G O H Stewart - - - 21,804 21,804 -
G | Fomyih - - - - - -
H R Fargyth - - - - - -
H W O Anderson - - - - - -
Executives
B A Mckenna - - - 12,480 12,460 -
B W Gl - - - 7,787 7787 -
Total - - - 42,051 42,051 -
All boruses for the yvear ended 30 June 2005 were paid i September 2005,
Table 4: Compensation by Category*
Consolidated
2006 2005
$ $
Short term 635,164 615,360
Fost ermployrment 130,505 172,129
Terminations benefits 260,500 -
Share based payments - -
Other long term benefits - -
996,169 787,519

* The disclosures marked with an asterix have been included with the remuneration report and audited in aocordance with the exermption
uhdder the Corporations Amendments Regidations 2006,
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Rounding

The amounts contained in this report and in the financial report have been rounded to the nearest $1,000 {(where rounding
is applicable) under the option available to the company under ASIC Class Order 980100, The company IS an entity to
which the Class Order applies.

Auvditors’ Independence Declaration
A copy of the Auditors’ independence declaration Tor the year ended 30 June 2006 is set out below.

Mon-Audit Services

The following non-audit services were provided by the entity’s auditor, Emst & Young, The directors are satisfied that the
provision of non-audit services s compatible with the general standard of independence for auditors imposed by the
Corporations Act. The nature and scope of the non-audd senvice provided means thal auditor independence was hot
compromised.

Ernst & Young received or are due 1o receive the Tollowing amounts for the provision of non-audit services:

Tax compliance services 55,756

Signed in accordance with a resolution of directors.

LI

G T Lingard
Director

Sydney

30 August 20086

Auditors’ Independence Declaration

in relation 10 our audit of the financial report of Supply Network Limited for the financial year ended 30 June 2006, to
ihe best of my knowledge and belief, there have been no contraventions of the auditor independence requirements of the
Corporations Act 2001 or any applicable code of professional conduct.

Ernst & Young

2

Christopher D. George
Partrier

Sydney

30 August 2006
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ShUs Board members, as representatives of the shareholders, are commitied to setting a cultural framework within the
crganization that engenders responsible citizenship amongst all emploveas, with an attitude of “doing the rght thing” by
all stakeholders.

The Board promotes a corporate governance framework that achieves the objectives of the business and discharges
all responsibilities. It intends to direct the business so that it is managed in a manner consistent with the interests of
shareholders, itg business pariners, and the wider commurnity.

the Board of SNL does not comply with many of the Best Practice Recommendations put forward by the ASX Corporate
Governance Councll. While we support thelr objectives we do not believe that it is appropriate for a company of our size and
stage of development 10 be governed through a set of formal policies, procedures and codes of conduct that have been
designed for companies far more compiex than SNL.

Below we address each of the ASX Corporate Governance Counclls 10 Principles of Good Corporate Govermnance. In
each case where we state non-compliance i is because we believe the costs and rigidity of implementing and managing
compliance would be contrary 1o sening the interests of our shareholders.

Principle 1 - Lay solid foundations for management and oversight

Whilst no formal *Charter of Board Responsibility” has been adopted, the Board has made clear to management which
functions are o be reserved for it. These functions are:

+ Ratification of strategy and monitoring management's implementation.

+  Any appointment or removal of the Chief Executive Officer.

+  Approving the conditions of senvice and succession planning for all Executives.

+  Approval of budgets including all capital expenditure and monitoring financial oufcomes.

s Setting authority limits for managers, particularly those relating 1o expenditure and contracts.
+  Audit, risK management and compliance systems.

+  Ethical standards.

+  Continuous disclosure to shareholders.

With a small Board, i is relatively easy to gather Board and management to address particular issues. This process ig
helped by the effective relationship existing between the Managing Director and the Chairman.

Principle 2 - Structure the Board to add value

The Board aims to have Directors whose skills meet business needs and are complementary 1o each other. Where
appropriate Directors may seek approval of the Chairman o take independent professional advice at the company’s
expense.

The skills of the current Directors and their terms of office are detalled in our Annual report. Three of the four Directors are
in non-executive rotes.

The Directors are expected to bring independent views and judgements to the Board's decigion-making.

The Board has reviewed the independence of each of the Direclors in office at the date of this report in light of the interests
disclosed by them. Two of the members of the Board, Mr G Lingard {Chairman) and Mr G Forsyth, are considered to be
independent.

Mr G Lingard is a Director and shareholder of Carwill Py Limited a company that lease premises on normal commercial
ferms to wholly owned and controlled entities. Carwill i3 not a material supplier to the Supply Network Limited (SNL) group
and the SNL group is not a material customer of Mr Lingard’s group of companies. The Board has determined that the
relationship does not interfere with Mr Lingard's ability to exercise independent judgement in decision-making.

Mr G Forsyth is related to Mr H Forsyth, the previous Chairman of SNL and a Director of Herglor Enterprises Pty Limited
{Hergfor), a substantial shareholder in SNL. Mr G Forsyth is not an officer of Hergfor and has no direct or indirect interest
in Herglor. The Board has determined that the relationship does not have an adverse impact on Mr G Forsythy's ability 1o
exercise independent judgement in decision-making.

Mr G Stewart, Managing Director, and Mr P McKenzie, a Director and shareholder of Proom Pty Limited, which is a
substantial sharehoider in SNL, are congidered not 1o be independent.

The Board has approved the Chairman's job specification and in his role as Chalrman, he has the support of the Board.
The Chairman and Managing Director have regular contact but the Chalrman does not interfere in the day-to-day
management.
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{continued)

With a smalt Board, there is no need for a formal Nomination Commitiee, but the Board spends considerable time on
succession planning. When the Board seeks to fill vacancies it uses a skills malrix and aims 1o appoint people with
complemerntary skifls.

The Board acknowledges the ASX recommendation that a majority of Directors be independent and will consider this for any
future appointments however the Board does not believe the addition of a fifth member i justified at this point in time.

Principle 3 - Promote ethical and responsible decision making

Whilst the Board has no format code of conduct for Directors or Executives it believes one of a company’s best assets is
s reputation, and accordingly is adamant that both its members and alt staff act with high standards in all their dealings.
The Board encourages long-term decision making and not a “quick Bx” approach 1o problems.

Directors are prohibited from buying or selling the Company’s securities outside of certain windows (they can irade only
within a pericd of 20 days after a General Meeting or after cerfain ASX announcements or, in special circumstances, with
the permission of the Chairman), and senior management are made aware of the prohibition on trading in shares while
they are in possession of confidential information Hikely 10 have a material effect on share price.

Principle 4 - Integrity in financial reporting

The Company practices high standards of financial reporting, with well-developed checks and balances in place. The Board
requires the Managing Direclor and the most senior finance Executive to state in wiiting to the Board that the comparny’s
financial reponts present a true and fair view, in all material respects, of the company’s financial condition and operational
results and are in accordance with relevant accounting standards.

The Audit Commitiee consisis of all three Non-Executive Directors, two of whom are independent, and has an independert
Chairman. The Audit Committee is responsible for annually reviewing the appointment of the Auditors and recommending
1o the full Board their reappointment or replacement. [t has no formal charler

Principle 5 - Male timely and balanced disclosure

The Board is sensitive to the requirements of an informed market. 11 seeks 10 keep its Shareholders informed throughn

+  Reports to the ASX

+  Half and full-year profit announcemenis

+  Annual Reports

+  Continuous disclosure 1o the ASX pursuant {o the ASX Usting Rules.

Whilst there i no written st of policles and procedures concaming disclosure, the Board believes its track record verifies
its diligent approach.

Principle 6 - Respect the rights of shareholders

The Board members recognise and honour their responsibility to consider the interests of alt shareholders. Accordingly
they are avaitable for shareholders 1o speak with, particularly at General Meetings, and promptly make available market
announcemerits on SNUs website. The Board requests the external auditor to attend the annual general mesting and to
be avallable 10 answer shareholder guestions.

The company’s communication with Shareholders is based on statutory reporting requirements, continuous disclosure to
the ASX and ali Board members attend annual general meetings where possible.

Principle 7 - Recognise arci manage risk

The Board as a whole annually reviews the Company's risk matrix. Senior management is involved in drawing up this
document, which addresses the ikelihood and severity of risks as well as contingency planning.

While there is no formalised internal compliance and controt system policy, in a comparny of SNLs size there is close
interaction between the executive and staff, and risk is minimised through staff training and monitoring at all levels. Where
circumstances dictate, matters are brought to the Board earlier than at scheduled meetings.

The Managing Director and the most senior finance Executive have stated to the Board in wiiting that:

+  The integrity of financial statements is founded on a sound system of risk management and intermnal compliance and
control which implements the policies adopted by the Board

+  The Company’s risk management and internal compliance and control system is operaling efficiently and effectively In
all material respects.
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Principle 8 - Encourage enhanced performance

An annual review of the performance of the Board as a unit and of its members is undertaken internally by the Board.
Hitherlo each year on a scheduled date Board members have been given the opportunity to detaill individually issues they
see as strengths and weaknesses of the Board, of its meetings, and of #s members. These views are discussed by all
membiers bul the details and any related reports are not made public.

Each year on another scheduled date the Board formally reviews with the Managing Director the performance of Executives
over the prior year. The Board encourages management to conduct periodic performance reviews of all senkor staff.

Principle @ - Remunerate fairly and responsibly
Board members are remunerated by reference 1o industry standards.

Non-Executive Directors appointed prior 10 30 June 2004 are entitled 10 & retiring allowance as approved by shareholders
in 1997. The Board has resolved 1o freeze the salary rate on which this entitlement is cakoulated at the leveld as of 30 June
2004, In other words Non-Executive Birectors will continue 1o receive a fixed fee, which is reviewed annually, but their
refiring aflowances will nct fAse with increasing fees.

The Board has also resolved 1o pay future Non-Executive Birectors a fee only, with no provision for a retiring allowance.

Senior management receives annually a base salary package and a performance bonus relating to the year just finished.
The bonus component is based on resulis in excess of predstermined performance hurdles and the structurs of these
hurdles is common throughout the eompany.

The Board has not used equity-based remuneration for Executives over the past vear and has no plans to introduce it at
his stage. Should this change the Board would seek 1o have plans approved In advance by shareholders.

The Remuneration Committee, consisting solely of Non-Executive Directors, monitors industry practice and advises the
Board, which sets the remuneration levels of Executives.

Please also refer 1o the Remuneration Report on page 7.

Principle 10 - Recoghnise the legitimate interest of stakeholders

Whilst there is no formalised code of conduct regarding stakeholders, the Board recoghises legitimate interests of the
communily with which the Company interacts. It encourages all staff {o act likewise,

Board members periodically attend customer functions, wherein they can observe how well the company is senving the
wider community.

Other Issues

Board meetings

The Company I8 a small size to be listed on the ASX, which glves its people the agllily to make decisions in & timely manner.
While Board meetings are generally scheduled once a month, with a small Board, other meetings are held as necessary.
Any director is free 1o seek to have ftemns added o the agenda, which is set by the Chairman.

Conflicts of interest are handled in the appropriate manner with the Birector concemed where necessary abstaining from
voting and discussion, including leaving the room.

Board commitiees
There are two permanent Board Commitiees, Audit and Remuneration. Each calls meelings on an as needs basis and asks
non-committee members o attend on ococasions.

Strategy

The Board places great emphasis on setting the stralegy for SNL and regular meetings are held attended by Executives
and Board members. The Board has a program of visiting all divisions of the Company over a period of time and seeks
1o understaryd the special needs of the business at each location. Strategy mestings often take place during Board visits
away from Head Office.

The Board vigorously debates management recommendations and requests additional information when it belleves 118 not
sufficiently well informed to make a decigion.

Human resources
Along with strategy Human Resources IS considered important, and staff development, raining and succession are given
high priority. Director training is also encouraged and the Company pays for attendance at appropriate seminars.
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insurances
insurance covers are reviewed annually by the Board and any recommendations for change are properly explored.

Connmunications and community support
in keeping with the Company's policy of improving external communications 1o betler serve its constituency, the Board has
appointed nominated spokespersons for operational and shareholder matters.

The Board is sensitive to community expeclations regarding donations. No funds are given to any political party or
individual running for office. Modest assistance I8 given 1o local commurity activities, where authority is granted from the
Executive.

Finally

Being a small company with speedy interactions available, much decision making is in an irformal ervironment. That is not
o say that decision making is reckless. The Board firmly befieves in adequate checks and balances at all levels, without
inhibiting personal initialive. | works closely with the Managing Director to ensure sufficient authority is given 1o him to
manage the business and is supportive of SNL staff.

in seeking to enhance shareholder wealth, the Board ensures throughout the business, from the Boardroom down, no
individual has unfettered power, and every decision is open 1o challenge.
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Revenue

Finance revenue

Other income

Changes in inventories of finished goods
Employee benefils expenses
Depreciation and amortisation

{Other expenses

Finance costs

Profit before income tax

income 1ax expense

Profit after income tax

Profit for the period

Profit attributable to members of
the parent

Basic eamnings per share (cents per share)

Diluied sarnings per share {cents per shars)

Dividends per share {cents per share}

Note

18

18

17

Consolidated Parent
2008 2005 2006 2005
%000 %000 $000 $000
34,663 35,051 895 1,168
13 4 4 2
10 15 - -
{21,228) (21,219; -
{6,468) 16,324} {94} (148)
{449) (368 -
{5,5486) {5,182} {86) (89
{302) (279} - -
696 1,608 719 933
{223) (543} {28} {2}
473 1,155 691 931
473 1,155 691 931
473 1,155 691 931
2.14 525
2.14 522
2.28 2.75
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Consolidated Parent
Note 20086 2005 2006 2005
%000 %000 $000 $000

ASSETS
Current assets
Cash and cash eguivalents 23 816 156 1
Trade and cther recelvables 5 4,580 5,108 7461 7,580
inveriories 6 11,380 11,519 - -
Other current assets 7 88 14 - .
Derivatives 27 660 - - -
Totat current assets 17,501 16,797 7,462 7,580
Non-current assets
Other financial assets 8 - - 1,398 1,398
Properly, plant and equipment e ] 1,447 1,562 -
Deferred tax assets 4 670 715 39 124
Tetal non-current assets 2,117 2,277 1,437 1,522
TOTAL ASSETS 19,618 19,074 8,899 9,102
LIABILITIES
Current liabilities
Trade and other payables 16 5,791 5,108 31 24
interest bearing loans and borrowings 11 116 216 -
ncome tax payable 12 - 77 - 123
Provisions 13 366 559 112 375
Derivatives 27 659 - - -
Total current liahbilities 6,926 5,958 143 522
Non-current liabilities
interest bearing loans and borrowings 11 3,217 3,369 -
Provisions 13 313 351 - 20
Total non-current labilities 3,530 3,720 - 20
TOTAL LIABILITIES 10,456 9,678 143 542
NET ASSETS 9,162 9,395 8,756 8,580
EQUITY
Contributed equily 14 5,398 5,395 5,398 5,395
Reserves 15 {145) 67 - .
Retained earnings 16 3,908 3,934 3,358 3,165
TOTAL EQUITY 9,162 9,396 8,756 8 560
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Note

Total equity at the beginning of the

financial period

Adjustments from translation of foreign

controlled entities i3
Net income recoghised in equily

attributable 1o members of the company

Net profit for the financial period

Totat recognised income and expense for

the financial period

Transactions with equily holders in their

capacily as equity holders:

Contributions of equity by members of

the compary 14
Dividends paid to members of the company i7
Totat equity at the end of the financial

period

Consolidated Parent
2006 2005 2006 2005
$000 4000 4000 $000
9.396 8,751 8,560 8,142
{212) 3 - -
9,184 8,754 8,560 8,142
473 1,155 681 931
9.657 9,909 9,251 9,073
3 o4 3 a4
{498) B80T} {498) B07)
9,162 9,396 8,756 8,560
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Cash flows from operating activities

Receipts from customers

Payments 1o suppliers and employees
interest received

irferest paid

income tax paid

Net cash flows from {used in} operaling
activities

Cash flows from investing activities

Purchase of properly, plant and equipment
Proceeds from sale of property, plant

and equipmert

Advances 1o and by wholly owned

related parties

Net cash flows from {used in}

investing activities

Cash flows from financing activities

Proceeds from borrowings

Proceseds from issue of shares
Repayment of borrowings

Equity dividends paid

Net cash flows from {used in} financing
activities

Net increase (decrease) in cash and
cash equivalentis

Cash and cash equivalents at beginning
of period

Cash and cash equivalents at end

of period
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Consolidated Parent
Note 2006 2005 2006 2005
$000 %000 %000 $000
Infiows / (Qutfiows)
39,035 385158 -

{36,668) {38,223} 8 {1}

g 4 4 2

{308) {256; - -

{360) {BBG) - -

23b 1,711 {849 12 1
{341) {515} - -

1 - - -

- - 484 511

{340) {515} 484 511

i59 1,695 - ;

3 94 3 95

{268) {292} - -

{498) {807} {498) B07)
{604) 890 {495) (5123

767 {274} 1 -

49 323 - .

23a BiB 49 1 -
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for the year ended 30 June 20006

1. Corporate information

The financial report of Supply Network Limited (the company} for the year ended 30 June 2006 was authorised for issue
in accordance with a resolution of the directors on 30 August 2006.

Supply Network Limited ks a company limited by shares incorporated in Australia whose shares are publicly traded on the
Australian Stock Exchange.

The nature of the operations and principle activities of the Group are described in the Directors’ report.

2. Statement of significant accounting policies

{a) Basis of accounting

The financial report is a general-purpose financial report, which has been prepared in accordance with the requirements of
the Corporations Act 2001 and Australian Accounting Standards. The financial report has also been prepared on a historical
cost basis, except for selected non-current assets, financial assets and liabilities, which have been measured at fair value.
The carving values of recognised assets and liabilities that are hedged items in fair value hedges, and are otherwise carried
at cost, are adjusted to record changes in the fair values atributable 10 the rigks that are being hedged.

The financial report is presented in Australian dollars and alt values are rounded o the nearest thousand dollars {$'000}
unless otherwise stated under the option avallable to the Company under ASIC Class Order 98/100. The Company is an
entity 1o which the class order applies.

{h) Statement of compliance

The financial report complies with Australian Accounting Standards, which include Australian equivalents to Intemational
Financial Reporting Standards (AIFRS). Compliance with AIFRS ensures that the financial report, comprising the financial
statements and notes thereto, complies with Intermnational Reporting Standards {IFRS).

This is the first financial report based on AIFRS and comparatives for the yvear ended 30 June 2005 have been restated
accordingly except for the adoption of AASB 132 Financfal Inshuments! Disclosure and Presenfation and AASB 139
Financial Instruments: Recognition and Measurementt. The Company has adopted the exemption under AASB1 First-time
Adoption of Australian Equivalents to Intemational Financial Reporting Standards from having to apply AASE 132 and AASE
139 to the comparative period. Reconciliations of AIFRS equily and profit for 30 June 2005 to the balances reported in the
30 June 2005 financial report and af ransition to AIFRS are detailed in note 29.

Except for the revised AASB 119 Emplovee Benefits {issued December 2008), Australian Accounting Standards that have
receritly been issued or amended but are not yet effective have not been adopted for the annual reporting period ended
30 June 2006
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for the year ended 30 June 20006

2. Siatement of significant accounting policies (continued)

{b) Statement of compliance (continued)

AASE Affected Standard{s) Nature of change to accounting Application date Application
Amendment pokicy of standard® date for Group
2004-3 AASB 1 First-time adoption of AIFRS, | No change to accounting policy 1 tanuary 2006 | 1 July 2008
AASB 101 Presentation of Financial required. Therefore no impact
Statements,
AASE 124 Refated Party Disclostres
2005-1 AASE 139 Financlal instruments: Mo ehange to accounting policy 1 tanuary 2006 | 1 July 2008
Recognition and Measurement requited. Therefore no impact
2005-5 AASE 1 First-time adoption of AIFRS, | No change to accounting policy 1 January 2006 | 1 July 2006
AASE 139 Financlal instruments: requited. Therefore no impact
Recognition and Measurement
2005-8 AASE 3 Business Combinations Mo ehange to accounting policy 1 tanuary 2006 | 1 July 2008
requited. Therefore no impact
2005-10 AASE 132 Financlal instruments:? Mo ehange to accounting policy 1 tanuary 2007 | 1 July 2007
Dizclostre and Presentation, requited. Therefore no impact
AASE 101 Presentation of Financial
Statements,
AASE 114 Segment Reporting,
AASB 117 Leasing,
AASB 133 Famings per Share,
AASB 139 Financial instruments:
Recognition and Measurement,
AASE 1 First-time adoption of AIFRS,
AASB 4 Insurance Contracts,
AASB 1023 Genaral instrance
Contracts, and
AASB 1038 Life fnswrance Contracts
2006-1 AASB 121 The Effects of Changes in | No change to accounting policy 1 tanuary 2007 | 1 July 2007
Foreign Exchange Hates requited. Therefore no impact
New Standard or revised Standard [ DIG Affected | Nature of change to accounting Application date Application
Standardi(s) policy of standard® date for Group
AASB 7 Financial instriments: Disclostres Mo ehange to accounting policy 1 tanuary 2007 | 1 July 2007
requited. Therefore no impact
AASBE 119 Emplovee Benefits Mo ehange to accounting policy 1 tanuary 2006 | 1 July 2008
requited. Therefore no impact

* Application date is for the annual reporting periods bedinning on or after the date shown in the table above
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for the year ended 30 June 20006

2. Siatement of significant accounting policies (continued)

{b) Statement of compliance (continued}

The following amendmenis are not applicable to the Group and therefore have no impact:

AASE Affected Standard{s)
Amendment
Z005-2 AASB 1023 General nswrance Contracts

2005-4 AASE 139 Financlal instruments: Recognftion and Measwement,
AASB 132 Financlal nstruments: Disclosure and Presentation,
AASE 1 First-time adopfion of AIFRS,

AASB 1023 General instrance Contracts, and

AASB 1038 Life nsurance Contracts

20059 AASB 4 Insurance Contracts,

AASB 1023 General instrance Contracts,

AASE 139 Financlal instruments: Becognition and Measwemernt, and
AASB 132 Financial instruments: Discloswre and Presentation
20085-12 AASE 1038 Life inswrance Contracts and

AASB 1023 General instirance Contracts

2005-13 AAS 28 Financial Reporting by Superannuation Plans

[B1¢] G 4 Determining whelher an Arangement contains a Lease

[B1¢] G B Rights fo Interests it Decommissioning, Restoration and Environmental Rehabifitation Funds

[B1¢] {HG 8 Liabilities Adsing from Participating In a Specific Market - Waste efectrical and Electrical Eguipment

[B1¢] G 7 Applving the Restatement Approach under AASE 120 Financlal Reporting in Hyperinfiationary Fconomigs
UiG UIG 8 Scope of AASE 2

Uk G G Reassessment of Embedded Derfvatives

{c¢) Basis of consolidation

The consolidated financial statements comprise the inancial stalements of Supply Network Limited and its subsidiaries as
at 30 june each year {the Group).

The financial slatements of the subsidiaries are prepared for the same reporting period as the parent company, using
consistent accounting policies.

in preparing the consolidaled financial statements, all inter company balances and ransactions, income and expenses and
profit and losses resuiting from intra-group ransactions have been eliminated in full.

Subsidiaries are fully consolidated from the date on which control is transferred 1o the Group and cease 10 be consolidated
from the date on which control is transferred out of the Group.

{d) Significant accounting judgements, estimates and assumptions
{Iy Significant accounting judgements

in the process of applying the Group’s accourting policies, management has nct made any judgements, apart from those
invalving estimates.

{liy Significant accounting estimates and assumptions

The carving amounts of certain assets and liabilities are often determined based on estimates and assumptions of future
events. The key estimates and assumptions thal have a significant risk of causing a material adjustment 1o the carmying
amounts of certain assets and liabilities within the next annual reporting period are:

Irnpairment of Assets

The Group determines whether the canying value of assets is impaired at least on an annual basis. This requires an
estimation of the recoverable amount of the cash generating units to which the assets are allocated.

{e) Foreign currency transactions

Both the funclional and presentation currency of Supply Network Limnited and its Australian subsidiaries is Australian dollars
{$). Each entity in the Group determines its own functional currency and Hems included in the financial statements of each
entity are measured using that funictional cuirency.
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2. Sitatement of significant accounting policies (continued)

{e) Foreign currency transactions {continued}

Transactions in forelgh currencies are inftially recorded in the funclional currency by applving the exchange rates ruling at
ihe date of the transaction. Monetary assets and liabilittes denominated in foreign currencies are retranglated at the rate
of exchange rufing at the balance date.

All exchange differences in the consolidated financial report are taken to profit or loss with the exception of differences on
foreign currency borrowings that provide a hedge against a net investiment in a foreign entity. These are taken directly to
equity untl the disposal of the nel investiment, at which fime they are recognised in profit or loss.

Tax charges and credits atiributable 10 exchange differences on those borrowings are also recognised in equity.

Non-monetary ltems that are measured in terms of historical cost in a forelgn currency are translated using the exchange
rates at the date when the fair value was determined.

Nor-monetary items that are measured at fair value in a foreign currency are translated using the exchange rates at the
date when the Tair value was determined.

The functional currency of the Toreign operation, Multispares N.Z. Limited is New Zealand dollars (NZ%).

As at the reporting date the assets and ligbilities of this subsidiary are transiated into the presentation currency of Supply
Network Limited at the exchange rate ruling at the balance sheet date and it's income statement is ransiated at the
weighled average exchange rate for the year

The exchange differences ansing on the ranslation are taken directly to a separate component of equity.

On disposal of a foreign entity, the deferred cumulative amount recognised in equity relating to that particular foreign
operation is recognised in profit or foss.

{f} Cash and cash equivalenis

Cash and short-term deposits in the balance sheet comprise cash at bank and in hand and short ferm deposits with an
original maturity of three months or less.

For the purpose of the Statement of Cash Flows, cash and cash equivalents consists of cash and cash egquivalents as
defined above, net of outstanding bank overdrafts.

(g Trade and other receivables

The Group has elected o apply the option available under AASE 1 of adopting AASE 132 and AASE 139 from 1 July
2005. Cutlined below are the refevant accounting policies for trade and other receivables applicable for the years ended
30 June 2006 and 30 June 2005.

Accounting poficies applicable for the year ending 30 June 2006
Trade receivables, which generally have 30 day terms, are recognised and carted at original invoice amourt less an
allowance for any uncollectible amounis.

An altowance for doubtiul debts is made when there is objective evidence that the Group will not be able to collect the
debts. Bad debls are wiitten-off when identified.

Receivables from related parties are recognised and carried at the nominal amournt due.

Accounting policies applicabie for the year ending 30 June 20605
Trade receivables were recognised and carried at original invoice amount less a provision for any uncoliectible debis.

An estimate for doubtful debis was made when collection of the full amount was no longer probable. Bad debts were
written off as incurred.

Receivables from related parties are recognised and carried at the nominal amournt due.

{h) Inventories

inventories are valued at the lower of cost and net realisable value.

Cost incurred in bringing each product to its present location and condition are accounted for as follows:
Finished Goods - welghted average cost into store.

Net realisable value s the estimated selling price in the ordinary course of business, less estimated costs of completion
and the estimated ¢osts necessary to make the sale.
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2. Statement of significant accounting policies (continued)

{h) Inventories {continued)

{Ohsolete and redundart invertories are provided for as appropriate.

{iy investments

investments in controlied entities are recorded in the parent entity’s financial statements at cost.
{} Leases

The determination of whether an arrangement is or conlaing a lease is based on the substance of an arrangement and
requires an assessment of whether the fulilment of the arrangement is dependent on the use of a specific asset or assets
and the arrangement conveys a right to use the assel.

Group as a lessee

Finance leases, which transfer to the Group substantially all the risks and benefits incidental to ownership of the leased
tem, are capitalised at the inception of the lease at the Tair value of the leased properly or, i lower, at the present value of
the minimum lease payments. Lease payments are apportioned between the finance charges and reduction of the lease
Hability s0 as 1o achieve & constant rale of interest on the remaining balance of the liability. Finance charges are recognised
as an expense in profit and loss.

Capitalised leased assets are depreciated over the shorter of the estimated useful life of the asset and the lease term if
there is no reasonable certainly that the Group will obtaln ownership by the end of the lease term.

There were no finance leases during the year.

Operating lease payments are recognised as an expense in the income statement on a straight-tine basis over the lease
ferm. Lease incentives are recognised in the income statement as an integral part of the fotal lease expense.

(i} Property, plant and equipment
Plant and equipment is stated at cost less accumulated depreciation and any accumulated impairment losses.
Depreciation is calculated on a straight line over the estimated usefut life of the asset as Tollows:
2006 2005
Plant and equipment 2-10 years 2-10 years

The asseis’ residual values, useful lives and amortisation methods are reviewed, and § appropriate, revised at each
financiat year end.

i impaiment

The carrying values of plant and equipment are reviewed for impairment at each reporling date, with the recoverable
amount being estimated when events or changes in circumstances indicate that the camving value may be impaired.

The recoverable amourd of plant and equipment is the higher of fair value less costs to sell and value in use. In assessing
value in use, the estimated future cash inflows are discounted 1o their present value using a pre-tax discount rale that
reflects current marketl assessmerniis of the time value of money and the risks specific 1o the asset.

For an asset that does not generate largely independent cash inflows, the recoverable amount 18 determined for the cash-
generating unit to which the asset belongs, uniess the asset's value in use can be estimated o be close to its fair value,

An impairment exists when the carying value of an asset or cash-generating unit exceeds ts estimated recoverable
amount. The asset or cash-generating unit is then written down to its recoverable amount.

For plant and equipment, the impaiment 10sses are recognised in the income statement.

ti}  Derecognition and disposat
An item of plant and equipmernt is derecognised upon disposatl or when no further future economic benefits are expected
from Hs use or disposal.

Any gain or toss arising on derecognition of the asset (calculated as the difference between the net disposal proceeds and
the carrying amount of the assel} is included in the income statement in the year the assel was derecognised.

(Il Berivative financial instruments

The fair value of forward exchange contracts is calculated by reference to current exchange rates for contracts with similar
maturity profiles.
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2. Statement of significant accounting policies (continued)

(Il Berivative financial instruments (continued)

The Group has elected to apply the option available under AASE 1 of adopting AASE 132 and AASBE 139 from 1 July 2005.
Gutiined below are the refevant accounting policies applicable for the years ended 30 June 2006 and 30 June 2005.

Accournting poficy applicable for the year ending 30 June 2006

The Group uses derivative financial instruments such as forelgn currency contracts to hedge its risks associated with
foreign currency fluctuations. Such dervative financial instruments are stated at Tair value. None of the forward exchange
coritracts qualify for hedge accounting and all gaing or kogses arising from changes in the fair value are charged directly to
the income statermnent.

Accounting poficy applicabie for the year ended 30 June 2005
Under AGAAP foreign currency monetary itermns that are outstanding at the reporting date are translated using the spot rate
at the end of the financial year.

A monetary item arising under a forelgn currency contract outstanding at the reporiing date where the exchange rale for
the monetary item I8 fixed in the contract is trarslated at the exchange rate fixed in the contracl.

All exchange differences arising on settlement or re-statement are recognised as revenues and expenses for the financial
year. Any gain or cost on entering a hedge is deferred and amortised over the life of the contract.

Where a purchase or sale is specifically hedged, exchange gains or losses on the hedging transaction arising up o the
date of purchase or sale and costs, premiums and discounts relative 1o the hedging ransaction are deferred and included
in the measurement of the purchase or sale. Bxchange gains and losses arising on the hedge transaction after that date
are taken to net profit.

{m) Employee leave benefits

() Wages, salaries, annual leave and sick feave

Liahilitles for wages and salaries, including non-monetary benefits, annual leave and accumulating sick leave axpected to
be settled within 12 months of the reporting date are recognised in other payables in respect of employees’ services up
o the reporting date. They are measured at the amounts expecled 1o be paid when the kiabilities are settied. Liabilities for
non-accumutating sick leave are recognised when the leave is taken and are measured at the rales paid or payable.

(i) Long Service Leave

The liability for long senvice leave 18 recognised in the provision for employee benefits and measured as the present value
of expected future payments to be made in respect of senvices provided by employees up o the reporting date using the
projected unit credit method. Congideration is given 1o expected future wage and salary levels, experience of employee
departures, and periods of service. Bxpected future paymenis are discounted using market vields at the reporting date on
national government bonds with terms to maturity and currencies that match, as closely as possible, the estimated future
cash outflows.

{n) Post employment bhenefits

Contributions are made to employee superannuation funds and are charged against profit when incurred (refer note 22).
{o) Contributed equity

Ordinary shares are classified as equity. incremental costs directly attributable to the issue of new shares or options are
shown as equity as a deduction, net of tax, from the proceeds.

{p} Trade and other payables

The Group has elected o apply the option available under AASE 1 of adopting AASE 132 and AASB 139 from 1 July
2005. Outlined below are the refevant accounting policies for trade and other payables applicable for the vears ended 30
June 2006 and 30 June 2005.

Accounting poficies applicable for the year ending 30 June 2006

Trade payables and other payables are carried at amortised cost and represent liabilities for goods and senvices provided
o the Group prior 1o the end of the financial year that are unpaid and arise when the Group becomes obliged to make
future payments in respect of the purchase of these goods and senvices.

Accounting poficies applicable for the year ending 30 June 2005
Trade payables and other payables are carred at cost which is fair value of the consideration o be paid in the future for
goods and sendces received, whether or not billed to the consolidated entify.

Supply Network Limited Annuad Report 2006



for the year ended 30 June 20006

2. Sitatement of significant accounting policies (continued)

{t1) Provisions

Provisions are recognised when the Group has a present obligation {leglal or constructive; as a result of a past event, s
probable that an outflow of resources embodying economic benefits will be required to settle the obligation and a reliable
estimate can be made of the amount of the obligation.

When the Group expects some or all of a provision to be reimbursed, for example under an insurance contract, the
reimbursement is recognised as a separate asset but only when the relmbursement is virtually cerfain. The axpense refating
o any provision I8 presented in the income stalement net of any reimbursement.

if the effect of the time value of money is material, provisions are discounted using a current pre-tax rate that reflects the
rigks specific to the liability.

When discounting is used, the increase in the provision due to the passage of time is recognised as a borrowing cost.

{r) interest bearing liabilities

The Group has elected 10 apply the option avallable under AASE 1 of adopting AASE 132 and AASE 139 from 1 July 2005.
Outiined below are the relevant accounting policies for interest-bearing loans and borrowings applicable for the years ended
30 June 2006 and 30 June 2005.

Accounting poficies applicable for the year ending 30 June 2006

All loans and borrowings are initially recognised at the falr value of the consideration received less directly attributable
fransaction cosis. Affer initial recognition, interest-bearing loans and borrowings are subsequently measured at amortised
cost using the effective interest method.

Gains and losses are recognised in profit or loss when the liabilities are derecognised.

Accounting poficies applicable for the year ending 30 June 2005
All loans were measured at the principle amount. Interest was recognised as an expense as it accrued.

{s) Share based transactions

The Group provides benelits to employees (including senior executives) of the Group in the form of share-based payments,
whereby employees render services in exchange for shares or rights over shares {equity-setited transactions).

The Group has elecled to apply the option available under AASE 1 to apply AASE 2, to share options issues after 7
November 2002 and vested after 1 January 2008, from 1 July 2005.

The cost of equity-settied transactions with employees is measured by reference to the fair value of the equily Instruments
at the date at which they are granted. In valuing equity-settied transactions, o account is laken of any performance
corditions.

The cost of equity-settied transactions is recognised, together with a corresponding increase in equity, over the period in
which the performance and, or service conditions are fulfilled, ending on the date on which the relevant employees become
fully entitied to the award {the vesting period).

The cumulstive expense recognised for equily-settled transactions at each reporting date until vesting date reflects (1) the
extent to which the vesling period has expired and (i) the Group's best estimate of the number of equily Instruments that
wil uftimately vest. No adjustment is made for the likelihood of market performance conditions being met as the effect of
those conditions is included in the determination of fair value at grant date. The income statement charge or credit for a
period represents the movement in cumulative expense recognised as at the beginning and end of that period.

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

if the terms of an equity-settled award are modified, as a minimum an expense is recognised as if the terms had not been
modified. In addition, an expense is recognised for any modification that increases the total fair value of the share-based
payment arrangement, or is otherwise beneficial 1o the employee, as measured at the date of modification.

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

The dilutive effect, if any, of oulstanding oplions is reflected as additional share dilution in the compulation of earnings
per share {see note 18).

26 Supply Network Limited Annual Report 2006



for the year ended 30 June 20006

2. Statement of significant accounting policies (continued)

{t) impairment of assets

The Group assesses at each reporling date whether there I8 an indication that an asset may be impaired. if any such
indication exists, or when annual impairment testing for an asset is required, the Group makes an estimate of the asset's
recoverable amount. An asset’s recoverable amount i the higher of its Tair value less costs to sell and #S value in use and
is delermined for an indiidual asset, unless the asset does not generate cash inflows that are largely independent of those
from other assets or groups of assets and the asset’s value in use cannct be estimated 1o be close 1o its fair value. When
the carrying amournt of an asset or cash-generating unit exceeds s recoverable amount, the asset or cash-generating unit
is considered impaired and is written down o its recoverable amount.

in assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount
raie that reflects current marketl agsessments of the time value of money and the risks gpecific to the asset. Impairment
tosses refating 1o continuing operations are recognised in those expense categories consistent with the function of the
impaired asset unless the asset is carried at revalued amount {in which case the impainment foss is treated as a revaluation
tecrease).

An assessment is also made at each reporling date as 1o whether there is any indication that previously recognised
impairmert losses may no longer exist of may have decreased. If such indication exists, the recoverable amount is
estimated. A previously recognised impairment [oss I8 reversed only if there has been a change in the estimates used to
determine the asset's recoverable amount since the 1ast impairment 1088 was recognised. If that is the case the carrying
amount of the asset is increased 1o is recoverable amount. That increased amount cannol exceed the caring amount
that would have been determined, net of depreciation, had no impairment loss been recoghised for the asset in prior years.
Such reversal is recognised in profit or loss undess the asset I8 carried at revalued amount, in which case the reversal is
treated as a revaluation increase. After such a reversal the depreciation charge is adjusted in future periods 1o allocate the
assel’s revised camving amount, less any residual value, on a systematic basis over its remaining useful life.

{1) Revenue recognition

Revenue is recognised 10 the exient that it is probable that the economic benefits will flow to the Group and the revenue
can be reliably measured. The following specific recognition oriteria must also be met before revenue is recognised:

{fy  Sale of goods

Revenue is recognised when the significant risks and rewards of ownership of the goods have passed 10 the buyer and the
costs incurred or 1o be incurred in respect of the transaction can be measured reliably. Risks and rewards of ownership are
considered passed to the buyer at the time of delivery of the goods 1o the customer.

fi  Interest income

The Group has elected 1o apply the option avallable under AASE 1 of adopting AASE 132 and AASE 139 from 1 July 2005.
Gutlined below are the refevant accounting policies for interest income applicable for the years ended 30 June 2006 and
30 June 2005,

Accounting poficies applicable for the year ending 30 June 2006

Revenue is recognised as inlerest accrues using the effective interest method. This is a method of calculating the amortised
cost of a financial asset and allocating the interest income over the refevant period using the effective interest rate, which
is the rate that exactly discounts estimaled fulure cash receipts through the expected life of the financial asset o the net
carrying amourt of the financial assel.

Accounting poficies applicable for the year ending 30 June 2005

Revenue is recognised when the Group’s right 1o receive payment is established.

{ifi)  Dividends

Revenue is recognised when the Group’s right 1o receive the dividend payment IS established.

i) Management Fees
Revenue is recoghised in the parert entity’s financial statements when services are provided to wholly owned endities.

{vi Borrowing costs

Borrowing cosis directly attributable to the acguisition, construction or production of assets that necessarily lake a
substantial period of Hme 1o prepare for their intended use or sale, are added to the cost of those assets, untit such time
as the assets are substantially ready for their intended use or sale.

All other borrowing costs are recognised in income in the period in which they are incurred.
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2. Statement of significant accounting policies {continued}

{(w) Income tax

Current 1ax assets and liahilities for the current and prior periods are measured at the amount expecied 1o be recovered
from or paid 1o the taxation authorities. The tax rates and 1ax laws used to compute the amount are those that are enacted
of substantively enacted at balance sheet date.

Deferred income tax is provided on all temporary differences at the balance date between the iax bases of assets and
Habiliies and their carrying amounts for financial reporting purposes.

Deferred income tax liabiliies are recognised for all temporary differences except:

+ when the deferred income tax liability arises from the initlal recognition of goodwill or of an asset or liability in a
transaction that i3 not a business combination and thal, at the time of the transaction, affects neither the accounting
profit nor taxable profit or loss; or

+ when the taxable femporary difference is associated with investiments in subsidiaries, associates or interests in joint
ventures, and the tming of the reversal of the temporary difference can be controlled and it is probable that the
temporary difference will not reverse in the foreseeable future.

Deferred income tax assets are recognised for all deductible temporary differences, carry-forward of unused Lax assets and
unused losses, to the extent that it is probable that taxable profit will be available against which the deductible temporary
differences and the carny-forward of unused tax credits and unused tax losses can be utilised, except:

+ when the deferred ncome tax asset relating 1o the deductible temporary difference arises from the initial recognition
of an asset or liability in a transaction that is not & business combination and, at the time of the transaction, affecis
rieither the accounting profit nor taxable profit or loss; or

+ when the deductible temporary difference is assoclated with investments in subsidiaries, associates or inferests in
joint ventures, in which case a deferred tax asset is only recognised 1o the extent that it is probable that the temporary
difference wilt reverse in the foreseeable fulure and taxable profit will be available against which the lemporary
difference can be utilised.

The carrving amourt of deferred income tax assels is reviewed at each balance sheet date and reduced o the extent that
it is no longer probable that sufficient taxable profit will be available to allow all or part of the deferred income tax asset 1o
be utilised.

Unrecognised deferred income tax assets are reviewed at each balance sheet date and are recoghised 1o the extent that i
has becoms probable that future taxable profit will allow the deferred tax asseis to be recovered.

Deferred income tax assels and liabilities are measured at the 1ax rates that are expected 1o apply 1o the year when the
asset is realised or the liabifity is settled, based on lax rates {and iax laws) that have been enacted at the balance sheet
tate.

income taxes relating to Hems recognised directly in equity are recognised in equity and not in the income statement.

Deferred tax assels and deferred tax liabilittes are offset only if a legally enforceable right exists to sel off current tax fiabilities
and the deferred tax assets and liabilities relate 1o the same laxable entity and the same taxation authority.

{3} Other taxes

Revenues, expenses and assels are recognised net of the amount of GST except:

+ when the GST incurred on a purchase of goods and senvices is not recoverable from the taxation authority, in which
case the GST is recognised as part of the cost of acquisition of the asset or as part of the expense item as applicable;
and

+  receivables and payables, which are slated with the amount of GST included.

The net amount of GST recoverable from, or payable to, the taxation authority is included as part of receivables or payables
in the balance sheet.

Cash flows are included in the Cash Fow Statement on a gross basis and the GST component of cash flows arising from
investing and financing activities, which is recoverable from, or payable 1o, the taxation authority are classified as operating
cash flows.

Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable 1o, the taxation
authority.
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2. Statement of significant accounting policies (continued)

{y} Eamings per share

Basic earnings per share are calculated as net profit attributable to members of the parent, adjusted to exclude any costs of
servicing equity {other than dividends) and preference share dividends, divided by the welghted average number of ordinary
shares, adjusted for any bonus element.

Diluted eamings per share are calculated as net profil attributable to members of the parent, adjusted for

+  cost of servicing equity (other than dividends) and the preference share dividends

+ the after tax effect of dividends and interest associated with dilutive potential ordinary shares that have been
recoghised as expenses; and

+ other non-discretionary charges iIn revenues of expenses during the period that would result from the dilution of
potential ordinary shares;

divitled by the weighted average number of ordinary shares and dilutive potential ordinary shares, adjusted for any bonus

element.

{z} Comparatives

Where required by Accounting Standards, comparative figures have been adjusted to confirm to changes in presentation
for the current financial year.
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3. Revenues and expenses

Revenue and expenses from operating activities

{a) Revenue
Sale of goods
Dividends
Management fees

{b) Finance revenue
Bark Interest receivable
Make good provision discount adjustment

{c) Other expenses
Bad and doubtful debts - trade receivables
Freight and cartage expenses
Insurance expense
Operating lease expense
Provision for inveriory obsolescence
Utility expenses
Other

{d) Finance costs
Bank loans and overdrafis
Make good provision discount adjustment
Finance charges pavable under hire purchase contracts

Consolidated Parent
2006 2005 2006 2005

%000 $000 $000 $000
34,663 35,051 -

- - 625 928

- - 270 240
34,663 35051 895 1,168
g 4 4 2

4 . - .

13 4 4 2

47 {54) - .

{723) (568) -

(202) (369 12} (16}
{1,688) {1,382) - .

(61) {157} -

{323) {288) {2} {2
{2,432) {2,364} {72} (71)
{5,546) {5,182} {86) (89}

{289) {263} - -

- {16} - -
{3) - - -
{302) (279} - -
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4. income tax
The major components of income tax expense are!
Income statement

Current income tax
Currert income tax charge
Adjustments in respect of current income tax of previous years

Deferred income tax
Relating o origination and reversal of temporary differences
income iax expense reporfed in the income statement

Statement of recognised income and expense

A reconciliation between 1ax expense and the product of
accournting profit before income tax multiplied by the Group’s
applicable income tax rate is as follows:

Accounting profit before income tax

At the Group's statutory income tax rate of 30% (2005:30%;)
Adjustments in respect of current income tax of previous years
Expenditure not allowable for income tax purposes

Fuily franked dividends received

Deferred income tax
Deferred income tax at 30 June relates 1o the following:
Consolidated

Deferred tax assets

Accelerated depreciation for tax purposes
Provision for doubtful debis

Provision for employee entitiements
Provision for stock obsolescence

Provision for decommission of leased assets
Unrealised nrofit in stock

{Other

Parent
Deferred tax assets

Provision for employee entitiemenits
Other
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Consolidated Parent
2006 20058 2006 2005
3000 $000 %000 $000
254 495 i14 20
- 2 - .
(31} 45 {86) {18)
223 543 28 2
696 1,698 7189 233
208 530 216 280
- {3} - -
15 16 - .
- - {188) (278)
223 543 28 2

Balance sheet

income Statement

2006 2005 2006 2005
$'000 $'000 $'000 $'000
86 51 36 30
17 27 {10) 1
309 364 (51) 31
187 190 5 30
4 5 3 5

28 33 {8) (16
39 a5 {6) (36)
870 715 (31) 45
34 1418 (85) 3

5 6 () (21

39 124 (86) (18)
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Consolidated

2006
$000

4, income tax {continued)

Tax consolidation

Parent
2006 2005
$000 $000

2005
$000

Supply Network Limited and its 100% owned Australian resident subsidiaries have formed a tax consolidaled group
with effect from 1 July 2003, Supply Network Limited is the head entity of the tax-consolidated group. Members of
the group have entered into a tax sharing agreement in order o allocate income tax expense to the wholly owned
subsidiaries on a pro-reta basis. I addition, the agreement provides for the allocation of income tax liabilities between
entities should the head entity default on its tax payment obligations. At the balance date, the possibility of default

is rernote.

Tax effect accounting by members of the tax-consofidation group

Members of the tax-consolidated group have entered into a tax funding agreement. The funding agreement provides for
ihe allocation of current taxes to members of the 1ax consolidated group in accordarice with their accounting profit for the
period, while deferred laxes are allocaled 1o members of the tax consolidated group in accordance with the principles of
AASE 112 Income Taxes. Allocations under the tax funding agreement are made at the end of each quarter.

The allocation of taxes under the tax funding agreement is recognised as an increase/decrease in the subsidiaries’ inter
company accounts with the tax consolidated group head comparny, Supply Network Limited.

Tax is allocated to each member of the consolidated group using the modified stand-alone taxpayer approach. Certain
intercompany ransactions have not been tax affected where they do not have overall tax implications 1o the group.

5. Trade and other receivables

Trade receivables (i} 4,533 5,188 - -

Allowance for doubtiul debts {54) 88) - -
4,479 5,088 - -

Amounts receivable from wholly owned

subsidiaries {ii) - - 7,445 7,580

ncome tax receivable 88 - 16 -

Other receivables 23 10 - -
4,590 5,108 7,461 7,580

{Iy Trade receivables are non-interest bearing and generally on 30 day terms. An altowance for doubtful debis is made
when there is objective evidence that a trade receivable is impaired. An alfowance of $27,000 has been recognised
as an expense for the current year for specific debitors for which such evidence exdsts. The amount of the allowance/
impairment 1058 had been measured as the difference between the carnying amount of the trade receivables and the
estimated future cash flow expected o be received from the relevant debtors.

{iiy Amounts receivable from wholly ownied subsidiaries are non-interest bearing and are repayable in full on demand (refer

note 283,

Details regarding the effective interest rate and the credit risk of current receivables are disclosed in note 27.

6. inventories

Finished goods at net realisable value 9,21% 10,387 - -
Stock in transit {at cost) - finished goods 2,131 1,132 - -
Finished goods at lower of cost or et realisable value 11,350 11,519 - -
7. Other current assets

Prepayments 85 14 - .
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B.

(&}

{bj

{c}

Consolidated Parent
20086 2005 2006 2005
%000 $000 $000 $000
Other financiai assets (non-current}
lrvestments in controlled entities - - 1,398 1,398

The consolidated financial statements include the financial statements of Supply Network Limited and the subsidiaries
fisted in the following table:

Country of Percentage 2006 2005

incorporation  Holdings $ $

Muttispares N.Z. Limited New Zeatand 100% 1,030,600 1,030,600
Muttispares Limited Australia 100% 367,429 367,429
Dacordi Limited Australia 100% 2 2
Gichac Limited Australia 100% 2 2
Supply Network Senvices Limited Australia 100% 2 2

1,398,035 1,308,035

The financial year of alt controlled entities are the same as that of the pareni entity. All entities operate solely in their
country of incorporation.

Supply Network Limited, Multispares Limited, Globac Limited, Daconti Limited and Supply Network Sendees Limited
{Ciosed Group) have entered into a Deed of Cross Guarantee dated 5 June 1992 which provides that all parties 1o the
deed will guarantee 1o each creditor payment in full of any debt of sach company participating in the deed on winding-
up of that company. As a result of the Class Order issued by the Australian Securities Commission, Multispares
Limited, Globac Limited, Daconti Limited and Supply Network Services Limited are relieved from the requirement to
prepare financial statements.

The Income Statement and Balance Sheet of all entities included in the class order “Closed Group™ are set out in
Ngte {c).

The consciidated income statement and balance sheet of the entities that are members of the “Closed Group™ are as
follows:

Closed Group

2008 2005
Consolidated Income Statement $000 $000
Profit before income tax expense 702 1,197
lncome tax expense {224) {373}
Profit after income tax 478 824
Profit sttributable to members of the parent 478 824
Retained Earnings
Retained earnings at the beginning of the year 3,624 2,807
Profit after income tax 478 824
Dividends provided for or paid {488) {607
Retained camings at end of the year 3,004 3,024
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8. 0Other financial assets (non-current} (continued}

Closed Group

2006 2005
Consolidated Balance Sheet $000 $000
ASSETS
Current assets
Cash and cash eguivalents 679 154
Trade and other recelvables 3,908 4,343
inveriories 9,453 9,498
Other current assets 79 10
intercompany 71 27
Derivatives 584 -
Total current assets 14,784 14,032
Non-current assets
Other financial assets 1,631 1,031
Properly, plant and equipment 1,153 1,172
Deferred tax assets 528 572
Total non-current assets 2,712 2,775
TOTAL ASSETS 17,496 16,807
LIABILITIES
Current liabifities
Trade and other payables 4,915 4,345
interest bearing loans and borrowings 116 108
Income tax payable - 123
Provisions 366 560
Derivatives 584 -
Total current liahbilities 5,985 5,137
Non-current liabilities
interest bearing loans and borrowings 2,846 2,957
Provisions 262 294
Total non-current labilities 3,108 3,251
TOTAL LIABILITIES 9,093 8,388
NET ASSETS 8,403 8,419
EQUITY
Contributed equily 5,398 5,395
Retained earnings 3,605 3,024
TOTAL EQUITY 8,403 8,419
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Consolidated Parent

2006 2005 2006 2005

$000 $000 %000 $000
9. Property, plant and equipment
Property, plant and equipment at cost
Plant and equipment
Opening balance 3,589 3,120 - -
Additions 271 582 - -
Disposals (258) {115} - -
Currency translation adjustment {63) 2 - -
Closing balance 3.639 3,589 - -
Accumulated depreciation
Opening balance 2,027 1,784 - -
Depreciation for the vear 449 368 - -
Disposals (253) {105} - -
Currency translation adjustment {31) - - -
Closing balance 2,192 2,027 - -
Net book value 1,447 1,562 - -
Totat property, plant and equipment 1,447 1,562 - -
16. Trade and other payables
Trade payables i 5,770 5,082 31 24
interest payable {ii} 21 24 - -

5.791 5,106 31 24

{Ii Trade creditors are non interest bearing and are generally settled on 30-60 day terms

{iiy Irderest payable is normally settied monthly throughout the year

information redarding the effective interest rate and credit risk of current payables is set out in note 27.

11. interest bearing loans and borrowings

Current
Waterity
Obligations under hire purchase confracts (i) 2067 10 g - -
Bank overdraft — secured {#} G gemand - 107 - -
Bank loans {iif) 2067 100 100 - -
110 216 - -
Non-current
Obligations under hire purchase confracts (i) 2008 21 32 - -
Bank loans {iil} 20020112 3,196 3,337 - -
3,217 3,369 - -

(i} Obligations under hire purchase contract are secured on a certain assel of certain controlied entity. The agreement is for
four years and subject 1o monthly repayment and matures in Aprit 2009. The interest rate on the agreement is 9.2%

{iiy Bank overdrafts and bank loans are secured by fixed and floating charges over the assets of Supply Network Limited
and controlied entities. Bank overdrafts have no specific term and are subject 1o annual review in November each
vear. Interest rates on overdrafts are variable and during the year average interest rate was 10.3% {2005 9.9%).

{ili} Bank loans comprise fixed interest only loans of $2,720,000 with effective irderest rate of 8.95% to 8.48% maturing
between August 2007 to July 2011 and a fixed interest loan of $575,000 at 8.17% maturing November 2007 and

repayable by quartery inslaliments.
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Consolidated Parent
2006 2005 2006 2005
%000 $000 $000 $000
12. Current tax liabilities
Current year tax payable - 77 - 123
13. Provisions Long Lease
service miake
leave good Yotai
$000 $000 $000
Consolidated
At 1 July 2005 719 191 910
Arising during the vear 84 30 114
Utilised (304) - {304}
Foreign currency transiation - {6} (6}
Biscount rate adjustment {31) {4} {35}
At 30 June 2006 468 211 679
Currert 2006 366 - 366
MNon-currert 2006 162 211 313
468 211 679
Currert 2005 559 . 559
Nor-currert 2005 160 191 351
719 191 910
Paremnt
At 1 July 2005 385 - 395
Arising during the vear {1) - {1}
Utilised (282) - {282}
Biscount rate adjustment - - -
At 30 June 2006 112 - 112
Currert 2006 112 - 112
Not-current 2006 - - -
112 - 112
Currert 2005 375 - 375
Nor-current 2005 20 - 20
395 - 395

Lease make good provision

in accordance with s lease agreements, the Group must restore the leased premises to their original condition at
the end of the lease term. An equivalent liability s recognised under AASB 137 Provision, Contingent Liabifities and
Contingent Assets.

Additional provision of $30,000 was made for two new lease contracts entered into during the vear.
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Consolidated Parent
2006 2005 2006 2005
%000 $000 $000 $000
14. Contributed equity
(&) Issued and paid up capital 22,126,345 ordinary
shares fully paid (2005: 22,113,845} 5,388 5,395 5,398 5,395
by Movements in shares on issug
2006 2005
Number of $000 Number of $000
Shares Shares
Balance al bedinning of year 22,113,845 5,385 21,638,845 5,301
Issue of shares under share option plan 12,500 3 475,000 Q4
Balance at end of the year 22,126,245 5,388 22,113,845 5,395

{c} Share Options

Options over ordinary shares:

At the entd of the year there were no (2005: 25,000 unissued ordinary shares in respect of which options were

outstanding.
During the year 12,500 shares were issued and 12,500 lapsed.

{d} Terms and conditions of contributed equity

Ordinary shares have the right to receive dividends as declared and, in the event of winding up the companry, 1o
participate in the proceeds from the sale of surplus assets in proportion 1o the number of, and amounts paid up on

shares heid.

Ordinary shares entitle their holder to onhe vote, either in person or by proxy, at a meeting of the company.

Consolidated Parent

2006 2005 2006 2005

%000 %000 $000 $000
15. Reserves
Fereign currency iransiation
Batarice at beginning of year 67 64 - -
Currency transiation differences {212) 3 - -
Balance at end of year {145) 67 - -

Foreign currency transiation reserve is used o record exchange differences arising from the translation of the financial

statements of seif-sustaining foreign operations.
16. Retained earnings

Retained earnings

Balance af beginning of year 3,934 3,386 3,165 2,841
Net profit 473 1,155 691 931
Total available for appropriation 4,407 4,541 3,856 3,772
Less dividends provided or paid 498 807 498 607
Balance at end of year 3,909 3,934 3,358 3,165
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Consolidated Parent
2006 2005 2006 2005
%000 %000 $000 $000
17. Bwidends paid and proposed for on ordinary shares
{a} Dividends dectared and paid during the year
Current year interim fully franked dividend
{0.75 cents per share) {2005: 1.25 cents) 166 276 166 276
Previous year final fully franked dividend
{1.50 cents per share) {2005: 1.50 cents) 332 331 332 331
Total dividends paid 498 807 498 607
{b) Dividends proposed subseguent to 30 June and
not recoghised as a liability
Current year final fully franked dividend
{1.00 cents per share) {2005 1.50 cents) 221 332 221 332
{c} Franking credit balance
The amount of franking credits available for the
subsequent financial year are:
- franking account balance as at the end of the
financial year at 30% (2005 30%;) 3,631 3,474
- franking credits that will arise from the payment of
income 1ax payable as the end of the financial year {18} 120
3,613 3,594
The amount of franking credits available for the future
reporting periods:
- impact of franking account of dividends proposed
or declared before the financial report was authorised
for issue but not recognised as a distribution 1o equity
holders during the period: (221} (332
3,392 3,262

The tax rate at which paid dividends have been franked is 30% (2005 30%). Dividends proposed will be franked
at the rate of 30% (2005: 30%).

18. Earnings per share

Basic earmings per share amounts are calculated by dividing net profit for the year altributable to ordinary equity holders
of the parent by the weighted average number of ordinary shares outstanding during the year

Diluted eamings per share amounts are calculated by dividing the net profit attributable 1o ordinary equity holders of
the parent by the weighled average number of ordinary shares outstanding during the year plus the weighted average
number of ordinary shares that would be issued on the conversion of all the dilulive potential ordinary shares into
ordinary shares.

The following reflects the income and share data used in the basic and diluted samings per share computations:

Consolidated
2006 2005
$000 $000
Net profit atiributable to ordinary equily holders of the parent 473 1,185
Weighted average number of ordinary shares for basic earnings per share 22,122 852 22,018,365
Effect of dilution:
- Shars options 12,877 120,480
Weighted average number of ordinary shares adjusted for the effect of dilution 22,135,720 22 138 845
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Consolidated Parent
2006 2005 2006 2005
%000 %000 $000 $000
19. Lease commitments
Operating lease commiiments payable
- hot later than one vear 1,453 1,602 - -
- later than one year and not later than five years 1,888 2,207 - -
3,242 3,809 - .

Operating leases have been entered into for motor vehicles, office equipment and property and have an average lease term
of 4 years. Rental payments on motor vehicles and office equipment are fixed. Rental payments on properly are generally
fixed, but with inflation escalation clauses. No purchase option exists in relation to operating leases and no operating leases
coriain restrictions on financing or other leasing activities.

Consolidated Parent
2006 2005 2006 2005
$ % % $
20. Auditors compensation
Amounits received or due and receivable hy
Ernst & Young (Australia) for:
- an audit or review of the Binancial report of the entity
and any other entity in the consolidated group 76,807 68,145 10,580 12,000
Amounts received or due and receivable by
Ernst & Young (New Zealand) for:
- &n audit or review of the financial report of - -
the subsidiary 20,240 17,862
- 18X compliance 5,756 10,380 - -
102,803 06,387 10,580 12,000
Amounts received or due and receivable by the
auditors for other senices:
- Emst & Young New Zealand - tax compliance 5,756 13,380 - -
21, Key management personnel
(a) Compensation of key management personnel
Details of key management personnet are as follows:
Directors
G T Lingard Chairman {non-executive)
G D H Stewart Managing Director {executive)
G ] Forsyth Director {non-executive} - appointed 28 January 2006
P W McKenzie Birector {non-executive) - appoiried 1 July 2006
H R Forsyth Chairman (non-executive) - retired 25 January 2006
H MO Anderson Director {non-executive} - resigned 24 November 2005
Executives
B A McKenna Operations Marager
P W Gill Chief Financial Officer and Company Secretary

The compary has applied the exemption under Corporations Amendiments Regulation 2006 which exempts listed
companies from providing remuneration disclosure in refation 1o thelr key management personnetl in their annual financial
reports by accounting standard AASB 124 Related Party Disclosures. These remuneration disclosures are provided in the
Remuneration Report section of the Direclors’ Report on page T 1o 10 designated as audited.

The remuneration paid or payable 10 key management personnel of the parent and the group are as follows:

Short term 635,164 615,390 91,294 36,696
Post employment 100,508 172,129 18,910 102,004
Terminations benefits 260,500 - 260,500 -

Share based paymernis - - - .
Other fong term benefits - - - .
296,169 787519 370,704 138,700
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21, Key management personnel (continued}
{(b) Compensation options: granted and vested during the year

No options were granted or vested during the years ended 30 June 2006 and 30 June 2005.
{¢) Shares issued on exercise of compensation options

30 June 2006

There were no shares issued on exercise of compensation options during the vear.

30 June 2005

Shares Issued Paid Unpaid
Number $ per share % per share
Birectors
G D H Stewart 150,000 0.20 -
Executives
B A McKenna 100,000 0.20 -
P W Gill 100,000 0.20 -
350,000

{d) Opticn holdings of key management personnel
There were no options held by key management personnel at balance date 30 June 2006 and 30 June 2005.

{e) Shareholdings of key management personnel in Supply Network Limited

Balance Options Balance
1 july 2005 Exercised 30 June 2006
Birectors

G T Lingard 207,842 - 207,842
G B H Stewart 628,000 - 628,000
G J} Forsyth {0 - - 320,000
F W Mokernzie i) - - 1,671,054
H R Forsyih i) 65,097,314 - -
H M O Anderson  {iv) 514,000 - -

Executives
B A MoKenna 152,425 - 152,425
P Gill 290,500 - 290,500
7,890,081 - 3,269,821
Balance Options Balance
1 july 2004 Exercised 30 June 2005

Birectors

G T Lingard 207,842 . 207,842
G D H Stewart 478,000 150,000 628,000
H R Forsyth 6,097,314 - 6,097,314
H M O Anderson 514,000 - 514,000

Executives
B A MoKenna 52,425 100,000 152,425
P Gill 190,500 100,000 290,500
7,540,081 350,000 7,890,081

{3  Mr G ] Forsyth was appointed as a director of Supply Network Limited on 25 January 2006
i Mr PW McKenzie was appeinted as a director of Supply Network Limited on 1 July 2006

{iii} Mr H R Forsyth retired as a director of Supply Network Limited on 25 January 2006

(v} Mr H M O Anderson resigned as a director of Supply Network Limited on 24 November 2005
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22. Employee entitlements

Share option pian

A share option plan has been established where executive directors and certain members of staff of the congolidated entity
are issued with options over ordinary shares of Supply Network Limited. The options, issued for nil consideration are issued
when certain performance guidelines established by the directors of Supply Network Limited are achieved. The options
are generally issued for terms ranging from 2 vears 10 5 years and are generally exercisable on the second anniversary of
the date of issue. The option cannot be transferred and will not be quoted on the ASX. There is currently one executive
director and three staff participating in this plan.

information with respect 1o the nummber of options granted under the share option plan is as follows:

2006 2005
Weighted Weighted
average average
Number of exercise  Number of exercise
options price options price
Balance at beginning of year 25,600 0.20 500,000 0.20
issued - - . .
Exercised {12,500) 0.20 {475,000) 0.20
Lapsed {12,500) - - -
Balance at end of year - - 25,000 0.20
Exercisable at end of year - - 25,000 0.20

{a2) Options held at beginning of year
The foliowing table summarises information about options held by employees at 1 July 2005

Number of Grant Vesting Expiry Weighted
Options Bate Date Pate Average
Exercise

Price

25,000 24/4/2002 24/4/2004 24/4/2007 0.20

{b) Options granted
There were rio options granted during the years ended 30 June 2006 and 30 June 2005.

{c) Options exercised
The following table summarises information about options exercised by employees during the vear.

Number of Grant Vesting Expiry Weighted Proceeds Number Issue Fair Value
Options Bate Date Pate Average from of Shares Date of Shares
Exercise Shares lssued lssued
Price Issued

30 June 2006
12,500 24/4/2002 24/4/2004 24/4/2007 $0.20 $2,500 12,500 10/19/2005 $0.35

30 June 2005
400,000 24/4/2002 24/4/2004 24/4/2007 $0.20 $80,000 400,000 10/8/2004 $0.51
75,000 24/4/2002 24/4/2004 24/4/2007 $0.20 $15,000 75,000  3/3/2005 £0.65

Fair value of shares issued during the reporting period is estimated to be the market price of shares of Supply Network
Limited on the ASX as at close of rading on issue date.
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22. Employee entitlements {continued)

{d) Options held as at the end of the reporting period

There were no options held by employees at 30 June 2006.

The foliowing table summaries information about options held by employees at 36 June 2005.

Number of Grant Vesting Expiry Weighted
Options Bate Date Pate Average
Exercise

Price

25,000 24/4/2002 24/4/2004 24/4/2007 $0.20

Superannuation commitments

The consolidated entity maintaing superannuation funds covering Australian employees. Each Australian entily in the
consolidated entity has a legal obligation to contribute 8% of the employees’ ordinary eamings 1o the funds, with employees
contributing various percentages of their gross salary. The funds are accumulation funds and have been established to

provide benefits to employees on retirement, death or disability.

No superannuation benefits are provided for emiplovees of Multispares NZ Limited.

Employee numbers

Number of employees at vear end

Consolidated Parent
2005 2006 2005
102 3 2
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23. Notes to the Statement of Cash Flows

(@)

(b)

(e)

Reconciliation of cash

Cash &t the end of the financial year as shown in the
Statement of Cash Flows is reconciled to the related
items in the Balance Sheet as follows:

Cash on hand and at bank
Bank overdraft

Reconciliation of net profit after tax to the net
cash flows from operations

Net profif after income tax
Adiustments for non-cash income and expense items

Dividends received

{Profitifloss on sale of property, plant and equipment
Deprectation of property, plant and equipment

Other

Transfers to provisions

- Inventory obsolescence
- Employes entitlements
- Doubtiul debts

Net exchange differences

Increase (decrease; in provision for
- Income tax payable
- Deferred taxes

Changes in assets and liabifities

{increase) decrease in:

Trade receivable

lrvertories

Other assets

{Decrease) increase in:

Trade and other payables

Net cash flow from operating activities

Financing facilities available:

At reporting date the following facilities had been
negotiated and were available:

Total credit facilities

Facilities used at reporting date

Facilities unused at reporting date

The major faclliies are summarised as follows:

Barik overdrafts

Facilities used

Facilities unused at reporting date
Bark loans

Facilities used

Facilities unused at reporting date
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Consolidated Parent
20086 2005 2006 2005
%000 $000 $000 $000
816 156 1 .
- {107} - .
816 49 1 .
473 1,155 691 931
- - {625) [Q28)
3 10 - .
449 368 - .
- - {426) 119
8 157 - .
{176) 99 {19} g
{32) 4 - .
{237) - - .
{166) (120} {139} (763
46 (26} 521 (B
683 (27T} - .
is6 {1,260} - .
{9) 19 - .
513 (T78} 9 -
1.711 {649} 12 1
4,691 4,161 - .
{3.227) {3,585} - .
1,364 576 - B
664 683 - .
- {107} - .
664 576 - ;
4,027 3,478 - ;
{3.227) {3,478} - .
700 - - .
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24, Contingent liabilities

As explained in Note 8 the parent entity has entered a Deed of Cross Guarantee in accordance with a Class Order issued
by the Australian Securities & Investments Commission. The parent entily and all the controlled entities which are a party
o the Deed have guaranieed the repayment of all current and future creditors in the event that any of these companies
are wound-up.

25. Subsequent events

No matter or circumstance hias arisen since the end of the financial year that has significantly or may significantly affect
the operations of the consolidated entity, the resull of those operations or the stale of affairs of the consolidated entity.

26. Segment information

The consolitiated entity operates predominantly in one business segment being the provision of after market parts for the
commercial vehicle market.

Geographical segmenis Australia New Zealand Eliminations Consolidated
2006 2005 2006 2005 2006 2005 2006 2005
$000 $000 $O00 %000  $00O  $000  $000  $000

Revenue

Sales 1o customers outside the

consolidated entity 28,450 28318 6,213 6,733 - - 34,663 35051
{Other revenues from outside the

conselidated entily 20 i35 3 4 - - 23 19
Intersegment revenues 1,003 1,202 3 48 {1.008) (1,250 - -
Total segment revenues 29,473 29,535 6,219 6,785 {1.,006) (1,250} 34,686 35070
Results

Segmernt results 703 1,197 {26) 516 i9 15} 696 1,698

Consolidated eniity profit from ordinary

activities before income 1ax expense 696 1,698
ncome tax expense (223) (543}
Consolidated entity profit from ordinary

activities after income tax expense 473 1,185
Net profit 473 1,185
Assets

Ssgment assets 17,496 16,807 3,467 3,426 {1.345) (1,159 19,618 19,074
Liahilities

Sagmert liahilities 8,083 &388 1,613 1,341 {250) 151) 10,456 9,678

Other segment information
Acquisition of property, plant and
equipment, intangible assets and other

non-curent assels 352 336 19 246 - - 371 582
Depreciation 367 309 82 59 - - 449 368
Non-cash expenses other than depreciation 218 333 38 33 - - 256 366

Segment accounting policies are the same as the consolidated entity’s policles described in Note 2. During the vesr, there
were no changes in segment accounting policies that had a material effect on the segment information.

The sale of goods belween segments is at cost of the fem plus a commercial margin.

Revenue is attribuled to geographical areas based on location of the assets producing the revenues.
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27. Financial instrumentis

The Group’s principle financial instruments, other than derivatives, comprise bank loans and overdrafis, hire purchase
coniracts and cash. The main purpose of these financial instruments is 1o raise finance for the Group’s operations.

The Group has various other financial assets and liabilitles such as trade receivables and trade payables, which arise directly
from HS operations. The Group also enters into dervative trangactions, principally forward currency contracts, the purpose
of which is to manage the currency risk arising from the Group’s operations. 1t i, and has been throughout the period
nder review, the Group's policy that neo trading in financial instrument shall be undertaken. The main isks arsing from the
Group's finencial ingtruments are interest rate risk liquidity risk, foreign currency risk and credit risk. The Board reviews and
agrees policles for managing each of these risks and they are summarised betow.

{a) Interest rate risk
The consolidated entity is exposed to interest rate risk through financial assets and liabilities.

The following table summarises interest rate risk for the consolidated entity together with effective inferest rates as at

balance date.
Financial instruments Floating Fixed interest rate maturing Non- Total Weighted average
interest 1year 1tc5 Over5 interest interest rate
rate (i} or less years years bearing Floating Fixed
$600 $000 $000 %000 $000 % %
Consolidated
30 June 2006
Financial assets
Cash 808 - - - 8 816 1.4 -
Recelvables - - - - 4,533 4,533 - -
Forward currency contracts - - - - 660 660 - -
{Other debtors - - - - 112 112 - -
808 - - - 5,313 6,121 - -
Financial liabilities
Payables - - - - 5,781 5,791 - -
Bank loans - 100 3,195 - - 3,285 - 7.9
Forward currency contracts - - - - 659 659 - -
Other loans - 9 23 - - 32 - 9.2
- i08 3,218 - 6450 9,777
30 June 2005
Financial assets
Cash 150 - - - 5 156 1.0 -
Recelvables - - - - 5186 5,186 - -
Other debtors . - - . 10 10 - .
150 - - - B202 5352 - -
Financial liabilities
Payables - - - - 5,082 5082 - -
Bank loans and overdrafis 107 100 3,337 - - 3,544 9.9 8.2
{Other loans - 9 32 - - 44 - 9.2
107 109 3,368 - B0B2 B,667
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27. Financial instruments (continuad)

Financial instruments Floating Fixed interest rate maturing Non- Total Weighted average
interest 1year 1tc5 Over5 interest interest rate
rate (i} or less years years bearing Floating Fixed
$600 $000 $000 %000 $000 % %
Paremnt
30 June 2006

Financial assets

Cash 1 - - - - i 3.9 -
Recelvables - - - - 7445 7.445 - -
1 - - - 7,445 7.446

Financial liabilities
Payables - - - - 31 31 - -

30 June 2005

Financial assets

Cash - - - - - - - -

Receivables - - - - 7.580 7,580 - -
- - - - 7580 7580

Financial liabilities

Payables - - - - 24 24 - -
- - : 2424

{I} Floating interest rates are the most recently determined rate applicable 10 the ingtrumerit at balance date.
{h) Foreign exchange risk

The consolidated entity is exposed to the risk of adverse movements in the Australian dollar relative o certain foreign
currencies. To manage this risk the consolidated entily enters into forward exchange confracts 1o hedge certain purchases
undertakern in foreign currencies. The terms of these commitments are not more than six months.

The following table summarises by currency the Australian dollar value of forward exchange agreements.

2006 2005

Average exchange rate Buy Buy

Currency 2006 2005 4000 $000
Japanese yen 3 months or less 85.2 81.2 35 158
Great British pound 3 months or less - .41 - 5
Euro currency 3 months or less G.59 0.61 624 852
US currency 3 months or less - 0.77 - 84
Totat 659 1,089

{c) Credit Risk Exposure

The consolidated entity’s maximum exposures to credil risk at reporting date in relation 1o each class of recognised financial
assets s the carmndng amount of those assets as indicated in the balance sheet.

The company minimises concentrations of credit risk in relation to trade receivables by undertaking transactions with a large
number of customers from across the range of business segments in which the group operates.

Credit risk in trade receivables is managed in the following ways:

+  payment lerms are cash or 30 days;
+ & risk assessment process is used for customers trading oulside agreed terms;
+ all new accounts are reviewed for past credit performance

46 Supply Network Limited Annual Report 2006



for the year ended 30 June 2006

27. Financial instruments {continued)

{d) Net fair value of financial asseis and Labilities

The above financial assets and liabilities have been recoghised at the balance date at their net fair values.

The following methods and assumptions are used 1o determine the net fair values of financial assels and lighilities:
Recognised financial instruments

Cash and cash equivalents: The carnying value approximates fair value because of their short-term to maturity.
Trade receivables and trade creditors: The carrying amount approxdimates fair value.

Short-term borrowings! The carrving amount approximates fair value because of their short-term to maturity.

Ltong-ferm bank borrowings: The fair values of long-term borrowings are estimated using discounted cash flow analysis,
based on cutrent incremental borrowing rates for similar types of borrowing arrangements.

Forward exchange contracts: The fair values of forward exchange contracts are determined as the recognised gain or loss
at reporting date caleulated by reference to current forward exchange rates for contracts with simifar maturity profiles.

2B. Related party transactions

Consolidated Parent
20086 2005 2006 2005
$000 %000 %000 $000
{a} Transactions between related parties are on normal
commercial terms and conditions no more favourable
than those available to other parties unless otherwise
stated.
Transactions with related parties:
( Wholly owned controlled entities
Management fees - - 270 240
Dividends - - 625 928
iy Key management personnel
Lease rental (property) 550 320 - -
Consultancy fees 2 - -

{b) The parent entity enterad info the following transactions during the year with refated parties in the wholly owned group.

Loans were advanced and repayments received on shott term intercompany accounts. Dividends and management
fees were received from wholly owned corirolled entities (see note 2).

These fransactions were underfaken on commercial terms and conditions.

{cy Amounts due o and receivable from related parties in the wholly owred group are set out in the respective notes 1o
the financial statemenis.

{d} The ownership interests in relaled parties in the wholly owned group are disclosed in note 8.
{g} The uitimate controlling entity of the consolidated entily is Supply Network Limited.

{fi The names of each person holding the position of Director of Supply Network Limited during the tast two financial vears
were G T Lingard, G D H Stewart, G J Forsyth (appointed 25 January 2008), P W McKenzie {appointed 1 July 2006},
H R Forsyth (retired 25 January 2008) and H M © Anderson {resigned 24 November 2005),

(£ Mr G T Lingard Is a director and shareholder in a comparny, which leases premises on normal commergial terms and
conditions to wholly owned controlled entities. Total payments in 2008: $550,000 (2005: $390,000).

{hy Mr P W McKenzie was appointed a director on 1 July 20086 and during the vear was paid & consultancy fee of $2,000
(2005: nil} on nommal commercial terms and conditions.

{Iy Directors’ shareholdings

Shares and share options held by directors and their director-
related entities in parent entity at end of the year 2006 2005

Ordinary shares 1,155,842 7,447,156
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28, Transition to AIFRS

For all periods up 1o and including the yvear ended 30 June 2005, the Group prepared its financial staterments in accordance
with Austrafian generally accepted accounting practice {AGAAP). These financial stalements for the vear ended 30 June
2006 are the first the Group is required o prepare in accordance with Australian squivalents to International Financial
Reporting Standards (AIFRS).

Accordingly, the Group has prepared financial statements that comply with AIFRS applicable for periods beginning on or after
1 January 2005 and the significant accounting policies meeting those requirements are described in note 2. In preparing
these financial statements, the Group has started from on opening balance shest as at 1 July 2004, the Group’s date of
fransition to AIFRS, and made those changes in accounting policles and other restatements required by AASB1 first-time
adoption of AIFRS.

This note explaing the principle adjustments made by the Group in restating s AGAAP balance sheet as at 1 July 2004
and its previously published financial statements for the year ended 30 June 2005.

Exemptions applied
AASE 1 allows first-time adopters certain exemptions from the general reguirement 1o apply AIFRS relrospectively.

The Group has taken the following exemptions:

+ Comparative information for financial instruments is prepared in accordance with AGAAP and the comparny and
group have adopted AASB 132 Financial Instruments: Disclosure and Preserttation and AASBE 139 Recognition and
tMeasurement from 1 July 2005.

+  AASBZ Share Based Payments is only applied to equity instruments granted after 7 Novernber 2002 that had not
vested on or before 1 January 2005,

Explanation of material adjustments to the cash flow statemernt
There are no material differences between the cash flow statement presentad under AIFRS and the cash flow statement
presented under previcus AGAAP
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28, Transition to AIFRS (continued)

Balance Sheet reflecting recongiliation of adjustments to AIFRS as at 1 july 2004

Consolidated Parent
Note AIFRS AIFRS
AGAAP Impact AIFRS AGAAP Impact AIFRS
%000 $000 $000 %000 $000 $000
ASSETS
Current assets
Cash and cash equivalents 476 - 476 - - -
Trate and other recelvables 4 855 . 4,855 65,848 - 5,846
inventoties {a} 10,419 (31 10,416 . - -
{Other current assets 13 - 13 - - -
Total current assets 15,763 {3y 415,760 6,846 - 6,846
Non-current assets
Other financial assets - . - 1,398 - 1,398
Property, plant and equipment {b) 1,260 96 1,356 - - -
Deferred tax assets {c) 882 5 687 506 - 506
Total non-current assets 1,942 101 2,043 1,204 - 1,904
TOTAL ASSETS 17,705 98 17,803 8,750 - 8,750
LIABILITIES
Current Habilities
Trade and other payables 5411 - 5441 24 - 24
interest bearing loans and borrowings 253 - 253 - - -
incorne tax payable 197 - 1897 199 - 186
Provisions 984 - 984 329 - 329
Total current liabilities 65,845 - 6,845 552 - 552
Non-current liabilities
irferest bearing loans and borrowings 1,975 1675 - -
Provisions {b} 124 108 232 58 - 56
Total non-current labilities 2,099 108 2,207 56 - 56
TOTAL LIABILITIES 8944 108 3 0582 508 - 508
NET ASSETS 8.761 {10y 8,751 8,142 - 8,142
EQUITY
Contributed equity 5,301 - 5301 5,301 - 5,301
Reserves 84 . 64 - - -
Retained earnings 3,396 (107 3,386 2,841 - 2,841
Breakdown of impact on retained eamings
Reclassification of rebate income (&} (3) -
Arnartisation of decomemissioned assels {f3 12) -
Meavement in fair value of make good
PrISIoN - -
Recopgnition of operating lease costs - -
frcome Yax (1] 5 -
TOTAL EQITY 8,761 {10} 8,751 8,142 - 8,142
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28, Transition to AIFRS (continued)

Balance Sheet reflecting recongciliation of adjustments to AIFRS as at 30 june 2005

Consolidated Parent
Note AIFRS AIFRS
AGAAP  Impact AIFRS AGAAP Impact AIFRS
%000 $000 $000 %000 $000 $000

ASSETS

Current assets

Cash and cash equivalents 156 - 156 - - -
Trate and cther receivables 5,108 . 5,108 7.580 - 7,580
inventoties {a} 11,525 By 141,519 . - -
{Other current assets 14 - 14 - - -
Total current assets 16,803 {8y 16,727 7.580 - 7,580

Noen-current assets

{ther financial assels - . - 1,398 - 1,398
Property, plant and equipment {b) 1,413 149 1,562 - - -
Deferred tax assets {d} TOO 15 715 124 - 124
Total non-current assets 2,413 164 2,277 1,522 - 1,522
TOTAL ASSETS 18,9156 158 19,074 9,102 - 9,102
LIABILITIES

Current Habilities

Trade and cther payables {e) 5,105 1 5,106 24 - 24
interest bearing loans and borrowings 216 - 216 - - -
incorne tax payable 77 - 77 123 - 123
Provisions 559 - 559 375 - 375
Total current liabilities 5,957 1 5,958 522 - 522

Nen-current liabilities

interest bearing loans and borrowings 3,369 . 3,369 - - -
Pravisions {b} 160 191 351 20 - 20
Total non-current labilities 3,529 191 3,720 20 - 20
TOTAL LIABILITIES 9 486 192 9,678 542 - 542
NET ASSETS 9,430 {34} 8,396 8,560 - 8,560
EQUITY

Contributed equity 5,385 - 5,385 5,395 - 5,385
Reserves 87 . 67 - - -
Retained earnings 3,968 (34} 3,834 3,165 - 3,165

Breakdown of impact on retained eamings

Reclassification of rebate incorme (&) {6) -
Amaoriisation of decommissioned assets G {25) -
Meavement in fair value of make good
prevision (b} {16 -
Recopgnition of operating lease costs {c) {2) -
thcome tax feli i5 -
TOTAL EQUITY 9,430 {34} 9,386 8,560 - 8,560
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28, Transition to AIFRS (continued)

Income Statement For the year ended 30 june 2005

Consolidated Parent
Note AIFRS AIFRS
AGAAP  Impact AIFRS AGAAP Impact AIFRS
%000 $000 $000 %000 $000 $000

Revenue 35,081 - 35081 1,168 - 1,168
Finarice revenue 4 . 4 2 - 2
Other income {a} 18 (31 15 . - -
Changes in inventories of finished goods {21,219 - {21,218) - - -
Employee benefits expenszes {6,324} - {6,324} {148) - {148}
Depreciation and amortisation {b} {355; (13; {368} - - -
{Other expenses Lol {5,180} 2y {5,182) 8N - {89
Finance costs {b} {263} (16 {275 - - -
Profit before income tax 1,732 {34} 1.698 833 - 933
income tax expense {c) {553; 10 {543} {2} - {2}
Profit after income tax 1,178 {24} 1,155 931 - 231
Profit for the period 1,178 {24} 1,155 931 - 231
Profit attributable to members of

the parent 1,178 {24} 1,155 931 - 231
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29, Transition to AIFRS (continued)

Notes to the reconcilation of equity and profit and foss at I July 2004 and 30 June 2005

Reference |ltem AGAAP AIFRS Consolidated Parent
(&) Rebate Rehates received Under AASE 102 inventories, trade Equity at transition: Decrease | Nif
neorme wete recopnised ag | discounts, rebates and other simifar iterns 1o both retained eamings and
income are deducted i detenmining the costs of | alse inventores of $3,000.
purchase.
Fouity at 30 June 2005:
A adiustment was required at transition | Decrease for both retained
date and aiso at 30 June 2005 to restate | eamings and inventories of
inventoties by the value of unesmed $6,000
whates
Profit for 30 June 2005:
Decrease in profit by $3,000
€3] Make Such costs were Under AASE 116 Property, Plant & Equity at transition: therease | Nt
Good not required 1o be | Eguipmernt, where the construction or ity property, plart & equiprnent
Provisions | recoghised commissioning of an asset results in of $96,000, decrease 1o
the obligation to dismantfe or remove retained samings of $12,000
the asset and restore the site on which and a recognition of a
the asset stands, an estimate of such provision of $108,000
costs 18 required to be included in the
cost of the assel. This includes leasehold | Equity at 30 fune 2005:
improvernents, whereby the cost imvolved | Increase to property, plant
in restoring the leased asset at the end & equipment of $53,000,
of the lease term must be included in the | decrease 1o relained eamings
cost of the asset and depreciated over the | of $29,000 and a recoghition
term of the lease. of a provision of $82,000
Ih accordance with #1s lease agreements, | Prodit for 30 une 2005:
the Group must restore the leased Decrease in profit by $298,000
premises to their anginal condition at
the erd of the lease term. An equivalent
figbility is recognised under AASB 137
Provision, Contingent Liabilifies and
Contingent Assets,
i} Operating | Rertal payments Under AASE 117 Leases, lease payments | Equity at transition: nil. il
Leases eharged to profit urder an operating iease shal be
arf loss as recopnised as an expense oh & straight- Equity at 30 June 2005
irsclrred fine bagis over the term of the lease. ncrease in frade and other
payabtes of $1,000 and a
decrease in retained eamings
of $1,000.
Profit for 30 June 2005:
Decrease i profit by $2,000
{el) neorme tax | The income AASB 142 fncome Taxes mequires the
glaterment method | batance sheet method to be used,
was used, which which recoghises deferred tax halances
irverbved tax- whett thete is a difference betweer the
effecting ohly carnying value of an asset or liability and
these Hems that its tax base. As a result of the above
impacted profit and | adiustments, the deferred tax liabilities ard
loss deferred tax assels ncreased a3 follows:
Consolidated
30 June 2005 1 Juby 2004
$'000 $'000
Rehate income {&) 2 1
Property piant & eguipmetst (b} 8 4
Make good provision {b) 4 -
Operating leases {¢) 1 -
ihcrease in deferred tax assets i5 5
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in accordance with a resolution of the directors of Supply Network Limited, | state that
{1} In the opinton of the directors:

(a) the financial statements and notes of the company and of the consolidated entity and the additional disclosures
inciuded in the Directors’ Report designated as audited are in accordance with the Corporations Act 2004,
inctuding:

{i} ghing 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 vear ended on that date; and

i} complying with Accounting Standards and Corporations Regulations 2001, and

by there are reasonable grounds to believe that the company will be able to pay iis debts as and when they become
due and payable.

{2y This declaration has been made after receiving the declarations required to be made to the directors in accordance
with section 2854 of the Corporations Act 2001 for the financial period ending 30 June 2006.

{37 In the opinion of the directors, as at the date of this declaration, there are reasonable grounds 1o believe that the
members of the Closed Group identified in Note 8 will be able to meet any obligations or liabilities 1o which they are
or may become subject, by virtue of the Deed of Cross Guarantee.

{On behalf of the Board

G T Lingard
Director

Sydney

30 August 2005
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Independent audit report to members of Suppily Network Limited

Scope

The financial report, remuneration disclosures and directors’ responsibility

The financial report comprises the balance sheet, income statement, statement of changes in equity, statement of cash
flows, accompanying notes to the financial statements, and the directors’ declaration for Supply Network Limited {the
company) and the consolidated entity, for the year ended 30 June 2008. The consolidated entily comprises both the
company and the entities it controlled during thal year

The company has disclosed information as required in paragraph Aus 25.4 1o Aus 25.7.2 of Accounting Standard AASB
124 Related Party Disclosures {“remuneration disclosures”) under the heading "Remuneration Report” on pages 7 to 10
of the directors’ report, as permitted in the Corporations Regulation 2M.6.04.

The directors of the company are responsible for preparing a financial report that gives a true and fair view of the inancial
position and performance of the company and the consolidated entily, and that complies with Accounting Standards in
Australia, in accordance with the Corporations Act 2001, This includes responsibility for the maintenance of adequate
accourting records and intemal controls that are designed 1o prevent and detect fraud and error, and for the accounting
policies and accounting estimates inherent in the financial report. The directors are also responsible for the remuneration
disclosures cortained in the directors’ report.

Audit approach

We conducted an independent audit of the financial report in order to express an opinion on £ 1o the members of the
company. Our audit was conducted in accordance with Australian Auditing Standards in order 1o provide reasonable
assurance as to whether the financial report is free of material misstatement and the remuneration disclosures comply with
Accounting Standard AASB 124 Related Party Disclosures. The nature of an audit is influencet by factors such as the use of
professional judgement, selective testing, the inherent limiations of internal control, and the availabllity of persuasive rather
than conclusive evidence. Therefore, an audit cannot guarantee that all material misstatements have been detecled.

We performed procedures to assess whether in alf material respects the financial report presents fally, in accordance
with the Corporations Act 2001, including compliarice with Accounting Standards in Australia, and other mandatory
financial reporting requirements in Australia, a view which is consistent with our understanding of the company’s and the
consolidated entity's financial position, and of their performance as represented by the results of their operations, and cagh
flows and whether the remuneration disclosures comply with Accounting Standard AASB 124 Related Party Disclosures.

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

+  examining, on a test basis, information 1o provide evidence supporting the amounts and disclosures in the financial
report and remuneration disclosures, and

+  assessing the appropriateness of the accounting policies and disclosures used and the reasonableness of significant
accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial reporting when determining the
nature and extent of our procedures, our audit was not designed {0 provide assurance on internal controks.

We performed procedures to assess whether the substance of business transactions was accurately reflected in the
financial report and remuneration disclosures. These and our other procedures did not include consideration or judgement
of the approprialeness or reasonableness of the business plans or strategies adopled by the directors and managemernt
of the compary.

Independence

We are independent of the company and the consolidated entity, and have met the independence requirements of
Australian professional ethical pronouncements and the Comporalions Act 2001, We have given to the directors of the
company a written Auditor's Independence Beclaration, a copy of which i3 included in the Director's Report. n addition to
our audit of the financial report and the remuneration disclosures, we were engaged o undertake the senvices disclosed in
the notes 1o the financial statements. The provision of these sendces has not impaired our independence.
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Augdit opinion

try our opinion:
1. the financial report of Supply Network Limited is in accordance with:
(a) the Corporations Act 2001, including:

{I} gving a true and Tair view of the financial position of Supply Network Limited and the consolidated entity at
30 June 2008 and of their performance for the year ended on that date; and

{Iiy complying with Accounting Standards in Australia and the Corporations Regutations 2001, and
thy other mandatory financial reporting requirements in Australia.

2. the remuneration disclosures that are contained on pages 7 1o 10 of the Directors’ Report comply with Accounting
Standard AASBE 124 Relaled Party Disclosures.

Ernst & Young

Christopher D. George
Partner

Sydney

30 August 2006
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a} Shareholdings

The number of shareholders by size of their holdings of fully paid shares as at 28 August 2006 in the company’s
register was as follows:

Shareholdings

i to 1,000 38

1,001 to 5,000 144

5,001 to 10,000 78

10,0604 to 100,000 1186
106,001 18] and over 28

Total shareholders 402

by  The nurmber of shareholders who hold less than a marketable parcel is 54.

¢y Al ordinary shares carry one vole per share.

) The address of the Principal Registered Office in Australia is 151 Fairfield Road, Guildford NSW 2161,

e} The share registry is at Computershare Irvestor Services Ply Ltd Level 3, 60 Carrington Street, Sydney NSW 1115,
fi  The company’s auditors are Emst & Young 680 George Strect, Sydney NSW 2000,

& The company’s securities are listed on the Australian Stock Exchange.

hy  The name of the Company Secretary is P W Gill.

B Twenty largest shareholders

At 28 August 2006 the twenly largest shareholders were:

Name Ordinary Shares Held
Hergfor Enterprises Py Lid 5,097 314
Mr DJ Woodeook 4,700,000
Proom Pty Lxd 1,497,637
Dixson Trust Pty Lid 1,266,523
Mrs JE Davies 1,100,000
Birubt Super Fund 514,000
Mr M Nakayama 482,875
Sherkane Pty Lid 450,000
Trilon Nominees Ply Lid 433,957
Mr GDH Stewart 414,000
Trazrait Pty Lid 360,062
Odalisque Pty Lid 300,600
Kailva Pty Lid 280,000
Mr R J Almond 257,127
Meadgate Pty Ltd 236,700
Mr B T Birthistle 229,490
Forest Coach Lines Py, Lid. (Retirerment Fund) 223,000
Mr R L Denison 220,000
Mrs B G Stewart 214,000
G T Lingard Holdings Pty Lid 207,842

The twenty largest shareholders held 16,484,527 ordinary shares equal to 74.5% of issusd ordinary shares.

The company’s register of substantial shareholders at 28 August 2006 is:

Hergfor Enterprises Py Lid 5,007 314
Mr D J Woodcock 2,800,000
Proom Pty Lid 1,699,279
Dixon Trust Py Lid 1,266,523
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2006 2005 2004 20603 2002

$000 $000 $000 $000 $000
Financial data: (a)
Sales revenue 34,683 35,051 33,434 30,291 26,344
Total revenue 34,686 35,070 33,518 30,444 27,154
EBITDA 1,434 2,341 2,359 1,889 1,391
EBIT 985 1,873 2,072 1,598 1,066
Profit {loss) before tax 696 1,688 1,805 1,402 845
Profit {loss) after tax 473 1,158 1.344 917 577
Earnings per share (cefis) 2.14 525 6.22 4.47 2.08
Dividends {cents per share) 1.75 275 2.50 1.75 1.00
Total assets 19,618 19,074 17,705 15,343 14,688
Total interest bearing debt 3,327 3,585 2,228 1,893 2,055
Total equity 9,162 9,386 8,761 7,764 6,561
Cash flow from {used in} operating activities 1,711 1642) 852 882 {76)
Cash flow from {used in} investing activities (340 1515 {736} (483} 390
Cash flow from {used in} financing activities 1604 880 {231) 173} 180
Neat movement in cash 787 1274) {115} 146 494
Financial ratios:
inventory twrnover {b) 2.0 2.0 2.2 2.5 2.4
interest cover {¢) 5.0 85 13.3 8.6 5.3
Gearing (d) 36.3% 38.2% 25.4% 24.4% 31.3%
Net tangible assel backing (cents per share) () 41.4 42.5 40.5 36.1 33.9
Retum on average total assets 2.4% 6.3% 8.1% 8.1% 4.1%
Return on average total equity 5.1% 12.7% 16.3% 12.8% 9.1%

{a) 2006 and 2005 have been calculated using AIFRS. 2004 and prior years have been calculated using AGAAP
{b} Inventory tumover (Hrmes) - cost of goods sold divided by average net finished goods

{c} Interest cover {times) - EBITDA divided by inferest

{d} Gearing ~ total interest bearing debt as a % of total equity

{e} Net tangible asset backing ~ 2003 and carller are calculated after recognition of Provision for Final Dividend.
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