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Chairmarn's Letter

21 March 2008

AVITRALIAN HEREWARLE
FUELE LIMITED

[Besasr Brywaalos,

[ 15 iy pleasors o exdernd this opporiarity 16 you to Become & Shareholder in

Ansiralian Renewable Fuels Limmited (A8F

Thie developeient of ARF and the Australian bictuels iridustry has been a vigion for
strervigth of the busiriess
model they have developed was recenily recogrised by the Australian Federal
Gewernment whien it awarded the Company a grant of $7.15% millien under the

YOUT Cormpanys ?{'.)I.JI"i{jE?I" and Directors for many years. The

Biotuels Capital Infrastructure Grant Scheme,

ARE s nowe able w further develop 1ts corporate strategy threugh raising capital and

f.'ﬂ(’ its shares on thie A%K
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o the resultant Biodesel,
Picton, Western Australia, The Adelaide plant s scheduled 10 commence |.'}r(_';dazf:.'ti<:;z'z
i Novermnber 200% and the Picion plant i March 2006,

ARF plans 1o construct adchisgonal plams in ne with growdtl in the Biodiesel market
ety in Austratia and internationally with the intengion of becoming Ausiralia’s largest
Biodiesel producer,

The techriology wilised in the plants 1s the proven Energea process, which i curreridy
operating in Austia, ARF has an exclusivity agreement in place with Energea for the
sustralian region for the use of its techriology.

ARF has eritered inte an agreement wherehy 12 has the option 1o sell up to 100% of 1k
This agreement provides & |"F’E’jf‘§'y' I '%et fromm

Brocductios th a buropean wading house

the commencement of |.'}|'{'Jd uction in late 2005, thus enalling ARF 10 focus on
dleveloping the emering domestic Biodiesel market,

| encourage you 1o read this Prospecius in s entirety and | look forward 10 welcoming
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Investment Summary

This Section is hot intended to provide full information for investors
considering an application for Shares, This Prospectus should be read
and considered in #s entirety. Potential investors in ARF are urged o
take independent financial advice about an investment of this nature,

1.1 Australian Renewable Fuels Limited
ARF's vision is 1o become the pre-eminent Ausiralian Biodiese!
producer by managing a planned roll out of Biodiesel plants
within Australia. The Company will consider overseas plants as
crcumstances allow but in the immediate term the Direciors are
commitied 1o the Company establishing a sighificant Australian
presence,

ARF was founded by Amadeus in May 2001, Amadeus was
financially responsible for the development of ARF until October
2004 when SANT subscribed for a 33.3% shareholding.
Additionat funding is being obtained through a conditional Federal
Government grant of $7.15 million, which has been awarded

to the Company o assist in the construction of its Adelaide plant.

It January 2005, ARF issued $316 million in Convertiple Notes
to secure funding for its second Biodiese! plant in Picton {near
Bunbury), Western Australia.

Proceeds from the Offer will be used 1o replace the security for the
existing finance facility provided by Amadeus, to acquire Sheily
Mominees, to provide additional working capital {including capital
contingency) and fo pay the costs of the Offer,

The Adelaide and Picton plants have been ordered and are

under construction by the Austrian manufacturer and work has
commenced at the Adelaide site. H is expected that operations will
commence in Adelaide in Novernber 2005 and Picton in March
2006. Variations from this schedule may occur however the Board
expects that the Forecast production ievels will be achieved,

1.2 The Offers
By this Prospectus, the Company offers 20,000,000 Shares
issued at $1.00 each fo raize $20,000,000.

The Offer is structured i 2 parts:

 the Pricrity Offer of 5,000,000 Shares for Eigible Amadeus
Sharehoiders; and

« the Public Offer of no less than 15,000,000 Shares.
Full details are inciuded in Section 2.0

1.3 Purpose of the Offer
The net amount 1o be raised by this Offer is approximately $18.27
miflion after paying all costs of the Offer, including underariting
fees.

The Company's main objectives in undertaking the Offer include:

« promotion and development of the Company;

« providing additional working capital requirements {including
capital contingency};

* replacing the security for the existing finance facility which the
Company obtained from Amadeus to develop the first Biodiesel
production fadlity in South Australia;

+ funding the cash component of the purchase consideration for

the purchase of ali the shares in Shelly Nominees; and
* listing on the ASX and paying all costs assodiated with the Offer,

1.4 Use of Funds

The funds raised from the Offer will be applied as follows:

SA'000
* Replace the security for the existing finance fadlity 6,500
» Purchase of Sheily Nominees 3,000
» Additional Working Capital (including capital contingency) 8800
» Underwriting and equity raising fees 1,200
* Other costs of the Offer 500

TOTAL 20,000

1.5 Working Capital Adequacy

The Directors are of the opinion that on completion of the Gffer,
the Company will have sufficient working capital to carry out its
stated objectives.

1.6 Underwriting

Shaw has underwritten the Offer for a fee of 5% (exclusive of GST)
and & management fee of 1% {exclusive of GST), both of which are
calculated on the basis of the total amount raised under the Offer.
fiefer to Section 12,1 for & summary of the Underwriting
Agreernent including the terms under which the Underwriting
Agreement can be terminated.

1.7 Capital Structure

The pro-farmia capital structure of ARF on completion of the Offer
i5 set out below far illustrative purposes:

Shares Number %o
Currently on issue 51.400,0C0 476
Conversion of Convertible Notes 24,000,000 22.2
Mow offered for subscription 20,000,000 185
Shares to be issued for the acquisition

of Shelly Nominees 12,600,000 1.7
Total Shares on ssue 108,006,000 100.0
Options 225,600 -
Motes:

a} The rights attaching to the Shares are summarised in Section
12.8

B) It is anticipated that a number of the Shares currently on issue
and those to be issued by the conversion of Convertible Notes
and the acquisition of Shelly Mominees will be classified as
restricted securities by ASK {refer 1o Section 2.8 for further
details).

) Further details of the Company’s capital structure are set put in
Section 5.0.

d) Options have been issued in accordance with the employee share
option plan referred to in Section 12,7, 75,000 exercisaple at
50 cents, 75,000 at $1.00 and 75,000 at $1.50, each having a
five year term ending on 14 February 2010, The options become
exercisable at defined employment anniversary dates.



Investment Summary

1.8 Current Interests in ARF
As at the date of this Prospectus, Amadeus holds 34,266,667
Shares representing 66.67 % of the issued capital of the Company
and SANT holds 17,133,333 Shares representing 33.33% of the
issued capital of the Company. The conversion of the Convertible
Motes and the issue of Shares pursuant to this Prospectus wiil
dilute each of Amadeus and SANT's interest in the Company to
31.74% and 15.86% respectively.

1.9 Shelly Nominees Acquisition
Currently, Shelly Mominees, a company associated with ARF's
managing director, Darryl Butcher, holds a royalty of $0.02
{2 cents) per fitre of Biodiesel produced by ARF. ARF has agreed
o acquire all of the issued capital of Shelly Nominees, thereby
negating the royalty payment, for a cash payment of no mare
than §3 miflion (comprising three milestone payments of §1
miflion each) and the issue of 12,600,000 Shares within 2 days
of the ASX agreeing to admit ARF to the Official List on conditions
acceptable to ARF. Full details of the agreement are contained in
Section 12.1.

ARF’s Biodiesel fuelled vehicle
ompleted the 2003 Darwin
World Solar

1.10

Dividend Policy

The Directors dividend policy is o distribute 40% of after tax
profits, in the short term, the Company wiil be constructing its
plants, however the Board anticipates that by 30 June 2006 it
will be in a position to consider declaring a dividend.

The Directors can give no assurance as to the extent, fiming or
actual payment of future dividends or the availability or leve! of
franking credits. The level of dividends payabie will depend upon a
number of factors including future earnings, capital requirements
and the gverall financial condition of the Company. The Company
has hot declared, or paid any dividends before the issue of this
Prospectus.

Risk Factors

Prospective investors in the Company shouid be aware that
subscribing for Shares in the Company involves a number of sisks.
The key risk factors of which investors should be aware are
descriped in Section 11.0. Investors are urged to consider these
tisks carefuily before deciding whether 10 invest in the Comgany.










Details of the Ofer

2.1 The Offer
Pursuant to this Prospectus, the Company invites subscriptions
for Shares by the following offers:

Priovity Qffer
The Priority Offer is cpen to ali Bigible Amadeus Shareholders
and ARF invites them to subscribe for Shares.

Anplications in the Priarity Offer must be Tor & minimum af
2,000 Shares and thereafter in multipies of 500 Shares.

Anplicatians to acguire Shares under the Priority Offer wifl aniy be
accepted from Eigible Amadeus Sharehiolders who complete the
relevant saction or the laose leaf Priarity Application Form.

I the event that the Priority Offer i

at undersubseribed then the excess shares will form part of the
Public Gffer: or

bt oversubscribed then the allocation will be at the discretiaon of
the Undenwriter provided that any reduction will nat result in
an Eligible Amadeus shareholder being allottad fess thar 2,000
shares.

Public Offer
The Public Offer is open to public investors, indluding Eligible
Aradeus Sharehalders.

Applications in the Public Offer must be for & mirdmam of
2,000 Shares and therealter in muitiples of 500 Shares.

Applications to acquife Shares under the Public Offer will anly be
accepled on the Puhblic Offer Application Farm atiached o this
Praspectus,

The Underwriter may reject any application or allocate any public
invesior Tewer Shates than that investor applied for.

2.2 inditative Timetable Date
Date for determining the entitlement
ta Shares under the Priarity Offer of the
Egipie Amadeus Sharehalders

Priarity Offer and Public Offer Opens 4 April 2005

Closing date for receipt of Applications

urder the Priarity Offer 26 April 2005

Closing date for receipt of Applications

under the Puhiic Offer 29 April 2005

Aflacation of Shares and dispaich of sharehalder
statements under the CHESS systern 5 May 2005

Anticipated date of fsting on the ASX 6 May 2005

MNote: Subject to the Corparations Act and Listing Rules,
the Diractars faserve the sight 1o dose the Priority Offer
and Public Offer early or extend the closing date.

Applicants are encouraged to submit their Applications as
early as possible.

2.3 Allotment and Allocation of Shares

Trie allotment of Shares 1o Applicants will ocour as so0n as possbie

after the Offer is closed, foliowing wivich statements of Share

0
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hoidings wilt be dispatched. ILis the responsibifity of Applicanis to
determine their allocation prior to trading in Shares. Applicants wiho
selt Shares before they receive their holding statements wil do so at
heir own risk.

Pending tssue of the Shares or return of the Application monies,
the Application monies will be held in trust for the Appiicants.

The Campary may reject any Application or aliocate fewer Shares
nian applied for under the Offer 1o the extent permitted by the
Briority Offer or Public Offer terms as the case may be which terms
are referenced in Section 2.1,

If an Application s not accepted, or is accepted in past only, the
refevant part af the Application monigs will be refunded. Interest
wifl not bhe paid o Application monies refundead.

2.4 How to Apply

Applications for Shares under the O¥er can only be made on
the relevant Application Form issued with or atlached ta this
Prospectus.

The refevant Application Form must be comgleted in accordance
with the instructions set out an the back of that Appiication Farm.

Compieted Application Forsms and accompanying chegues shauid
he iodged &l any time after the issue of the Prospectus with:

AUSTRALIAN RENEWABLE FUELS LIMETED
C/- Computershare nvestar Services Pry Ltd
PO Box D182

Ferth W 6840

of defiverad to

AUSTRALIAN RENEWABLE FUELS LINITED
C Computarshare nvestar Services Pry Lid
Leve! 2 Reserve Bank Buidding

45 St Georges Terrace

Perth WA 6G00

Chegues must be made payable 1o "Australian Renewable Faels
Limited Float Accaunt”, crossed "Not Negatiable" . No brakerage or
stamp duty is pavable by Applicants. Only Australian dollar cneques
will be accepted.

Applications must be for a minimum of 2,000 Shares at $1.00 per
Share. Applications for more than 2,000 Shares must be in
multipies of 500,

A duly completed and lodged Application Farm wifl constizute an
affer hy the Applicant to subscribe for the number of Shares
applied for pursuant ta the Application Form.

2.5 Oversubscriptions and Minimum Subscriptions

The Company will not accept oversubsariptions. The minimur
subseription amaunt is $20,000.000. No shares will be issued unt
The minimuim schscription has been received, If ARF does not
receive the minimum subscription within 3 months after the date
of the Prospecius, the Company will ither repay the application
monmes To the Applicants without inferest or issde a supplementary
o replacement prospectus and aliow Applicants one month 1o
withidraw their Application and be repaid their application rmonies.



Details of the Offer

2.6 Underwnriter

Shaw has agreed o acl as the Underwriter to the Offer.

Shaw will charge a 5% undenwriting fee {exclusive of G5Trand a
maragement fee of 1% (exclusive of GSTY, both of which are
calculated on the basis of the total amount raised under the Offer,
The Comparny wili reimburse Shav far its oul of pocket expenses
such: as legal fees and other disbursements. Refer 1o Section 12.1
for & summary of the Undenwriting Agreement including the terms
uncer which the Underwriting Agreament can be terminated.

Mo brokesage ar stamp duly will be payabie by Applicants
subsceibing for Shares.

2.7 ASX Listing

Application will be made by the Company o the ASK, within seven
days following the date of this Prospectus, for the Campany to be
aomitted to the Cificial List of ASK and for admission of the Shares
offered pursuant to s Prospectus 1o quotation on ASX.

If the Company is not admitted to the Offidal Ust and ils Shares are
rot admitted 1o guotation within three months after the date of
this Prospectus, the Company will not aflatl or issue any Shares, and
will repay alf Application manies without interest and within the
time prescribed by e Corporations Act.

The ASX takes no responsibility for the contents of this Praspecius.
The fact that ASX may grant guotation of the Shares is not 1o be
taken i any way a3 an indication of the merits of the Company ar
the Shares offered pursuant to this Prospecius.

2.8 Restricted Securities

Shates issued 1o the founding sharehciders, Darnygd Butcher and the
Convertible Mote hialders, may be subiect to the restricted securities
provisions of the Listing Rules. Accardingly, a propartion of such
Shafes, to be determined by ASX, may be required to be hald in
sscravy for & period of time, as determined by ASX. In the case of
Darryi Butchey, afl of the Shares being issued 1o him are o be held
in escrowy far 24 months either as a consequence of the ASX
delermination 1o fesirict those Shaves or failing which Darryl
Butcher has agreed ta voluntlarily escrov the Shares for a 24

montd pesiod.

2.9 CHESS

ARF pariicipates in CHESS, aperated by ASTC, a whaolly ownerd
subsidiary of ASK, in accordance with the Listing Rules and SCH
Business Rules.

Under this system, the Company does not issue certificates 1o
irwestors. (nstead, Sharehiolders will receive a statement of their
haidings in the Company. |f an investor s broker sponsored, ASTC
weill send them a CHESS statement.

The CHESS statament will set aut the number of Shares allotted to
aach hoider under the Prospectas and give detalls of their halder
identification number in the case of & holding an the CHESS sub
regisier.

ln the case of an [ssuer Sponsored sub register, the statement wil:
contain the number of Shares alintted under the Prospecius and
the Shareholder's secusity halder reference number.

A CHESS staternent or issuer Sponsored statement will routinely
be sent to holders at the end of any calendar month during which
the halance of their holding changes. A holder may request &
statement at any other time, however & charge may be incurred
for additional statements.

2.10 Mo issue After 13 Months

Mo Shares will be ssued an the basis of this Prospecius later
than 13 manths after the date of this Prospectus.

2.11 Non Residant Investors

This Prospectus does not constitute an offer of Shares in any
jurisdiction where, or ta any person 1o wham, it would rot be
lawetul to issue the Prospectus or make the Offer, Residents of
countsies oulsice Australia shoulkd consult their professional
advisers a3 to whether any govarnment or other consents are
required, or whether any formalities need to he observed should
they wish 1o make an Application to tske up Shares on the basis
af this Prospectus.

Mo action has been taken 1o register or gualify the Shaves or the
Gffer or otherwise to permit a pubiic offering of the Shares in any
jariadiction oulside Australia.

2.12 Enquiries in Relation to the Offer

This Prospectus pravides infarmation for potential invastors in ARF
and should be read in its entirety. i after reading this Prospectus,
you have any questions aboul any aspect of an investment in ARE
please contact your stockbroker, accourdant or independent
financial adviser.

2.13 Privacy Act

The Campany caliects infarmation sbout each Applicant from the
Application Farm for the purposes of processing the Application
and, f the Application is successiul, 1o adavinister the Applicant’s
security halding in the Company.

By submitting an Application Form, each Applicant agrees that
the Company may use the information in the Application Forem Tar
e purposes set out in this privacy disclosuse statement and may
disclose i for those purposes 1o the share registry, the Company's
refated bodies corporate, agents, contractors and thisd party
service providers dncluding mading houses), the ASX, the ASIC
and other regulatory authorities.

If an Applicant becomeas & secusity haider of the Company, the
Carparslions Act reguifes the Cammany to incude infarmation
about the security holder {name, adedress and details of the
securities held in its public register. This information must remain
i1 the register even i that person ceases 1o be a security halder
af the Company. Information contained in the Campany's
registers is aiso used to facilitate distribution payments and
corporate communicatians (including the Campany's financial
results, annual reparts and other information that the Company
may wish 1o communicale ta its security halderst and comphance
by the Campary with legal and reguiatory requirements.

If you do not provide the information reguired an the Application

Form, the Campany may not be able fo accepl or process yous
Appicaton.

Il










Director & Management Profiles
and Corporate Governance

3.1 Birectors

Robert Scott
FCA, MAICD, {Age 58}
Mon-Executive Chairman

Fobert Scott has over 35 years experience as a Charterad
Accountant and adviser on corporate services and taxation in
Australia. Retiring as an Internationat Partner of Arthar Andersen in
1945, he currently consults on carporate stractiring and faxation
planning to Gooding Pervan Chartered Accountants, He is a Fellow
of the Institute of Chartered Accountants and a Fellow of the
Taxation institute of Australia.

e was appointed as the Mon-Executive Chairman of ARF in
Decernber 2002 and has served as the Non-Executive Chairman
of ASK fisted parent company Amadels since 1996,

b1 Scott is a director of Homeloans Lid and Chairman of medical
device company biohdD Lid, both of which are listed on the ASX.

BDarryl Butcher
BSe, £ Aus MM, FAICD, (Age 47)
Managing Director, CEG

Darryl Butcher is an organic chemist and process consultant with
over 25 years experience. He has spent the majority of his career in
the mineral processing sector, in aperations and project and process
development in Australia and internationally,

For the past five years Mr Butcher has been commitied 1o the
development of a Biodiesel industry in Australia and Is recognised
as one of Australia’s leading experts in the field. He was appointed
the Managing Director of ARF in fanuary 2003,

Mr Butcher has worked in several serior management roles at
operational and corporate levels. Previous apgoirtments include
Principat Metallurgist and Concept Engineer for Toussaint and
Richardson Pty Ltd (now Worley Mining and Chermicals), Chief
Metallurgist for Metana Minerais ML, Managing Director National
Resources Exploration Pty ttd and Head of Projects for Paladin
Resources Limited. Me has served an the boards of public and
private companies over the past 15 years. Throughout the 1990%
by Butcher worked as & process consuitant 1o various operators
and banks in the completion of technical and commercial due
diligence reporis and project development internationally.

br Butcher brings o the Board proven performance in project
development, business management and operations,

Graham Scott
B £¢ (Hons, (Age 60)
Mon-Executive Director

Graham Scott is sendor fecturer of Economics at Flinders University
of South Australia, Me was appointed to the Board in September
2004. Me is Chairman of the Local Government Superannuation

i

Board and was appeinted to that position in May 1984, He is also a
board memier of UniSuper Ud and served as the South Austrafian
Independent Pricing and Access Reguiator for gas from 1998 o
2003, From 24 April 1998 1o 30 June 2004 My Scott was Chairman
of Adelaide Airport Lid and remains a director subsequent 1o the
appaintment of an independent chairman.

Py Scott brings a proven capacity in investment ane strategic
planning to the Board.

Glyn Denison
BE, (Age 52)
Morn-Exacutive Director

Glyn Denison is a civil engineer and brings to the Board over

30 years of international experience in project management and
business development. With a strong management background and
commercial expertize, he has been involved in securing independert
and government funding for a number of development projects.

From 1987 1o 2003 he worked in various positions for ERG Limited
including President for ERG America's and Project Director for the
Hong Kong Smart Card Project which today is the largest smart
card scheme in the world with aver 8 million cards issued turning
over $875 million annually. He has served as the managing director
of ERG Bectronics Lid, Business Planning Manager for Bunnings
Forest Products Lid (how part of the Wesfarmers Group} and was
Regional Manager for Willing & Parther — PNG for a period in the
19RO, He i currently a director of Medec Ud a company listed
an ASX,

Appointed a Director in june 2004, he brings demonsirated
experience in contract negotiation, sales, marketing, promoting
strategic alliances and management of diversified projects to the
Board.

Geoffrey Towner
PMAICD, (Age 55)
MNor-Executive Director

Geotirey Towner has been the Managing Director of Amadeus
since the company was established in 1995, He has extensive
international management experience in the oil and gas industry,
gaining direct knowledge and expertise while living and working in
Texas, USA in the 1880% where he operated a limited parimership
with Aastralian oil company Bridge Ol Lid.

Appointed as a Director in May 2001, his experience in
international business and strong management background are
vatuable to the Company.

A member of the Australian Institute of Company Directors, he
has held several resource based and public company direciorships
in Australia over the past 25 years.



Director & Management Profiles
and Corporate Governarnce

3.2 Key Management and Company Secretary

Max Ger
Company Secretary and Chief Financial Officer

Max Ger is a gualified accourtant with over 35 years in finance,
accounting and managenal roles, My Ger was praviously a parther
in the accountng firm Deloitle Haskins & Selis befare founding Ger
Marx & Nick, Charterad Accountants. Duving his professional caseer
e undertook focal and international audits, accounting and cost
accounting assignments. e has also had extensive experience in
company secretarial activities.

More recentily Me Ger has undertaken senior accounting and
maragerat roles in the United States, New Zealand and Australia
for several listed companies and a large privately owned Australian
investment company. He has operational experience in the mining,
marufacturing and hospitality industries.

In September 2004 he was appointed Chiel Firancial Officer of ARF
and in December 2004 was appointed Company Secretary of ARR
On 1 February 2005 My Ger was appaintad a director of Australian
Reneweabie Fuels Adelaide Ply Led, Austrafian Renewabie Fuels
Pictor. Pty L1d and ASG Analytic Pty Lid.

Fred Santich
Project Manager

Fred Sartich is an engineer with over 25 years experience in
operglionat and project management fales, princpally in the mining
sector. He has managed many infernstional project developments
and hias & successful history of project delivery wethin time and
budget constraints.

M Santich’s rmost recent progect management engagements have
included being invoived in the budgeting, dismantling, relocating
and recommissioning of mineral pracessing plants for oversess
clients in Austradia, Indonesia and the Middie East.

M Santich brings a detadled depth of kniawladge of project
maragement to the rmanagement ieam.

Paui White
Site Manager - Adelaide

Paui White is a Certified Practicing Accountant with 16 years
axperience in the oil industry working with Lxson Mohil. He
has experience in forrnal accounting and economics, change
maragament, strategic planning and negatiatng with local and
state governments. ids White has been waorking with A8F since
Cctober 2003,

3.3 Corporate Guvernance

The Board considers that the Campany s not currently of a sive,
nor are its affairs of such complesity, to justify the establishment of
separate Board committess. Accordingly, alf matters that may be
capable of delegation to commitieas will be dealt with by the full
Board.

As such, the Directors are responsibie for setting the strategic
direction of the Company and establishing the palicies of the
Company. [t s their responsibility 1o oversee the finandial positian
of the Compary and manitor the husiness and a¥faiss of the
Company, on behalf of the Sharehoiders, by whom the Directors
are elected and to whom ihey are accountabie The Directors aiso
aderess issues relating to intarnat contral and the Company's
approach 1o rsk management.

Section 3.1 of the Prospectus contains detalls of the Divecltors®
skills, experience and quaifications,

The primary responsibilities of the Board are set aut helows:

= the establishment of long term goals for the Comgany and
strateqic plans to achieve these goals;

e establishing adequate systems of internal control together witl
approgriate monitaring of compliance activities and establishment
of and adherence to ethical and enviranmental standards;

e reviswing the results and findings of the external auditors, the
adequacy of internal accounting and financial controls and
abtaining feedback on the implementation of recommendations
macde;

= reviawing and approving the finandial reporis of the Campany
and receiving the auditfreview reports;

e determining the remuneration of the Directors and senior
executives as part of an anndal review, having regard o

- a performance evaluation process;
- markes factors; and

where necessary, independent remunesation advice,

- astablishing policies and codes of conduct to assist the

Company and &l 45 employees in maintaEning appropfiste

standards of behaviour, business ethics and integrity;

astablishing policies and programmes aimed at complying with

il environmental stattitory standards and where standards do

not exist, applying appropriate self-ragi

- adopting practices designed to identify and monitor significant

araas of business visk and 1o manitor the effective management

af those risks in accordance with the Campany's risk profile and
pofces, The strategic planaing process, which will be updated
regularly, is the principal fool in this process;

evaliuating and, where appropriale, adopting with or withaut

madification the ASX Carporate Governance Council's

"Principies of Good Corporate Governance and Best Practice

Recomimendations®;

- recogaising that adberence to corporate governance standards
and benchmarks is an evalving process by reviewing and
updaling the Company's practices periadically or when
athenwise appropriate; and

- prepasing, imglementing and maonitoring polices to ensure that
sl major developments affecting the finandal position and state
af affairs of the Company and any subsidiasies are announced
1o ASX immediately.
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4.1 Background

ARES vision is o become the pre-eminent Ausiralian Biodiesel
producer by managing & planned fail out of Biodiese! plants
within Australia. The Company will consider overseas plants as
circumstances allowe but in the immediate term the Diteciors are
comaitted 1o the Company establishing a significant Australian
presence.

At the date of this Prospecius both the Adelaide and Picton

plants are under construction. |t is expected that praduction wilk
cominence in Adelaide in November 2005 and in Ficton in March
2006, Varigtions fram this schedule may cocur, however, the Board
expecis that the Forecast produckion levels will be achievad.

Energea is the technology provider and plant manufacturer. ARF has
selectad Leighton to manage delivery by Energea and 1o design and
constrict the an site plant and infrasiructure, although o date it
has ondy entered a cantract with Leighton for the Adelaide plant.

The Adelaide and Picton planls have the design capadity 1o achieve
total pradiction of 83.8 Mipa. ARF is aiming fo achieve a minimum
Biadiesal production capacity of 220 Mipa {or approximalely 1.5%
af the total current usage of diesel in the Austrafian market).

Ty achieve this, ARF's strategy is to develop five plants around
Australia, Additonal plants 1o the bwo proposed in this Prospectus
will require additional funding from operations, debt or egiiity.

The Australian Federai Government recently awarded & $7.15
milion Biofuels Capital Infrastructure Grant to ARFS Adelaide
project. The receipt of grant funds is subject fo the conditians set
autin Section 12,1

The Company has alse been awarded two further grants with
respect 1o the Picton plarnt. The fisstis a grant of $0.53 million from
the Austiatian Government under the Dairy Regiorat Adjustment
Brogram, and the second is a grant of $0.65 milian from the
Western Adstrafian Government, pravided by way of land,

The receipt of grant funds is subjact to the conditions set aut

ir Section 12.1.

4.2 Biodiesel Explained

Biadiesal is a clean burning alternative to minera! diesel fuel that
is produced from renewable resources such as animal fals and
vegetahie oifs (Fal} including (but not limited ta) canola, soyhean
ail, palm oits, tallow and used cooking ails, all of which may be
referred 1o generically as Fat,

Biodiesel may be used as an alternative 1o mineral diesel in most
applications due to the fact that it hias simiar physical and
commblstion praperties to mineral diesel. A number of vehicle
and diesel engine manufacturess have confirmed that Biodiese!
is suitable for use in certain of their engines,

Biadiesal may be blended with mineral diesel at any ratio. i can
also be used as a lubridity agent in mineral diesel o restare |ubricity
lost during the refining process.

Biadiesel has a number of bereficial characteristics and offers
significant berefits in terms of emissions, safety and environmenta

T8

4.3

autcomes when compared to minesad diesel, induding:
close to zero suiphur confent

= significantly lower exhaust particulates and hydracarbons
= significantly lower ffecycle greenhaouse gas emissions
nor: toxic and biodegradabie

not dassed as a Dangerous Good

As Biodiesel is biadegradable and non-toxic, the environmeantal
effects of spillage are significantly less than for a simiar spil
invoiving minersl dissel.

The CSIRO hias compieted a study of alternative fuels, wiich
included Bindiesel. The report found that the use of Blodiese! may
result i the following Lifecycie Emissions campared o fow sulphar
diesal.

Table 1. Bindiese! Total Ermissions (Truck) Compared o Fossil Dissel

Emission Low Sulphur Diesel Bicdigsel*
G/km Gfkmn %
Greerhouse 425 71 B%
Total Hydrocarhon 1.51 .60 40%
MOx 11.25 11.76 105%
o 272 1.40 52%
PR 10 438.40 27430 63%

*HNote: Biodiesel produced from used caoking ol

fie CSIRO, ABARE and BTRE have also completed a study for the
Austraiian Governmenl which concluded that there were direct
cost berefits 1o the Australian ecanomy from the use of Biodiesel.

The report found:

» Biodizsel is considerad w be cost competitive with taditionat
fuels even withoul government assistance.

» Average health cost savings for Biodiesel are arodnd 5S¢/,

Importantly, this is the first time that the bensfits of Biodizsel wsage
have been assigned a monetary valie to the Austraian economy in
a report comivsssioned by the Australian Government and indicales
The direction in which government policy appears to he heading.

Biodiesel Market

Biodiesel has been in cammercial prodiction in Burope since 19919
and in the USA for the past 7 years. it has rapidly become a
desirable alternative to mineral diesel, particularly in ervironmentally
sensilive areas, or where air quality is a prime consideration.
Biodiesal production in Europe Hias on average almast dochied
every two years since 1891, while giabal consumption is now
estimaled at approximately 3 bitkonr litres per annum.
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Despite the rapid grovwth in the Biodiesel markel in Europe, the
Azstraban market is s¥ill in s infancy. Australia consumes in excess of
14 billion res of diesel each year, & significant portion of which is
amportad.

While ARF has underpinned its aperations with & S-year sales contract
imta Europe, the development of the Ausiralian market s an important
part of the Company's stralegy. ARF does not intend to target
“drivewiay™ sales, but has focussed s marketing sttention toward
niche markets where a prodict such as Biodiesel is able to deliver more
thar: just fuel 1o the end-user. The Company has been able to identify
sufficient potential domestic volume 1o provide a reasonabie
expectation of success. in fact, the Company expects significant unmet
demand 1o develop over The neriod of the planned production roi-out.

With the graowing recognition by Governrments around the world

tas evidenced by the Kyalo protoced) of the problems associated
with global warming, and thus the nead to reduce carban ermissans,
a number of Government and Legislative initiatives have been
implemented both in Acstrala and in Europe that have assisted, and
will continue o assist in the rapid expansion of the biofuels industry
in these regions.

European initiatives

On 8 May 2003, the European Pariiament and the Councit of the
Luropean Union adogted EG Divective 2003/30/2C Promotion af the
use of biofuels or other renewable fusls for transport™. This directive
sets out national targets for biofugls of 2% and 5.75% of the fuels
placed in the market by 2005 and 2010 respectively. The market share
shafl be caiculated on the basis of the energy content of all petrol and
diesel used for transport puUrposes.

On 27 October 2003, the European Parliament and the Council of
the European Union sdopted £U Directive 2003/96/EC " Restraciuring
the Cammunity framework for the taxation of energy products and
electricity . The Directive establishes a European Community
framewark to allow Member States to exempt or reduce excise
duties 5o as 1o promote biofuals,

Australian initiatives

i hay 2003, the Austratian Federal Governiment announced 4
camprehensive package of measures to support the prodiction and use
of Biodiesel and provide encouragement for the conversion to Cleaner

TG4
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fuels. These measuses formed part of broader reforms 1o the fuel tax
arrangements (at thal tme), which brought all untaxed fuels used in
intermal combustion engines ito the axcise system.

On 18 September 2003, Biodiese! locally manufactured for use in
internal combust:on engines became subject to exdse duty at the
same fate as low sulphur diesel {38 143 cents per litre},

At the same time, the "Cleaner Fuels Grants Schems" came inla
effect. Urder this scheme, a grant is pravided to manafacturess and to
importers of eligible deaner fusls, From 18 September 2003 o 30 lune
2011, the rale of the grant for Blodiesel was set at 38,143 cents per
firre, thus providing a zero net axcise effect. On 1 Juby 2011, and then
or 1 July in each of the subseguent 4 years, the grant rate will be
reduced in Hve egual instalments such that the cliimate effective excise
rate for Biodiesel will be half that of diesel. Export sales of Biodiesel are
notl subject fo excise in Auslraiia,

On 1 Jaly 2003, the Federal Government introduced the "The

Erergy Grants Credits Scheme” to help cut fuel costs for businesses,
particiiasly in regional and rural Australia, by providing a grant Tor fuel
dsed in specitied activities. This grant replaced the "Offwoad Dissel Fuel
Rebate Scheme" and the “On rozd Diesel and Alternative Fuels Grant
Scheme" . Those wha use Biodiesel for eligible activities, as defined
under the Energy Grants Credits Scheme, are entitied 1o receive a grant
eguivalent to the mineral diesel grant.

4.4 Energea Technology
The process {fransesterification) by which Biodiesel is manufactured
was First clescribed by & chemist cailed Rochleder in 1846,
Transesterification invalves reacting Fal with methanol and a
catalyst, 1o produce Biodiesel, glycerine and potassivm sulphate
ifertiliser).

Erergea has been involved in research in the field of Biodiesel for
owver seven: vears. With is CTER “Continuous Trans Esterification
Reactor” technciogy, Energes is a leading technology provicer in
Lurppe. The Energea technciogy is 4 continuous conversion
process, which, as an examgple takes approximately 1000 kg of Fat,
110kg of methanol, and smali guantities of patassicm hydroxide
and sulphuric acid 1o produce approximately 1,000kg of Biodiesel,
110kg of glycerine and a small quantity of potassium sulphate
ifertilser). The significant advantage of the Energea technology is

14
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i3t the reaction time is considerably shortened to prodice high
guality standardised Biodiesel thal meets boti the Lurapean
{EN14214) and Austradian Biodiesel Standards.

The Energea process does not produce hasmtal chemical emissions
ar material wasle products, hawever, there are two by-products,
heing crude glycerine; and a small quantity of mineral fertiliser.

The main advantages of the Energea technology inciude:

= the ability of the technology 1o pracass multiple feedstocks
e, used cooking oil, tallow, palm oil and most other fais;

» lowesr capitat costs comparad to competing technoingies;

® loweer operating costs compared o competing technologias;

® lower required operaling space and energy reguirements due

10 the ConENUOUS CONversion process;

ne hanmful emissions or waste streams from the process: and

e pre comstruction af plant in container sized frames

L4

Erergea is currently underiaking the construction of what the
Directors believe to be ane af the world’s largest Biodizsel plant,
wilh capacity of 250,000 tonnes per annum in the United

Kingdom. The Directors are of the view that the Energes
rechnoiogy has become the technalogy of choice far the productian
of Biodiesel giobally.

Some aspects of one of Energea’s patents are under chaflenge in
Agstria, as to the capacity of Energea Lo actually patent aspects of
the technology, the subject of the patent. Energea has advised ARF
that it expects the challenge to be unsuccesful. Regardless af the
outcame of the challenge, Energea believes there wifl be no
matenal imgact on ARFS righi to use the process and continue
normal operalions. Energea also haids & granted Avstralian patent
far itz technology. It should be noted that while the corresponding
Luropean patent has been challenged, this challenge in no way
impinges on the rights provided by the Australian patent as patents
are regional.

Ermergea has granted o the Company the exclusive right
purchase Bindiese! planis from Energea in the areas of Australia,
Mew Zealand, Papua MNew Guinea, Solomon lslands and the Tarres
Strait islands, subject to Ernergea having the right 1o sel one plant
in Austrabka, provided that plant is ordered Dy 25 July 2005, The
rerm af the exdlusivity hias a3 a result of the acguisition of the
Pictor: plant been extended to until 30 January 2007, This term
may be further extended by another 18 months on each occasion
the Company orders a plant fram Energea.

4.5 The Business Explained

Biodiesel Sales

ARF imtends to sefl Bladiese! into both the established European
market and the emerging Australian market, The initial planis in
Adelaide and Pictan will have the design capacily to produce 44 4
Mipa each.

ARF has an exclusive five year cantract with Godiver, a Furopean
trading house, which contract gives @ ARF the optior: to seli up to
120,000 tannes per annum af Biodiese! {aporoximately 135 Mipa),
Under this exclusive srrangement, the amount shipped is 1o be

20

pail for by letter of crediy, however, the price will vary based on a
formuia iinked 1o the Ecropean diesel product Gasoil ENSI0(T: {the
European diese! standard), the cost of transporting the Biodiesel to
Gadiver and the diesel excise in the country of destination. 1f ARF
does not make a shipment to Godiver as a result of Godiver not
accepting the proposed shipment and ar providing a letter of credit
fien the Company is abie to sell the shipment to third parties.

For Tull details of the Godiver agreement refer o Section 121

Whitst the contract with Godiver will provide ARF with a form

af security of sales from commencement of production, it is the
Brards intention 1o develop the domestic Biodiesel market as
guickly as possibie once production has commenced. Over the past
year, ARF fias been laying the foundations far & viable domestic
Biodiesel market and is in negotiations with parties such as retail
fuel distributors, train operators, truck fleet operators, the masine
industry and focal government hoth in South Australia and Western
Australia. The Company is alsa holding discussions with major o
companies regarding the sale of Biodiese! as & fubricity agent and
as & blend.

Glycerine and Fertiliser Sales

Crudie glycerine and fertiliser are hy-products of the
transesterification process. ARF intends to sel! both praducts and
to this end has commenced discussions with interested parties,
The profitability of ARF's projects are natl dependent on the
proceeds received from the sale af the by-products. Glycerine is &
glahally fraded commodity and the fertifiser pradiiced is potassium
sulphate — & product that should be readily saleable in Australia,

Raw Materials (Feedstock)

The principai Feadstock in Biodiesel production is Fat, Fat is found
across @ wide spactrum of commodities from tailow (animal fat)
1o vegetable oifs. The different Fats within this spectrum can vary
significantly in both guality and price, but aimost alf are suitable
for the production of Biodiese! using Lrergea’s technalogy.

The market for Fats both in Australia and infernstionally is relatively
unsaphisticated. Detailed analysis of these markets indicates that
there are ra fong-term price-fixing structures or mechanisms that
are commercially atlractive at this tirme and no lang-term futures
ar hedging mechanisms.

AR has based its Forecast on 100% taliow die to the availability
of refisbie trading history for this type of Fat - which, in turn,
allowed ARF ta develop its price forecasts. Mowever, once

i production, it vl endeavour o source lower grade Fals eqg.
used conking ail and grease frap wasle, thus rediicing the costs of
productian.

ARF has entered into exciusive by state) 5 year Feedstock suppiy
agreements with Gardner Smith, which encompass Sauth Audstratia
and Western Austrafia. For each plant, Gardaer Smith has agreed to
provide up 1o the plant design capacity of Feedstock per month on
& cost pius hasis,

Gardner Smith has a global network of offices spanning Australia,
Mewy Zeatand, Singapore, Ching and South Africa. Their key
aperating afeas are in the merchandising, trading, storage and
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logistics of bulk lguids such as tallows, vegetable oils and liguid
feeds,

The Board consider Gardner Smith to be the market leader for the
delivery and storage of Fats in Australia.

By utilising Gardner Smith as the prindpal Feedstock supplier, ARF
will have access o not only domestic Fat supplies but also regional
supplies from New Zealand, Indonesia, Malaysia and some South
American countries.

Whilst tallow remains the Feedstock of choice at present, the
Company is developing new sources of supgly that may be reguired
beyond the medium-term outlook described in this Prospectus.

Tor this end, the Company has been (and intends to continue}
funding research in South Australia for the last two years, aimed

al developing an oilseed crop specifically for Biodiese! production.

Since the 2003 growing season, ARF has been iointly funding
research with the South Australian Research and Development
Institlste {SARDY to develop an cilseed crop. ARF is seeking national
commercial exploitation rights to any intellectual property that
resilts from this research, The aim of the research i to develop

an ocilseed variety that is:

« specifically for use in the Biodiesel industry;

« specifically not suitable or preferable for human consumption;

» cost competitive with diesel when converted to Biodiesel, and

« provides sufficient agronomic benefit to make it a viable crop
alternative for potential growers,

While the Board views this program as part of a long-term strategy,
early results have been encouraging. The Board has developed a
research and development expenditure policy that dedicates half a
cent from the sales proceeds an each litre of Biodiesel produced to
farther research work. This pelicy results in & committed research
and development budget at full production from baoth planis of
approximately $0.45 million per year.

Aelelaide Plant: Construction
of the plant commenced in
Cletolzar 2004 with prochction
sehedulad o commence in
Meaernber FO05,

4.6 The Biodiesel Plants

Plant Construction

ARF has selected Leighton as project manager for the development
of the Biodiesel plants in Adelaide and Picton, although fo date it
has only entered into a contract with Leighton for the Adelaide
plant. Leighton is one of Australia’s leading constraction contractors
and infrastructure developers and is listed an the ASX.

Leighton has responsibility for the delivery of the completed project
in alt areas except the process performance warranties pravided by
Energea. Leighton is managing the overseas manufacture, onsite
erection, no-oad testing and the procuremient of acceptable
documentation of the Biodiese! process units, design, construction
and documentation of the balance of the project facilities and
coordination of the commissioning of each project.

The construction contract utifises a guaranteed maximuam price
(GMP) structure, determined in three phases.

Phase 1, Leighton provide an initial estimate, which sets a
provisionat ceiling price estimate ("PCP") for the compietion
of the project,

Phase 2, the detailed design phase, as many items as possible are
moved from the PCP to the GMP Any reduction in the PCP at thig
point is passed directly o ARF If the revised PCP is higher, then the
difference is borne by Leighton, provided there have been no scope
or assumption changes that resuited in the higher price estimate.

Phase 3, the construction phase, the projects will be developed on
an "open book” basis whereby Leighton may share in up 1o 100%
of any reduction in costs relative to the GMP provided the entire
project is delivered within plus or minus 8 weeks of schedule. Any
savings are pro-rated depending on where within this 16 week
period the project is delivered. Any project cost in excess of the
GMP will be Leighton's responsibility.
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The Leightor construction contract for Adelaide is in construction
phase 2. The cantract for Picton is in the final stages of negotiation
and is expected 1o be substantially simiaf 1o the Adelaide agresment,

Energea is the technology provider and is responsible for the
sipply, delivery and instailation of Biodiesel plants on the sites in
accardance with its performance guarantees and in conformity
with the technical specifications and under Leighton’s supervision.

All project developments, by their very natuse, invoive risk.

The Compary fias & policy af mitigating development risk,

where appropriate, thfough the use of insurance. To this end the
Corrpary hias or wil have when reguired puschased insurance policies
which caver it during the construction period for third party, marine
and construction risk. Further, the Company has secured (Adeaide) or
wifl secure (Picton) future profits caver in the evenl that campietion

af either plant is delayed by & perod greater than the excess period
{30 days} and the delay was die ta an insurable event. The Company
intends puschasing relavant operating insurance policies when required.

The Adelaide Plant
The Adelaide plant is focated on land owned by the South Australian
Lard Management Corparation and ARFA is taking an assigrment af

thie lease over the land from Castrol Australia Ply Ltd. The land is within

e geographic centre of Adelaide’s fuel supply infrastructure and Fat
importing and exporting facilitias at Largs Bay in Port Adelaide.

The site has connections ta the locai harbour, road and rail networks
and existing sefvice connections with walter, gas, electricity and
telephone utilities, althiough some upgrading may be necessary. The
existing facilities provide access 1o ship loading facilities for the export
af Biodiese! and import of Fat. ARFA expects it will be able 1o connect
to Pacific Terminals {Gardner Smith) by a pipeline, which will facilitate
the efficient transfer of Fat and Biodiese! ta and fram the site.

Construction of the plant, by Erergea, commenced in Cctoher 2004
with pradiuction schediled ta commence in Movember 2005

The Picton PFlant

The Fictan plant will be iocated on land provided by the West
Australian Government by way of a conditional grant, Under the land
puschase and grant agreements, the State of Western Australia has
provided ARF with an interest free loan 1o purchase the land. This loan
witl convert 10 & grant over the next 5 years, provided ARF establishes &
Biadiesal plant that wilt directly employ 10 full-time emplayees and will
create indirect emplayment for 30 people.

The sile comprizes 10 hectares of industrial land located approximately
5 ke from the inner harbour at Bunbury,

Logistical services need 1o be developed for the storage of Feedstock
and finished goads at the port and the piping defivery services related
o these storage facilities. The Buabury Port Authority has indicated its
interest i providing the port storage facilities, frefer fo Section 12.1)
The aperating expenditure assaciated with the use of the port facilities
has been inclided in the Forecast,

Construction of the Picton plant, by Energea, commenced in February
2005 with praduction schediled ta commence in Masch 2006, The
Energea contract schedales an earlier praduction start date, however,
the Board considers a later date is prudent given the proximity ta the
Adetaide plant commencemeant.

4.7 Divectors, Management and Employees
The profiles of each of the Directors and senior management are
provided in Section 3.0 of the Prospectus. The managemeant
structure is refatively flat and the Board recognises the lkely need 1o
augmenl it as the Company expands. Positians that are expecied 1o
he filied first include Marketing Managey, Operations Manager and
Busiress Development Manager. At this stage of the Campany's
develapment however, the Board considers that the Company has

TUMEN FRIOLICESs 10 Cary out s business plan as detalled

i this Prospectus,

4.8 Competition
Damestically, ARF considers that there is no cradible commercial
competition at this time in Westarn Austraiia or South Ausizaliz,
Additionaily, ARF believes the development of its plants will
discourage compeling aperators in these states. ARF does have
competition in establishing production in other states and the
renewable fuels industry is develaping guickly.

Under the Biofuels Capital infrastructiure Granis, three other
Biadiesal producers were also awarded grants and consagiiently
represent potential competition.

The first of these is located st Rutherford in NSW and is an
existing, relatively smal producer.

The second is reported to be planned for the Albury-Wodongs
region and wili he approximately 50% larger than each of the
Adelaide and Picton planls.

The thisd is a similar size to each of the Adelaide and Picton
plants and i 20 be locatad in Dendiquin in NSW.

Az a resuit of the rapid groweth in the European Biodiesel industry
aver the past decade irefer Section 4.3), & number of European
Biadiesel producers have emerged. However, given that the graowlh
ir: demand for biofuels (inciuding Biadiesed) is forecast ta continue
into the foreseeable future, the Direclors do rot befieve that this
competition poses & materal risk to the future development of the
Carmparny.



Company and Project Overview

4.9 Summarised Financial Information
The Farecast should he considerad in conunction with the
information set out in Section 5.0, The Forecast 3 manth period
anding 30 lune 2006 is a period during which both plants are
operating at near design capacity. The profit for this period shold
rat be annualised. Please refer 1o the unit and sensitivity anabysis in
Section 5.3 for further infarmation regarding this pesiod.

1 Forecast 2 Forecast 3 Forecast
Year fnding  Year Ending 3 Months Ending
30 lune 2005 30 June 2006 30 June 2006

o 00 AAN000 S
Revenue
Sales - 37441 23,518
Grants - 250 -
Total Revenue - 37,681 23,515
Cperating Expenses {1,806) (27,932} {16,728}
EBITDA {1,806) §,749 6,787
Gepraciation 8 (765} (388}
Amortisation - B2t {238}
817 {1,814) 8.363 6,161
Interest lncome 558 559 i
Borrowing Expenses (215} 52} -
lrscome Taxs - 1,806} {1,552
NPAT {1,471} 7,064 4,318

1. Forecast year ending 30 June 2005 incdudes plant construction
anby,

2. Torecast year ending 30 June 2006 inciudes 4 maonths prodoction
from March 2006 to kine 2006 21 the Bicton plant and & manths
prodizction from Movember 2005 1o June 2006 at the Adelaide
plant.

3 The Forecast for the 3 manths ending 30 June 2006 represents
& periad in which both plants are operating at near design
capacity. This 3 month period has been wsed as the basis for the
cnit and seasitivity analysis contained in Section 5.3 and should
rat be annualised a3 i is impacted by factors such as the fming
of saies, prodiction levels and costs.

A ncome tax expense for the Forecast year ending 30 June 2006
includes the recognition of certain prior year tax josses. The
income tax expense for the 3 months ending 30 June 2006
axcludes the recognrition of these fosses.
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This Section contains the following Financial information for ARF and its subsidiasies:

+ Farecast Statement of Finandial Performance for the years ending 30 fune 2005 and 30 june 2006
and the 3 months ending 30 June 2006, {"Forecast™); and

« Mistorical Statement of Financial Position as at 31 December 2004 (" HMistorical ") and the Pro-forma
Statement of Financial Position (" Pro-forma®) as at 31 December 2004 and the notes to and formirig
those statements.

The Financdial information contained in this Section shouid be read in conjunction with, and is qualified with
reference o, the information contained in the Independent Accountant's Report on Consolidated Mistoric and
Pro-forma Financial infarmation in Section 9.0, the Independent Accountant’s Report on Forecast Financial
information in Section 10.0, the risk factors in Sections 11.0 and other information contained in this
Prospectus,

The Finandal information contained in this Section has been prepared in accordance with the recognition
and measurement principles presesibed in Accounting Standards and other mandatory professional seporting
requirements in Australia. The Financial information has been presented in an abbreviated form and as

such does not include all of the disdosures required by Australian Accounting Standards applicable to the
preparation of annual financial reports in accordance with the Corporations Act. The Historical and Pro-Forma
financial information has been reviewed by Ernst & Young.

The Forecast finandial information is based on ARFs present Business modet and certain economic and
operating assumptions relating to the future. The Directors have prepared the Forecast with proper care and
attentior. The assumptions upon which the Forecast is based are detailed in Section 5.2, Unit and sensitivity
analysis in refation to the Forecast is contained in Section 5.3, The Forecast has been independently reviewed
by Ernst & Young Transaciion Advisory Services Limited.

The Directors note, howeves, that the Forecast is based on a number of general and specific assumptions,
many of which are outside the control of the Company and the Directors. Events and ciscumstances often do
not occur as expected and therefore actual results may differ from those forecast, and these differences may
ke material. Accardingly, the Directors cannot guarantee that the Forecast will be achieved.

The anticipated differences in accounting treatments from Australian generally accepted accounting principles
(" AGAAP") 1o Australian equivalent international Financial Reporting Standards (" AIFRS™) are discussed in
Section 5.4,
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5.1 Forecast Statement of Financial Performance
Thie Forecast Statement of Financial Performance as sel out below has been prepared in accordance
with the assumgptions in Section 5.2 ard the accounting policies in Section 5.5.1. The Forecast 3 month
pericd ending 30 June 2006 is a period during which both plants are operating at near design capacity.
The nrofit for this pericd should not be annualised. Please refer to the unit and sensitivity analysis in
Section: 5.3 far further information regarding this period.

T forecast 2 Foracast 3 Forecast
Year Ending Year Ending 3 Months Ending
30 June 2005 30 une 2006 30 June 2006

SA'000 SA'C00D SADO0
Revenue
Sales - 27,431 #3515
Grants - 250 -
Total Revenue - 37,681 23,51%
Operating Expenses {1,806} {27,932} {16,728}
ERITOA {1,806} 9,74% 6,787
Deprecialion 53] (765} {388)
Amortisation - 6214 {238)
EBIY {1,814} 8,363 6,161
[nterest Income 558 559 111%
Borrowing Expenses {215} {52} -
incame Tax® - {1,806} {1,953
NPAT {1,471} 1,064 4,319

1. Forecast year ending 30 lare 2005 inclides plant construction ondy.

2. Forecast year ending 30 june 2006 inciudes 4 months production from March 2006 to June 2006 at
the Picton planl and & months productian from MNovernber 2005 to kire 2006 at the Adelaide plant,

3. The Farecast for the 3 monihs ending 30 fune 2006 represents & period in which both plants are
aperating at near design capacity. This 3 month period has been used as the basis for the unit and
sensitivity anadysis contained in Section 5.3 and should not be annualised as it is impacted by Tactors
stich as the timing of sales, production fevels and costs,

4. Income tax expense for the Forecast vear ending 30 June 2006 is lower than expected a3 i includes
the recognition of certain prios year tax losses, The incame tax expense for the 3 months ending
30 June 2006 excludes the recognition: of these losses and has heen calculated at a rate of 30%.

5.2 Assumptions
The Forecast has been prepared on the basis of the matenal hest estimate assumptiaons <2t outl belave
and must be rezd i coniunction with those assumplions, the urii and sensitivity analysis in Section 5.3,
The sisk factors in Section 11.0, the Ernst & Young report in Section. 9.0 and the Errat & Young
Transaction Advisory Services Limited repart in Section 100

The Forecast i infended o assist polential investors in assessing the reasonableness and likelihood of
The assumptions occurring, and is noy intended o be a representation that the assumptions wifl accur.

Potential investars should be aware that the dming of events and the magnitude of their impact may
differ 1o that assumed in preparing the Forecast, and that this may have a material effect on the
financial performance of the Company.

Tne Company may acqiire of construct additional Biodiesel plants (or cndertake ather investrnents)
and raise additionad capital or debt, which would result in a change 1o the Forecast.
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Genaral Areas

The Group of Campanies

Reporting Framework

Continuity of Operations

Fareign Exchange Risk

Insusarice

Legislation

Erorormic and Political Enviranment

Litigation and Contingent Gabiéites

Specific Areas

Manufaciusing Plants

Construction Commences

Ooerations Commence

Plaril Capacity and LI

26

Assumption

Ausirakan Renewable Fugls Limited is the parent entity and
owns 100% of Austrakan Renewabie Fuels Adelaids Pty Lid
and Australian Rerewable Fuezls Picton Ply Lid and 50% of ASG
Anatytik Pry Ltd,

The Financia! Information has been prepared in accordance with
Australian Accounting Standards, Urgent Issues Group consensus
views, and other autharitative pronocncements of the Australian
Accounting Standards Board and the Corporation Act {collectively
AGAAP.

AIFRS wifl apply 1o the Company for the reporting year ending

20 June 2006, Carmparative information: for this reporting periad
witl also need to he re-statad gsing AIFRS. The anticipated effect on
the Forecast of the introtduction of AIFRS is set oul in Section 5.4,
The anticipated effect is subiect to further development, darffication
and inferpretation of AIFRS as i applies 1o the Company.

There will be no sigrificant disruption fo the Campany's operations
dufing the Forecast period.

There will be no malerial change in fareign exchange rales between
Australian, European and Unitad States currencies during the
Forecast period.

Anpropsisle insurances are in place.
There will be no change in international, federal, state, or focal

government laws, regulations or polides, or in taxation legisiation,
that will kave a material impact on the Fnancial infarmation

There will be no significant changas in the prevailing economic
and palitical conditions or the rate of econamic growth in South
Australia, Western Australia, Australia or Western Eurape.

' G wowill natl incus any material litigation ntingent
The Company will not incur any rmaterial [iigation or cantingent

2

liabif

Assumption

Two production plants wil be constructed, ane located in Adelaide,
Sowith Australia and the second located in Pictan, Western Australia.

Canstruction of the Adelaide plant commenced in Ociober 2004
and construction of the Picton plant comrmenced in February 2005,

The Adelaide plant is Forecast to cammence operations in
Mavember 2005 and the Picton plant in March 2006.

Varigtions from this schedule may occur, however, the Board
expects that the Forecast production fevels will be achieved.

Fach plant has the ability to produce 44 4 milion jires of Blodiesel
per annum fram 40,000 tonnes of Feedstork at design capacity
and ctilisation.

Design utilisation is Y500 hours per yaar, ar 85.6% at design
capacily of 5.33 tonhes per hour
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Specific Areas

Biodiese! Sales Revenue Export

Biodiese! Sales Revenue Domestic

Sales Volume Mix

Feedstock/Fat Price Expenses

Volume of Feedsiock

Methanol Expenses

Piant Purchase Price

Government Capital Grants

Cieaner Fuels Grants Scheme

[riterest Income

Assumgprtion

Export sales are recorded when product specification clearance is
obtained and the shinment has departed port.

The export sales price is determined by the terms of the Godiver
contract. The pfice used in the Forecast is A%0 .96 per litre.
For further details of the agresment refer to Section. 12,1

Export shipments are expected 1o accus in lots of 5000 kilalires
from each plant. The forecast for the 3 manths ending 30 june
2006 includes two expart shipments from each plant. The number
of export shipments in any quarter may vary due to Biodissel
inventary levels, This is an example af why the results for the

3 months to 30 June 2006 should not be annualised,

Domestic sales are recorded at the time of executing the safe.
The domestic price used in the Forecast is AS0.84 per litre
{excluding G5T).

800 expart sales and 20% domestic sales,

The price of Fat is based on the 10 year average Bleachable Fancy
Tallows price pius an-costs and fees, The price of Fat (tallows),
inclusive of on costs, is ASBEE per torne for Adelaide and ASBSA
per fonne for Picton.

At design capacity and uliisation each plant is Farecast 1o consume
40,000 tpa of Feedstack.

The price of methano! is A%443 per tonne for both the Adelaide
ard Picion plants,

The cost of constructing the prodiction plants is in accordance with
the Energes Bindiese! Production Technology and Facitity Supply
Agreement and the Leighton Design and Constricl Agreement
detailed in Section 12,3, The Forecast cost of constriction for both
plants is A%31 millian.

Subject ta the Company satistying all terms and canditions of the
granis as set out in the Biofuels Capital infrastructure Grant, Dairy
Assistance Programme Funding, the South West [ndustty Assistance
Scheme and the South West Developrment Commission sake
agreement the Comgany and its subsidiaries will be entitied 1o
capial grants totalling §7.68 million and 10 Ha of land. These
granis are detziled in Section 12.1.

Al Biadiese! sold within Australia will be eligible for the Cleaner
Fuels Grants Scheme. The scheme provides for a grant equivalent 1o
the axcise payable on mineral diesel. The vesuit is thal during the
Forecast period the excise charged will be immediately granted back
o ARE

Details of the Cleaner Fuels Grant Scheme are discussed in
Section 4.3,

Imterast on cash at bank s assumed 1o be 4 5%

s
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lncorne Tax At 30 lune 2006 it is Forecast that, as the Company will be
profitable, it is virtually certain that income tax insses wilt be
recovered,

Theretore tax losses incdired in the years ending on or before
20 June 2005 are recorded a3 a fulure income tax benefit st
30 Jupe 2006.

The result is that the implied tax rate for 30 June 2006 is less than
1%, The effect of recording these tax losses hias been removed
from the Forecast for the 3 monihs ending 30 Jine 2006 to aliow
an analysis of a period during which both plants are operating.

5.3 Unit and Sensitivity Analysis

The Foragast for the year ending 30 June 2006 reflects 8 months pradiction at the Adelaide plant and

4 manths production at the Picton plant, a5 such the application of sensitivity analysis an those forecast
results is only of limited use in understanding the impact or: the Biodiesel operations of changes in key

aasurmnlions.

Instead a unit analysis of "results per million litres soid ™ has been prepared {Section 5.3.17 ulifising the
Farecast 3 manths ending 30 june 20006, being a period where hoth plants opersting &l near design
capatity.

Yariations have then been applied tw illustrate the sensitivity of the wunit analysis base case to changes in
the Biadiesal price (Section 5.3 23 and the Fat price {Section 5.3.3), representing the two key assumptions
upon which the operations of the Company depend.

This winit and sensitivity analysis is not a forecast. The results of the analysis are intended 1o provide
prospective investors with an ilustration only of the per litre economics of ARFS early production nhase
and should be read in conjunction with the risk faciors set aut in Section 5.3.4. The unit and sensitivity
analysis shoduld only be considered in refation to the forecast plant capacity and qtilisation as significantly
Righer or lower lavels of production will result in matesially different results.

5.3.1 Unit Analysis for the Base Case Assumptions

The unit aralysis is based on the Forecast for the 3 months 1o 20 June 2006, which reflects the Forecast
assumptions set aut in Section: 5.2, Biodiesel sales forecast for that periad, where both the Adelaide
and Picton plants are operating at near design capacity, totai approximately of 24,31 millior: litres,

The “result per million litres sold” detalled in the foliowing table reflects this.

Unit Analysis - Base Case Result Per Million Litres Sold
ERITD A $0.282 million
EBIT $0.256 milion

MPAT $0.179 milion
MPAT {excluding amortisation) $0.18% milion

5.3.2 Sensitivity Analysis for a +/~10% Change in the Biodiesel Price

The Biodiesel price used in the Farecast has been derved fram the historical diesed price and the Gasoll
ENSO0: 1} price {"price derivates™). These price derivalives are made up of the crude ofl price, refining
and distribution tharges, fuef taxes and a profit margin. The Tixed nature of many of these factors
means that & 10% change in the crude off price will natl necessarily result in & 10% change in the
price derivative and hence the underlying Biodiasel price. Accordingly, while the Biodiese! price wiil

he affected by the crude ol price it is not expected thal this change wifl be directly praportional, dallar
far doflar.

The export sales price {FOBY used in the Forecast is A$0.96 and is based on the average price over
the last six years that the Godiver contract would have delivered. The domestic sales price used in the
Forecast is A%0.84 {exciuding G5T} and is based on the calcuiated average wholesale, or "termina!
gate" price for the last four years. The sales volume mix used in the Forecast is 80% export and 20%
domestic.
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The table below summarises the impact fram the base case included in Section 5.3.1 of 5 10%
mavemant in the Biodiesel price assumed in the Forecast.

Change from base case  Change from

per mitlion litres sold hase case
EBITDA $0.084 milion 33.4%
EBIT $0.084 milion 36.8%
NPAT $0.066 milion 36.9%
MNPAT {exciuding amortisation  $0.006 miflion 24.9%

Thiz sensitivity analysis is performed al rear full production capacity and shocld not be applied 1o
production leveis in excess of or substantially less than that capadity.

5.3.3 Sensitivity Analysis for a +/-18% Change in the Fat price {inclading on-costs).
The table below summarizes the impact from the base case included in Section 5.3.1 of & 10%
maovemant in the Fat prices assemed in the Forecast, The forecast price of Fat s based on the 10 year
average Bleachabie Fancy Tallow price inclusive of on-costs and fees. The price of Fat, inclusive af
an-costs, s ASREA per fonne for Adelaide and A$S56 per tonne for Picton.

Change from base case  Change from

per mitlion litres sold hase case
EBITDA $0.051 milion 18.1%
ERIT $0.051 million 19.9%
NPAT $0.036 milion 201%
NPAT {exciuding amortisation  $0.036 miflion 19.0%

The sensilivity analysis is performed at near full production capacity and should not be applied 1o
productian leveis in axcess of or substantially less than that capadity.

5.3.4 Risk Factors in Applying the Unit and Sensitivity Analysis
The unit and sensitivity analysis does nat constitute a forecast. The resulis are infended o provide
prospective investors with an fustration anly of the per litre sconamics of ARFS easly production phase
and the financial sensitivily to the Bicdiesel price and the Fat price. The 3 month periad ending 30 June
2006 fram which these results are derived is a discrete period that is an indication of fuiuse periads bus
should niot be applied 1o such pericds withaut considering the risks set ot in Section 11.6 and the
foliowing additional risk faciors:

= The anatysis applies for upward or downward movemant in the Bicdiese! price and the Fat price.
However severe changes in these factors will materially affect the reislionship Detween revenuss
and expenses, therefore the analysis should be considered in the context of the plants capacity
and utilisasan,

Export sales carry & higher Forecast profit margin therefore the Bming of such sales is important
in achisving the expected unit analysis in any particular discrete time period.

The analysis assumes that no income from government grants will be recorded ard that interest
income i consistent with that recorded in the analysis penod.

The anaiysis assumes that unless varied 1o Hlustrate the effect of sensitivites thal the Forecast
assamptions set oul in Section 5.2 wil apply, Potential investors should be aware that the assumptions
used in the Forecast are subjact to variation and are not intended to be a representation that the
assumptions wilk occur.

5.4 Australian Equivalent International Finandal Reporting Standards ("AIFRS"}
The implications of appiying AFRS have not been incorparaled inta the Forecast, howaver, the follawing
is a description of the anticipated impact of AIFRS. The anticipated effect is subject to further
development, clarification and interpretation af the new standards as they apoly to the Campany.
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5.4.1 Anticipated impact of AIFRS

Financial Instruments

Ermployes Cotions

Government Grands

The Campary has entered into foreign currency forward exchange
cantracls in order to efiminate the exchange rate risk associated with
the construction cost of the Adelaide and Picton plants, Currently,
any unrezlised gains or losses on tiwese contracts and the pramicm or
discount are deferred and recognized in the measurement of the
underlying fransaction.

Under AASB 139, Financia! Instrument: Recognition and Meascrerment,
alt financial instruments must be recagnised in the statement of financial
position and ail derivatives must be carried at fair value. The financial
effect of measuring derivatives at fair value at each reporting date is
reported through the staternent of financial performance unless the
derivatives canstitute effective cash flow hedges, in which case changes
in fair value are recorded directly in equity. To the extent that there is
herdge ineffectiveness, then changes in fair value will be accounted for
in the statement of financial performance. 1t is therefore possibie that
there will be increased sarnings volatiity from accounting for finandat
instruments under AIFRS. AASR 139 wili apply prospectively from 1 July
2005,

Under AIFRS it is anticipated that the foreign exchange contracts
would qualify for treatment as an effective cash flow hedge.
Pravided that the contracts remain effective cash flow hedges
then it is unlikely that there will be a material impact on the
Forecast,

The Campany has entered into an employes share aption plar an the
rerms and condilions set aut in Section 12.7.

Undler the AASE 2, Share-based Payments, an expense is (o be
recognised with respect to share-based transactions over the period
between the grant date and the vesting date of the eguity instrument.

It is fikely that options granted under the plan will have specific
conditions which do not apply to normal marke? traded oplions,
therefore the equity instruments wilt need ta he measured at their fair
value at the grant date dsing an opfion vaiuation model such as the
ainomial or Black-5choies madel.

The expense will be calculatad by measusing the fair value of the options
at grant date and applying this ta the estimated number of options ta
vest at vesting date. The number of options expecied 1o vest at vesting
dale may be affected by the achievement of service and vesting
canditions.

225,000 executive aptions have been issued during the Forecast
period. Under AIFRS the fair value of these aptions at the date of
grant will need to be expensed. The calculated fair value is not
material 1o the Forecast result.

The Campary has been awarded three government capital grants, Under
ALSE 120 government grants are recognised as income on a systematic
hasis aver the periods necassary to match them with the related costs
which they ave inferded 1© compensate but there must be z reasonable
assurance that:

o e entidy will comply wilh the condidions attaching to them; and

= the grants wil} be received.
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Cafrying Value of
Geveiapment Expenditire
and Intangibie Assets

Income Tax

VWhere the gavernment grant is awarded for the acguisition or
constriction of & iong-term asset, AASE 120 requises the amaount
of the grant carried forward 1o be presentad as deferred income.

Under AGARP gavernment gianis are recognisad as income whern:

» the Company gains control of the contribution ar the right to receive
the contribution;

® it is probable that the ecanomic benefils comprising the contribution
will Hlowe to the entily; and

e the amounl of the contribution can be measured reliably.

The Company has determired that no grant incoms wili be recarded
uniil all conditions precedent to the grant agreements are satisfied.
The Australian Accounting Standards do net sillow grant incomes 1o
he matched 1o Riture expenditure or 1o he offset against the cost of
corstriction, the income is recorded in its entisely when the tests
are mel,

The recording of grant income under AQGAAR as represented in the
Forecast is not expecied o differ as a result of the introduction of
AIFRS due 1o the spedific characteristics of the granis which the
Company has been awarded.

At 31 December 2004 the Company held a5 a non-curfent asset
development expenditure of $3.28 miflion. The recoverability af this
asset is considerad annually. Development expenditure induded in the
Farecast increases by $15.6 miflion: due 1o the acquisition of intellectual
praperty from Shelly Nominees as set out in Section 12.1.

Under AIFRS, it is anticipated that total development expenditure
of $18.88 million meets the recognition criteria set out in
AASB138 and therefore there will be no adiustment to the
Forecast on transition.

The convarsion to AFRS wilt reguire the adoption of the balance sheet
approach when accounting for deferred tax, which may potentially
resuit in recogrition of mare deferred tax assets and liabilities,

The introduction of AIFRS is not expected to effect the tax
expense during the Forecast period.
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5.5 Historical and Pro-forma Statement of Finandial Position
The Historical Stazerment of Firancial Position and the Pro-forma Statement of Financial Position as
set ot below has been prepared in sccardance with the accodnting palicies set out in Section 551,

Reviewed Reviewed
Historizal at Pro-forma at
31 Dec 2004 31 Dec 2004
* Notes $AQ00 SAQ00
Current Assets
Cash 1 4,714 37,085
Recaivables 2 76 76
Other 3 a5 a5
Total Current Assets 4,885 37,266
Norn Current Assets
Plant and Eqguipment 4 2,857 2,857
Development Expenditure 5 2,285 18,883
Land & =Y =Y
Other 7 256 -
Total Non Currant Assets 7,450 22,492
Total Assets 12,035 59,758
Current Liabilities
Payahies a8 126 2,126
Other G a5 a5
Total Curvent Liabilities 221 2,221
Nor Current Liabilities
Payables 10 87 87
Mon-interest bearing loans 10 650 650
Total Mon Current Liabilities 137 137
Total Liabilities 958 2,958
Net Assets 11,077 56,800
Ecguity
Contribtited Equity 11 11,432 57,185
Outside Eguity [nterest 12 - -
Accumulated Losses 13 {355} {355)
Total Eguity 14037 56,800

* The notes 1o this statement afe set autin Section 552

The Pro-forma Statement of Financal Position as a1t 31 December 2004 has been prepared based on the
Historical Statement of Financial Position at that date and on the assumption that the following propased
rransactions had accurred as at 31 Decamber 2004:

o The issue of 16,000 Converlible Nates at an issue price of $1,000 per note o raise $16,000,000 before
expenses. The notes will conwert ta 24 miflion Shares when the Company receives conditional approval
1o st on ASK.

o The issue of 20,000,000 Shases at an i#sue price of $1.00 per Share pursuant 1o this Prospectys ta raise
$20,000,000 before expenses,

o The payment and recagnition divectly in equity of $2 .88 millon in fundraising costs being, $6.85 million
for the Convertible Mote fssue and 51.93 million for the Share issue pursuant to this Prospectus. $0.256
mifion of these costs have been paid at 31 December 2004,

o The issde of 12,600,000 shares at & deemed issue price of $1.00 per Share 1o Darryl Butcher as
consideration far the acguisition af Shelly Nominees,

o The payment of $1 million and recognition of a $2 milion fability to Darryi Butcher being the cash
component payable for the acquisition of Shelly Nominees,
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5.5.1 Accounting Policies

The Financial Information has been prepased in accordance with AGAAP The Financial infarmation is
preserted in an abbreviated form insofar as it does not comply with 2l of the disclosures regiizements

ser out i the Australian Accoun

g Standards and the Corporations Act,

The principat accounting polices relating ta the Finandial Information are described below.

Accounting Policy

Basis of Accounting

Frinciples of Consalidation

Cash and Cash Eguivaients

Foreign Cursency

Contributed Equity

Income Tax

Recaverahie amounts of
MNon-Cusrent Assets

The Financial information has heen prepared in accardance with

the measurement and recognition {but rot all of the disclosure)
reguirements of applicable Accounting Standards and other mandatary
professionat reporting requirements in Australia using the acorual basis
of accounting inciuding the historical cost convention and the going
concern assumplion.

The Financial infarmation incornorates the assets and labilities of all
entities controdled by AR and the results of alt controiled entities for the
yaar then ended, The effects of all transactions Debween entities in the
consolidated entity are efiminated in full. Outside equity interests in the
results and equity of controlled entities are shown separately in the
consolidated statement of financis! performance and statement of
firancial pasition respactively,

Cash includes cash on hand and in banks and money market
investments readity convertibie 1o cash within 2 working days net
of outstanding bank averdsalts,

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

Contributed equily is recognised at the fair value of the consideration
receivad by the Company.

Any transaction costs arising on the issue of ordinary shares are
recognised directly in equity as a rediction of the share proceeds
regeved.

Tax effect accounting procedures are followsed whereby the income tax
expense in the statement of financial performance s matched with the
accounting profitfoss after slowing for permanent differences. The
future tax benefit relating o tax losses is not carsiad forward a8 an
asset unless the benefit is virtually certain of regfisation. Income tax on
cumulative timing differences is set aside 1o the deferred income tax of
the future income henelil accaunds al the rates which are expectad 1o
apply when those timing differences reverse.

The recoverable amaunt of an asset is the net amount expectad to be
rerovered through the cash inflowes arising from its cantinued use and
subsequent disposal.

VWhere the carrying amount of & non-current asset is greater than it
raroverable amournt, the asset is written down to Hs recoverable
arnount, Where the net cash inflaws are derived from & groun of assets
working together, recoverabie amount is determined on the basis of the

i
Laz
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A

Aceounting Policy

Recoverabie amaunis of
Mon-Current Assets Conl.

Development Expenditure

income and Expenses

Assets Acquired

Government Grands

Letter of Credit Fees

nventary

Deprediation

Amortisation

relevant group of assets. Revaluation decremeants are recognised as an
expense in the statement af fnancal performance.

The expected net cash flows included in determining the recoverabie
amounis of non-current assets have not been discounted as permitted
by AASE 1010,

Developrnent costs are carried forward in relatian 1o the feasibility
costs incurred on the Biodiese! project, The netl carrving value of the
axpenditure is reviewed Tegulariy and, to the extent to which this value
axceeds ifs recoverabie amount that excess is fully provided against in
the financiat year in which it is determined.

lrcome and expanses are brought 1o account on an scoruals basis.

All plant and egugpment, land and other assets are brought fo account
&l the cost of acquisition.

Gavernment Grants are recorded as income when:

= the Company gans control of the contsibution or the right o receive
the contribution;

= it iz probabie that the economic herefits comprising the confribution
wilt Tlovs 1o the enitity; and

= the amount of the contribution can be measured reliably given that
Ihe Company befieves i wifl meet the terms and conditions of the
grants.

Letter of credit fees are expensed as incurred.

Stockpile and finished goads invertories are carried at the fower of cost
or et realisabie value.

fine and

Plant and equipment is deprediated at 5% per annum straight
land s nat depreciated.

Deferred development costs are amortised aver 20 years.

5.5.2 Notes to the Historical and Pro-forma Statement of Financdial Position

1. Cash AS'0G0O
Recaoncitiation of mavement in cash:
Balance as at 31 December 2004 4714
lsstie of Convertinie Notes 16,000
lssiie of Shares purscant to this Offer 20,000
Payment af costs of Convertinie Note issue (8923
Baymeant of costs of this Offer {1,727
Paymeant to Darryl Butcher to acguire Sheliy Nominees i1,000)
Pro-forma balance as at 31 December 2004 37,005
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Reviewed Reviewed
Historical Pro-forma
3/12/04 3/12004
AS'G00 AS'000
2. Receivables E) 76
3. Other - Unrealised Asset on Foreign Exchange
Hedge Lishility 85 55
4. Property, PMant and Eguipment
Praperty, Plant and Equipment - a¥ cost 2,858 2,858
Less: sccumuiazed depreciation {13 i1
2,857 2,857
5. Development Expenditure
Development expendituse — at cost
Balance at 30 june 2004 2 846 2,845
Capitabsed Expenditure 437 437
Consideration for the nurchase af Shely Narminees - 15,600
3,283 18,883
The ultimate recoupment of casis carried forward during
development is dependent on the commearcial expioitation
or sale of the project. Amartisation of the costs carried
farward during development is not being charged pending
the cammencement of praduction.
Refer to Section 5.4.1 for the anticinated impact of AIFRS.
6. Land
Ficton Land - Western Austratia 752 752
7. Other Non-Current Assets
Prepaid fundsaising costs 255 -
B. Payables
Tracde Creditors 126 126
Other Craditors - 2,000
126 2,126
Pursuant to an agreemenl with the Managing Director,
hir Darryl Butcher, the Company will pay Wy Butcher &
rotal af §2m on the sale of the first 1,000 tonnes of
Biodiasel from each af the Adelaide and Picion piants.
Refer to Section 12,1 for further details,
8. Other - Unrealised Gain on Foreign Exchange
Hedge Liability 85 55
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10, Non-Current Lishilities

Payahies - Amadeus

Won-lnterest Bearing Loan - Western Austratian State
Goverament loan

The payables to Amadeus (ARFs mazor sharehoider) are

in relation to costs incurrad by Amadeus an behalf of ARE
The loan i for the parchase of land at Pictor.

The loan converts to a grant at defined mifestones.

Refer to Section 12.1 for further details.

11. Contributed Equity

{a} [ssued and paid dp capital
Crdinary Shares Tully paid

ih) Movements in contributed eguity

Balance at 30 Jure 2004

Share split — 271 July 2004

Share placement — 10 Seotember 2004
Convarsion of lnar from Amadeus o
aguity — 22 September 2004

Share [ssue

Share re-construction

Issue of 24,000,000 Shares at 6667

cents on conversion of the Convertible Motes
Issue of 20,000,000 Shares ar %1.00 each

per share pursuant o this Ofer

lssue of 12,600,000 Shares at an implied

vaiue of §1.00 each per Share 1o Darryl Butcher
Cost of Convertible Note issue

Estimated cost af preparing the Praspecius and
capital raising

Balance of pro-forma at 31 December 2004
ich Termns and conditions of contributed equity

Shares

Shares have the right 1o recaive dividends

#3 dectared and in the event of winding up the
Company, to participate in the proceeds from the
saie of alt surplus assets in proportion 1o the number
of and amounts paid up an Shases held,

The Shares entitle their haider to one vote, either in
person ar by proxy, at a meeting of the Company.

Reviewad
Historical
3112104
AS000

87

Mo. of
Ordinary
Shares

53,400,000

52,519,500
(1,120,000;
51,400,000
24,060,000
20,060,000

12,600,000

108,600,000

Reviewed
Pro-forma
31712504
AS0D8

&7

650

AS

108,600,000

2

8,000,600

3,431,969

11.431,971%

16,000,600

20,060,600

12,600,000
(946,325}

{1,531,053}

57,154,593
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12,

13,

14.

15,

16.

17,

Reviewed Reviewed
Historical Pro-farma
31/12/04 31712704
AS AS
Outside Equity interest
[riterest in:
Share capital i 2
Retained Profits 385 385
357 357
Accumulated Losses AS00 AS'00
Total accumulatad insses {355) {355}
Mavement in accumaulated losses:
Balance al beginning of perind (126} {126}
et inss attributable to Shareholders (22G} {229
Balance st end of period {355) {355}

Contingent Liabilities
The Company has no contingent liabilities.

Financing Facility

Bursuant to a facility agreement dated 16 January 2005 between Amadeus as lender, ARFA as borrover
and the Company as guarantor, ARFA obtaired & facility of $7,500,000 from Amadeus for the purposes
of funding ar providing credit support for the construction of the Adelaide plart. This faclity will be
replaced by funds raised pursuant o this Prospectas. The Company has provided letters of cradit 1o
Energea for $4.86m and EUR184k and to Leighton Cantractors for $1.6m for the construction of the
Adelaide plant,

Financial instruments - Foreign Exchange Risk Exposure

The consolidated entity enters into foreign exchange contracts 1o hedge specific capital obligations
dencminated in foreign currendies (Lure). Any cost or henefiy resulting fram a specific hedge is deferrad
and forms part of the initial asset. At 31 December 2004 an urrealised gain af $94, 708 has been
recorded {see note 2 and 8} a3 a result of rmarking foreign exchange contracts to the spat rate.

The following table sets out the gross value io be receivedipaid under foreign currency contracts, the
weighted average contracted exchange rate and the range of settlement dates of cuistanding contracts
as at 31 December 2004,

Buy Euros Euros Average Exchange Rate {AUD)
Within 1 year 2,392,000 a.577

Impact of Adopting AIFRS in relation te the Statement of Financial Position

The Company will begin reparting under AIFRS from the year ending 30 June 2006, In transitioning Lo
MRS the Company wili restale its stalement of financial position. for the year ending 30 June 2005 as
it they were prepared under AFRS and these balances will become the opening position from which
the statements ta 3¢ June 2006 will be prepared.

Set oul below are key areas wheare accounting policies will change upon adoption of AFRS and may
have an impact on the Historical and Pro-forma Statement of Financial Pasition far the Company.

Hedyge Accounting
Under AASE 139 Finandial Instraments: Recogaition and dMeasurement in order 1o achieve &
gualifying hedge, the entity is reguired 1o meet the fallowing criteria:

 |dentifizd the type of hedge - fair value or cash Tlow;
 |dentify the hedged item or transaction;

o [dentify the rature af the risk being hedged;

* |dentify the hedging instrument;




Financial information

o Demonstrate that the hedge has and will continue to be highly effective; and
o Document the hedging refationship, including the risk management objectives and strategy
for undertaking the hedge and how effectiveress will be tested.

The Compary's current accounting policy does not mest these criteria and wifl need to be amended when
it transitions to AIFRS. Under the new policy hedge accounting will nio langer be able to be applied to
such forward fareign exchange confracts unless the criteria identified above are met and &l gains and
losses on the contracts will be recognised in the income statement. Refiable sstimation of the future
financial effect of this change in accounting policy has not yet beer measured.

Imnpairment of Assets

Undler the A&SE 136 impainment of Assets the recoverable amount of an asset s determined as the
higher of net selling price and value in use. This will resuit in a change in the Company's current
sccauniing policy which determines the recaverable amount of an asset an the basis of undiscounted
cash flows, Under the new policy it is likely that imgairment of assets will be recagnised sooner and that
the amount of write-downs will be greater. Reliable estimation: af the future financial effects of this
change in accaunting policy is impracticable because the conditians under which impairment wilt be
zssessed are not yel known.

Intangible Assets

Urder the AASE 138 intangible Assets, cosls incurred in the research phase of the development of an
infernally generated intangible maust be axpensed. This wifl resuit in & change in the Group’s cusrent
accounting policy which ailows for the capitalisation of costs incurred in the research phase of an
infernally generated intangible asset where future benefits are expected beyond reasonable doubt,
Under the new policy, all research costs wili be written off as incurred. On transition approximately

$3 million of currently recognised internally generated intangible assets will be sequired to be adiusted
against opening retained earnings as they will nat meet the recognition reguirements under AASE 138

Income Taxes

Urider the AASE 12 Income Taxes, the company will be required to use & balance sheet Eabifity mathad
wihich focuses on the tax effects of transactions and ather averts that affecs amounts recognised in either
the Statement of Financiai Position or & tax-hased balance sheet. [t s not expected that there waill be any
materia impact as a result of adoption of this standasd.
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Independent Review of the
European Biodiese! Market

The Direciors

Australian Renewable Fuels Limited
Suite 18, Lavel §

Sotith Shove Pasza

85 The Esplanade

SOUTH PERTH WA 6151

Dear Direciors

INDEPENDENT REVIEW OF THE EUROPEAN BIODIESEE MARKET

1. introduction

Australian Renewable Fuels Limited {ARF) reguested the Austrian
Biofuels nstitute (ARl to provide an overview of the Furopean
Biodiesel market for the purposes of inclusion i the prospectis to
b dated on or about 14 Maren 2005 ("the Prospecius”) relating o
the offer by ARF of 20,000,000 ardinary shares at $1.00 each ta
raise a total of $20,000,000 and the public Hsting of ARF

2. Fesdstock

Feedstock sources

By end of 2004 rapesead-oil continued to represent the by far
ieading feedstock in Eurape used for the constantly increasing
Biodiesel production, and this position hias become even stranger
wilh the further expansion of the Furapean Union into the EU-25.
in 2004 Germany has dearly taken the feading position within the
rapeseed grawing rations for Biodiesa! production, hiaving overlaken
France and foliowed by the Crech Republic, Denmark, Austriz,
Slovakia and Sweden, while the UK has started only recently with
the conslruction of & large Biodiesel praduction plant (230000 tin
the Nartheast of England clase to ane af the mast suitable areas for
rapeseed growing.

Overall there can be observed howaver a dear trend 1o a arger
variety and to intelligent biends of different feedstock sources,
not only from European arigin bul also imported from non-EU-25
cauniries. The different feedstock sources ranked by importance:

a) Rapeseed-oil: because of its Tavourable properties: {relativaly
high oxidation stability, - lodine Value (V) loweer than 120, and
acceptable winter operability} and the high yields of up 1o 2 1
cilfha rapeseed-oil 15 dominaling the supply market. The presently
gronwn " G0-rapeseed” has a weak point of a rather high level
(11 %3 of Enolenic fatty acid (18:3), which hias 3 unsaturatad
douhle-bonds and i therefore causing higher instability than
desired. New rapeseed varieties are however reaching market
intrackiction, which have higher levals of either high-oleic fatty
acid {181} or low lincleric fatty acid (18:3) and have therefore
a higher oxidation stability than traditional breeds,

b) Sunflower-oil: yields per ha are substantally iower than
rapeseed and the IV is higher than 120 (the Eurapean standard
EM 14214 requires less than 1200, so this oif would require

lending with low V-oils, Also here new varieties with up to 90
% high oleic fatly acid are ready to enter the markets saon,
representing an interesting and suitabie choice for use as Biodiesel
feadstock specifically in the Southeastern countries of Furope.
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v Diodiesel at

¢} Recycling oils and animal fats: Wilh the right process
technoiogy in piace rather cheap recycied oils mainly from
restauranis and from households as well as animal Tals can be
processed o high guabity Biodiesel Those feedstock materials
are valher cheap and promise high profitability. With the European
Biodiesel fuel standard £X 14241 there are however dear
parameters set, which cannat be achieved with some recyding oils
e.g. thase with high polymer content. Careful and dlean recycling
nractices are needed in order 10 achieve the reguired feedsinck
guality, Animal fats as derived from knackery operations, wiich
process the whole animal induding hairy skins, contain higher
ievels of sulphus than requised, which have to be recduced by
specific destiflation processes.

d) Soy-oil: This is the feedstock of choice i the USA, in Argentina
and in ather soybean grawing countries, but as soy-oil has an i
af higher than 120 it does not meet the £N 14214 standard.

As the American Biodiesel standard ASTH 0B-6751-02 does niot
coniain this parameter it can be used there, provided the Diesal
engine and car industry is accepting this standard. in order 1o
achieve raguired high-quality standard ke the EN 14214 soy-oil
may be used as multi-feedstock biending component to some
axtent,

e) Palm-oil: Malaysian palm-ail-methyl-ester was used already in
1887 as Biodiese! in Mercedas buses in Kuala Lumpur. This type
of Biodiesel has & rather high stability on the one hand but shows
a fimitation in the CFPP {Cold Filter Plugging Point) of + 11°C
This type of Biodiesel is unsuitable in colder climatic canditions in
Furope, bt it may alse be used a8 & minar component in mulli-
feedstock blends in semmertime.

} Non-food oif crops: The full scope of potentially suitable and
useful cilseads is not yet explored. A few cilseed plants can be
mentioned, as they had been tested already:

» Physic nut (Jatropha curcasy was successfully used in Nicaragua in

a Biodiesel pilat plant in 1994, latropha off is going to be used

as feedstock in the new Biodiesal programme ir: India, which has

the objective 1o infliate large cultivations of jatropha within the
indian government plantation programmes for more than 1m
hectares of wasteland in the "rain-shadow areas” of Andhra

Pradest and laipur.

Simnilar trial activities for planting and festing Jaropha have heen

observad in Ching, Egypt, Ghana, Mai, Mozambigue, South

Africa and Tanzania without having reached a commercial scale

yel.

Other cils from oif bearing trees like Sal {Shorea robustal, Mahua

iMadhuea indica) and Meem {Azadirachta indica) are under

investigation as well in India.

+

L3

Mota: The use of Eor tonfs) rafers to a medric fonne {1,000 kiograms)



Independent Review of the
Europearn Biodiesel Market

o) New ocilseeds: In arder o produce an “ideal” Biodiesel the following fatty acid profiles would be

requiracl:

= Loweast possible levels of polyunsaturated fatty acids such as linolenic acid (18:3) in arder o increase
oxidation stabifity.

» Highest possible leved of mono-unsaturated fatly acid such as oleic acid {18:1% in order 1o achieve good
stabilidy together with imgroved winler aperadifity.

= Lowest possible level of saturated Talty acids sdch as palmitic {16:01 and steasic acid {18:0) for
improved winter operahility in countries with cold winter dimate.

Suich new varieties are already cammercially available and planted {high-oleic rapeseed and sunfiower,
iow-lnolenic rapeseed and represent a very interesting feedsiork sausce from a Biodiesel quality point of
vievs, it is expected thal HO-sunflower a3 developed and sold by Pioneer Seeds is taking a feading position
in the drier countries of Southeastern Europe (Bulgaria, Hungary, Romania, Serbiz, Ukraine) in the coming
yaars.

Global fresh oif supply

Citseedls, meal, and adible oils are commadities that are traded globaily. in 2002, 119.4m tors of edible oils
were produced worldwide, Of this, 13.1m tons were rapeseed ol In 2002, worldwide Biodizsel production
weas approximately 1.8m tans, Since ail is converted to Bindiesel on & one ta one basis, if the plants had used
onby fresh oifs {and not other feedstacks, as described above) they would have consumed 1.5% of the glabal
adible oif production. Had they been run only on rapeseed oil, they would have consumed 13.7% of
feadstock available that year. Bindiese! plants are an important buyer of rapeseed and other oils, but globally
there is na shortage of supply.

Giobally, edible ail production has increased dramatically over the past 20 years,

Globat Edible O# bt

Production
2%
2
-’;2}, ......

Gy il Fampe  Susflower Geoondonut Tottonsesd ot Uslinen

Sl karned

The EL is the fargest importer of edibie oils on the international market:

Giobal Edible Oif
imports
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EU Domestic Feedstock Supply

Al present rapesead off as highly suitable feedstack has by far the leading position in supply with an
estimated share of approx. 95%, while sunfiower o taking second place a1 & rather minor valume fallowed
ciosely by recycling ails and fats.

It is expected that triggered by the tremendously increased demand for feedstack more and more food-
rapeseed in addition o non-food rapeseed is going to be used for Biadiesel production. This aflows increasing
The avallabie volume beyond the limits as set in the Blai-House agreement,

Recycled vegetable ails and fats have obtained great attention as they represent a cheap source for feedstock
suppiy and are nat affected by EU land use poficies. They are howwever lisaited in volume ezt 1 million ton
wolectablel and require a slrict quality managemsant for sorting out oifs and fats {e.q. with high polymer
contenty, which are unsuitable for producing Biodiesel according to the European standard BN 14214

[t can be assumead that ever at best wtilisation af 2!l sultabie Furopean feedstock sources available, which are
virgin oils from non-food as well as food acreage (rapeseed, sunflower) and recycling oifs and fats, and even
after inclusion of the large acreage patentials in the EY sccession couniries, which have double the acreage
per capita than the EU-25 but et low productivity, there wil be not sufficient supply available to meet
challenging goais beyand the target of 5,75% market share in 2010

Facing the strongly increasing demand for additional feedstock and the limitations of oiiseed production
within the European Union i1 can be expected (at other oil sources such as rapeseed oil {e.g. Canada,
Ukrainel, soy oif {2.g. USA, Argentina) and palm off {e.g. Malaysia} are being imported and biended info &
feedstock mix in European Biodiesel prackiction sites producing according the Biadiese! fuel standasd EN
14214,

3. Process Technology

The basic chemicai reaction of the transestenfication of suitable ofls with methanol in the presence of &
cataiyst is well knowr, It appears 1o be very simple as wel as a strong templation for "hobhy-inventors”
and "home-brewers® | who gaickly start 1o "produce” a kind of a methyl-ester of cndefined quality
Sometimes such a process technalogy is characterized that the ingredients are mixed in apen barzels.

The ohserved significant problems occur when this “fuel” is put into the nowadays sophisticated dissel
engines with high precision fuel injection equipments, which reguire a very high guality Tuel regardiess
of origin {fassil or bio} in order to achieve highest fugl efficiancy linked 1o dramatically reduced exhacat
ermission levels as reguired by European legistation (Euso [ 1, # V) while increasing torgae and pover,
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The appearance of groups of “hobby-irventors™ and "home-brewers® seems 1o be a firm symptom of any
couniry, which is entering the Biodiesel-phase.

induatriad process technology hawever has advanced significantly since the aarly days of 1988 and later,
The ever increasing requirements for producing righ quality according to strict Biodiese! fuel standards has
heen the driving force for switching from batch processing to continuous process technalogies with fast
fguid-liquid separation. af mathyi-ester and glycarine and with accurate cleaning steps for the final
Biodiasel meeating the standard BN 14214 ar better.

Purposely this repart does not contain & jst of potentisl process technology providers and plant
ENGINESrng COMpanies.

4. European Biodiesel fuel standard

The assirance for cansistantly high quality of the new fuel was a key issue for developing confidence in
Biodizsel among &l customer groups, specifically the Diesel engine and vehicle producer and the fuel
miection equipment companies. Beside existing criteria related typically to fossit Diesel e g Cetane number
and CCR {Conradsan Carbon Residie), new Criteria and analylical methads related 1o the oleo-chemistry
had ta be developed e.g. for defining Mono-, Bi- and Trigiyeeride fevels or Acid number,

in 1994 Avstria published the first final Biodiese! standard ON C 1190, then anly for Rapeseedoil-mathyl-
ester {(RME), followed soon by ON C 1151 for Fatiy-acid-methyl-ester (FAME) in July 1997, thus allowing a
oroader scope of feedstock sources o be used for Biodiese! praduction.

Other standards foflowed in Crechia (CSM 65 6507), France (by decree), ltaly (CUNA NC 635-01), Sweden
{55 15 54 36}, and the German DIN E 51606 as welt for FAME.

With the objective to create a Burapean standard the European Commission appainted the CEN (COMITE
EUROPEEN DE NORMALSATION) waith a mandate 1o develop standards concerning minimum requiremernts
and test methods for Biodiesel, This work was started by end of 1997 in severa! warking groups and
participation from e.q. Valkswagen, Daimier-Chrysier, Volvo, Bosch, Total, Shiell, staff from several university
nstitutes and national Biodiesel producers (Ausinia, France, Germanry, Haly, Sweden). Having completed this
xey tool for guality assurance the newr and pacesetting EM 14214 fuel standard for Bindiesel was officially
pubiished in 3rd quarter of 2003

EM 14214 has reptaced national standards for Biodiese! guality in the EU. It sets forth the minimum
reguirements far Fatty Acid Methy! Esters (Biodiesel) whether sald pure or Blended into petroieum-based
diesel. According to the European EN 560 specfication for petraleum-based diesel, Biodiese! meeting EN
14214 may be biended into Europearn: diesel fuel in quantities up to 5% and the blended product can stll
canfarm o EN 590, AL diese! vehicles in Fusope can therefore run on 5% Blodiesel without modification
and weth full mancfaclurer warranties.

A rumber of comparies have agreed ta fimit the release of injection eguipment for admixtures up 1o &
maximum of 5% Fatly Acid Methiyl Ester {meeting the EN14214 standard) with unadulteratad diese! fuel
irmeeting the EN5%0 standard}. They have aiso agreed that the final pradiict BS must alse camply with
ENS580 “and that non-compliance of the fuel to standards agreed by the Fusl Injection Equiprment
manufacturers wili render the Fuel Imjection Eguipment Manufacturers’ guarantee nuil & void.*

The fatest and prabably best Biodiese! fuel standard has been developed in Australia, which integrates all
present experience on Biodiesal standardisation warldwide,

A camparizon of the Luropean and Australian standards can be seen on the following page.
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5. Legat framework and regulations

On May 8, 2003, the EU passed Directive 2002/30/CE. This states that by December 31, 2005, biofuels
shiould make up at least 2% of the fuels placed on the market, and by December 31, 2010 they should be
5759 The rmarket share shall be calcuiated on the basis af the energy content of all petro! and diesel
used for transportation purposes, Furthermore, ali Bindiese! sold, whether pure or blended, should comply
wilh BN 14214 Blends un o 5% do not need io be iabelied. The disective appiies 1o all member states of
the ELL

mpiementation of this ¢ 5 firective would lead 1o the foliowing sales volumes per country.
impiementation of this market share dizective would lead 1o the foliowing sales volumes per country

i

Bl Directive Target
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On October 27, 2003, Wirective 2003/96/CE was passed. This states thatl 1ax rates on biofuels can be
reduced or set to 0. The level of reduction can be adjusted o fake account of changes in raw material
prices {o avoid over-compensationg for the extra manufaciusing costs of biofuels. Tax reductions can be
put in place for up 1o six years and may be renewed.

in addition, the Directive sets forth the minimum level of taxation applicable 1o diesel oil used as a motar

fuel, namely Buro 302 per 1.000 liters as of January 1, 2004 and 330 Eura per 1.0001 as of fanuary 1
2010, Several member cauniries negotiated delays in when they need to implement this minimum fevel of

5
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taxation. Spain, Austria, and Belgium regotiated levels of 302 by Jan. 1, 2007 and 330 by Jan. 1, 2012,
Luxembodrg and Portugal levels of 202 by Jan. 1, 2008 and 330 by lan. 1, 2012; and Greece negotiated
302 by Jan. 1, 2010 and 330 by Jan. 1, 2012, The other countries that were members of the EU at the
time {most impartantly the UK, Germany, France, and lialy} did not negotiate delayed implementation.
The 10 mainly easterr Edropean coundries that have joined the U since the passing of the Directive have

likely also negotiated defays in impiementing fhe minimum level of taxation.

EU Diasel Taxes
ffay 2004

0 H# 44 54 & G B

Erarprriark

[ewilzanaed

Seasmib

Trelaad

[FLersgary

Many caurtsies have already implementad lax breaks on Biodiesel and an exemption fram the excise tax
on diesel is the most common. Please note that VAT is still paysbie on Biodiese! and that the tax rates and
therefare tax breaks are subject to periodic change.

4
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Bivdizsel tax breaks compared to Tossil digsel, 2004

Country € cents/litre note

Germany 47 100% tax break

italy 40 100% tax break on fimited volume
Metharfands 36 100% bresk fikely implemented 2005
Sweaden 35 100% tax break on dmited volume
Hurgasy 34 100% tax break

France 33 2004 feval, on limited valume

Crech Rep. 33 100% tax break in 31% bhiends
Belgium 31 100% brezak ikely impiemented 2005
LK 30 200 per Hier

Spain 29 100% tax break on Hmnited volume
Austria 29 100% tax break

Estonia 25 100% bresk fkely implemented 2005
Lithuania 25 100% tax break

Greecs 0 being evaluated

Latvia 0 being evaluated

Methariands 0 heing evaluated

Portugal 0 being evaluated

Slowvakia 0 being evaluated

[EERES 0

Finland 0

ireland 0

Denmark 0

6. Biodiese! production in the EU and globally
Giobal production

Giobal Biodesel production i booming. Europe is still the largest producer of Biodiesel, but Asia and
Morth America have been showing very strang growth since 2000 as well,

Global Biodiesel R
Production (‘004 tonnas)

PRAE
24,0500
b B0
&
i
& 4 AHME
I Corope Cast u
MNorth America Z GEHE
 Asia A
¢ Europe \West i 0

THERE O OTEQE  TRMY O TRMR RNMe B0 HG JOnR 003

47



Independent Review of the
European Biodiese! Market

European production

Sirce 1982 Biadiese! production has strongly increased. It is estimated that approximately 2.7m tans of

Biodiesel witl be produced in the TU in 2005, The present trend is characterised by & faster growth of
Biodiesel production capacity than of actual production and marketing of Biodiesel, in 2003 the main
Biodiese! producing countries in the EU-25 were Germany imarket share: 50%), France (25%), and
ltaly (19%).

Production and Capacity
in the U

Bioclkesel production
irthe EU 25

adiesel production
capacity
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Implementation af the BY Diractive calling for bicfuel market share targets requires alost a tripling of
production capacity in the next years since the currently instailed capadity cannoi nearly meet the needs.
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7. Marketing strategies

Mot unexpectadly quite & variation of different marketing approaches can be chserved, which can be
aescribad as followes:

a) Commuodily Strategy
Bindiesel is soid as a pure fuel, bul there is no visible product differentiztion in comparisan ta the
competitive fossil Diesel at the fuel station; any existing differential advantage (2.g. dlira-lowe-sulphur
fuel is not atilised in the communication 1o the custamer. In this case Biodiesel is usuafly said only aver
a lowear price as a cheap fuel {e.g. Austria).
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Another commodity strategy is 1o blend Biodiesel in refineries inta fossii Diese! dp 1o 5% and sel it
anorymised at fuel pumps (e.g. Francel.

b} Quality Strategy
Biodiesel is sold as a 100% pure fuel and is differentiated as & quality product, which is highlighted by
a quality seal ar the pump, where informative product information flyers are distributed o the customer
{e.g. Germany) This is also a defense strategy against poor Biodiesel guality produced by home-
brewvers.

¢} Brand Strategy
The fuel {pure or blended between 1 — 20% with fossil Diesel) is differentiated by a specific rademark
{e.g. "Bio-Plus®, “Soygold", "Envirodiesel ™). Differentiai advantages are promoted and linked 10 &
differentiating pficing strategy (e.g. USA, United Kingdomi,

8. Country overviews

Austria
Pure Biodiesal is exernpt from mineral oil tax as are hiends up to 2%. From 2 io 5% the tax rate is reduced
carmpared to petraleum-haser] diesel

in 2004, the Fuels Ordinance was amendad and now states that as of April 1, 2005, of companies must
seil & mirimem of 2.5% biofusls by energy valie the fransport sector As of Aprit 1, 2007 the minimum
shadl be 4 3%, and as of April 1, 2008, 5.75%. A 5% by volume blend of Biodiesel and 5% of bicethanol
or 15% of ET8L into pefroleum is not enough to reach the 5.75% goal. Due 1o this, pure Biodiesal is
expected ta continue be sold in addition ta the blended volume — currently, 111600 tons annually are
envisioned to be sold pure to reach the 5. 75% larget.

I total, the current forecast is to selt 220 900 tons of Bindiese! in 2005, 317 500 in 2007, 481 800 in
2008, Of the 55.000 tons produced in 2003, 90% were exporied since higher prices can be achieved in
Haly and Germany. These higher prices are die to the different tax bregks i effect there. in Austria, pure
Biodiesel is sold aporosimately 3 — 4% below the price of fossil diesel.

Presently there are 5 commercial production planis in Austria:
Erergea Umweittechnciogie Gmbé:  40.000 tons

Ofminle Brack Gmbk: 25.000 wns

Biodiesel Karmten Gmbh: 25.000 1ons

SEEG! 6.000 tans

RME Treih- und Heizstofferzeugung:  1.500 tons

Bioenergy — Bicdiesel-Erzeugung: 20,000 tons (stopped berause of guality problems)
PP Energie: 1.500 tons {closed becavse of too small capacity)
Baueriiche (lsaatenverarbeitung: 1.600 tons {closed Because of too small capacity)

sk .
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Lintié recently, Biodiesel was only marketed as a 100% pure fuel This opened a series of pasitive arguments
o imprave the acceptance by the consumer, but alse by polticians, such as: significant reduction of
exhaust emissions, fast biodegradabifity, lowest oral and dermal toxicity, high transport and handiing safety.

Raiffeisen, the farmers' cooperative retail shops, offers Biodiese! an 2% sales points, AW, a Tuel discounter,
is the main distributor in volume with 23 fuel pumps followed by AViA with 13; in total 88 pumps are
knowr 1o affer Biodiesel ail aver Austria. In addition, Rudolf Biodiesel Vertrieb is & disiributer for southern
Austria. This family-owned campany is also & sharehalder in the new Bindiese! plant in Arnoldstein
{Biodiesel Karntan). Since 2004, Biodiesel is also blendead inta regular dissel.

Cancerning the market segment "public transport™ the first field test were started in 1994 in Graz with 2
pubiic buses (type STEYR 55 11 and MAN NL 2023 rurning on Fatty-acid-methyi-ester {FAME), which was
produced Tram recyclad frying o

After the suecesstul pilot test with two buses, eight additional bhuses were converted 1o Biadiesel in a
commaon project of the Grazer Verkehrsbetyiebe {pablic transport company of Graz) and the Department
of Enwironmental Pratection of the City of Graz, and an awn filing station was instalied, Due to the
pasitive exnerience, the use of Biodiesel by the company was extended 1o the whole fieet.

For 25 buses with an annusl corsumption of apprax. 600.000 Htres, the emission savings are as shown
bl

Arnmual reduction in emissions when 25 buses are filled up with Biadiesel

o coz NOx HC Soat 502
1460k 1,250.000 kg /-0 1,500 kg 510 kg 1.380 kg

I the year 2000 approx. 40 buses were rurning on Bindiese! made fram recycled frying oils {originating
from M Donald’s and other restaurantst and from that time on, the GVB accepts in their procurement
palicy only those buses, which are approved by the manufacturer for the use of Biodiess! FAME)

The coflecting systems for recycied frying oils have been constantly impraved; the maost efficient originated
from Tyral and this ATh-System “CU-TM® (s now licensed oul 1o recycding managameant systems in
Vienna, other Austrian counties and alsa to Germany and ltaly.

Cyprus
Cyprus does not curtently offer incantives for the saie of biofuels.

Sire February 2004, the government daes however offer grants of 40% of the capital cost for
constructing Biodiesel and ather hiafuel plants {maximum grant CY Pounds 400.000, or approx.
EUR 680000} Some interest has been expressad 1o date.

There is na Bindiesel pradiiced in Cyprus and by October 2007 a research progfam on energy crops and
bioethanol production showld be completed that will help formuiaze further palicies. Matianal indicative
biofuels targets are alsa being studied and formutated.

Czech Repubiic

lry 2003 there were 14 Rapeseed Methyd Ester (Bindiesel) producers in the Crech Repubiic with an actual
production capacity of approx. 100.000 tons of RME per year and a further plant is in the planning stage.
The plants range in size from 2 000 0 55.000 tons per year The largest are Setura’s plant at Olomodc

&t 42 000 tons, its plant at Mydiovary with 15000 tons and Agropodnik’s plant at fhlava-Dobronin at
55.000 tons. The quality produced at the plants vasies and they employ various production technologies.
By 2005 severa! of the very smail scale Biodiesel praduction plants were cdosed dowr because of quality
problems ard lack of competitiveness,

The plants were set up after a state aid program was cafled info fife in the early 19903 intended 1o aid
rusad development in addition to pradiicing & "green” fuel. Taday, the gavernment stilt subsidizes RME
producers CZK 9 500 per ton af RME ina 319% hiend, but the program is limited ta 100.000 tons

per year.
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in addition 1o the direct subsidies, the Biodiesel portion of the 31% RME blends are exempt from the
national diesal tax, which s CZK .95 {approximately EUR 0.33) per §tre.

68.800 rons of Biodiesel were produced from rapesead oif in 2002 and realistic estimations define approx.
120.000 /2 as the maximum national potertiad based on this feedstock. Public Hlling stations are the main
distribution; currenily there are more than 200 Biodiesel stations nationwide.

Bindiesel blended into petroieum-based diesel must meet N 14214,

The Czech Repubiic currently intends to produce 100,000 tans of RME @ 2006 and 120000 in 2010,
Detaiis of the program weill be finadized as the state budger and crap production allow.

Denmark
Enmeley Meile A/S i the first and so far the only commercial producer of Biadiesel in Denmark. The firm
has a capacity of 30.000 v/, started operations in 2001 and produces Biodiesel from rapeseed oil.

Becavse af lack of political sepport and tax breaks for the transport sector, the whole production volume
i exported and successfully sold 1o neighbousing countries.

The government has calculated that it would lose DKK 250 million {approx. 33.5m Edro} if 2% of diesel
sold domestically were Biodiese! that did not pay dissel tax and BKX 800 millan {approx. 107 5m Curo}
5.75% were sold diese! tax free. The gavernment states that it lies well above the EU average in terms of
erergy from biomass due 1o its production of electricity and heat from bicmass, [t considers this 1o be
enaugh and does not infend 1o set national targets for the use of hiofuels.

Estonia
it is expected that biofusls used as motor or hesling fuels will receive a fult exemiption fram the excise
duty as of jar. 1, 2005,

There is currently no production of biofuels in Estonia and none have been soid. All lguid fuels ase
imported. All rapesead grown has been used as cooking ail. Any Biodiese! praduced would need to be
from neaw domestic farmiand or imporfed feedsiock.

in 2005 the impact af the tax exempiion wall be analyzed and further policies formulated in order 1o
meel the EU targets.

Finiand
Partial refief from the excise tax can be granted 1o biofuels used for research and testing.

There have been small wials of Bindiese! production for use as a wansport fuel, tested in a few vehides,
ot overail sales have been neglgibie.

Since of cost of production for arable Crops n Finland i among the highest in the EU, i prefers using
wood as a biofuel [t uses ali the rape it grows for domestic food purposes and imports large quantities in
addition 1o this, it prefers increasing the amount of biofuels it uses in heat and power gereralion {wood,
grasses’ to producing transport faels, € has set its target Tor liguid biofiels for Dec. 2005 to 0.1%. In the
iang term, if biofuels can be made from wood or waste-based raw materials or if the oil price increases,
they may be attractive. As it is, Finland calcdlates it coudd produce masimally 2% of its transport fuels
needs fram domestic raw matearials,

France
4 Plants are responsible for more than 420.000 tfa of Biodissel capacity:

» Grand-Couronne (250000 ¢/ai The biggest dedicated Biodiese! production plant in the world, In 1955
Grand Couranne started its production with impressive 120,000 ¢z, later expanding to 180.500 va and
to 250,000 2 a5 a last step.

» Compiggne (100.000 tal The first smali scale pilnt plant built with the technology developed by the
institizt Francais Du Petrale (FP) began commerdial productian of 20.000 v/ in 1393, a further expansion
= planned.

i
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o Yerdun {33.500 v/ai an adapted chemical plant that started production in 1995,

o Boussens (40.000 a): First Biodiesel balches were produced in this mathyl-ester plant that is stil?
aperating.

Tax exemptlion is granted up 1o the established slate quota for the year The state decides what valume of

Biodiesel it will grant a tax break on and then hoids a tender, calling far bids from Europearn Biodiess!

producers. H then decides which bids 1o accept and negatiates what fevel of tax break will be given.

In order to benefit from fax incentives, Bindiese! has to be produced by the winning bidders in the
certified production faciities. The foliowing companies acquired & share within the fixed quota for 2002:

French tax-exemgpt production quota

Plant location Capacity {t/a) Quota 2002 (ta}
Diester Grand-Causonne {3 250000 180.500
Diester Campiegne (F} 100000 £0.500
MNavaol Verdun (F 33500 33 500
Diester Boussens 3 46,000 33000
ADM Connemann Leer {Germany) 10G.000 10.00C
Total 523.500 317.560

Iy 2003, saies of 387.500 tons of Biodiese! were allowed at a reduced Lax rate and 321.000 tons were
actually sold. This voiume of actual sales corresponded o approsimately 1% of the diesel fuel sald in
Franca by weight. In September 2004, the French Prime Minister announced a plan 1o produce 800,000
tons and ta increase this fusther sti! to 1,200.000 tons by 2007 in order to comply with the £J% targat
guantties.

Biodiesel is marketed along 2 different marketing strategies:
1. The by far largest volume of Biodieset is blended into fossil diesel up 16 5% in 7 mineral oil refineries
ard is soid to the general public without any further differentation. The final Biodiesel content can

vary and is not known o the customer as i is anonymisad in the blend.

2. The second slrategy is to praomote a 30% Biadiese! blends within the activities of the *Farlenaires
Diester” to large transport Heets. The following cities are participating with their bus fleets

French bus fleets using Biodiesel

Namae Start Type, number of vehicles RME-blend
AGEN 1991 22 buses 30%.
ALENCON 1895 10 PL 10 VL and 18 buses 20%

ANIENS 1992 47 0VL WU, PLI 30%.
ANGOULEME 1893 12 buses 30%.
BORDEAUX 1992 10 buses 100% then 30%
CAEN 1893 180 buses 30%.
CAHORS 1893 36 (PL, WL, WU 5% then 30%
Chaion-5Sur-Saone 1993 36 buses 5%

CHELLES 1994 35 {buses and VU) 5%

CRETEIL 1994 7B (&l types) 30%.
DUMNKERQUE 1892 95 buses 5%

EPERNAY 1994 50 buses and Vi 30%.

EVREUX 1994 40 buses 30%
GRENOBLE 1992 60 buses 30%.

L& ROCHELLE 1993 and 97 87 buses 5% then 30%
LE HAVRE 1996 441 {alt types) 10%

LAON 1992 19 buses 30%
MONTAUBAN 1992 3 buses 30%.
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MUGLHOUSE 1592 2 B9

MANCY 1593 20, ther 180 huses 30% then 20%
PALAISEAL 1996 50 4PL, VL WY, cars) 5% a8 & start
PARIS 1592 120 PLand 1 600 VL 30%

pal 1592 87 TCPand 8 WU 30%

ROANNE 1593 45 huses and 2 Wi B9 then 20%
ROAJEN 1591 200 buses and 20 WL 30%

SALOM DE PROVEMNCE 1594 89 B0
SARREGUEMINES 1594 30 B0

SOIS50NS 1996 16 buses B9
STRASBOURG 1592 390 PL 106 VU, 338 engines 30%
VALENCE 1593 75 huses B9

VL = light wehicke WU = stalf car PL = heavy qoods vebicle TOP = Fassenger transport vehicle with mose than 9 seats

in order To widen the scope of membership, the *Club des Villes™ was re-organized and renamed 1o
“Partenaires Miester” in March 2003, which allows large commercial fleels ta take advantage af all the
supportive measures of the French Biadiese! industry.

Germany
There are 23 Biodiesel plants i Germany with a tatal instailed production capacity
of 1,056.000 oz {ranked by current praduction capacilyi:

Oimihie Hambusg AG 120.000C ¥a
Ofmihie Leer Connemann GmiaH & Co KG 100.80C ¢a
Mitteidedtsche Umesterungavwerke Bitterfeld 150000 ¢/
MNatur Energie West 100000 va
Bicdiesel Schwarzheide Gmbk 100.00C ¢a
Rheinische Bioester Gmbh 100.000 va
Camnpa Biodiesel GmbM 75000 va
Bindiesel Wittenbesge Gmbh 60.00C va
Bin-Olwerk Magdaburg 50000 va
Thivinger Methylesterwerke GmbH& Co. KG 45 000 ¢/
Patroter Gebh 35000 v
ECP Eipe Oel AG 30.000 va
Biodiesel Kyrilz GrmbH 30000 va
SARIA Bio-ndustries GmbM & Co. Verw, KG 12000 ¥
Bicdiesel Bokel GmbH 10.60C '
Kartoffehenweriungsgeselischalt Cordes & Stoltenburg 10,000 #/3
Hakertauer HopferVerwertungsgesellschaly B.000 ta
Landwirischaftliche Pradukiverarbeitings Gmbid 5000 va
PP Unmwelttechinik Gmbh & CoKG 5000 v
BiciWerk Sohland Gmbt 5000 v
Bicherk Kieisthihe GmbH 5.000 ¢
BKK Biodiese! GmiH 4000 va
Varwerlungsgenassenschalt Biokrafistoffe 2000 ¥a

Additionaliy it is reported That there are 3 maore plants cnder canstruckan with
a ot capacizy of 240000 va.

hWiaring Biodiesel Gmbh & Co XG 100.000 va
NEVEST AG, Rostock 100.000 a
Rapsveradelung Vorpommern Gmbid 40000 ¥a

This means that with a Biodiesel prodiction capacity of araund 1.2 million tonnes in 2004,
the total capacity will have increased almost twentyfold since 1957,

e
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German lavw defines that mineral-oif taxation applies onfy to minerai-oil based Tuels; consequently Biadiesel
anioys Tull detaxation since the very beginning.

O lune 7th 2002 the German Bundestag had its fina? reading of the new law for the tax reiief for
hiafuels, 1t was endorsed by the Bundesrat on lune 215t and will extend the fax exemption untl December
315t 2008,
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The schediiled rise in the mineral oif tax for diesel and other fossi fuels will lead to a significant price
advantage of Biodiesel compared with the fully taxed fossil dissel.

Eeologicat tax (Lea-tax): From April 199 anwards thes dimate change motivated additional fax will be
added o the minerai-oil tax and increasad step by step. Biodiese! as a greenhouse gas saving proddct is
axemnpted frarm this tax.

I contrast to tax fegislation in France and ltaly there is no restrictive quota in place and hence no upper

iy for the production of Biodissel.

The main characteristic of Germany was to market 100% puse Biodiese! since only pure Biodiesel was

Epdh
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given tax exemplions. In 2003, around 30% of the Biadiesel was sold &t 1.700 public filing stations and
0% through major customers such as truck fleets, public tansportation fieets and taxi companies. For
the so~called *free stations”, Bindiese! has become an important supplementary product for sunvival in the
tough comgetition between filling stations; therefare the marketing of Biodiesel through the public filling
station network will be certainly extended in the future.

One main drive for initial demand was certainly the cost savings realised when switching from fossi diesel
to Biodiesel, Singe then, the price gap has even increased.

Price Gagp FossH Diesel af
and Biodiese! 1999 - 2002

—l— [ossil Diesel
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in 2003 over 1.700 filling stations offered Biodiese!, which is every 10th public filling station in Germany.
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This leads ta an average distance between to Biodiese! selling petrad stations of about 23 km, and
raaligtically estimated there is potential for a further 1.000 petrol stations. An indicative fist of petro?
stations grouped by region and postal cade can be found at: hittp WA ufap de.

Az af lar. 1, 2004 the tax exemption applies 1o biofusls and heating oils praduced from biomass whether
sold pure or biended. Since ther, Dlended sales have taken place in Germany a5 well.

Ajong-term government strategy for the promotion of alternative Tuels and drive technologies is currently
being Tormulated and is expected 1o be completed shortly.

i
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Greece
Biodiesel was imported in small guantities 1998-2000 by a fuel trade company for demonstration
purpeses, bt none has heen imperted since and none is produced domeasticaily

Mowever, in December 2004 a plant in Kilkis with & capacity of 40.000 tons was expected lo start up
and a plant with a capadcity of 40.000 tons in Valos in May 2005, Both plants received financial aid
from the Operational Pragramme for Competitiveness and can produce o EN 14214

The governiment estimates it will need 46.976 tons in 2005, 71.851 tons in 2006, 97 695 tors in 2007,
111986 tons in 2008, 126.73% tons @ 2009, and 148,407 fons in 2010 i order to meer the EU's
percentage targels based on energy valie.

Greece intends to blend up 1o 5% by valume with mineral based dizsel in local refineries and distribute
the blend through the existing infrastzucture. The percent will be set 2ach year by the Ministry of
Development and the Ministry of Economy & Finance, “according to the guoted availsble quantities of
Biodiesa! in the local market™. The Biodieszl fo be blended must conform to EN 14214 and the fina
product to BN 590

For concentrations of Biodiesel shove 5%, Greece will carry out additional studies on Heets with old
digsel engines, since that is what most Greek diesel-fueled vehicles are (Fura G or 13

The plants starting up wifl initially use imported feedstocks (rapeseed oil, saybean oil, ety a3 well 43 some
domestically produced cis {cottonseed oil, used frving cils, excd, In the future, the increased cultivation of
oilseeds & planned domestically with the involvement of the Ministry of Rusal Development and Faods.

Detaxation is stili being evaluated and government has calcuiated it could lose as much a3 Euro 740m in
reveniies from 2005-2010 depending in how it i implemented.

Hungary

Two pilot plants for Biodiesel production were built in 1998 and it was planned 1o sell the product tax-free
back to thase who delivered the raw materials. However, the excise tax on regular diesel for agricultuzal
producers was then lowered, the Biodiesel thereby became cormmercially unattractive, and the program
faifed. in 2003, there were no sales of hiofuels.

On September 22, 2004 the governiment approved ihe refund of the exdise tax on biofuels uptd 2010 in
order to pramote the blending of biofuels into standard engine Tuels. Blends of dp to 5% are intended
since this is what is allowed by BN %90, The current intention is that the sales of pure Biodiesel will not
OO

Mungary targets 0.4 — 0.6% by energy as the sales target for biofuels in the transport sector ir 2005,

t has justified this target, which is belowr the EJ directive, because of its imited nationai production
capacly, its poor aational growing conditions for rapeseed, and because it is implementing othier biomass
energy projects. The feedstock supply situation may change however significantly once the high-oleic
sunflower breeds are cultivated, which produce an excellent ail for Biodiesel production.

lreland
From May 2003 to May 2004, 18.000 Fters of rapeseed ol was used as a fuel by the 17 light commercial
vehicles of the Cork City Coundil. This was the only use of biafuels in freland o date.

I order to start some activily in the field of Biodiess!, Ireland has developed the following scheme:
Biodiesel meeting EN 14214, blended dp to 5% into diessl, can apply for refief from the mineral oil tax if
the blend complies with EN 560 and if it is used in the scope of a testing program or pilot project. In total,
ro more than 900 tons can qualify annaally for ali projects together. This program stifl needs 1o be
appraved by the £ and once it s, the first Call for Propaosals can be advertised.

n addition, 10% of the capital cost of plants with & capacity from 13.000 2o 22 000 tons can be funded
by Sustainable Energy reland.

As a target for 2005, freland suggests not the 2% the EU has stated, but rather 0.06%. If farge-scate
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projects start up, higher targets may be set for subsegiient years. MHowever, lreiand argues that hiofuels are
a high-cost method of carbon abatement, that certain emissions may be higher, that there are agricaitural
fimitations on the amount of feedstock which can be produced, ete.

General excise tax relief is not currently being considered.

ttaly
Presently there are 7 companies producing Blodiesel (ranked by capacity):

MNovaol Group Capacity in Livorne: 60,000 ta, to be doubled by June 2004,
{Total Movao! Group capacity: 250 000 ta in 20043

Bakelite AG 220,000 va

Fox Petrali BGO0O a

HalBioi 20000 1/a

Comiube 40,000 ta

De il 25000 ta

Fsterera 25 000 t/a

in 2002 effective pradiiction was 220.000 { of Biodiesel with an oversll production capacity of 600.000/;
die to the canstant market situation there are no additonal capacity investments planned in the short
rerm.

in 1994 Biodiesel was fully Tax exempt without any volame limitations. One year fater the [talian
Government modified the law and introduced a guota of 125000 1 of Biodiesel for tax exemptian.
Mevertheless production in 1998 was stilf less than 90.000 ta with mast of the volume being used

as heating ail enioying there the same high tax exemption while quality demands and distribution cost
baing lovwer,

The fast finance act of 2001 extended the tax exemption ta 300000 & of FAME {for application as
Biodiesel as well as heating oil light) thereby improving the campetitive position of FAME. This regulation
will expire in 2004 but the Ministry of Finance stifi has to approve the prolangation of this tax advantage.
Additional production exceading this guota is fully taxed and not competitive with fossil dizsel.

italian Biodiesel
production and capacity

R Te0G T ouE o SO0 HHEY AQnR Mk

Aceording to the current reguiations, only max. 5% of Biodiesel can be biended into heating oif and max.
259 Biodizsel info fossil Diesel for transportalion.

Fatty-acid-methyl-ester has found its main market segment in the heating oil market as there are lower
distribution cost and lower guality requirements than in the diesel fuel market st equal taxation level io

diesel fuel for the transport sector.

Recently severs! producers have enlarged their marketing activities 1o position Biaciese! in the transpart
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sector a3 well, where a blend of 5% Bindiesel with fossi diesel is used in large fleets. Mavaal has
furthermore launched a project called *ane hundred cities on sunflower ' with a blended Biadiess
product for use in public transpors.

The municipal transport fleets of Milana, Ravenna arnd Pesara are going Lo switch to Biodiesel.

Overall activittes in ftaly have been mited so far to utilise Biodiesel mainly in the heating oif segment
and rot in transportation as exercised i all other Furnpean countrias. With the new Directives of the
Furopean Commission in place the well established and experiencad Halian Biodiese! producers will
have to reconsider their marketing strategy in order 1o fully exploit the new market apporiunities in
the transport sector,

Lithuania

Az of May 1, 2004, biofuels or the biofuel component of blended fuels are exemnpt from excise duly
This policy to promate bicfuels has been adopted in order to reduce dependence on petroleurn-based
fuels and increase the use of local energy resources.

I August 2004, the Program for the Promotion of the Production and Use of Biofuels 2004-2010 was
started by the government which wili develop specfic action plans for the use of biofuels in transport.

Specific action have been taken by the bus companies of the capitad Vilnius and the ¢ty of Kaunas by
joining the Bindiesel-project " Innovative Biodiese!" within the ALTENER-grogramme of the Furopean
Carnmission, which provides guidance to adapt aider cily bus fleets far the use of Biodiesel,

Latvia

Iy 2002 and 2003, 2.500 tons of Bladiesel were sold in Latvia. Nevertheless, Latvia intends to meet the
ElS targets for hiofuels in the transport sector, increasing from 11.000 tons of Blodiesel in 2005 o 43 000
fong m 20100

O luly 22, 2004 it adopted the Action Plan for the Prodction and Use of Biofuel in Latvia, which set
oul which tasks are 1o be achieved, which institutions are responsibie, what deadiines must be met, efc.
The draft Law an Biofuels, currently being discussed in the Pariament, will create the framework for the
SeCLor o operate ance i is passed.

For 2005, the government has allocated EUR 700.000 1o subsidize raw material purchases by biofuet
producers and has reguested B approval for this. This weorks oot to FUR 0.04 per liter {Biodieszal plus
bicethanol},

Disact tax breaks are not currerly giver.

Malta

Malta produeced 26.5 tans of Biadiesel in a demonstration plant in 2003 using recycled oils as feedstock.
The Biodiess! producad was then used in Malta’s "heawy plart”. Due to the couniry's nabilily to cultivate
the raw maleriais required for 8iadiese! production &t is aimast tatally dependent an imports far food), i
daes not want to set targets for Biodiesel sales in the transport sectar.

Tax breaks are not given for Biodiesel.

Nethertands

The MNetherlands have no biafuek industry and only approximately 3.500 tans of Biodiese! and pure
vegatahie oil have been used as fuels in small-scade demonstration prajects, The country is, however,
formulating a legislative framework 1o sdpport the biafuels industry that wifl be announced in 2005,

The target 2% sales 1o the transporiation sector have been set for 2006 instead of 2005 in order to allow
the start-up of a national industry. The Netherands intend 1o stracture theis law so that the annuad
percentage is nat only the minimum target for bicfuel sales, butl also the masimum amount of petro! and
digsel that is displaced, indicating that i wiil set up a quata system.

Currently, no support is offered to the biofuels industry.
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Portugal
Portugal has no signiticant safes of Biadiese! and a legal environment supparting sales is expected 1o be
puhlicised shortly.

Portugal states that it has limited capacity for producing feedstock and no biofuel plants in aperatian,
50 i3 target perceritage for biofuels sold 1o the transport sector is approximately 1% for 2005, This is
comprised of 50.000 tons of Biadiese! and 15.000 tons of binethanol blended into conventional fusls in
addition 1o the 18,000 tors of Biodiesel valuntasily used by public ransportation fleets,

The faws currently being developed regarding bialuels foreses an exemption from the fuel tax up to a
target quantity set every vear, & fuet tax exemption beyond the targes for pilot projects, a compulsary
quats i the target was not reached in the previous yvear, and voluntary agreements Tor using biends
abave 15% in puhlic transporiation fleets. This is expected to be passed shortly.

Carrently, Porfugal does nat have rmeasures supparting the sale of Biodiese!.

Slovakia
Slowvak firms produced 30.000 tons of Biadiese! in 2001 but groduction: fall ta 6.000 tons in 2002 and
4.000 tons in 2003 when state suhsidies were abalished. Biodiesel production is still rol sdpported in
Siovakia

The goverament has calculatad that it needs (o biend 46922 tons of Biodiesel ar 62.500 tons of
bicethanc! into fuel by Dec. 31, 2005 and 151.762 tons of Biodiesel ar 205 384 tons of bioethanol

by Dec, 31, 2090 in order 1o meet the £U fargess.

Slovakia proposes creating lawes that allow the blending of tp to 5% Biodiesel into "red diesel”, which
hias a reduced excise rate and is sold to the agricuiural, forestry, rail, and public transport indastries,

it also proposes starting the process of creating laws regulating Biodizsels an-road use in order 1o meet
the targets it has calculated.

Spain
Currently there is one plant aperating:

Stocks del Vales, Catalonia 6.000 1, can be extended ta 18000 tin & second phase

Three more are under construction:

Bindiesel-IDEA 5000t
Bionor Transformaciéon 18000t
Bionet Europa 50000t

Two more plants are in design stage:

Biccarburants de Catalunya 100000 ¢
Bindiesel-Caparoso 200001

Additionally there are a few smail-scale piior and research plants planned of in operation hiinara, Madrid,
Gijoni.

Spain produced 5.819 tons of Biodiesel dormesticaily in 2003 from recyded frying oils and consumed
&5 810 rans nationaty,

Bindiesel is scid in Spain to peblic transport companies Tor use in their bus fleets and since February 2003,
i is alzo soid a3 a B-30 blend (70% fossil diesel, 20% Biodiesel) at selectad filling stations of the company
Petromirales.

Spain is currently offering full detaxation of Biodiesel ar the Biodiese! component of blended diesel. It has
reserved the right 1o raise the tax on Biodiesal if the praduction costs no longer require such a tax break
far the final product to be campetitive,
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Sweden

Currently there is only the company Sveriska Ecobrénsle AB, which is producing and offering Biodiese! for
the Swedish market. Recently this graup has started a project to build & bigger plant in Kaslshamn in
Sodthern Sweden with a capacity of 50.000 1 Biodiesel per year &1 the seaside, with a pipeline coming
from the existing oil mill of Karlshamns AB and a rail connection as weil.

There i3 one fusther production plant with a production capacity of 26.400 v/a in design stage.

The Biodiese! producad by Ecobrénsle is marketed by oil companies, both a3 a 2% biend {at public pump
stations) and as & 100 % Biodiese! {mainly used in specific campanias' vehicle flests). In 2003, 4.800 tans
of RBiodiesel were soid and of this, 869% was sold as a blend and 119% was sald pure.

The production of RME was started in the late 80's by small scale production plants run by Tarmers, 10 this
period & considerable tax rediuction was obtained reaching a level of 0,36 1 in the late 0% This tax
axemplion ended in 2001,

Mo, COZ-nesitral fusls will be exemnt fram both the energy tax and the CO7 tax {the twa companents
of the Swedish excise tax on diesal) untié 2009, if the EU approves. The governiment reserves the sight o
change these exemptions at any time if it feels biafuel producers are being ovescompensated.

The annually determined Biodiesal quota for 2001 was 21,120 t {24000 m3}, but only apprax. 7.000 1
were stilised. The quota for 2002 was fixed at the same fevel, and i is expected thal the guota for
tax-zxemnpt Biodiesel s going 1o be increased.

Biofuels accounted for approvimately 1.59% of the combined petrol and diesel markets in 2003,
Sweden hias therefore set its target for 2005 av 3%, sbove the EU guideline.

Switzerland

After first research activities in the early 50 by various Swiss institutes (e, FAT EMPAL a small but
constant production of 2.000 t Biodiesel was established by Fco Energie Broy. This is still the only
production facility in Switzerland.

Biodiesel is sold in two ways:

o clirectly 1o agficultral co-operatives,
o 1o ane Swiss petrol distributar that is seliing Biodiesel at § pubdic filing stations (s in the Bern district)
where it is offered 100 % pure fuzl.

Some franspost companias use it as "Combi-DHesal®, which s & 30% biend with fossil diesel.
Biodiesa! is marketed a1 & price fevel of approx. 10 % lower than Tossil diesel.

Fuels produced in piint and demonstration plants from renewable raw matesizls are exemot from minersl
oil tax. Tax exemption is gfanted by the Finance Departrnent upon application. in order o promate the Lse
of renewabie ravwe materials, there is a price subsidy for cilseads {rapeseed, sunflower) heing processed in
pilot and demonstration plants.

United Kingdom

Estimates far current Biodiesel production are at abaut 5.000 v/a, bat it is expected that this figure is soon
0 be outdated, as the new tax regulation wilt increase the number of professionaily built industrial sized
Biodiese! sites.

Rix Bindiesel L projected enlargament to 20,000 ta

Globat Commodities UK Lrd  {project in developmeant)

Argentt Energy 50.000 ta planned capacity (feedsiock is rendering fat}

Biofuels Comoration Ltd 250.000 tfa planned capacity cnder construction at a seasicde harhour
Ehory salitions Biodiesel sold under e-diesel brand
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PatroPius Biodiesel sold under Bio-Plus brand, a blend of fossil dissel and
dp 1o 5% Biodiessl

Greenergy Biodiesel sold under GlobaiDiesel brand, a biend of ULSD and
dp 1o 5% Biadiese

Ervirndiesel sald "far easy storage and use at home"

Unfortunately one can observe giite a large group of hobby-inventors and home-brewers, sometimes alsa
asing a blend of unesterified recycling ails and fossit diesel, worthwhile 1 be mentioned as a typical
developmeant in & young and emerging market.

The main marketing activities are focused on the promotion of a 5% blend of Biodiesel with Tossil diesel;
part of the Bindiesel sold s imported from France, Germany, Denmark, and the USA In 2003 17171 fons
of Biodiese! were sold in the UK.

Largest quantities are sold either directly to large fleets or through more than 100 filling stations. Close 1o
the so far fevs small scale methyl-ester prociction sites, Tuet is sold in contaiters of 25 1o 1.000 lires;
can be assumed that there the guality managermneanl is rmaintained at a low level

The government affers a 20p reduction in the dutes payable by Biodizsel and this will remain in effect at
imast until 2007 The government is aware that this makes only the fowest cost production profitable,
asually using recycied oils as a feedstack,

The target for 2005 is 0.3% biofuels in the fransportation sector, of which the majority wouid be
Bicdiesel.

9. Importation of Biodiesel into Europe

Levet of international trade

When national Bicdiesel industries first started operations in Europe, all Biodiese! produced was dedicated
ta the national market, The situation changed howsaver when tax exemgiian schemes for Biodiesel came
inta force, which vary by country. Additionally the feval af mineral oil taxation varies as well throughout
Lurppe. Canseguently countries with a high mineral off tax and full tax exemption Tor Biodiesel aliracted
imports fram countries with less genercus exemption, e.g. from France into Germany.

in addition, Biodiesel is imported 1o countries, which are starting up their own Bicdiesel indusiries. n the
course of these start-up activities, demonstrations with truck fleets or bus fleets are often held in arder o
convince national stakehcicers that Biodiesel is a vishle fuel under local conditions. Since none is proguced
domeasticatly vet Biodiesel is imported, often by the container, for this purpose. It has to be stated,
however, that comparad to the infsl Biodiese! production infernational trade is still relatively minos

The exact amaunt of internationat trade in Biodiesel s nat monitored yet. In Germany, the government’s
Erergy Statistics Cifice wil! start 1o coflect offidal national dala on Biodiese! production based on raw
matenals used, plant capacity, national province soid to and international exports starting in 2004,
Whether alf other EU countries implermnent this as rapidly remains to be seen.

Of the international trade in Biodiesel, our best estimate is that a sigaificant amount enters the United
Kinggom. PetroPlus and Greenergy are professional petroleum companies with production facilities in
ports and networks of filing stations. They are actively promoting theis trademarked Bia-Plus and
GiahalDiese! brands of Biodiasel blends, With the implementation of the EU directive on hiofuels, we
believe they are attempting to establish strong positions ina market that has been regulatad to grow.

As the UK does not have enodgh production capacity at gresent to maet the needs of large-scale Biodiese!
sales, firms mast import. We are aware of shipments of approx. 5.000 tans fram the USA 1o England in
eariy 2003 and estimate the tatzl leve! of annual imports from within and outside the FU to the UK 1o
cureently be 20000 - 4G.000 tans,

in 2003, a shipment of palm oif methyl ester was detiverad ta Frarkfurs, Germany, in two 1o four 20 ton
containess and there are other such small-scale shipments occurring. We are aware of plans to export
Bicdiesel from outside the EU to several Furopean markets, hut not of any significant exports that are
oceiitring yer other than those to the UK

&1
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National quotas

Biodiesel exparis to countfies that have established rationsl guotas for the amount of Biodiesel that
receives tax breaks are difficait, This appliss to four countries in Edrope - France, Haly, Spain, and Sweden
— and the Netherands and Portugal have indicated they intend ta go this route as well. Exports to France
are almost impossible because individual pracucers have received guotas that are Tully used. I lialy
current sales levels are below the allowed quots so exports are possibie, but they are stil! bureaucratically
more difficult than exports ta the other EU countries that do not have any qaotas. Exports from autside
the B into BU countries are possible except for the imitations posed by the quotas.

lmport duties

Bl countries have harmonized their import duties so theoretically the duty paid when bringing Biodiesel
iriio the EU will be the same regardless of which country it enters. An EU reguiation hias stated that
Biodiesal is to he given the tarff number 3824xxx when entering the EU. The numbers afer 3824 get
changed aften, 3o the specific numbers given depend on the classification system in place on the day it's
imported. On 19, Moy, 2004 Biodiesel would have fallen inta the TARIC number 38 24 90 89 980 in the
Bl according to the German Mational Custams Office

ln Austria, Biodiesel has been imported and was given the £U tasff number 3824509950,
This foflaws & cassification into the following subgroup:

- Aeticle VI Praducts of chermical and related industries

- 38 Various products within the chemical industry

- 24 Prackicts of the chemical or selated industries {ncluding mixtures of natural praducts)
not belonging to other categaries

- G0 Other

-89 Other

- G0 Other

Duties vary not only by product dassification, bul alse by couniry of origin, if the country inwhich the
Biodiesel was produced has a trade agreement with the country to which it is sold, 1t may be fread from
import duties regardiess of how it is classified. Goods imported into the EU fram Austradia under this tarifi
number are charged a duty of 6.5%.

Sabes tax

lpore sales tax must be paid wien Biodiesel is imported into the EU and the fevel varies by counity.
Hawever, the tax can be reclaimed from the nationat tax authorities since the product will be resold.

Az such, sates tax is only a pass-through position for the importar, tieing up cash unti? the money is
returned, bul rat being an expense. In Austria, the tax law is in the process of being changed o that it
wiil he possible for campanies 10 not #o pay the tax in the first place. This wit! avaid the cash deain the
cufrent systerm imnoses upon companies. Other than the import duty and the saies tax, niethes we nor
the customs officers and tax accountants we interviewsad are aweare of any faxes payable when importing
Biodiesel into the £

Outlook

Since the new Directive for the Promation of Biafuels has given a strong impalse Tor Biodiesel production,
it can be expected that frade will be stimuiated as well within the EJ-25. We have observed as well an
increasing interest of palm oit ard soy oif producing countries (e.g. Malaysia, USA) not anly to export their
oil bt also their ail-methyl-ester (Biadiesel) to Curope. The high leve! of takation on petroleum-based fuels
inn the EU allows for high selling prices for Biadiesel, making such intercontinents! sales attractive.

Yours sincerely

|

Werner Kérbitz - Chairman
Austrian Biofuels institute
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Feedstock Market

Independent Review of the

The Directors

Ausiralian Benewable Fuels Limited
Suite 1B, Level 5

South Shore Flazza

85 The Esplanade

SOUTH PERTH WA 6151

Dear Direciors

INDEPENDENT REVIEW OF THE FEEDSTOCK MARKET

1. Introduction
This report has been prepared by ProAnd Associates Australia Pty Wd
(PAA) for inclusion in a Prospectus to be dated on or about
14 March, 2005 relating o the offer by Australian Renewable Fuels
timited (ARF} or the Company of up 20 million fully paid ordinary
shares of one dollar each, payable in full on application ("IPO")

The groduction and trade figures used in this document shouid be
seen as market estirmates. BSE (Mad Cow Disease), epizootic diseases
{e.g. FMD), trade embargoes, taxation regimes, labour disputes,
military conflicts, acts of terrorism and other events will affect trade
flowwss,

1.1 Background
ARF has conducted a feasibifity study for the establishment
of a hiodiesel business in Australia,

ARF intends to build two plants, to be located in Adelaide
SA and Picton WA, The Company intends undertaking an PO
in arder to retire debt, satisfy existing lisbilities and provide
additional working capital.

As part of the preparation of the Prospectas, ARF wishes to
engage a suitably qualified fais expert to conduct the necessary
due difigence on the fat supply assumptions that will form the
hasis of the financial forecast in the Prospectus and provide an
Independent Experts Report for the Prospectus.

1.2 The Proposed Plants
The first plant is under construction, will be focated in Adelaide,
South Aastralia and has been funded using a mix of debt,
government grant and equity. The second plant, which s also
under construction, wilt be located in Ficton, Western Australia
and was funded through a recent $16 million pre-IPO raising.

The design ouiput of a singie plant is 40,000 tonnes per annum
of biodiesel,

Feedstock will be sourced from multile sources inclading, but
not limited 1o, tallows {fats), used cooking oifs, seed crops and
palm oil. Approximately 40,000 tonnes per annum of feedstock
will be consumed at each site,

ARF has undertaken a detailed review of the historic fat market
in Australia. This review has concluded that the only fat supply
spufce that may be reasonably utilised for the forecast provisions

Profind Associates
Suite 3, 10 Wharf Road
Gladesville NSW 2117
AUSTRALIA,

ACK 050 104 302
ABN 19 050 104 302
Pr 61 2 9879 5500
Fx: 61 2 9879 5511

of the Prospectus is fallow due to the availability of long-term
pricing histories and established available volames. As noted
above however, other fats are suitable as feed for the projects.

Contracts for the supply of fats needed for each project have
been established with Gasdner Smith Pty Lid {GS)

1.3 Brief
ARF requested an opinion from PAA, as a suitably experienced
and gualified technical expert ("Independent Expert”} in
accordance with the following detailed Scope of Waork,
Specifically, the independent Expert was reguired 1o provide an
opinion, with suitable documentary or other support and detailed
explanations on the following issues:

« Sufficient volume of fat is available for the proposed
operalions,

» The suitability of GS as contracted fats supplier,

» The suitability of the cantract structare between GS and ARE

* The suitability of the fat price forecasts used and the adeguacy
of the methodology used by ART to achieve them.

« Any material supply risks which may impact on the delvery of
the fats required for the project.

« Comment on the effect that ARF's entry into the fats market
may have on local and international fats prices and supply
volumes.

* The availability of other low-cost sources of fats,

« Any other issues that may in the author's opinion, and
Based upon current knowledge, mitigate against the Forecast
contained 1n the Prospectus being achieved.

2. Production & Trade

2.1 Definitions
"Taliow" is a natural fat derved from animat tissue (in particalar
beef and sheep) which consists of & mixture of triglycerides {three
fatty acids esterified with glycerol), with most of the fatty acids
being saturated or mono-satirated with 16-18 carbon atoms.
"Grease” is used to describe softer, lower melting point inedible
tallows and pig fat is normally termed “lard”. In Australia it is not
unusial for "taliow” o be produced which & derived from a
mixtuze of raw materials.
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“Tetlowe Qualily” s maasured in terms of free fatty acid FFA) content, bleachahility, and impurities
imaisture, nsolubie matter and cnsaponifiabie matter — MUY The quality of the fallow 5 affected by

= Quality and type of raw material. In general: boring room Tat and bane produces better Lallow
Than slaughter operations {lower FRA and better bleachabifityl, and besf slaughter waste produces
better talioww than sheep siaughter waste {lower FRA, better bieachability, and less odour).

= The rendering process {particularly the rawe materiai handiing system and time to rendering which
can increase FRA values),

e Tzllow storage conditions dwitich can lead to increased FFA and higher oxidation — measured by
neraxide contert}.

lr: Australia rendering plants are in the majority single rendering lines co-located with meat procassing
plants. e 1o wide geographical distribution and high transport costs, these rendesing plants process
all avaitable raw malerial in the one process line. From a raw material point of view beef processing
aperations where all production is siaughtered and boned in the one complex produces the better
guality Adstrafian taflow (e.g. Queensiand export beef operations). Sheep and beef plants with no
fabrication ar boning aperations which send rawe material off-site for rendering provide the lowest
guatity raw material {e.g. Domestic registered siaughter operations}.

2.2 Global Fats & Oils Complex
Arimal fats including tadlow hold & position in the global fats and oils complex, Figure 1 shows that
price mavemant for animal fats and vegetable cils are ciosely refated and rise and fall in unison
depending on suppiy-demand prassures aoross the whole comgHdex.

Figure 1 TH
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in particular, palm oif and tallow are strong competitors in the same oleo-chamical markets as the o
prodicts have simiar Tatly acid contents {tsllow has an oleicpalmiticstearnic ratio of 45:29:22, while nalm
olf is 43:40:5).

There are four mair ailseed crops grown warldwide, These crops have provided over 80% of total
vagetable ail production since 2000
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Figure 2
BMain Crop Vegetable
Oit Production
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Figure 2 shows the ingrease in production of oif from these main oilseed crops betweaen 1990 and 2002,
Pairn oif production has increased aimost 150% aver the period and combined with soybean oil has been
the principal saurce of increased vegetable off supply.

Figure 3 shows the significant growth in globally traded taliow and vegetable ol from the four main crops
hetweer 1950 and 2003 During the same perind there has been virtually no change in the levels of taflaw
traced.

During the 1990-2003 periad the tota? valume giobally traded of the prodiicts in Figure 3 doubled from
20 ta 40 milion tonnesfannum. During the same period the traded palm oil volumes increased from & to
20 millon tornesfannum. in 2003 palm oil contributed 50% of the giobally traded valumes of the products
considerad and around 75% of palm oil produced was traded an the international market.

Figure 3
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2.2.1 Balm OH Trends
Palm oil pradction growth has beer mainly due to international demand for vegetable ails and
incal country based proadiction support through finandcat incentives and export tax regimes.

The main palm oif producers ave Malaysia and Indonesia wihao have provided over 80% of
prodicton in the period Z000-20032. Other producers inciude Nigeria, Thaifand, Calombia, and
Papua New Guinea, however, Malaysa and indonesiz are expected Lo remain the key prodicers
with potential for susiained growth,

Im ordes 1o foster increased palm oif prodiiction, Malaysia has instituted & replanting incentive
scheme, and Indonesia has provided for the conwversion af forest into plantatiaons, of which a
large area is suitable for palm oif plantation.

Palm oil hias several competitive advantages, mcluding:
* Lowy production cosls,
» Recent reductions in faiff regimes {e.g. Indonesia’s export tariff rate felt from 60%
in 1998 0 3% in 2001}
= Paim oil properties suilabie for & wide vasiety of end products with imited hydrogenation.,

Maior global palm ail markets ase Asia {Chira and India), while Africa and EU are also significant
consumers. Demand in Ching and India has been booming in recent years with double digit
gfowlh in market volumes.

Other factars that impact on paim of demand include:

= Gh (Genetic modification} technoiogy has not been applied w0 the sector allowing paim o
end pradicts to meet non G reguiremenils.

» Palm oif requires less hydrogenation and can provide TRA {Trans Fatty Acid} free end products
ta mest market dermand for a number of food hased end products.

o Palm ail provides & vegetable based substitute for animal fats thus circumventing animal disease
issues (e.g. BSE, FMD) and can provide food based end pradidcts for the vegetarian/man animal
praduct sector,

Factors that may impact on palm il supply indude:

= Environmentat sustainabifity — In recent years a number of arganisations have accused the
palm oil indusiry of environmenial damage and negalive sacial impacts, 1t is yat o be seen
how These issues will impact on the sector

2.2.2 Bio-Fuel impact
B rapeseed oil consumption as a bio-fuel feedstock was estimated 1o be 25% in 2002, ©
nrovide & biodiese! praduction in excess of 1 miflion tonnes.

fie EU bio-fuels directive dedision of 2003 set targets of a minimurm share of 2% af fuslsin
the transport secior in 2005 increasing to 5.75% in 2010, EU member states are provided with
igtitude to implement the directive, which aliows the reduction of excise duties an bio-fuels and
chaice in the form of tax relief that best fils their situstion. It is forecast that if fully implemented
There weauid be a need for 15-20 milian tonnes bio-fuel in 2010 of which a proportion will be
hindiese!,

The EU provides an examgle of & developing demand for fats and oils that may also be adopted
in sther countries in response 1o issues such as giobal warming and the Kyoto Protocal and is
likely to hiave an impact an global fats and oil markets. The demand for animal fat and vegetable
o a3 feadstock for the production of bio-fuel will depend on support mechaniams adopted and
Ihe wmpact on the market is impossible to predict a1 this early stage.

2.3 Intarnational Tallow Trade
2.3.1 international Trade

There are a fimited number of countries that contribate significant volumes 1o giabal trads in tallow.
The USA daminates the international trade Tolioweed by Australia, Canads and Mew Zeaiand (see
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Figure 4
Major Tallow
Exporters

Figure 5
Major Tallow
Importers
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Figure 4} Australia and New Zealand combined contribute less than 50% of the volume contributed
by the USA 1o global trade. Ondy 15 countries exported in excess of 10,000 tonnes in 2003,

Figure 4 also provides average export prices {(SUS - FOB basis) for the internationally traded tallow.
The data indicates that the USA receives a premium of around $USS0Monne with respect to
Australia and New Zealand. A significant portion of this premium is due to the influence of high
volumes of fat based rendering raw material recovered from fat cattle finished on grain providing
taliow with low FRA levels and good bleachability.
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While the number of countries providing taliow into the global markes is fimited, the countries
impariing tallow are more diverse (see Figure %), While Ching and Mexico dominate the import of
taliow, some 30 countries imported in excess of 16,600 tornes in 2003. Figure § also provides unit
values for impaorts {$1JS - CIF basis).
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2.3.2 United States of America

Figure 6
USA Tatlow Exports
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The USA is the dominant international provider of taflow and provides as much as 50% of the
globally traded tallow (see Figure 4). As such the USA provides the market lead for the product.

Since total red meat production has been stable at around 20 million tonnesfannam, the
movements in export volume of tallow are likely due to changes in domestic US demand including
the need for edible fat for inciusion with imported 1ean meat for further processing.

While US renderers have been active in altempting to expand export markets, Figure 7
dermonstrates that Mexico continues to play a dominating role taking around 40% of the tallow
exported from the USA.

The data shows that there have been significant volume increases in several markets aver the three
years 2001-2003, including Veneziela, China, and Central America. The EU and Japan are markets
that hiave sigrificantly dedlined.

Figure 7 ¥
USA Tallow Export
Markets
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2.3.3 New Zealand
Mew Zegtand is an important talow exporter in relalion 1o the Austrafian market due to it being the
warlds fourth largest exporter (after the USA, Australia and Canadal, and due 1o it geographic
proximity, New Zealand taliow exports have varied between 100,000 and 140,000 tonnesfannum
between 1981 and 2003 (see Figure 8).

sk
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The Mew Zeaiand red meat sector is dominated by sheepmest and the export of lean beel for the
LIS market derived from fean dairy bulls and cows. Generally the guality of tallow is poores from
Mew Zegtand than the US or Australia due to the farger proportion of stauighter material and sheep-
meat product in the rawe material, Some markets object to the adour assaciated with tallow derived
from sheep-meai processing,
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Figure § shows that China and Taiwan dominate the expart market far New Zealand tallow taking
p to 75% of tallow exported. Chira and Taiwan both have price sensitive sectors capable of
transforming lower cost talow into acceplable end pradiicts.

Z2.3.4 Export Price Comparison
in the preceding discussion reasons are provided for better guality tallowe being produced in the
USA with lower guality talow produced in New Zeakind. Australian taliow is in hetween the USA
and dew Zealand product since in some areas (e.g. Queensiand) integrated beef plants processing
heavy grain fed cattle are common, while in South Eastern Australia there s & significant praportion
of domestic slaughter and sheep-meat processing operations.

While transpart to market costs will impact, Figure 10 provides an indication of the unit value
differences for tallow exported from US4, Adstratia and New Zealand. On average over the periad
anatysed, Australian taliow was 3US2540nne discounted against US and MZ taiow discountad a
furthier $US25/0nne, however in recent years the average NZ tallow export unit value has been
simiias 1o the Austraiian unit value.

Figure 184 g
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2.4 Australian Tallow Production & Trade

2.4.1 Australian Tellow Exports

Figure 11 shows that Austratian tallow exports have increased by over 100% from around 160,000
tonnesfannum in the early 1980% to 350,000-400,000 tonnes/snnum since the mid 1990%,

Figure 12 shows that aver the same periad meat production only increased by some 40% from 2.5
miffion tonnes/annum in the aady 1980% to 3.5 million tornesfannum since the mid 1990% with much
of this growth attributable to pouliry pradiuction.

i
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Increased lallows exports in relation to uncharged meat production level are due o)

o |7 a market with stable domestic demand, taliow Trom any increase in meat production will be directed
10 export,

o Since late 1980 pericd there has heer a significant groweth in production of grain Ted beef fram which
there was an increase in fat containing raw material for rendering.

The significant expart tallow destinations over the 2000 to 2003 pericd are provided in Figure 13,
The three fargest markets in 2000/01 {China, Pakistan and Taiwan) have been declining, while
valurnes to South Africa and Japan have increased, China and Taiwan are significant consumers
of palm af which is a direct cormperitor to tallow Tor a vasiety of aleo chemical end uses.
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Figure 13
Australian Taliow
Export Markets
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2.4.1.1 Exports by State
Austrafia has over the fast four years exported between 350,000 and 400,000 tonnes of tallow
arnually. Figure 14 provides dala on taliow exports by state of shipping, and shows that the
migiority of tailow exportad is shipped from Queensland due o a number of factors induding:
= Good tailow gualily due to supply being sourced from integrated export registerad beef

operalions many of which process grain fed cattle,

= Limited damestic demand in Queendand region
© Proximily to main markets in Asia.

Smaler guantities are sxported from the southern states due to larger domestic demand from
the olea chemicad sectar.

Adstralian Bureau of Statistics (ABS) export statistics indicate that seme 10,000 1o 20,000
tannesisnnum are shipped from Sodth Australia and 25,000 1o 33,000 tonnes/annum from
Wastern Australia. it needs to be noted also that state of production may differ from the state of
shipping and i particular some of the tallow shipped from Victoria may have been sourced from
South Austraiia, Shipments from Victoria have fallen from 77,000 tannes in 2000-2001 t0 38,0600
tonnes in 2003-2004.
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Figure 15 BTG

The ABS dats for valume and value of tallow exported has been analysed to provide indicative
average unit values &l a siate level, This data is presented in Figure 15 and incicates that there is
a valde differance af around $100/M4anne between states {2 NSW data points have been ignored
as they are ouiside reasonable expeciations}. This variation: witl be due 1o differences in tallows
cuadity related 1o FRA, MIU, bleachabifity, adour, ete. The unit vaiues for South Australia and
Western Australia are generally mid-range,
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Figure 16 indicates the tallow exported by categary. Bulic inedible taliow makes up in excess of
80% af the product exported.
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2.4.2 Australian Production Estimates
in order to review the methodolagy used by ARF for feedstack supply there s 3 nead to understand
taflowe production st an Australian state level.

The ABS does rol maintain records of tallow production, and as a result estimates have bheen made
of the amount of tallow produced hased an mesl production statistics.

e
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BAA hias over a number of years conducted Benchmark analyses of mesl processing plants and has
established & database of information. This database has been anaiysed 1o establish meatmead and
tallows viglds for integrated beef processing operations. Figure 17 shows how the tallow yield increases
with increasing carcase weights. The average carcase weight {beef & veall is in the order of 225kg, and
not g boning room fat will be recovered particularly from carcases divected to parts of the damestic
retad sector, A taliow yield of 22% of the beef carcase weight has been assumed far the calculation 1o
estimale the valume of beefl taiow produced.

The weight of tallow produced from sheep-mest processing operations is estimated o be approximately
12.3% of the carcase weight produced. A factor of 12% has therefore been used in the caiculation 1o
estivale the valume of tallow produced from mutton, lamb, and pig-meat. A taflow yield of 4% has
been assumed for poultry. Figare 18 provides a sumimary of the data used 1o estimate Australian tafiow
production.
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Figure 18 AVG Carcase Weight Average Tallow Yield Carcase Weight
Data Used to Calculate Kg/Head Kg/Head %
Talow Production Beef & Veal 225 50 22%
hutton 21 25 2%
Lamb 1 2.3 2%
Pigmeat 72 88 2%
Paultry 1.5 0.065 4%
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Figure 19 provides & graphical representation of estimated Austzalian tallow production based on t

1eke

yields and ABS meat production data. The volume of exparts has alsa been included for comgarisan.
The estimated production indicates that domestic tallow dermnand i in the arder of 175,000-225 000

rannesfannum (excluding pauitry oil).

Arindependent survey based on 2000/2007 production, provided an ovenview of the size and value

of the Australian rendering industry and indicated:

e Australian tallow production of 567,200 onnes with a further 25,700 tonnes of nocliry ol
e Taliow praduction by State 1o be:

228,000 tornes
107,000 tonnes
158,000 tonnes
44 000 tonnes
38,000 tonnes
14000 tornes

Crigensiand
Victoria

Meww Souith Wales
South Adstraiia
Western Australia
Tasmania

These survey results are consistent with the projactions caiculated in this document.

The survey also indicated that the breskup of domestic consumption in 2000/2001 was as provided
in Figure 21.

Figure 20 - 2000/2001 Domestic Consumgtion Break-up (Australian Renderers
Association Survey)

Austratian Domestic Disappearance Tonnes — 200072601

Edible Usage 66,000
intensive Animal Prodaction 5,004
Soap and Oleo Chemics! Setor 50,000
Pat-foad 20,000
Other 26,200
TOTAL 177,200

The production of 1alow by Sate for the 2003 year has been calculated based on the same yield

faciors used in the above calculations and ABS meat production statistics, and the resulls are presented

i Figure 21.

This data is reasonably consistent with the published Australian Renderers Assodiation sarvey results

anc

canfinms that Queensland produces in the order of 409% of Australian taliow, New South Wales — 249%,
Wictoria — 20%, Sauth Australia and Western Australia - 6-7%, and Tasmania — 4%.

Figuire 21
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2.4.3 South Australia
Broduction estimates for taliow in South Australia for the 2003 year as caiculated using the
assumpiions in section 2.4 2 indicate & praduction volume in the order af 26,000 tornes/annum.

Adist of significant South Australian meat processars is grovided in Figure 22, Apart from Teys Bros,
ail other significant SA meat processors process small-stack.

The guality of tallow from raw materiad fram miiti-species processors may be of poorer quality than
pure beef taliow yielded from an integrated slaughierfabrication operation.

Figure 22 - Significant South Austrafian Meat Processors

Company Status Lucation State Species
Teys Bros (Moldingsy Pty Ltd Maracoorte Export Maracoorie 54 C
T&R Pastoral Pry Lid Export Murray Bridge 54 s
Tatiara Meat Company Pty Lid Export Bordertown 54 5
Contays Port Pire Abattoirs Fxport Part Pirie 54 5G
Brimo Australia Export Bowt \Wakefield S p
Big River Park Export hMurray Bridge 54 P
Lobethal Abattair Domestic Lobethal 54 5
Strath Meatls Pry Ltd Domestic Strathaloyn S 5G4

Species: C-Cattle, S-Sheep & Lamb, G-Goats, P-Pigs
Source: Profnd Database

It wodld therefore be expected that taflow from SA meat processors other than Teys Bros would be
available at a discount 1o the <1%FRA beef tailaw market.

Master Buichers Limited operate a significant independent rendering plant in South Australia that
sources raw matenal from slaughter and boning aperations inciuding retail butchers,

2.4.4 Western Australia
Production estimates for taliow in Western Australia for the 2003 year as caleulated using the
assumpiions in section 2.4 2 indicate & production. volume in the order af 29,000 tornes/annum.

Alist of significant WA meat processors is pravided in Figure 23

Figure 23 - Significant Western Australian Meat Processors

Company Status Location State Species
£ G Green & Sons Pty Lid Export Harvey VWA C
Witan Foicings Pty Ltd Export Qingin WA C
WO& W Walsh Export Buribuory WA 5
Biderstone Mominess Export MNarrogin WA 54
Western Adstralian Meat Marketing Corp. Export Katanning WA 5
Fietcher International Exporis Export Albany WA 5
Beaufort River Meats (dWisalers) Pty Lid Export Koionup WA 5G
Geraldlon Meat Exports Pry Ltd Export Geratdion WA 5G
Watson Foods Export Spearwood WA P
Gerhy Indusiries Export Woaorooloo WA P
Gaedehid Abatioir Dornestic Austrating WA 5
Hagan Bros Abattoi Domestic Geratdion WA 5
K Grieves & R Read & Co Dormestic Esperance WA 5
DCardanup Buichenng Co Domestic Buribiry WA 5G4
Fastern Districts Abattoir Dornestic ferreclin WA C5G
Cowvaramap Abattair Dormeastic Cowararmzp WA 5G

Speees: C-Cattle, S-Sneep & Lamb, G-Goats, P-Pigs - Source:- Prodnd Database
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Figure 24
Austratian Tallow

A significant propartian of the ta¥iow is produced by independent renderers in WA inciuding Fertal
Holdings Pty Ltd and Talloman (Division of Derby Industries Pty Lid).

LG Green processes i the range of 35% to 40% of all beef and the two major sheep processors

iFietcher International & WAMMOC) handie greater than 70% of the sheep and lamb pracessed in WA,

o would bhe expecied that EG Green would produce the best quality tailow in WA from the paint of
viewe af FRA, bleachability, MiG and odour

2.5 Fat & Oil Price Trends

Figure 1 provides historical fat and off price trends based on prices provided by ARF and dearly
demonstrates that taliow is & companent of the international fats and il market and its vaiue moves in
line with stearin, olein, palm off, coconut off, soybean o, sunflower, etc. Tallow is at the low value end of
the prices and is internationaily traded in small volume compared 1o ather ails (see Figure 30 Tallow is in
general not traded as an edible prodict in its raw form. This status, in association with the fower volumes
traded, means that talow i3 nat a price makes but is & price follower in the internationad fals and cis
sector. The largest internationally traded cammadity in this sectar is palm oif (see Fgure 31 which is 2
direct competitor to tallows for a nomber of end uses. The value of palm oil & influenced by
supplyfdemand dyramics and imporifexport tarilf regimes.

Figure 24 shaws ARF price data comparad with a Meal & Livestock Australia {MLAY time series for
ax-warks prices for taliow. The ARF BFT DIS (ARF Bleachable Fancy Taliow Delivered In Store} price and
the MLA data foliow the same trends, with The fow price series for both 19 & 2%FRA talow in close
agreament with the ARF price series. The MLA ex works data high price series is however up to %100
higher than the ARF BFT DIS walues, These high/lowe price differences represent differences in the relative
location of supply and demand and the consequent impact of transport costs.
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The ARF BFT FOB price is significantly higher than the ARF BFY DIS price indicating handling, storage and
ship ioading costs in the order of $50/onne. The ARF BFT FOB value is simiar 1o the ex-works 2% FRA
price reparted by MLA, The ARF BFT series represents tallow of up to 5% FFA and a3 a consequence the
price wilt be lower than 2% FFA tallow, The ARF specification for Teedstock includes ail taliow less than
10% FFA that also meels the specification.
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3. Feedstock Supply Arrangements
PAA has been reguestad to review the ARF feedstock supply arrangements confracted with QS While
comment is made in the following paragraphs an the structure of the agreament, no camment is made
on the legal or contractuad aspects as these are outside the briefl for this expert report,

3.1 Gardner Smith — Pacific Terminals
G5 is a merchandising, trading and fogistics company speciadising in taliow, vegetable oils, liguid feeds
ard protein meais and is Australia’s fargest ron produding sailow exporter,

GS has affices in Africa, Australia, China, Mew Zealand and Singapore.
[nclided within the GS Group are;

» Pacific Termmnals - A buik figuids storage aperation.

» Riverland Oilseed Pracessors - A cancia seed crushing operation sdapplying oil and meal fo bath the
domestic and internatianal markets,

» Recycied Cacking Oils - Collects and recycles cocking oils and fats from fast food outlets, and other
similar heavy users, for resale into industrial and animal feed sectars

Pacific Termninals {Austratial Ply Lad is owned by Gardner Smith {Moldings) Pty Ltd. Pacific Terminals
operates bulk foquid terminals at:

Australia
Framantle, Perth
Largs Bay, Adelaide
Gevorport, Tasmania
Bell Bay, Tawmanis
Caode lsland, Melbaume
MNarth Lavertor:, Melbourne
Finkenba, Brisbane
New Zealand
Auckland
MNagier
Timaru
Biulf
Mevy Flymoth
China
Shanahiai

3.2 Gardner Smith Services
Under the feedstock supply agreement sighted by PAA, G5 wilt obtain feedstock for ARF and deliver
The feedstack 1o the G5 supply point, which must be within Skm's of the biadiesel production site al
166 Hders Road, Largs Bay, South Australia. ARF is respansible for the transfer of feedstack from the
supply paint 1o the production site, which ARF has informed PAA that it will do by pipeline.

The Pacific Terrninal hulk slorage site in 5S4 s located in 136 - 144 Eider Road, Largs Bay, Adelaide,
where there is bulk liguid storage for 12,0003 in 30 tanks varying fram 50-1300m? capacity.

The sourcing and delivery af the feedstock by GS is to be conducted on a "cost plus® basis whare "all
Third party casts, charges, Fabifittes and expenses {including, without mitation, the intermeadiary costs)
incurred oy G5 in obtaining Domestic Feedstock and delivering if to the supply point plus an amouni
equal to a percentage of those costs, charges, liabities and expenses”.

Since the feedstock wilt be delivered from the supply point o the Biodiesal production plant viz a
pipeline, and that tie GS supply point is the storage sile at 136-144 Elders Road, then the cost to ARF
will be the SA defivered-in store {DIS} taflow price plus any storage and handling costs, plus the
Transaction fee.

T4
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The agreement Tar supply in Western Acstralia has not been sighted by PAA however ARF hias advised
that the arrangements will be simiar whereby feedstock is defivered and held in a storage tank and
purmped via a pipetine from storage in Bunbury 1o the Pictan biodiesel plant.

tis appasent from Figure 25 that the Melbourne Bleachable Fancy Tallow DIS value supplied by ARF to
PAL s generally under the ex Works tallow prices (1% and 2% FFA) reported o MLA under a regular
co-products monitoring pragram. 12 would be prident for ARF to gain access 1o the MLA price series ta
obtair a check that the agreement with G5 continues to provide competitively pricad tallow.

tis apparent that G5 has in the past sourced allow at a competilive rate and understands the tallow
production sectar sufficiently to source feedstock of approonale quality for ARE The GS tansaction fee
wihich is comimescial in contfidence is considered an appropriate fee 1o ensure access to tallow feadsiock
through the largest tallow trader in Australia, The fee could e seen 10 encaurage defivery of higher
priced feedstock, this further supparis mon:toring feedsiock price agamst an independent price serigs.

4. Adeguacy of ARF Methodology
A prices guoted in this section are exclusive of GST

4.1 Tallow Feedstock Purchase Price
ARF has based a feadstock purchase price for the Adelaide plant on a ten year average of the
“Bleachable Fancy Tallow DIS* price series supplied by ARF. The ten year average price from 1994
i 2004 on the basis of the ARF series is $481/40nne.

The ten year average price is indicated in Figure 25 alongside several alternative tallow price serias,

[t car be seen that the A48 Aonne adeguately represents an average price aver the period, however

it alan needs 1o be recogrised that during the 2003 year the price for 29%FRA tallows based on the MLA
ex-warks series averagad $A5E%tonne. On the positive side average taliow price for 2%FRA taliow based
on the MLA ex-works series dufing the pericd June 2000 1o June 2001 was $A324/0nne.

Dze to the volatifity of fats and oil prices, due 1o factors discussed in section 5.1, it is reasanable o
expect that similar tallow values could be seen in the future.
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[t 25 assumed in the ARF calculations that:

* The feedsiock purchase price for taflow in SA is the same as the "Bleachable Farcy Taliow DIS* price
series suppiied by ARF.

» The feedstock purchase price for tailow in WA s discounted against the "Bleachable Fancy Tallow DIS®
nrice sefies supplied by ARF by $AZ0/Monne. WA tallow prices are generally discounted due o the
volumes available and the distance to market and a discount vakie of $A20M40nne s considered ta he
veasonable, particularly i lower grade/mixed species tallow is sourced.

» The feedstock purchase price for Newy Zealand taliow is discounted against the *Bleachable Fancy
Tallows DIS" price series supplied by ARF by 5A50/0rne. Figure 10 shows & discount price for NZ taliow
against Auslralian faflow varying between $AD and $A100/onne, averaging aver the last 20 years at
$AISAonNe. (n the fast five years howwever This discaunt has faflen o as low as SAZfonhe.

4.2 Feedstock Quality
Feedstock guality accepiable 1o ARF is established in the agreement with G5 1o be:

o Maximum FEA (Free Fatty Acidy of 10%,
s Maximurm MIU {Mossturednsolublest nsaponifishies) of 2%, and
e Maximum moisture af 0.5%.

Bieachable Tallow is gererally commerciaily traded &l less than 5% FFA and fess thar 1.5% WU, This
quality radow would not require any pre-treatment by G5 to meer the ARF feedstack guality reguiremnents.
Other tallow guaities that are commerciaily traded inclede

+ Unbieachable Tallow
» Refined Yellow Grease
» Refined Coaking Cil

» Medivm Gut Tatiow

e Loww Gut Tallow

These tallow qualites will likely need pre-treaiment to meet the ARF feedstack guality criteria. These
Tallows are marketed at sigaificant discount 1o Bleachabile Fancy Tallow, and will be atiractive as feedstock
for ARF only when the foveer value tallow pius the pre-trestment cost are fess than the ruling value of
Bieachahie Fancy Tallow,

It can therefore be concluded that na pre-trealment of feedsiock will He reguired Tor that derived fram
Bleachable Fancy Tallow, and therefore the cost incurred by GS will prindpally be for storage and
handing.

4.3 Feedstock Quantities
4.3.1 Adelaide Plant
The calculations used by ARF assume thal he Adelaide piant will be supplied with 15,000
ronresfannum of tallow from South Avstralia and 25,000 tornes fram Victoria, These volumes
represent in the arder of 40% of the estimated South Australian production and 22% of the
Victorian prodiction.

ARF will be preferably accessing lower guality tallow, and 40% of South Austratian production
is & substantal market share, 1t would be preferahle to target in the order of 25-30% of South
Australan production (e 10,000 tonnesfannum).

i is likely that ARF wil be competing for fower grade tallow from Victoria and Sauth Austratis
wilh Symex (see comments section 5.1).

4.3.2 Picton Plant
The calculations used by ARF assume thal the Picton plant wifl be supplied with 20,000
ronnes/annum of tallow from Western Australia and 20,000 tannes from New Zealand. These
valumes represent in the order of 509% of the estimated Western Austratian production and 16%
of the New Zealand taliow exports.

&1
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Figure 26
Indicative Road
Transport Costs

82

ARF witl he preferably accessing iower quality tallow, and 50% of West Australian production is a
substantial market share. it would be preferable to target in the arder of 30% of West Acstralian
productian ge 12,500 rannesfannum).

Competition for iower grade tallow in Western Austrafia is generally weak and in periods of low
taliony prices i is not unusual for Western Australian renderers to direct burn tallow in their boilers.

4.4 Transport Costs
The vast majority af taliow used in Australiz is direct defivered in bulk tanker from the renderar 1o the
and user or export facility. [t would be expected that ARF supplies wauid be similarty sourced for taflow
produced within the state of location of the biodiesa! plant.

tis lkeby that trarsport of tallow to the ARF biodiesel plants couid be achieved at an advantage to
standard taflow transport aperatians as there is bkely to be less af a need o avoid some levels of
contarenation. [t may be possibie for instance to achieve lower transport costs by using trucks deiivering
& variety of petioleum producis to back oad tallow. Any advantage that accrues from this potential
sovantage will need 1o be addressed via GS due 1o the Feedstock Supply Agreement

Indicative road transport casts for bulk tadiow are provided in Figure Z6. These $/onne costs have been
used lo estimate intra state transport costs.

Assuming that 30% of tallow is provided from each of Murray Bridge and Adelaide and 25% fram each
of Port Pirie and Keith then an average transport cost of $23/onne is calculated. 1t has been assumed
that for local delivery a Doubie B configuration can be loaded, travel and uniocaded in 2 houwrs of less at
& corsequent cost of around $5 50M0nne.

Sirmdlarly, assuming that 25% of taliow 5 provided from each of Perth, Katanning, Albany and Bunbury
areas then an average transport cost of $33/f4onne is calculated. Transport costs for a Double B

canfiguration fram Perth to Bunbury is also estimated 1o be around %33/A0nne,

Transport costs are of the same order of magnitude as the G5 transaction fee and savings through use
of a wider range of back-pading options would be advantageous.

!
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4.5 On-Costs

451 Adelaide Flant
4.5.1.1 South Australia intra-State

The ARF methodology allows transport costs of $2fonne, and treatment & storage costs at the
Adelaide site of $11.25/lonne for a totad transport, treatment and storage cost of $13.25/Monne.

ARF have confirmed thal the Defiverad-ln-Store (IS price series inciude all costs incurfed up 1o
delivery 10 the storage site but does not include handiing at the storage site.

Delivery costs will be minimal as the feedsiock will be delivered 1o ARF through a pineline awned
and operalad by ARE

On this basis a treatmen, storage and delivery cost of $13.25/tonne is considered reasonabie.

4512 Ex Victoria

The ARF methodalogy allows transport costs (shipping from Melbourne) of $40/0nne, handling,
treatrent & storage at the G5 Adelaide facifity of §124onne, and Flinders Port related costs of
$2/tonne amounting (o a total transport, storage and treatment cost of $5440nne.

Charges for receipt and delivery of feedstock into and out of the GS Melbourne fadility are likely
o he incurred for a portion af the feedstock sourced in Victoria and it is considered thatl & cost of
$1040nne be allowed for this praoduct, However i could slso be assemed that a proportion of
Victorian tatlow wili be transportad direct 1o Adelaide without passing through the Meibourne
rerminal, and pradict will andy be doubie handled if combined handling and transport costs are
competitive with direct read transport to Adelaide,

Prafnd has been able to establish a piar 1o pier shipping cost for bulk lguid from Melbourme

to Adelaide of $35/4onne (but this will be impacted by availabifity of Ausiralian flagged vessels),
By comparison an indicstive road ransport cost is in the order of $55-95/0nne from Melbourne
ta Adelaide. 1t s therefare considered reasanable to assume an overall average franspart cost of
S55/0nNe.

Cargo Charges at Flinders Port for fguids are quoted as §4.22/KL {ex GST). it is considered that
Flinders Port refated costs shouid be increased 1o $5%4onne.

On the basis of this analysis it would be recommended that treatment, starage and delivery costs
be increased to %72/onne for feedstock ex Victoria

4.5.2 Picton Plant
4.5.2.1 Western Australia Intra-State

The ARF methodology allows transport cost of $24onne, and treatment & slorage casts al
the Perth locations of §1%.10/Monne for a total treatment, storage and delivery cost
of $13 25%10nne.

Assuming that the Picton feedstock wilf be sourced on a similar confractual basis and 2 pipeline
from the storage tanks to the biadiesel plant is instalied {ARF have sdvised that this is correct)
then the on-costs for the Picion planl are corsidered reasanahie.

4522 Ex Hew Zealand

The ARF methodalogy allows or-costs including handling, treatment & storage in New Zealand
of $20, shipping from Mew Zealand of $70/0nne, treatment & storage at Port Adelaide costs
of $12.00 and total Port related costs of $8Acnne amounting to a fotal ransport, handling,
storage and treatment cost of $110.00.

Profnd’s investigation into buik liguid shipping costs between New Zealand and Southiern Australian
Ports {Adelaide to Perth) indicale a shipping cost in the region of $80-100/40nne depending on
quiantity shipped. Containerised hulk lguid estimates indicate & price of §12240nne.

Port and treatment and storage charges are Considerad to be ressonable.

o)
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On the basis of this analysis # wauld be recommended that trestment, storage and delivery costs
be increased 1o $1250nne for feadsiock ex Mew Zealand,

4.6 Transaction costs

ARF hias entered into an agreement with GS whereby GS sources feedstock and expedites alf transactions
unilit celvery 1o the bindiese! plants.

The transaction fee is a percentage of cost of faw material plus on-costs to defiver 1o plant and is
cormmercial in confidence. Section 3.2 addsesses the transaction fee and condiudes that the fee is
appsopriate.

4.7 Summary

Figure 27 & Figure 28 on the following pages provide a summary of the delivered feedstock price based
on the ARF methodolagy compared with adjustments made for source volumes, on-costs and base
feedstnck price.

Adjustments for source volames and on-casts have relatively small but important cost impacts in the
order of $10 to $22/tonnhe.

Adjustment of feedstock price has a significant cost impact. Whilst the ten year average price
i$481/tonne} used in the ARF methadology is an accurate representation of taliow prices over the last
ten years, the 2003 year {the highest in the past ten vears) exhibited an average taliow price of
$58%onne while the fune 2000 1o June 2001 average price was $A32440nne. These average 12 month
prices reprasent swings amund the ten year average price of plus $1084onne and minus %157 onne,

Varigtion in taliow prices wilt have a significant impact on year 1o year finandial performance of ARF,
particularly as price influences on tallow and diese! are dislocated whereas for instance prices Tor oleo-
chemicals derived fram tallow compete with oleo chemicals from other fats and oils and these
carmmaodities have correlated prices.

tis concluded from an investigation. of the methodalogy applied by ARF that:

o A long-larm tailow feedstock price of $481 s a reasonable basis on which to conduct iong-term
financial projections, howevar d must be recagaised that fals and cils market prices are volglife and
independent of diesel prices. ARF will nead to take accaunt of this valatitity in feedstock value in
planaing and management of the proiect.

o Due 1o potential shifts in feedstock supply shares for the biodiesel plants, and some variabifity in on-
costs i would be recommended that the base price scenario for feedstock at bath Adelaide and Picton
he increased by an extra §20/tonne. The reslting increase of %20/onne would arrive at a delivered
1o site feedstock price af $566/fonne for Adelaide and $556/manne for Picton which i considered
regsonahbie. This recammendation dogs not impact an the comments regarding price volatility made
inn e pravious paragraph and sensitivity analyses should be performed.

o Due 1o tafiow price valaliity it is racommended that financal sensitivity analysis should be performed
across a range of delivered feedstock prices.

5. Impact of Biodiese! Plant Development
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Figure 27

Delivered Feadstock Price Caleulations —

Addebaide Pt
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ARE RETHODOLOG Y PrRICES OMLC0ETA ALRISTED ON-C 0TS
Tallow Source Unit A ViC SA VIC A Wic SA ViC S5A ViC
Tallows Avadable ronne/annant | 38000 | 192000 36O | AGG 3G | 130000 3RO0D | 130000 JAD | 130000
Foedstock Used by ARF tonine/annum TR | 2RO00 100 LA TG EHlEEN] TGO 30000 O | 30
Feedstock 36 of Available aliow % 3% 3% Fan F3% 28% 3% 26, F3% FEY% 23%
Feedstock Price SAS 481 421 Gt FA51 481 481 SEAG AR $324 %324
Transpart and Handing On-Costs SAMt %13 $54 13 F54 13 L7 413 §72 13 72
B Utisation by Tallow Source %% 3H H3% FE TR 259 T4 2EY FE% FE T
Trarnsaction Foes SA 2% fa fan §2 fan L35 30 $33 oy 20
Total Detivered Cost SAS %1514 AR 14 act JRENRE! 41581 SE32 fiig $a54 4716
Biended Feedstock Delivered Price LA 5546 $551 5565 56759 %400

1 - As in Feedstock Pricing Methodology Supplied to ProAnd
2 -Volumes adiusted as per section 4.3.1 of Report
3 - Volumes adiusted as per section 4.3.1 and On-costs adjusted as per section 4.5.1

4 - \olumes adjusted a3 per section 4.3.1

Price a3 per section 4.1
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Figure 28

Delivered Feedstock Price Calculations —
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Fogdstock Used by ARF tonnefannum JOG00 [ 2000 1250 23500 12500 FIROG EE I ] 12504 FFE00
Feedutack % of Availabie Tatles % 485 15%, 33% 13% 32%, 23% 2% 3% 33% 23%
Feadutock Prce SASt 4462 $432 faa? $432 $482 4432 §56% By faaz 4322
Transport and Manding On-Cosis SAft 413 110 $:3 [ARIE %13 8125 $13 $ian $:3 8125
A LHilsation by Sallow Souroe % 3% 1% 3% £ 3% 0 3% 0% 3% %
Transacion Fees SAft B25 %30 2% a2 %24 28 §24 $36 $ih 822
Total Delivered Cos LAt SH00 572 F800 AR %400 S5 ffat Fraa faan GG
Blended Featdstock Delivered Price SAS %536 %548 %558 L705 8423

1 - Asin Feedstock Pricing Methadology Supplied o Prodnd
2 - Nolumes adiusted as per secfion 4.3.2 of Report

3 - Volumes adiusted as per section 4.3.2 and On-costs adjusted as per section 4.5.2
4 - Volumes adjusted as per section 4.3.2 , Gn-costs adjusted as per section 4.5.2 and Feedstack

Price a3 pey section 4.1
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5.1 Supply/Price Risks Due fo ARF Biodiese! Development.
Tallowe prices are derived from the internationat fats and cils market and utilisation of 80,000
rannesfannur would not be expacted fo have any direct impact on international prices.

There is however fkely i be a locafised effect whereby competition for the lfower guality taflow will

reduce the price different

t hetwean "Bleachablie Fancy Tallow" and the fower grades of faflaw

Access 1o NZ mution hased taliow s considerad to be important to spread the supply base and gain
greater access 1o the generally lower value muttan and sexed species product.

Price effects a1 the volumes projected (80,000 tanresfarnum Adelaide and Picton) are lkely 1o be
incalised.

The fisks inciude:

°

L4

&

L4

°

°

Total volumes pradiced in each of SA and WA are projected to be in the order af 25,000 1o 40,000
tonnes/annum (see Figure 21}, and significant nronortions of these tailows will be high quality
bleachahle beef tallow {e.qg. Teys-SA and EG Green-WA). It is therelore considered that it will be
necessary to transport tallow from other Australian states, wnport taliow (e.g. from NZJ or use
substitute products {e.g. vegetable Gils).

G5 being able to maintain a competitive feedstack purchasing and on-cost performance inla the
future.

Significance of the impact of other entrants inio the biafuel manufacturing sector,

The most direct competition for tallow for the South Austrafian biodizsel plant is likely ta come from
Syrnex Hoidings Limited which is located in Victaria and is Austrafia’s only manufacturer of oleine
stearine, glycerine and distiied fatty acids derived from Adstratian taflow,

The US/Australia FTA will increase the oppartunity to export alen-chemical products to the US.
Australian aleo-chemical manufacturers are lkely o have cost advaniages over Mataysan and
indanesian cleo-chemical product manufacturers due to the avaabifity of tallow compared ta more
expensive nalm o,

Sales of Australian oeline-chemical praducts are expected 1o increase in the order of 10-15% pa

in the near future.

5.2 Glohat Price/Supply risks
There is no apparent feasan 1o alter the ohservation that international faliow prices will continue
ta flictuate significantly a3 they have in the past.

The fisks inciude:

°

°

°

L4

L4

& significant supply/price visk would be assaciated with & production failure in & part of the gichal
ciiseeds complex, in particular & crop fadlure in the pakn oif sectar due 1o palm ail's comgpetitive
posilion with tailow and its significance i the infernationally traded markets for fats and oils,
Price risk could be significantly impacted by changes in palm oil taxstion regimes eg:

- indonesia reducad export fanifls on Crude Palm Cif from 60% in 1998 to 39 in 2001, This would
have had an influence on the price reduction in internationad fats and ofls market over the 1693-
2007 period {see Figure 1),

- india {the largest importer of paim ol in 2002} alters its import tarif regime according to domestic
supply of vegetahle oils ie.g. for CPQ: Dec 1998-16.5%; June Z000-16.5%; Nov 2000-25%,; Feb
2001-75%; Oct 2001-65%,; April 2003-65%}

Changes in suppart mecharisms for the production of biofusels as a response to global warming wil:
fikely have an impact on supplyprice mechanisms in the overall fats and oils sector. The impact is
unpredictabie as it will depend on the magnitude and method of support machanism/s instituted.
Tailow is a by-product of meat pracessing, it is not an item that can be produced independently of
meal production. Meat production will confinue however there could be some future shocks
assaciated with animal disease issues. The impact of an outhreak of diseases such as FMD or B5E
will have an impact an meal production and consagaently on taflow supply and frade.

The sudden dnposition of phyto-sanitary meascres which restrict or prohibit international trade in
rafiowe can have & significant impact on the cammadily’s neicing patterns. For example, the UGS was
shut out of Mexica - one of its major tallow markets - for most of 2004 foliowing the discovery of



Independent Review of the
Feedstock Market

a BSE-positive cow in December 2003, This had an impact on tallow frade patterns and posed
guestions in international markets ahout the safety of edible taliow

= The upper lirnit for taliow price would be considered 1o be the USA Bleachable Fancy tallow price
tiie 1o the volume of internationatly traded taliow from this sousce. In recent years Australian and
US taflawe has been traded at similar prices (see Figure 1}

5.3 Availabifity of Other Low-Cost Sources of Fats
Figure 2 & Figure 3 show that alternative feedstock for bio-diesel production is available in greater
production and internationally traded volumes than tallow however Figure 1 clearly shows the
competitive position. of taliow as a low cost feedstock Tor ARF

An alternative feedstock that it is recommended be further invastigated is waste edible cil. AL present
waste edible oif iz collected from fast food, restadrant and factories and is recycled for use in lvestock
and pet-food ar for the production of oleo chemicals for use in & variety of industry sectors. Some
waste edibie oif i3 alsa reported 1o be utilised in small biadiese! mancfacturing aperations,

This sector appears to be controlied by the waste eoible ol colectors and information on voiumes and
values is difficult to access.

6. Background of Independent Technical Expert
PAA 15 & specialist meat indusiry conscltancy providing analysis, planning, strategic services and market
research.

Principal Corsultant, Jon Marlow, has tertiary gualifications in Chemical Enginearing and over 25 years of
experience in co-products derived from the meat processing industry, inckiding rendered products. PAA
commeanced operalions i Australia when jon established the Australian company in 1988, The activities
of the company focus on all aspects af meat processing and marketing in Australis and internationatly.

7. Assumptions and Qualifications
Al descriptions, analyses, forecasts and other details have been prepared in goad faith from information
furnished to PAA by internationally recagnised sources and ather parties. These data are believed to be
correct at the date of preparation of this repart and whilst best endeavours have been used ta validate the
data, no warranty of accuracy is given 1o the information contaired in the report and obtained fram these
saufces, Predictions, forecasts and calcalations are subjact to assumptions which may or may not turn out
o e correct.

The prodiction and trade figures used in this docameant shiould be seen as markes estimates. BSE {Mad
Cows Disease}, epizoatic diseases {e.g. FMDI, trade embargoes, taxation regimes, labour disputes, military
conflicss, acts of terrarism and other avents will affect trade fiows.

8. Statement of Independence
This report 5 an independent report. PAA does not have any pecuniasy or other material interest in the

company. The payment of fees is not cantingent upon the autcome of the Prospecius,

Yours Sincerely

Jon Mariow
Prefing Associates Austrata Py Ltd

REFERENCES
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INDEPENDENT ENGINEERS' REPORT ON ENERGEA TECHNOLOGY

This tenort has been prepared by Parsons Brinkerhioff Limited {"PB"}
for inclusion in a Prospectus to be dated an or about 14 March 2005,
refating 1o the offer by Adstratian Renewabie Fuels Limited {" ARF*}
of up to 20 miflion fully paid ordinary shares of one dallar each.

Executive Summary

PB has conducted an independent engineering assesament on bhehalf
of Australian Renewable Fuels Lad (ARF) on the Energes biodieset
technology, which ARF has selected for 15 biodiese! plants, PB's scope
of weork included only a review of the pracess technology and its
suitability for ARFSs projects and did nat, therefore, represent a ful
technical due diligence, This report provides a summary af aur
assessmenrdt, which was conducted during October 2004, We have
based this assessment on information provided to us by ARF and
Energea, supplemented by our previous experience af the Energea
technology and of biodiesel production in general.

The Energes biodiesel pracess uses the standard trans-esterification
reaction af an off with methanol to pradiice biodiesel and glyceral.

The process s continuos, with & number of reaction and separation
steps 1o achieve the desired conversion. A plant at Zisterscorf in Austria
uses this process, which fias & similar capacity 1o the proposed ARF
plants, and this reference plant operates with a range of off feedstocks
that includes recovered vegetabie oifs and virgin oils sdch as rape seed.
ARFE howeaver, wish 10 use a wider range of feedstocks {induding
taliawd, and the design Tor their plants wifl therefore differ from that of
Zistersclorf, A pre-esterification upil wiil be added 1o deal with the
higher levels of free fatty acid (FFA} that may be present in ARFS oil
feadstocks. This unit will also treat the soap phase that is separated
from the biadiese! during trans-esterification. The unit replaces the
separate unit used far this purpose at Zistersdorf. Centrifugal separators
wiil also be used {vs. the current static separators at Zistersdof) to
imprave separation efficiency. We cansider these modifications to be
appfopdiate given the range of ails that ARF wishes to use. Although
they hiave not been praven on & full-scale reference plant, with suilable
detailed design they should permit the Erergea techaology fo pracess
oils with up to 10 per cent FFA.

I PBS vigw, the Inergea technology is suilabie for AR plants, Tallow
has not been wsed as a feedstock on Energea’s existing plant at
Zistersdorf, however Energea have indicated that ARF's plarts wili be
desigried 1o process a range of feedstocks including tailow. Provided
this design is conducted appropriately, we cansider that the technology
is capable of successfuily converting Lallow to biodiese!.

e
6]

Supgly of ail feedsiock will be fram Gardner Smith Py Limited (Gardner
Smith). ARF has indicated that Gardner Smith hias cornmitted to supply
materiat thal meets the requirements in £nergea’s Offer document.

We have reviewer opesating assumptions contained in the project
financial model. Overall, we consider these assumptions reasonabie.
There are a numiber of rinoy cosls such as nitrogen supply and waste
wiater tregtment that are not explicitly identified in the model, but
which ARF has indicated are included within the contingency provisions.

Energes and their process engineering pariner Pawer Tech Intermational
{PTIY are small companies who are developing a number of projacts in
parallel While they have suitable technical expertise, their capabitity to
suppart ARF during on-gaing operations after plant handover could be
affected by commitments an other projects. We would advise ARF ta
gain as much training as passible for their plant operators during the
plant erection and commissioning phases af the project.

The overall schedule committed to by Energea and ARF provides an
overall 13 months schedule from confract commencemeant 1o
compietion of plant erection. While this schedule is achievable, i
depends on delivery of long leadtime items of equipment. Confirmation
of delivery dates for these will allow the detaied schedile to be
establishad.

This report represents our professional opinion as a Consulting
Engineer on the issues defined by our scope of work, and is not
an invitation or recommendation to invest. Any comments on the
technical implications of legal docurments such as contracts are
non-tegal in nature and should not in any way be taken as
providing legal advice.
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1. INTRODUCTION
1.1 Context

2. BIODIESEL TECHNOLOGY
2.1 Energea bicdiese! technology

PB was engaged by ARF to assess the Energea biodiesel fechnology
choser, for ARFs proposed Austraiian plants.

1.2 Tarms of reference

lry surmenary, PBS scape was o

= Provide an enginesring apinion of the Energea biodiesel process
nroposed for ARFS planis and its suitahility for the intended
feedslocks,

e Review the praduction assumgtians used in the project financial
model.

= Comment on the capability of Energea.

PB'S assessment was conductad i October 2004,

1.3 Approach and fimitations

Asindicated in Section 1.2 zhove, PBYS role was 1o provide an
irdegendant engineering opinion on the propased biodiesel
technology. Cur work did not constitute a full technical due
diligence assessment and aspects such as contfact status and
provisians, compliance with statutory regulations, site cond:ition
or suitability and environmentai permitting {among others) did
not form part of cur scope. We have not been pravided with any
technical, contract, lega! or accounting due diligence appraisals
that may have been conddctad by others,

Cpinions expressed in this report are based on information
provided by ARF and Erergea, and o our knowledge of biodiesel
techinology in general. These opinions are pravided on the basis
that the information supplied o os s refisble, accurate and
comglete. Given the status of the project, detailed engineering
designs are not vet available and have not been reviewed, Many of
auf comments are therefore imited o the general capability of
Energea’s technology, and the specific performance of the plants
provided 1o ARF will be deperdent on their detailed design.

This report represesits our professional apinion as & Consulting
Engineer on the issues defined by our scope of work, and is not
an invitation or recommendation (o nvest, nos s il s waranty oy
guarartee, Any comments on the technical imgolications of legal
documents such as contracts are non-egal in nature and should
not in any way be iaken as providing legal advice.

1.4 Report structure

This report is divided inta 5 sections, induding this introduction.

e Section 2 discusses the biadiesel process progosed for the project;

= Saction 3 reviews the technical elements of the project casts;

e Section 4 considers the capabifity of the main process plant
contractors;

e Section, 5 provides comments on the project scheduie.

Anpendix & contains a list of documents reviewed by PB
dusing the work,

Biodiesal is a well-established fuel, with many production plants
nowe operational around the world. The basic chemistry of ity
production, where ar oil or fat is converied to faty acid methy?
ester (commoniy known as biadiesed) is well understood, and
most comimerciat operations achieve this conversion by a frans-
esterification reaction using methanol and & basic catalyst sich
as sodium or potassicm hydroxide. The main reaction is:
triglyceride {cil} + methanol = fatty acid methyl ester
{bivdiesel) + glycersl

Gils and fais used in commercial production of biodiese! indude
recavered vegetable oifs, virgin vegetable oils {e.g. rapeseed, soya,
paimy and animal fats such as tallow.,

ARF have selected Energes to supply the biodiese! process plant
for their facilities. A plant using Energea technology exists at
Zistersdorf in Austriz, and Energes has a number of other projects
inn Europe at either the construction or development stage. Their
hiodiesal technology is & continucds process, using the standard
reaction chemistry of oif reacied with methanct and a potassicm
hydraxide catalyst.

The Zistersdorf plant has been in operation far just aver 2 years,
and uses recoverad and virgin vegetable ails as its feedstocks,

The Zistersdor! aperatian is discussed in more detail below, but in
general terms, the capabilily of the Erergea technology fo praduce
biodiesel can be considered praven.

2.2 Capabitity of proposed plant
2.2.1 Stope

The scope of supply described in Energea’s Offer document
ihereafter referred to as “the Offer™) for the process plant
appears reasonably comprehensive at this stage of the project fe,
pricy o any detaded enginesring having taken place. We have
rat revieweed the scope of works for ARFS other coniractors.

There are o number of differences between the Zistersdorf plant
and the propased design for AR Most significantly, a pre-
asterification urdt has been added, which 15 necessary to deat
weith the higher levels of free fatty acid (FFA) that may be present
inn ARF's ail feedstocks. This unit wilt also treat the soap phase
that is separated fram the biodiesel during trans-esterification.
treplaces, therefore, the separate unit used for this purnose in
the Zistersdorf design.

Energea has also informed us that they intend 1o use centrifugal
separatons for two of the separation stages in the process
{compared ta the static separators used at Zistersdorf). This is
desigred o increase separation efficiency across the range of
intended feadsiocks.

We would consider the use of cenirifugal separators 1o be 4
refatively fow technical risk. This is an established method for
separaling animal and vegetable oils and fats and we understand
that Ernergea have successfully rislled this approach at Zistersdorf,
Pre-esterification of the kind 1o be used here is widely performed
alsewhere in the biodiese! and olecchernical industries and with

&a
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correct design this approach should be appropniate. Givert that

The transesterification unit will be designed to process oif with up
To 4% FRA, there is flexibility in the permissible cutput from the

nre-gsterification unit.

2.2.2 Oil feedstock

PR cnderstands from ARF that they plan to use tallow as their ail
feedstock initially but that other ails rmay be used in future. The
niant, therefore, needs 1o be able 1o handle multinie oif
feedstocks.

2.2.2.1 Chemical properties

Different oils will have different chemical and physical
properties thal sffect the trans-esterification process. Among
the chemical properties, FRA and waler content are among
the maost important, as these will take part in unwanted side-
reactions that reduce yield and consume catalyst. These are
dealt with in the Offer by specifying the acceptabie water
cortent in the feedstock, and by indluding & pre-esterification
stage 1o reduce levels of FRA.

The Offer contains a number of imits on oil composition, and
ARF has & feedstock contract with Gardner Smith to supply
fars, ARF has indicated thar Gardner Smith has committed to
sipply oifs that meet the requirements of the Offer.

Cperating data from Zistersdor! shows that oils with FFA Tevels
ranging from 0.6 — 6.8 per cent hiave heen converted inio
good guality biodiesel. Provided that the plant design provides
sutficient add pre-esterification capadity, there appears ta be
ne technical reason why Energea’s technalogy could not handie
FEA levels of up o 10 per cent.

Recards from Zistersdort ndicate that it has operated
successiully using fecovered vegetable oil, rape seed off,
paim cil and suntiower of,

2.2.2.2 Physical properties

Physicat differences between oils indlude the viscosity-
temperatare profile, which will affect the pumping, transfer
and Blending behaviour of the o, This obvicusly fenuires
equipment ta be suitably sized to hande the potential range of
oifs. in addition, Energes’s technoiogy relies on intense mixing
netween the ail and methanct phases o diive the reaction 1o
compietion, and the blending properties of the off and its
miscibility with the methanol phase are therefore critical 1o

the process.

To date, ZistersdorT has aperated using both recovered and
virgin vegetable ois. These wifl have had a range of viscosities
irecovered oils typically have higher viscasities than virgin oils).
Taflowe has not been used at Zstersdor? and Energea have
indicated that only lsboratary scale tests using tallowr have been
conducted. Tallow has a higher malting point than vegetable
ois and, even when lguid, i is likely to have different flow
properties. Energea have committed to design the plant
accorcingty.

Tailow chviousty needs o be heated above its meiting point in

order 1o be handled. ARF will nead to manage their supply
chain ta avoid lengthy storage of molten tallow, as the
rernperatuses invalved are likely to increase the FFA level over
time.

2.2.2.3 Other properties

Oher properties of the oif, such as the level of phasphorous,
witl not impact divectly an the trans-esterification procass but
are important properties in meating biodiesel guabity standards,
These need to be cantrofled by using an appropriate quality of
oil feedstack.

2.2.3 Operation

ARFs plants will he designed fo produce 40,000 tonnes per year
of hiadiesal, the same as the capacity of the Zistersdorf plant,
Due o its operaling regime, which has been chosen as 5 days
per week, Zistersdorf does not produce this annuat volume.,
While Energea report that instantaneous rates of 5 tonnes per
hour have beer achieved, they have indicated that the average
tHroughput s Emited by oif avalability to 3.6 — 4 tonnes per
hour. The plant preduction data supplied to us suggests that
rates of this ordes have been achieved |

The crucial factor in producing the desired production rate will
he ensuring the plant design accounts for the properties of the
ails usec. Prowvided this is dane, the instantaneous throughput

af 5.3 tonnes per haur of hiadiese! nfanned for ARFYS facilities

should be achigvable.

Thie available Zistersdor! praduction data does not provide &
direct indication of plant relabiity. Taking int account the
weekend shutdowns, the plant appears to have produced on
71 per cent of the avaiiable days in the period of June o
September 2004, Cif supply and the use of the plant for
develapment frials are likely ta have influenced 1his valug,

Wie wouid expect that a contintiously operated plant fwith no
weekend shutdown or use far trizls) wouid be able 1o achieve
mare refiabie operalion than Zistersdorf and that the 85.6 per
cert refizbility given in the Offer is & reasonable expectation for
ARFS piants, This i based on a flow of 5373 tannes per hour,
and operation for a minimum of 7,500 hours per year, On-going,
a reliabilily of 90 per cent shodld be achievable. The project
madel assumes an oulput of 40,000 tornes of hiodiesel per year,
ir: line with the minimam capacity guaranteed by Energea.

2.2.4 Utilities

Wie have reviewed the utililies that the piant will require and
those defined in the Offer. Each i discussed separately below |
Mote that these refer to the Energea process plant only and do
not incude any reguirements from other parts of the plant.
+ Steam
Trie Offer indicates a maximum steam requitement of 1580
kgfhr at 7 bar. This appears to b2 a reasonable assumption
provided that steam s used for biodiesel drying and methanal
recovery ondy {these are likely to be the major steam duties
within the Energes process),
+ Comprassed air
The Offer indicates a maximom requitement of 53 Mm3/hr al
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B bar. Compressed aif is likely ta be reguired for hoth
instrament actuation and general operalions. Provided that the
supply is suitable for instrument use {sufficiently dey and oi-
free) this volume appears reasonahie.

MNitrogen

The Offer specifies a maximom requirement of 26,5 Nm3/Mhr st
2 par. This appears 1o be g regsonable assurnption.
Demineralised water

This is actually & process raw materal. The assumption i the
Cffer of 186 fres per hour appears reasonabie based on ouf
mass halance analysis {see Section 2.3 belowi.

Povwar

The Offer specifies 3 maximam electrical demand of 265 kKW
This is reasonabie for a plant of this size and type.

Couling water

The Gffer specifies & maximum af 148 m3/4r of coaling water,
with a temperature change of 7 degrees C This represants
435 million ki of cooling, which shouid be sufficient for the
cocling duties of the process plant. Energea also need o
specify the cooling water inlet temperatire n order 1o aflavw
ARFS utitity supply contractor 1o ensure the correct supply.
Chilled water

The Offer does not identify any chilled water requirement,
Energes have indicated that, depending on the design of
certain process cnits {in particular the condensers for the
recavery of mathanol), chilled water may be sequired. If
cocling waler is 1o be dsed instead, these units wili nead

1o be cammensurataly larger. Energea need 1o confirm this
requirement sa that sufficient supply can be arranged.

Warm water

This i identified as & utilty within the Gffer, although the
votume and temperature is not defined. Again, Energea need
o identify the requirement so that sufficient supply can be
arranged.

o

o

o

o

o

o

2.3 Raw materials

We have condicted a mass balance analysis to consider the likely
irputs and outpuls from the plant. On comparison with the
guantitias in the draft offer, we consider Energea’s assumptions 1o
he broadly reasonable. However, we helieve that usage of minor
rawe materals such as potassium rydooxide could be sormewhatl
higher thar assumed if high levels of FEA are present in the ail
feedstock. We also note that the dsage of sulphuric acid has not
heen inclided in the guarantesd fevels in the Offer, although
indicative levels are given elsewhere. This represents a minor Cost,
which ARF has indicated they have alloweed Tar in their financial
maclel.

2.4 Products, by-products and wastes

The Cffer specifies biodiese! meeting the European standard
{EN 14214).

The plant wilt also produce crude giyeeral and potassicm sulphats
paste as by-products, Both af these have potential markets and
may be able to be scid.

The prinicipal waste streams from the biodiesel process are fkely 1o
he weaste water and gaseous methancl. There waill alse be periodic
waste material from lasses, for example during loading and

2.5

2.6

2.6.

unicading of materials or when the plant is opened for
mairtenance or cleaning. The ieveis of these wastes witl degend on
hiowe the plant is operated, since much af the material could
potentially be recovered and recycied back into the process.
Mevertheless, a certain level of waste material wifl he produced by
the plant and will need 1o be dealt with.

There are alsa fikely to be small amounts of filtration or separation
residues fram the pre-ssterification plant, depending on the quality
of oil purchaszed by ARE, and these will need 1o be disposed of.
There may be a minoy cost associated with this,

Mate that ather sources of effluent from autside the process plant
are autside the scope of this study and have not been considerad.

Staffing

With the level of avtomation indicated in Energea’s Offer, one

aperator could reasonably carry out process supervisian and

conitrol. Other Lasks necessary for continuous plant operation

inciude:

= Supply of non-bulk raw materials to the process {e.q. potassium
hydroxide in big-hags).

e Removal of solid producisiwastes (e.g. potassium suiphate pastel.

= Sampling of oil and biodiesel.

= Reception and dischargadfilling of tankers far oil, biodiesel and
ather materials handied i bulk,

= Gereral plant maintenance and dearing.

We have reviewed the likely frequency of these activities, given the
plant design throughput, and consider that staffing lavels of 2-3
aperatnes per shift would be appropriate. The asscmption in the
project modet of 10 operatars i therefare considered reasanable.

Laboratory requirements
Measuremnent and analysis requitemeants of the plant can be divided
info three categories:

1 Physical properties Tor process control
This includes the temperature and pressure of various process
streams. These can be readily performed by on-line sensars that
feed automatically inio the process controd system,

2.6.2 Chemical parameters critical for product quality

These are used for pracess contsal purposes, and need o be
measured fraguently to allow effective continuous operation.
Parameters include FFA and water levels in the oif feedstack and
biodiesel product, and ran-esterified material in the biodiesal.

These parameaters can be measured using relatively simple
aguipment (e.q. automatic titrators) that couid be lacated in the
plant conirol ragm. Suitably frained process plant operalors could
conduct the aralyses. We would suggest that an hourly or twao-
hautly frequency is appropriate for these analyses.

2.6.3 Other parameters te ensure on-going compliance

A number of other praperties of the raw materials and prodicts
will need to be snalysed 1o ensure that the required specifications
are being met, ARF will need to identify their approach 1o these
&3 the project progresses,

“1.
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Feilt vy material quality resuits shauid be provided with each
delivery by the suppliars and verified by ARF during
commissianing {and on an occasional basis thereafter,

Firnished product analysis on the biodiesel and glycerod wilt be
neacled 1o demonstrate to customers that materiad
specification. Many of these properiies will be dependent on the
feedstocks used so, provided ravw malerial and pracess analysis
resuils are within Emits, these items can be expected o meet
lirnits also.

Parameters in this category could be measured on & dady or
weekly hasis and would be suilable Tor analysis Dy an off-site

lshoratory should ARF nat wish to establish such & faciity on site.

The project madel assumes 2 contract laboratory staff Provided
That plant cperators are able to condudt the tests described in
Section 2 6.2 abave, this is 2 feasonable provision

2.7 Technical risks
WWhile we cansider that the Energea technoiogy shouid be capable
of using tallowr as a feedstock, this has nat vet been done an 4
commercial scale {although the Zistersdorf plant has successfully
used paim ofl feedstock, which has similar physical properties).

Erergea has indicated thal their design will account for the physical

praperties of tallow to ensure that target quality and production
rates can be acheeved.

Thers are 8 number of equipment items that are critical o the
pracess aperation and where the risk of failure can be considered
relatively high. In particular, we would highlight the high-pressure
pumps feeding the reactors.

3. PROJECY COSTS

3.1 Project financial model
e have reviewed the copy of the project finand
by ARE and hiave the following comments an the technicsl
assumptions within it

3.1.1 Capital costs
We understand from documentation scpplied by ARF that the
contract with: Energea to canstruct the plant provides for a fixed
nrice to supply, transport, erect and commission the process
niant. While we are clearly unable 1o comment on how Energea
have constructed this price, we cansider it reasonable given the
seope af wark,

fie contract between ARF and Energea breaks payment of this
sum irto & number af franches, dependent on the achievernent
of certain milestanes. From aur reviewe of the contract, the
criteria for these milestones appear to be appropsiate.

3.1.2 Operating costs
The following plant coerating costs have been reviewed:
» A plant operating staff of 10 is assumed. As noted in Section
2.5 ahove, this is considered reasonable.

* A annual maintenance cost of 3 per cent of the capital cost is

assumed. This is a reasaonable assumption, provided
maintenance is provided locally. We note that the sum 1o be
paid to Energea should ARF contract with them o provide

meets the full

fmindel provided

maintenance is 3.5 per cent of the process plant cost,

The usage af raw materiais assumed genersally matches that
gaarantaed in Energeas Offer. However, use of patassium
hydroxide s assumed 1o be 1.2% per cent of oil cansurmed,
while the Offer guarantees a use of 1.0 - 1.8 per cent. ARF has
indicated that they will adopt a level of 1.8 per cent in their
rnadel. A contingency of 5% of nan-oil materials has also been
included, which should provide some flexibifity for operationsl
var:ations and losses.

Bectricity consumption of 100 &Wh per torne of Teedstock mix
has beert assumed. This equates 1o & demand of 00 kW,
which is in excess of the requirement for the process plant. We
are unable to comment on the elecirical demand of the non-
process parts of the plant,

Water corsumption af 250 lres per tonne of feedstock mix
has been assumed. This is equivalent 1o approximately 1.5
tonnes per haur, which is sufficient o meet the needs for
demineralised water to the pracess, it should aizo be sufficient
o cover the make-up water needs for the steam and coaling
water systems {assuming that the lalrer i3 a dosed-loop
systemy),

Other costs such as nitrogen and caompressed air are not
explicitly included in the project model. ARF has indicated that
These costs, which are refatively small, are aliowed for in the
contingericies of their model.

Mo explicit alowance for waste dispasal cosls has been
inciuded in the modet. While this is likely to be mainly wasle
nrocess water, there will stifl be sarme disposal or treatmens
costs. ARF has indicated thal these costs have been sllowed for
in the project contingencies.

4. CONTRACTOR CAPABILITY
4.1 Energea and Power Tech international

Energea is an Austrian biodiese! technology company. Energea
facuses on the develapment of biodiesel technology, where they
have been granted & number of patents,

Energea is developing a number of projects, but do nat have the
capabiiity in-house {o conduct the necessary process engineering
ard project management. They have therefore daveloped a
relationshun viath Power Tech Internationat Antagenbau (FT1), who
act as a subcontracior 1o carsy out these tasks.

Giver: that Energea and PT] have a number of projects in
constriction of development, their capability o provide on-going
operational support 1o ARF is kely to depend on the relative
schedules af these projects. It is not clear thal Energea/PTi wodld
have sufficient resources at present 1o sUpport several projects at
the same time. Note that this comment applies 1o operational
support after plant acceptance only — the contract between ARF
and Energea provides incentives for them to provide full suppart
nrior fe final handover of the plant ta ARF.

4.2 Others

A reviewy of the other coniractars invoived with ARF's projecis is
beyond the scope of this report, and we therefore are unable 1o
comment an their capabiities.
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5. PROJECT PROGRAMBME

5.1 Development and construction programme
The Gffer indicates &  month construction time for plant units
1o be built and assembled into madules prior to shipment. This
appears to be a reasanable schedule, sithaugh we would note that
e critical leadtimes within this are likely to be on supply af large
process units sich as decanters and centrifuges. These wili depend
an Energea’s suppliers achieving certain delivery leadtimes.

An erection time on site of & weeks is specified in the Offer. This
anpears reasanable, providing there are no delays die to other
elements of the site, such as foundations or access roads, and
provided that {as specified in the contract) no-load testing of the
madules is carried oul prior to shipment,

5.2 Comrissioning programme
The Offer indicates a commissioning time of & weeks, This period i3
defined in the contract as the dme between the completion of
plant erection and the acceptance of the plant by ARF, Since the
erection inciudes all cannections and the complesian of no-load
testing, we consider this commissioning perind 1o be realistic. The
Performance Tests appear to be well defired and specily the
appropriate plant performance parameters.

A vamp-up time to full production of 4 months is assumed in the
Scope of Warks, We do not consider these to be specific technical
harriers 1o achieving this, but would comment that the length of
this periad will be heavily dependent on operational aspects such
as the degree af aperator training and the level of on-site suppart
from Energea. We note that ARF intends to recrdit operators during
the constriction phase, sllowing them to participate flly in plant
comgissioning. This shauid prave hereficial during the praddction
ramp-dp nhase,

5.3 Schedule risks
lry aur opinion, the principai schedule risks lie with the initial
delvery of long leadtime equipment to Energea from their
suppliars. A period of 6 months or more is typically reguired for
some of these items. Delay in supply could delay constriction and
testing of plant modules and thus affect the averali schedule. The
alternative would be to ship the delayed items direct 1o site, This,
howwever, wodldd add me ta the on-site construction and
COMMESSIONING progiamme. We note that the confract betwesn
Energea and ARF provides for liquidated damages in the event of
delay to project completion.

Yours faithiully

Foco LE .

Parsons Brinckerho#f Limitad

APPENDIX A — DOCUMENTS REVIEWED

The fallowing documents were reviewed by PB during the caurse of
this staidy:

“Enginesring Assessment of the Energes Biadiese! Technalagy - Scope
of Work Jure 2004° — provided by ARF

“Offer for & continuous Energea biodiesel plant” — plant description
from Erergea, pravided by ARF

Project cortract between ARF and Energes — supplied by ARF
Performance Test Protocat — supplied by ARE
Roles and Responsibifities {schedule 4 of the conlract) — supplied by ARF

PO Suramary model ver 5 22-09-04 - project financial model supplied
by ARF

“Arabhysendaten Leborpdf' — Zistersdor? quality controd data for June-
Sept 2004 — supplied by Energes

*Produktionsaufzeichnungen 041 pdf" - Zistersdorf production dats for
June-Sept 2004 - suppled by Energes

“Teedstack Supply Agreement” — betwaen ARF and Gardner Smith

o]
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17 March 2005

The Directors

Ausiralian Renewable Fuels Limited
Suite 1B, Level 5

South Shore Plazza

85 The Esplanade

SOUTH PERTH WA &151

Dear Sirs

The Lrnst & Young Building =1
11 Mounts Bay Road

Perth WA 60300

Austratia

GPO Box MS39

Perth WA 6843

Tel: 61 8 9425 2222

Fax: 61 8 9420 2436

INDEPENDENT ACCOUNTANT'S REPORT ON CCNSOLIDATED HISTORICAL AND PRO-FORMA FINANCIAL INFORMATION

1. INTRODLUCTION
The Directors of Austrafian Renswabie Fuels Limited {"ARF” or
“the Company ™) have requested Ernst & Young o prepare an
Independent Accountant’s Report covering the historical consolidated
statement of financial position and the pro-forma consolidated
statement of financial position a3 at 31 December 2004. This report
has been prepared for indusion in a prospectus ("the Prospectus”) to
be dated on or about 14 March 2005 relating to the offer by ARF of
20 miliion fully paid ordinary shares ("Shares") at $1.0C each to raise
ah amount of $20 million {"the Offer") before expenses.

The Gifer is undenwriiten by SHAW Stockbroking Limited,

The Company will apply to the Australian Stock Exchange Limited for
official quotation of the Shares offered pursuant io the Prospectus.

2. BACKGROUND INFORMATION
ARF was founded by Amadeus Energy Limited (" Amadeus") in
May 2001, Amadeus was finandally responsibie for the development
of ARF antil October 2004 when the Local Government
Superanhuation Board ("SANT") acguired & 33.3% shareholding.
Additional funding is being obtained through a conditional Federat
Gavernment grant of $7.15 million, which has been awarded to the
Company to assist in the construction of it's plants,

in January 2005, ARF issued $16 million in Convertible Notes to
secure Lhconditional funding for its second Biodiese! plant in Picton,
Western Australia.

Proceeds from the Offer will be used to:

= repiace the security for the existing finance facility provided by
Amadels;

» arguire Shelly Nominees Pty Lid (the holder of a production
royaltyl;

» provide additional working capital (incuding capital contingency);
and

» pay the costs of the Gifer.

The Adelaide and Picton plants have been ordered and are under
construction by an Austrian manufacturer. Site works have
commenced at the Adelaide site. The Company expects that
operations will commence at Adelaide in November 2005 and at
Pictory in March 2006,

ARF owns 100% of Australian Renewable Fuels Adelaide Pty Lid and

Australian Renewable Fuels Picton Pty Ltd and 50% of ASG Analytik
Pty Ltd.

e

3. SCOPE
Historical and Pro-forma Consolidated Financial Information

Wile have conducted an independent review of the historical and
pro-forma consolidated statements of financial position as at
31 Decembier 2004, as set out in Section 5.5 of the Prospectus,

The Directors of ARF have prepared and are responsible for the
historical and pro-forma consolidated statements of financial
position. We disciaim any responsibility for any reliance on this
report or on the finandial information to which it relates for any
purposes other than that for which it was prepared. This report
should be read in conjunction with the Prospectus.

The historical consolidated financial information has been extracted
from the reviewed statutory financial statements of the Company
which were reviewed by the auditor, Honwath Perth, and for which
an ungualified review opinion was issued. No adjustments have been
made to the reviewed statutory financial statements,

The plrpose of the pro-farma consolidated staternent of finandial
position is to show the finandial effects on ARF as if the following
transactions had taken place as at 31 Decembier 2004,

» The issue of 16,000 Convertible Notes at an issue price of $1,000
per note to raise $16 million before expenses. The Conwvertible
Motes will convert to 24 million Shares whien the Company
receives conditional approval 1o fist on the ASX,

» The issue of 20 milon Shares at an issue price of $1.00 per Share
pursuant to this Prospectus to raise $20 million before expenses.

* The payment and recognition directly in equity of $2.88 mifion in
fundraising costs, being $0.95 miflion for the Convertible Note
issue and $1.93 million for the Share issue pursuant o this
Prospectus. An amount of $0.256 million was paid prior to
31 Becember 2004,

» Purchase of Shelly Mominees Pty Ltd for $15.6 million 1o Darryl
Butcher by way of;

- The issue of 12.6 million Shares at an issue price of $1.00 per
Share;

- The payment of §1 million being a third of the cash component
payable; and

- The recogrition of $2 million owing to Darryl Butcher, being
the rermaining cash component payabie, This is payable on the
asstmption that the project meets the milestones set out the in
the Sale and Purchase Agreement for Sheliey Nominees Pty Ltd
as set out in Section 12 of the Prospectus.
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Historical and Pro-forma Financial Information

We have reviewed the historicad and nro-forma consolidated
statements af financal position as a1t 31 December 2004 as set out
in Section 5.5 of the Prospectus, in order o state whether, on the
hasis of the praocedures described, anything has come ta cur
attention that would cause us 1o befieve thal:

{i} the historicat statement of financial pasition as at 31 December
2004 is not presented fairly in accordance with the measurement
requirements, but nat all of the disclosure requirements, of
applicable Accounting Standards and otfwer mandatory
professional reporting reguirements i Austratia; and

{iiy the pro-forma consclidated statement of financial position
is not preserted fairly in accordance with the measurement
requirements, but not alt of the disclasure requisements,
of applicable Accounting Standasds and other mandatory
professional reporting requirements in Austraiia, as if the
transactions as set oul in Section 5.5 of the Prospectus had
raken place as at 31 Decernber 2004,

Our reviewe has been conducted in accordance with Australian
Auditing and Assurance Standard AUS 902 *Review of Financal
Reporss™ and was limited to inguiries and discussions with the
Directors and personnel of ARF reading of Directors’ minutes and
relevant contracts, analyiical reviewy procedires apphied 1o the
financial data, the performance of imited verification procedures and
comparison for consistency in application of accounting standards
and polides. We have also heid discussions with the Company's
auditors, Howarth Perth, and have reviewed their work papers in
respect of the review for the half-year ended 31 December 2004,
Cur review also determined whether the pro-fonma transactions
formed a reasonable basis for the prepasation of the pro-forma
corsolidated statement of financial position as set out in Section 5.5
af the Prospecius.

These review procedures do nat provide ali the evidence that would
he required in an audit, thus the level of assurance provided is less
than that given in an audit, We have not performed ar audit on the
histarica! and the pro-forma consolidated statements af financial
positian, as set oul in Section 5.5 of the Prospectus, and accordingly
we do not edpress an audit opinian on the historical anad the pro-
forma consoiidated statements of financial position.

4. REVIEW STATEMENTS
Historical Consolidated Statement of Financial Position —
31 December 2004

Based on the scope of our review, which is nat ar audit, nothing has
come 1o auf attention thal causes us 1o befieve that the historical
corsolidated statement of financial position, as set out in Section 5.5
of the Prospectus, does not present fairly, in accordance with the
measuiemant reguirements, bul not ail of the disclosure
reguirements, of applicable Accounting Standards and other
mandatory professional reporting fequivements in Australia,

the financial position. of ARF as at 21 December 2004.

Pro-forma Consolidated Statement of Financdal Position —
31 Decemnber 2004

Based on the scope of our review, which is not an audit, nothing has
colme 1o auf attention hat causes us 1o beliave thal the pro-farma
consolidated statement of financial position, as set out in Section 5.5
of the Prospectus, does not present fainly, in accordance with the
measurement requirements, bul rat all of ihe disclosure
requiresnents, of applicable Accounting Standards and other
mandatory professional reporting requirements in Australia, the
financial position of ARF as at 31 Decermber 2004, had the
transactions as set in Section 5.5 of the Prospectus taken place

as at 31 Decembyer 2004,

5. SUBSEQUENT EVENTS

6

To the best of our knowledge and belief, and based an the work
we have performed, as described in the scope naragraph abave,
there have been no material transactions or avents subseguent o
21 December 2004, other than thase included in Section 5.5 of the
Prospectus, which wauld fequire comiment on, or adiustment ta, the
financizé information referred to therein o that would cause such
irforrmation inckided therein ta be misleading o deceptive.

DISCLOSURES

Errst & Young does not have any pecuniary interest st could
reasonably be regarded as being capable of affecting iv's ability to
give an unbiased opinion in this matter, Ernst & Young provices
advisory services to the Company, and wili receive 3 professional
fee for the preparation: of this Repart. Ernst & Young Transaction
Advisary Services Limited witl also receive & fee for the Independent
Experts Report an the Forecast Financal Information.

The Company has agreed o indemnify and hold harmiess Ermst &
Young, Erast & Young Transaction Advisory Services Limited and its
empioyees fram any daims arising out of rissiaiement or omissian
ir: any material or information sdpplied by the Directors of ARF

Cansent far the indusion. of the Independent Accountant's Report in
the Prospectus in the form and cantext in witich it appears has been
given. At the date of this repart, this consent has not been
withdrawen.

Sk

Yours faith

AN
Errst & Young
.a"#ﬁﬂ?
k}wﬁ\ { #
Y L

. %. ’s%-‘s,-__
G+ Meyerowitz
Pariner
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Tre Directors
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Soaith Shore Pazza

25 The Esplarade

SOUTH PERTH WA 6151

Dear Direciors

The Ernst & Young Building
11 Mounts Bay Road

Perth VWA 6000 TRANSACTION
Australia ADVISORY
GPO Box MO3G SEIBACES

Perth WA 6843
Tel: &1 8 9429 2222
Fax: 61 8 94253 2192

INDGEPENDENT ACCOUNTANT'S REPORT ON FORECAST FINANCIAL INFORMATION

1. INTRODUCTION
We have prepared this Independent Accountant’s Report on Forecast
Financial Information (the "Report™! at the request of the Directors
of Austratian Renewable Fuels Umited and its controlied entities
{"ARF" or the "Company®} The Repart has been prepared far
mclesion in the prospectus 1o be dated an or abodt 14 March 2005
ithe “Prospectis"), refating to the offer by ARF of 20,000,000
ordinary shares at $1.00 2ach to raise a total of $20,000,000 and
the public fsting of the Company.

Refererces {o defined words and terminology used in this Repart
have the same meaning as set out in the giossary included in Section
13 of the Prospecius.

The nialure of this Report is such that it can andy be given by an
entity that holds ar Austzalian Financial Services Licence under the
Corporations Act. Emst & Young Transaction Advisory Sefvices
Limited holds the sporopriste Australian Financial Services Licence,

2. SCOPE
\e figve reviewed the Company's forecast statement of financial
periormance Tar the years ending 30 June 2005 and 2006 {the
“Forecast™), as set oul in Section % of the Prospecius. The Forecast
has been preparad by the Directors, on the basis of their
assumptlions which have beer summarised in Section 5.2 of the
Prospectis.

The Directars are responsibie for the preparation and presentation of
the Forecast and the information contained therein, incliding the
hest estimate assumptions on which they are based. The Forecast
has been prepared for indusion in the Prospectus. We disclaim any
assumption of responsibility for any refiance on this Repart or on the
Forecast o which it relates for any purposes other than for which it
was prepared. This Report should be read in conjunction with the
whole of the Prospecius.

Our raview of the best estimate assumplions underiying the Forecast
was condiicted i accordance with the Austrslian Auditing and
Assurance Standard AUS 902 " Review of Financial Reporls” . Our
procedures consisted primarily of enquiry and compasison and ather
such analylical reviews procedures we considered necessary. These
procedures included discussion with the Directors and management
of ARF and have been underigken ta farm an opinion whether
anything has come o our altention which causes us to believe that:
(i1 the Directors” bestl estimate assumptions do not provide &
reasorabie basis for the Forecast;

Gy Ernst & Young Transaction Advisory Sesrvices Limited
ABN 87 003 599 244 Australian Fnancial Sarvices Licence Mo, 240585

{iiy ir ali materiai respacts the Forecast is not praperly prepared on
e basis of the Director's hest estimate assumptions; and
1 the Forecast is not presented fairly in accordance with the
rerognition and measurement principles prescribed in
Accounting

Standards and other mandatory prafessional reporting requirements
in Austratia, and the accounting policies of AR as disclosed in
Section 5.5.1 of the Prospectus so as 1o present a views of ARF
wiich is not incansistent with our cnderstanding of the Company's
past, current and fulire operations.

The Forecast has been prepared by the Directors to provide investors
with a guide to ARF's potential fulure finandial performance based
dpan the achievement of certain econamic, aperating,
developmental and trading assumptions aboul fuiure everits and
actions that have nat yet occurred and may nal necessasily ocour.
There is a considerabie degree of subjective judgemeant invoived in
the preparstion of the Forecast. Actuat resuts may vary materiadly
from those forecast and the varialtion may be materially positive or
negative. Accordingly, mvesiors should have regasd to the risk
farciors set aut in Section 11 af the Prospectus, and the sensitivity
anahysis set oul in Section 5.3 af the Prospectus.

Our reviewe of the Farecast was substantially less in scope than an
audit examanation conducted in accordance with Australian Auditing
and Assurance Standards, A review of this nature provides less
assurance than an audit, We have not performed an audit and we
do not express an audit opinian on the Forecast included in the
Praspecius,

3. STATEMENT
Based on our review of the Forecast as sel oul in Section 5 of the
Praspectus, which s nat an audit, and based on an investigation of
the regsonableness of the Directors’ best estimate assumplions giving
fise to the forecast financial infarmation, nothing has come to our
attention witich causes Us to believe that:
b the Directors’ best estimate assumptions set oul in Section 5.2 of
the Prospectus, which are subject 1o the risks set out in Section
11 of the Prospecius, do not provide a reasanable basis for the
Farecast;
(it the Farecast is not propesly prepared on the basis of the
Cirectors’ best estimate assumptions, and
(it} the Forecast is not presented fairly in accordance with the
recogrition and measurement principles prescribed in Accounting
Standards and ather mandatory professional reporting

:
L

Lighdlity lirmited by the Accountants Scheme, approved
undar the Professional Standards Act 1994 (MSWL
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requiremnents w1 Austratia, and the accounting policies adoptad by
ARF as disclased in Sectior: 5.5.1 of the Prospecius as applied in
Auistralia for presenting pro-forma forecasts in prospectuses and
expianatory mamoranda.

The underlying assumptions are subject to significant uncertainties
and contingericies that ase outside the controd of ARF and the
Directors. if evanls do not oocur as assusned, actual results achieved
by the Company may vary sigrificantly from the Forecast,

Accordingly, we do not canfirm or guarantee the achievement of the
Forecast, as future everits, by their very nature, are not capable of
independent substantiation. Investors should have regard to the risk
factars detailed in Section 11 of the Prospectds and the sensit
analysis set outl in Section 5.3 of the Prospectus.

. SUBSEQUENT EVENTS
Apart from the matters dealt with in this Repart and having regard
to the scope of this Repart, 1o the best of our knowledge and
helief, there hiave heen no material transactions or evenis autside
the oroinary business of the Company subsequent to the
completion of owr review of the Forecast, that have come to aur
attertion thal would require comment on, or adiustment o, the
irformatiaon referred to in this Report or that would cause sdch
irformation ta be misieading or deceptive.

. INDEPEMDENCE OR DISCLOSURE OF INTEREST
Ernst & Young Transaction Adwisary Services Limitad does not have
any interest in the autcome of the Prospectus, other than in
cornection with the preparation af this Report. Ernst & Young
Trarsaction Advisory Services Limited will recelve a professionad fee
for the preparation. af this Repart.

Yours faithiully
Ernst & Young Transaction Advisory Services Limitad

LA

Ken Pendergast
Director and Representative
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FINANCIAL SERVICES GUIDE

1. Ernst & Young Transacticn Advisory Services

Errst & Young Transaction Advisory Services Limited {"Frnst & Young
Teansaction Advisory Services” or “we,” or "us" or “our”) has been
engaged 1o provide general financial praduict advice in the form of
an Independent Accountant's Report ("Repari ™} in connection with &
financial product of another person, The Report is 1o be included in
docurnentation being sent o you by that person.

Financial Services Guide

This Financial Services Guicde {*FSGE"} pravides important information
o help retad cients make a decision a3 to their use of the genersl
financia! product advice in the Repor?, information about us, the
firancial services we offer, our dispule resolution pracess and how
we are remunerated.

Financial Services We Offar
We hold an Australian Fnancial Services Licence which authorises
us ta provide the following services:

« financial product advice in relatian ta securities, desivatives,
general insurance, life insurance, managed invastments,
superannuation, and goverrment debentures, stocks and bands;
and

arranging and deaing @ securities.

L4

4. General Financial Product Advice

5

in our Report we pravide general financial product advice, The
advice in the Report does not 1ake into account your pessona?
objectives, financial situation or neads.

You should consder the appropriateness of the Report having
regard ta your own ohjectives, firancial situation and neads befare
yau ack an the advice in the Report, Where the advice relates to the
acquisitian or possible acguisition of & financial product, you should
alsa obtain an offer document refating to the finandial product and
consider that document hefore making any dedision about whether
o acquife the financial prodiact,

We have beer engaged 1o issue the Report in connection with

a financial product of ancther persan. Ous Report will inclide a
description of the circumstances of our engagement and identify the
person whao hias engaged us. Although you have not engaged us
directly, a copy of the Report will be pravided to you as & retail client
because of your connection o the matters on which we have been
engaged o report.

Remuneration for cur Services
e charge fees for providing the Report. These fees have been
agread wilh, and will be paid by, the person who engaged us 1o

provide the Report. Our fees for the Report are based on & time cast
or fixed fee basis. Our directors and employees providing finrancial
services receive an annual salary, & performance bonus ar profit
share depending on their level af seriority.

Errst & Young Transaclion Advisory Services is ultimately owned by
Ernst & Young, which i & professional advisory and accounting
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practice. Ernst & Young may provide prafessional services, induding
audit, tax and finandial advisory services, fo the person who engaged
us and receive fees for those services,

Except for the fees and benefits referred 1o above, neither Emst &
Young Transaction Advisory Services, nar any of its direciors,
employess or associated antities receive any fees or other benefits,
directly or indirectly, for or in connection with the provision of the
Report.

6. Associations with Product Issuers
Errst & Young Transaction Advisory Services and any af its associated
entities may at any time provide professionat services to financal
procuct issders in the ordinary caurse of business

7. Responsibility
The fability of Ernst & Young Transaction Advisory Services is limited
ra the contenis of this Financial Services Guaide and the Report.

8. Complaints Process
As the holder of an Audstralian Financial Servicas Licence, we are
regjuired o have a system for Randling complaints from persons ta
wiham we provide fnancal services. Al complaints must be in
writing and addressed ta the Compliance and Legal Manager and
sent {o the address below. We will make every efiort 1o resolve a
complaint within 30 days of receiving the complaint. if the
complaint has not heen satisfactorily deait with, the complaint can
be referred to the Fnancial indastry Complaints Service or the
insurance Brokers Disputes Limited for generat insurance product
achvice.

Contacting Ernst & Young Transaction Advisory Services

Compliance and Legat Manager
Ernst & Young

680 George Street

Sydney NSW 2000

Telephone: {02 9248 5555

Contacting the Independent Dispute Resolution Schemes

Financial Industry Complaints Service Limited
PO 8ox 579 - Colling Street West
Melbaurne VIC 8007

Telephone: 1800 235 405

Insiurance Brokers Disputes Lisited
Lewval 10

99 William Street

Melbaurne VIC 2000

Telephone: 1800 064 169

This Financial Services Guidle has been issued in accordance
viertfr ASIC Class Qroder (O O4/T572
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Risk Factors

Investors should be aware that an investment in the Company
involves risks that may be higher than risks assocdiated with an
investrmerntt in sore other companies. Careful consideration
should be given to all matters raised in this Prospectus and the
relative risk factors prior to applying for Shares offered for
subscription under this Prospectus. Some of these risks can be
mitigated by the use of appropriate safeguards and actions, but
some are outside the control of the Company and cannot be
mitigated. Prospective investors in the Company should consider
the risk factors described in this Section, together with the
information contained elsewhere in this Prospectus, before
deciding whether to apply for Shares.

The following summary, which is not exhaustive, represents some of the
major risk factors which potential investors need to be aware of.

11.1 GENERAL RISKS
Factors such as inflation, interest rates, levels of tax, taxation law
and accourding practices, government legislation or intervention,
natural disasters, sodial upheaval, and war may have an impact on
prices, aperating costs and market conditions generaliy,
Accordingly, the Company’s future possible revenue and
operalions can be affected by these factors, which are bevond the
contral of the Company,

General mavements in jocal and international stock markets, and
economic conditions could ail affect the market price of the
Shares,

11.1.1 Economic Factors
Factors such as inflation, currency fluctuation, interest rates,
supply and demand and industrial disruption have an impact on
operating costs, Biodiesel prices and stock market prices. The
Company's future possible revenues and share gprice can be
affected by these factors, which are beyond the control of the
Company and its Directors.

11.1.2 Government Legislation Policy Changes
Government legislation and policies are subject to review and
change from time to time. Such changes are fikely 1o be beyond
the cantrol of the Company and may affect industry profitability,

The operation of the plants is subject to extensive environmentat
laws and regalations and the Company is required to obtain a
licerice to operate in a manner desighed to promote safety and
1o prevent the release of hazardous substances from the plants.
Violations of these requirements could resilt in lishilities that
affect the Company's financial condition.

Revenise and expenditure of the Company may be effected by
change in international, federal, state, or iocal government faws,
regulations or policies, or in taxation fegislation.

11.1.3 Development and Continuity of Operations
The Company's development of Biodiesel production plants may
be adversely impacted by numerous issues including, but not
lisnited to, land access, native title and heritage and
erwironmerdtal legislation, indusirial disputes, cost overrans,
governmental approval, licencing and approval processes and
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other unforeseen contingencies. Such issues could render
development sneconomical, result in @ need to cease
development of a plant, adversely impact on the operating and
financial performance of a plant or result in a need to shist
down a plant,

11.1.4 Insurance
The Compary may, where economically practicable and
available, endeavour to mitigate some project and business risks
by procuring relevant insurance cover, However, such insurance
cover may not always be available or economically justifiable and
the policy provisions and exclusions may render a particalar claim
by the Compary outside the scope of the insurance cover.

While the Company will undertake ail reasonabie due ditigence
in assessing the creditworthiness of #s insurance providers there
will remain the risk that an insurer defauits in payment of a
legitimate claim by the Company under an insurance policy.

11.1.5 Exchange Rate Risks
Adverse currency movermnents would impact upon the future
profitability of ARE

International sales revenue will be derived in Euros and
potentially other international currencies. Each of the contracts
with Energea for the supply of equipment are written in Euros.
Bach of these activities exposes the Company to exchange rate
risks. For the purposes of the scquisition of eguipment for the
Adelaide and Ficton plants the Company has entered into
foreign exchange contracts equat to the Forecast cost of the
equipment. At the date of the Prospectus the Company has
outstanding forward contracts to purchase €4.4 million at an
average rate of €0.5806 per Australian doliar. All of the forward
contracts execute within 12 months of this Prospecius at the
dates on which equipment supply payments are due,

11.2 SPECIFIC RISKS
I+ addition to the general risks outlined above, there is a range of
specific risks assodiated with the Company's business operations
and its invoivenent in the production of Biodiesel. Potential
investors in the Company shouid note the following additionat
risks prios o investing.

11.2.1 intellectual Property
ARF has ordered from Energea the Biodiesel production plants,
the intellectual property in which is subject 1o patents held
by Energea. One of these patents has been chalienged in
Austria and there is a risk that this chaflenge could be upheld.
If upheld aspects of the intellectual property used in the
production plants wili no longer be subject to patent protection,
potentislly making it easies for others to copy the design of the
production plants. The Company does not believe this wilt
affect its ability to utilise the process and the Company
has been assured by Energea that this is the case.

ARF relies on patent, trademark and copyright law, trade secret
protection and duties of confidence with third parties and its
contract with Energea to protect these rights. While the
Compary will use all reasonable endeavours o protect its
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iteflectual property fights, the steps that the Company takes to
protect these intellectual property rights may be inadequate.
The dnatithorised use or disclosure of its proprietary technology
and systemns may have adverse effects on the aperatian and
firancial performance of ARF

11.2.2 Licente

A number of licences are reguired to operate each plant and a
delay in obtaining these may have an adverse eftfect on the
business. Accordingly, it cannot be said with certainty when the
plarits will cammence producton and in any event a minimum
of sevaral months may be required following completion of a
plant befare that plant is consistently producing Biodiesel a1 the
desired rate and quantity.

The technology ficence from Energea wili cease to be exclusive if
the Campany has not placed an arder 4o purchase a third plant
by the end of January 2007, Whilst the Campany will
ancleavour o achieve this requirement there is no guaranies
this will be possible within the period referred o in the lcence.

11.2.3 Design and Technology

The principal technology risk lies with the Energea plant.
Presently thers is one 40,000tpa plant operating with Energes
technology in Austria (Zistersdorfs and a 250,000tpa plant has
been purchased for a project in United Kingdom.

Other areas of technolagy risk have been assessed a3 minor as
all other components of the plant consist of items that are well
undlerstood and utilised within the glabal manufaciuring
industry,

11.2.4 Construction Risks

Leighton Component

The Leighton agreement i & guaranteed masimum price
contract structure, which protects ARF from a cost over run
during construction by means of a guaranteed price, however
there remains & risk that the completed capital cost of the
progect vl be higher than the current estimates. In addition,
although the bonus pravisions of the contract provide & material
incertive to Leighton o compliete the project ahead of the
scheduled completion date, this may nat aciually occur and

the completion of praject may take longer than forecast. The
guaranteed maximum price is set approximately 11 weeks after
the provisian of Energea’s detailed design. Leighion will be paid
in instalments based an achievement of defined milestanes.

Ir the case of the Adelaide plant the maximam price estimate
wias based on an altermate site at Largs Bay, therefore there is
a risk that Leightor wilt be entitied 1o daim certain variations.
The Picton agreement is in the fira! stages of negotistion
therefare vasialtions to the maximum price may also arise.

Energea Componert

Energes has developed the technology and plant design for the
production of Biodiese! using equipment they desceibe as a
*Continucus Trans Esterification Reactor”, A plant using
Energes technolagy is operating in Ausiria and Energea has

orders for plants both similar in size 1o and larger than the ARF
plants, hawever, nore of these plants are currently operating.

Pursuant o the eguipment supply agreement &5 set oui in
Section 121, ARF is required to make paymenis 1o Energes for
the plant construction and there axists & risk that in the event
of a defaull by Energes o its subconiracioy, it may cost mare
than the contract sum for ARF 1o have the plant campieted and
completion may in trn be delayed.

11.2.5 Preduction Risks

The Company irtends to underiake its own production.

There is a risk thal one ar both af the planis will not be abie o
achieve base case performance and that without appropriate
managemant sapervision this could lead o delivery and guslity
controd difficulties, which may resull in material adverse effects
on the Company. The Company infends 1o minimise these risks
by employing suitably qualified and skilled staff, and undertake
suitable staff training, o ensure production is maintained at a
high standard.

The Company is stil in the eafly stages of its development and
witiist a number of key contracts (such as the constructian,
Feedstack and Biodiesel sales cantractst have already heen put
in place a numier of others {inciuding infrastructure contracts
relgting to ulifities) remain ta be negotiated ar are subject to
certain pre-conditions. Delays or difficuities in completing
detailed plant design or putting acceptabie arrangements in
place or satisfying ary conditions precedert could resultin a
delay in the commencement of the aperation of the plants.

A5 the plarts are not yet operationat the Company does nat
have a praven lrack record far investors 1o rely upoen when
considenng an investiment in the Company nor any astablished
rrading felationships with its customers ar suppliers.

Although the Austrian plant which uses Erergea’s technalagy
has been aperating and praviding Eurapean standard Biodiesel
in Austria and the plant design hias been reviewed by the
independent Engineer, the Australian plants have not as yet
aaen constructed and operated and therefore there is a sk thatl
they may not operate as intended andfor produce the quality of
Biodiesel product required.

The construction and operation of the various systems
comprised in the plants and the date upon which the plants
pecome aperational wiil depend on the Company's ability to
manage the interface of the various operational systems on
timely basis, whilst al the same time mairtaining effective cost
cantrods. Any Tailure ta manage the interfacing of such systems
colid have a material adverse effect an the date on which the
plants hecome aperational and hience upon the Company's
financial condition. The Company may alsa achieve earfier
operational start dates than nroposed in the Prospecius,

11.2.6 Environmental Risks

ARFA has entered info an assignment agreemant pussuant 1o
wiich it is taking an assignsent of the lease of land on which
ARFA proposes to build the Adelaide plant (see Section 12.1.8),
The land iz currently being leased by Castrof Austradia Praprietry

o1
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Ltd (“Castral”} & subsidiary of BP Australia Pty Ltd (“8P") from
Lard Managemeant Carparation: {“LhC"). Castrol and ARFA
have commissioned a thisd party to corduct an ervironments!
site audit and on receipt of this audit each of Castro! and &P
must acknowledge in & farm satisTactory to LMC that they wili
remedigle the site in the manner described in the audit. There is
& risk that either Castrol or BP vall nat accept their respective
liability of that they do not provide an acknowledgement in a
form satisfactory 1o LMC.

Motwithstanding the Adelaide and Pictan plant sites are zoned
to allow for the operation of planis capablie of pradicing
Biodiese! and that such operations are otherwise propesly
permitted and that the Company wia its subsidiaries have proper
procedures in piace, there is a risk that in the production of
Biadiese! there could be & breach of the environmental laves or
permits regulatory 1o the production operations

11.2.7 Key Parsonnel and Management

107

The Company relies or a number of key employees and
consultants. There is a risk that the Campany may Tail to attract,
retain of develop key emgloyees or consultants and this would
have a negative effect upon the developrment of the Company.
The loss of any of these individuals could have an adverse
impact on the business of ARF. 7 an aftempl to mitigate this
risk, the Company 15 seeking o establish & "Key Mar" policy
for hr Butchier 1o assist in any transition phase should he
become incapacitated or die. The Company has also engaged
Mr Butchers services by way of & five vear consuftancy
agreement which commencead 1 fuly 2004, Either party may
andy terminate this cantract in the event of material breach by
e other party that is not adeauately remedied within a
specified time.

Thig ability of the Company to implement 15 strategy of growth
waili reguire effective planning and management contral systems.
Tre Company's groweth plans may place a sigaificant sirain on
e Company'’s management, operational, finandal and
personnel resources. Therefore the Campany’s fulure growth
and prospects will depend on its ability to manage this groweth
and to continueg 10 expand and imprave aperatianal, Tinancial
and management infarmation and guality contral systems on a
timely basis, whilst at the same time maintaining effective cast
controls, Any fatiure 1o expand and imprave aperatianal,
financial and management information and quality controd
systems in line with the Company’s growth could have &
malerial achverse effect on the Company’s business, finandial
cordition and the results of anerations.

The Company's success wil, 1o a large extent, be dependent

an the ability and experience of s Directors, executive
management and employeas. Whilst the Company does not
currently envisage any difficulties in recruiting people with the
necessary expertise to operate and manage the planis, ity abifity
o recriit may, in the future, be affected by the competitive
market for staff with the siclis which the Company regaires.
Loss of key people ar difficulties in recriitment may affect the
Company’s ability 1o expand and may have an adverse effect on
the Comgany’s Dusiness.

11.2.8 Markeating Risks

The Company intends prockicing Biodiesel o Australian or
Furopean standasds, howaver same Fals preclude achieving
thiese standards, pasticularly in Terms of coid fitter plugging
point. The contract with Godiver specificaily recognises this,
bt there is a risk that other parties purchasing the Biodieszl
may not be able to accept praduct with these specifications.

11.2.9 Additional Financing Requirements

The Directors expect that the proceeds of the Offer when
compined with existng cash resources and grant monies will
provide sufficient capital resourees 1o enable the Company o
achiave its inilial business abjectives, However, the Directors
can give no assurances that such objectives will in fact be met
without future borrowings o further capital raisings and i
sich borrowings or capital raisings are required, that they can
he obtaired on terms favourahie to the Company

There can be no certainty that third parties will perform, or He
abie 1o perform, their obligations under vasious coniracts with
e Company o that the Company will be able 1o recover
damages for breach of contract. The insolvency of third parties
ar their defaclt under the terms of sueh contracts could hiave
a material acverse effect on the Compary and its operalions.
Significant delays in commending the production of Biodiese!
wauid reduce the profitabiiity of ARF and could reqaite further
furds 1o be raised

Fusther financing may be reguired 1o assist in the establishiment
of kirther plants. Any additional equity financing may be
dilutive 1o the sharehalders and debt financing, 1f available, may
inveive restrictions on Tuture financing and operaling activities.
If the Company is dnabie o obtain additional financing as
required it may nat be possible to expand in the manner
custently envisaged,

11.2.18 Current Competition

The Compary will be operating in a market where diesel is
produced Tram other sources. Aithaugh the Board helieves
that the Campany's prodiict has a number of significant
advantages over diesel produced from other saurces, othier
competitively produced Biodiesel cniknown to the Company
may emerge fram time o time, The introduction of new
cormpetiiors ar & more aggressive competitive respanse from
axisting participants may affect the operating performance of
the Company.

Given the potential for growth of the Biodiese! and biofuels
markets, it is fkely that the market for these fuels will hecame
increasingly competitive in Europe and Australia and the
Campany may Tace significant competition, incuding from
damestic and overseas comgpetitors who may have grealer
capital and other resources than the Company. There is no
assurance that the Company will be shie to compete
successfully in such & markeiplace.

Biodiesel is seen as one of a number of renewable sources of
anergy and it is possible that other alternatives 1o diesel may
be developed which compete with Biodiesel This means thal
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the Campany will constantly need 1o seek out new
opportinities 1o provide alternative {to diesel) and biofuels in a
mannes which dislinguishes it from its competitors and will
enable it to stay &t the forefront of the market. The
development of news alternatives to fossil fuels could aiso give
fise to signiticant new competitors, which may have a material
and adverse effect on the Company's business.

11.2.11 Raw Material Risk

The cyclical nature of the Fat markeis may fead 1o volatile
changes in rave material prices which may adversely affect the
earnings of the Company. The busiress may also be affected
if there are any shortages of sepply of the raw materiais
reguired To manufacture Biodiesal.

The Company has contracted Gardner Smith as the ma
pravider of fogistics and Fat supply in both South Austratia and
\Western Australia. Whilst the availability of supply is a risk, the
price of Fat supply also, from time o time, may be wich that
operaling wouid be uneconamic.

11.2.12 Sales Risk

ARF has a five year exclusive confract in the Furopean market
with Gadiver, Godiver has cantractad to purchase a significant
portion of all ARFS Bindiese! praduction. The Company is
thesefore axposed 1o the risk that it will need 1o source
adaitional ar alfernative cleris.

The Eurcpean coniract price varies with the European price for
Gascil ENSS0(1) {Furopean diesel specification’ and this may
change n a mannar adverse ta the economic performance of
the Company. The Divectars and Company have no ability to
controd rmovements in this market place.

11.2.13 Operating Cost Risk

Operating costs are based on estimates by the Directors
having reference to simifar operations and the Company's
firancial modefling. Actual costs may be higher or lower.
Highier costs wil! have an impact on: the Company's resuits
as may a variety of other factors outside of the Company's
contred, such as increased competition and siower than
expected take-ip by customers of the Company's Blodiese!
pradct.

i is possibie that, in the Tulure, the Company's operaling
raauilts will fall belows the expeciations of securities analysts
or investors. 1f this ocours the trading price of the Shares may

decine significantly.

11.2.14 Lack of Diversification Risk

The value of Shares will be dependent, among other things,
on the sgecess of the trading activities undertaken and since
ARF wall intialiy seek to produce maindy Biodiesel and glycering
y-product, iU s totally dependent on the commerdial success
of these praducts. This lack of diversification increases the risks
inhierent i acquifing and opersting in a single field.

$1.2.15 Excessive Sales of Shares

The market price of Shares could decline significantly as &
resull of any sales of Shares by certain Sharehoiders foliowing
expiry of the escrow period.

11.2.16 Approval

The Company requires appravals from both Loca! and State
Government autharities in arder to construct and operate
each plant. There is a risk thal an authority from which an
approval is reguired could cancel the Campany's approvals
o require the Company to undertake further studies, the
consaguence af which could be to either delay oy increase
the costs of an individual plant.

11.2.17 Government Grants

The Company has been awarded two Federal and ane State
Government giant and there i3 5 risk that the Company may
not comply with the terms of these grants and have 1o repay
a partion or all of the grant monies.

One aof these grants is & $7.15m grant under the Biafuels
Capital infrastructure Grant Scherne and is for the purpose

of constructing and operating & Biodiese! plant in Adelaide,
Sauth Austratia. Cne of the conditions af the grant is that ARF
nroduces and selis 44.7 Mipa into the Australian transport fuel
markes, The first assessmient of this candition is expected in
Moverber 2006 and will occur anneally Tor the foliowing twa
years.

The Forecast contained in Section 5.0 have been prepared on
the basis that ARF seils up 1o 80% of the Biodiesel that it
nroduces from its s plants in to the European markets.
Wihile i1 s the Companys infention to meet the reguired levels
of sales 1o the Australian transport fuels market during the
assessment periad, in the event that this is not achieved, a
repayment af 16 cents per Elre dp to the amount of grant
received plus interest may be enforced. Future cashillows
inclicate that there will be sufficient furds from operations

o make repayments i required.
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12.1 Summary of Material Contracts

In the opirian of the Directors, the contracis summarised belowy
Together with the consultancy and employment cantracts referred
T in Section 12.5 are material to the terms of the Offer and the
operations of the Company's business and as such are believed 1o
e refevant 1o potential investors in the Company.

12.1.1 Equipment Supply Agreement — Adelside Plant

Purstiant 1o an agreement dated 30 July 2004 between ARRA
as the dient and Energea as the contractor, Energea agread to
swipply, deliver and install & Biodieset faclity st Largs Bay.

The agreement acknawledges that design, canstruciion and
documeritation, coordination and cammissioning of the
Biadiesel facility on site will be the responsibifity of Leighton,

The purchase price for the Biodiesel plant is payable in Edras
and by instalments during the design and consiréction process.
ARPA has arranged for Energes 1o be issued with letters of
cradit 1o pay these installmenis as and when they fall due.

I¥ completion of the plant is delayed then Energea is fable for
liquidated damages of up 1o 3.5% of the contract price.
Energea s providing ARFA with a performance guarantee which
is capped at an amaunt of 2% of the cantract sum.

Under the coniract terms, ARRA is able to withhold 15% of
the contract value cntii the plant has completed performance
testing to ifs satisfaction. A further 59 of cantract valie is
withfield by way of a defects retention for up to 1Z2-months
after compietion. af performance iesting.

lr accordance with the agreement Energea is to pravide
angoing maintenance of the equipment it has supplied for 12
months from completion at no cost, with a further 12-month
period ta be charged at a fired cost.

12.1.2 Equipment Supply Agreement — Picton Plant
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Pursuant 1o an agreement dated 21 Januasy 2005 between
ARFP as the clent and Energea as the contiacioy, Energea
agreed 1o supply, deliver and install & Biodiesel fadility at Pictor,
Westarn Austrafia. The agreement acknowdedges that design,
corstriction and docurmneniation, coordination and
comemissioning of the Biadiesel facilily on site is intended ta be
the responsibility of Leightan once an agresment 3 reached
with that company 1o do so.

The purchase price for the Biodiesel plant is payable in Edras
and by instalments during the design and consiruction process.

I¥ completion of the plant s delayed then Energea is fiable for
liquidated damages of up 1o 3.5% of the contract price.
Energea is providing ARFP with a performance guarantee which
is capped at an amount of 2% of the cantract sum.

Urider the coniract terms, ARFP is able 10 withhold 15% of the
contract value unti the plant hias compieted performarnce
testing to its satisfaction. A further 5% of cantract vaiue is
withfield by way of defectis retention for up to 12 months after
comgletion of performance testing.

I accordance with the agreement Energea is to pravide
ongoing mamtenance of the equipment it has supplied for 12

months from compietion at no cost, with a further 12-month
period ta be charged at & fixed cost,

12.1.3 Technology Exclusivity Agreament

Pursdant 1o the technolagy exclusivily agreement dated 30 July
2004 berween the Company and Energea, Energea granted 1o
fie Company the exclusive right to purchase Biodiese! planis
from Energea in the areas of Australia, Mew Zealand, Papua
Mews Guinea, Solomor [slands and the Torres Strait [slands,
subject 1o Energea having the right to s2ll one plant o
another party in Australia, provided that pias
by 29 July 2605,

The term of the exciusivity is until 29 July 2005 but is extended
by & further 18 months on each occasion the Company orders a
plant frarm Energea. The purchase of the Picton plant has
extended the term of this exciusivity 1o 30 January 2007

12.1.4 Leighton Agreement — Adelaide Plant

Pursdant 1o an agreament dated 17 December 2004 betwesn
Leighion as the contractor and ARFA a3 the client, Laighton has
agreed o manage the construction of the plant in Austria and
1o carry out the site works and installation of the plant in Sauth
Avstralia, The terms and canditions for the supervision of the
plant constraction, site works and erection are usaal for
coniracts of this nature. ARF hias arranged for Leighton to be
issdedl with letters of credit to pay Tor the works under This
agreement.

The agfeerment is & maximum price contract and inchides
completion warranties, a cost guarantee and a bonus structure
for early below budget compietion. There are three phases in
the agreement structure:

{a} pravisional cailing price {PCP) — based on preliminary
enginearing data (current) and scope of wark assumptions
pravided by ARF:

{b} guaranteed maximum price {GMP) - based on the detailed
engineering data (17 weeks after commencernent) and
cannot exceed the PMP unless the assumptions change; and

{c) actual final cost (AFRC) — after the GMP s determined, the
construction i undertaken by Leigitton using "open baok”
costing and Leightan is able to shase in any reduction from
the GMP 1o the ARC

Pursdiant 1o the agreement the Acdelaide plant s 40 be
constructad by November 2605,

The PCP for the Adelaide plant was calculated on a plant
location next 1o Largs Bay. The agreement contains a
mechizniam far Leighton to daim a variation if the estimated
costs for Lavgs Bay exceed the estimate for the praviaus
location.

Under the terms of the agreement Leightons ability far hreach
ar damages 15 capped at 15% of the contract sum.

Leighiton has aiso been granied the right to tender an other
projects being promoted by the Comgpany using Energea
technology where sduch projecis are simias to the Adelaide
project.
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12.1.5 Feedstock Agreement - Adelaide Plant

By an agreement dated 28 February 2005 between ARFA and
Gardner Smith. Gardner Smith has agreed 1o provide gp to &
maximum amount of Feedstock per month to ARFA on a cost
plus basis. Gardner Smith is required to notify ARFPA whether 2
intends to supply each order from either domestic ar
international sources and Gardner Sith has an obligation t
supply up o the maximum guantity of Feedstack ardered fram
fme o time.

The agreament is for a term of 5 years fram the dale of
Gardner Smith first supplying fat under this agreement and
subject 1o ARFA ardering & minimam guartily per monath,
Gardner Smith s not 1o provide Feedstock to other parties
manufactusing Biodiesel within South Australia. Provided
Gardner Smith is not in breach of it obligations, ARF agrees to
obtair its source of Fat from Gardner Smith, but ARF retaing the
right 1o puschase up to 25% of its needs from ather sources
provided this material is not tallow.

12.1.6 Feedstock Agreement - Picton Plant

By an agreement dated 28 February 2005 between ARFP and
Gardner Smith, Gardner Smith has agreed o provide up to &
raximom amount of Feedstock per month o ARFP on a cost
plus basis. Gardner Smith is required ta notify ARFP whether it
intends to supply each order from either domestic ar
international sources and Gardner Smith has an obligation ta
supply up to the maximurm guantity of Feedstock ordered from
fime to time from the date of Gardner Smith fisst supplying fat
urder this agreement.

The agreament is for a term of 5 years fram the dale of
Gardner Smith first supplying fat under this agreement and
subject 1o ARFP ordering 2 rinimum guantily per month,
Gardner Smith s not 1o provide Feedstock to other parties
manufactusing Biodiesel within Western Australia. Provided
Gardner Smith s not in breach of it obligations, ARF agrees to
obtair its source of Fat from Gardner Smith, but ARF retaing the
right to purchase up to 25% of its neads from ather sources
provided this material is not tallow.

12.1.7 Off-take Agreement - Godiver

Pursuant o the off-take agreement dated 2 March 2004 as
varied by & deed of variation dated 13 December 2004 between
the Company and Godiver, where the Company wishas to sell
Biodigsel oulside of Australia then Godiver has agreed 1o
acquite up to 120,000 metric ionnes per annum of Biodiese!
from 3 plants, which Biodiese! is ta be acouired in cerlain
rinivur quantities. Godiver must prowvide the Company with a
letter of credit for 2ach Bindiese! shipment. If Gacliver fails to
aither accept & proposed shipment or pravide the letier of credit
then to the extent the Company intends sefling the Biodiesel
oulside Australia then it may do so o thivd parties,

The asgreerment is to be for & minismum period of 5 years after
the first sale and the Biadiesel is sold in euras, at a price which
is 1o be calcutated by reference fo an average of the Gasail
EMS90{1} price guoted by reference 1o the Platt's Curopean
Marketscans mings shipping, freight, financing and a profit
margin for Godiver and addad to that amount is 1o be the tax
payahble for Gasoil ENSO0(T) in the couniry of destination at the
fme of payment.

12.1.8 Largs Bay Lease and Assignment of Lease

Pursuant 1o a lease dated 2 October 1991 between Minister of
harine in South Australia (how Land Management Corgoration
{"EMCTY and Castrol Adstralia Pty Limited {*Castrol”}, LMC
ieased land st Largs Bay {"Leased Premises”) to Castrol for &
pericd af 10 years with a right to renew the period for a further
10 years. This right to renewy has been exercised. By an
agreament dated 21 June 2001 hetween Soulh Austrafis Ports
Corporation {now MO and Castrol the term of the fease was
extended for & further 10 years,

The fease of land s on commercial terms ard Caslroi is obliged
o pay rent and rates and taxes and cannot assign its interest
without consent of LMC, At the end of the term of the jease
there iz an obligation fo leave the land safe and dear fo the
satisfaction of LWMC.

Pursuant o an assignment deed dated 17 March 2005 between
Castred as assignor, BP Austratia Pty Ltd ("BP™), ARFA as
assigree, LMC as landiord and ARF as guaranios, Castral {wath
LMC's consent) has agreed to assign its leasehoid interest in the
Leased Prermises o ARFA.

The parties are conducting an envircnmeantal site audit for the
purpose af providing the parties with an understanding of the
condition of the Leased Premises and ta form the basis for the
afiocation: of rights and abligations relating to a clean-up of the
Leased Premises. [t is & condition precedent to assignment that
each of Castrol and 8P acknowiedge in a form satisfactary to
LMC, their liability to carry out the remediation of the Leased
Prermises in the manner contempiatad in the environmental site
audit. The rights and obligations relating to the dean-up of the
Leased Premises are summarised as Tollows:

{a) where there is cantamination priar o the assignment of
the lease, Castral acknowledges that it is fully liable for the
contamination and underiakes 1o clean-up the Leased
Pramises at a time convenient 1o ARRA. Castrot wili
indermnaify ARFA aganst all ioss arising from contamination
for which Castrol acknowdedges Tul fability but for which
ARFA Decomes liahle;

{h) i the acait determines there is cantamination, Castrol
acknowiiedges it is fully lishle for the contamination and
undertakes 1o clean-up the Leased Premises in its rofe a5
remedialor at a ime convenient o ARFA,;

i) BP weill remediate the Laased Premizes of any hiydrocarbon
piumes which are deemed Lo be caused by it ("Excduded
Contamination ™y and

{cl} AREA wilt be responsible for any other contamination on the
Leased Pramises arising from s activities after the date of
assignment of the lease {* Assignment Date™).

Castrod agrees, prior ta the Assignment Date, to refocale s staff
and place of business to the nearby BP terminad, with the
regsonable costs of such relocalion 1o he borne by ARFA.
Further, wihere possible, Castrol is to assign ownership of its
fistures to ARFA, &1 no additional cost.
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Castrol alse agrees, priar 1o the Assignment Date, to mamtain
the Leasad Premises in ity existing condition, such maintenance
wark 1o commence, after consditation with the ARFA a3 1o
whether the scope of maintenance wark is capabie of meeting
the ARFA's objectives. Castrol will, at its own cost, provide
ARFA with all available drawings and maintenance records for
the Leased Premises.

Castrol and ARRA agree to co-opefste wilh each other to ensure
il 2ach party's use of the Leased Pramises will not adversely
affect the other party, where they are sharing the use of the
Leased Pramises prior o the Assignment Date. Each of them
agrees to indemnify the other against & loss or damage each
may caiise to the other arising out of or in connection with its
use of the Laased Premises before the Assignment Date.

Prior to the Assigrment Date, LM will allowr ARRA 1o
commence eartihwwarks and plant construction on the Leased
Fremises.

I conséderation for LMC consenting to the assignment of the
lease, ARRA must provide a performance bond of $250,000 and
ARF must guarantee to LMC the due and punctual payment by
AREA to Castrol of all amounts payahble by ARRA under the lease
and the due compliance by ARFA wiilh afl ARFAS other
obligations under the lease. ARF slso separately undertakes 1o
irdemnify LMC against all loss incurred ar suffered by LEMC
arising from or in connection with any breach of the lease by
ARFA.

The assignment of the lease is subject to and conditiorat upon
the achievement of the fallowing conditions precedent:

{&) receipt by ARFA and LMC of the environmental auditor's
anvironmenta site acolit report, should the Leased Premises
nat contain any confamination; of

{b}should the reportl indicate that the Leased Presises cantaing
contasmination, a certificate from Castrol certifying the dean-
up has been carmed out strictly in accordance with the
rernediation plan;

{c) execution by ARFA and Caslrol of an asset tzansfer
agreament effecting the transfer af Castrols fixtures w ARFA
in gecordance with the assignment deed; and

() execuition of a short term sublease by Castrod and ARRA
granting Castrol occupation fights over the administzation
building on the leased premises on and from the Assignment
Date,

12.1.9 Bunbury Port Storage Letter of Intent
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Bursuant o a tetter of intent between ARF and the Bunbury
Port Authority dated 19 November 2004, the Bunrbury Port
Authority intends, subject ta agreement with ARF and funds
heing avsilable, to provide approximately 7,500 cubic metres of
starage al the port of Bunbury. The letier of intent notes that
the Burbury Part Authority can assure ARF that approximately
1-2 hectares of land is available for lease 1o establish the
storage facility and that currently there are surplus slorage fanks
available for relocation,

12.1.10 Facility and Security Documents

Pursdant 1o & Taclity agreement dated 16 January 2005
between Amadeus as fendey, ARFA as borrower and the
Campany as guarantor, ARRA abtained a faciiity of 57,500,000
from Amadeus for the purposes of funding or providing credit
suppart for the corstriction of the Adelaide plant. Amadeus is
w0 provide a cash faciity of up to $6,500,000 and a facility of
up to 31,000,000 for capitalised interest and costs, The facility
i5 1o be secured and is repayabie either out of the proceeds of
this Offer or falling this Offer being successiul, in quarterly
instalments commencing 31 October 2005 and is to accrue
interest and is othenwise an narmal commercial terms for a
facility of this nature.

The Campary has quaranteed ARFA's perfarmance under
the facility. in addition, each of the Company and ARFA has
provided security to Amadeus with respect to the facility. The
forms of security being or to be provided to Amadeus are as
foilos:

{a} deed of fixed and floating charge dated 16 lanuary 2005
betwesn the Company as chargar and Amadeus;

ib} share martgage between the Company as morlgagor and
Amadeus and pursuant o which the Company's
sharehalding in ARFA is charged to Amadeus;

it deed of fixed and foating charge betweaen ARFA as
chargor and Amadeus;

{dy various side deedls between either ARFA ar the Company,
Amadeus and Godiver, Gardaer Smith, Leighton or LWC;
and

{e} mortgage of the lease between ARFA and LMC in favour
of Amadeus.

Fach of the securities referred to above are or will be on
rarmal commercial tarms for securities of thal natuse,

12.1.11 Convertible Note Deeds

The Campary hias entered into & series of Convertibie Note
Deeds with third party investars pursuant to which the
Company has issued 16,000 Convertible Nates at an issue
price of $1,000 per note. These notes are non-interest
bearing, save where they do not conver? 1o Shaves by 31
December 2005, Conversion to Shares must occur on ARF
receiving a conditional offer 1o be admitted o the Official Gst,
which offer is 1o be on conditions acceptable to ARE

If the Convertible Notes convert as a result of this Offer
closing fully subscribed and the ASX agresing to admit ARF
10 the Official List on conditions satisfactory to ARF then the
Convertible Mote halders will be issued 24,000,000 Shases.

The Canvertible Notes do not carry any voting righis but are
issted subject 1o a second rarking deed of charge dated

1 December 2004 and entered into between ARF and Forrest
Equities Py Ltd as the security trustee, The deed of charge
rarks behind the deed of fixed and floating charge referred
w0 in Section 12.1.10. This deed of charge iz on normal
commercial terms for a security of that nature.

For the parposes of ensusing that the security is held for
the benefit of all Convertible Note halders, ARF and Forrest
Eouities Pry Lid are parties to a security trost deed dated
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1 December 2004 and each of the Canvertible Note hoiders
are joined as parties via deeds of accession. The security frust
deed acknowdedges that Forrest Eguities Pry Lid is holding the
security on trust for the Convertible Note hoiders and
reguiates the rmanner in which Forrest Equities Ply Ltd is to act
far the benefit of all Convertible Note hoiders.

12.1.12 Biodiesel Dead

Pursuant to a deed dated 4 November 2002 between the
Company as payer, Amadeus and Shely Nominees as payee,
the Company agreed to pay Shelly Nominees a fee of AUDZ
cents per litre for any Biodiesal producad at any plant in which
the Company had a benefical interest. The fee is payable
quarterly. Pursuant to the share sale agresment referred 1o in
Section 12.1.13, Shelly Nominees will hecome & 100% owned
subsidiary of ARF

12.1.13 Share Sale Agreement

Pursuant to the share sale agreement dated 10 lancary 2005
as varied by two deeds of variation dated 3 and 9 March 2005
atween Bulcher as the vendor and the Compary as
purchaser, Bulcher hias agresd to seil all of his sharehalding

in Shelly Mominees for:

a1 12,600,000 Shares; and

iy $3,000,000 payable as tor

(i 51,000,000 an first quatation of Shares an ASX;

(i} $1,000,000 on sale of 1,000 tonnes of Biodiese! from the
Adelaide plant; and

{5 $1,000,000 on sale of 1,000 tonnes of Biodiesel from the
Picton: plant,

and Butcher has agreed to provide warraniies to the Campany
witich: are typical for a transaction of this nature. The
Company has coveranted in favaur of Butcher that it will
consguct and commissian the Largs Bay {Adelaide} and Picton
plants by 30 Jure 2007,

The Shares issued o Buicher are 1o be subject ta a 24 month
trading restriction. This reslriction is to be either that imposed
by e ASX or where the ASX does not impose & restriction
far any or all of the 24 months, then by a valuntary escrow
arrangement hetween the Company and Buicher,

The agreament is subject to the Company being granted
conditional permission 1o be admitted 1o the Official List on
rerms acceptable to the Company by 31 December 2005,

12.1.14 Biodiesel Research Program Agreement

By a lettar agreement dated 2 hMarch 2005 between the
Winister for Agriculture, Food & Fisheries, acting through
South Austratian Research and Development Institute
{"SARDN™) and ARF, the parties have agreed 1o participate in
progeamime o develop plant varieties from wiich to extract
“industrial grade” oil suitable for processing into Biodiesel.
The agresment is far 5 years with aptions 1o renew,

SARDI wilt selact braeding lines and undertake & breeding
pragramme o develop new commercial varieties suitable for

12.1.15

inckistrial arade oil production. The agreement is subject 107

{a) SARDI being able to source initial breeding lines from
Agriculture Victoria Services {"AVS™). SARD] wifl also
undertaice bic-prospecting for other germplasm sources
o determine whether they may be suitable for Biodieseal
productian.

i SARDI with the support of the Company, obtaining
additiona? funding; and

i) the Company successiuily raising the funds the subject

af the Cffer.

During the 5 year period ARF has agreed o fund & plant
breeder progiamme al SARD] facussing on Biodissel
pracliction varieties, SARDI will provide research infrastsucture
and in-kind support from researchers for part of the agronomic
trizis. SARDI wilt retain the intelectual property in the seecl. At
the end of § years and depending an the results achisved the
parties will negotiate an extension af the term far a further
peripd. At this time ARF will agfee ta a further research
commitment, st leasy 79% of which wilt be paid o SARDI
This commitment wilt be a percentage of the vaiue of
prodiiction fram the research project, finked to current oil
price. ARF wil? establish a separate company Lo manage this.

ARF wili be granted exciusive rights o enter inio & licence
enabing i 1o use the new plant varisties for Biadiesel
praduction in Australia. Initially the agreement will he for
5 years with successive options o renews e term.

ARF undertakes to carry out seed muliiplication and to manage
“closed loog” contracts with groweers 1o supply comeercial
oilsead far Biadkesel productian.

it is anticipated that i will take shout 8 years before the first
commercial varieties have been developed and therefore
royatties will nat flow urti! vear 8 onwards, Thersafter an
end-paint rovalty of §2.00 per torne produced will be paid.

Dairy Assistance Programme Funding

Pursuant ta the terms of the letter of grart dated 23 April
2003 ard as confirmed by a further letter dated 8 Mazch 2005
from the Commonweslth of Australia as represented by the
Department of Transport and Regional Senvices ("DOTARS " ta
the Company, the Comronwealth hias sgreed to prowvide 1o
the Company ug to $531,080 of funding pussuant to the Dairy
Regional Assistance Programme. The funds are to be used to
assist in the construction costs of the Picion plant.

The terms of the grant are such that DOTARS and the
Company must enter :nta an agreement pursuant 1o which the
Company must match the Commonweaalih's expenditure and
i cerian croamstances the Company must either repay the
amount of the grant or a portion of it In addition, the
Commorwealth obiains the rights of ownership ta certain
assets on which the grant funds are sppiied. The grant funds
must only be used for the purposes for which they have been
granted and the Company is reguired 1o provide timely
repovting 1o the Commonwealth in refation ta the expenditure
of funds and the assets acguired.
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12.1.16

12.1.17

Biofueis Capital infrastructure Grant

Cn 6 fuly 2004 ARF was awarded a grant of up to $7,146,720
under the Cammaonwealth of Australia’s Biofuels Capital
Grants Program. The grant requires ARF o produce an average
of 44.7 Mipa of Biodiesel for 2 years for the Austrafian
transport fuel market, from #s plant in Adelaide, South
Auvstralia,

The Biofueis Capital Infrastructure Grant is subject 1o the
execition of a funding agreement between ARF and the
Commaniwealth of Australia. The terms of the grant may
vary in negotiating the final funding agreement.

The grant is payable as foliows:
{a) 25% {$1,786,680) on commencament of construction;

b} 25% {$1,780,680} on commissioning of the Adelaide plant;
ana

{cy G0% (53,573,360} on first commerciat sale inlo the
domestic transpart fuel marker,

I addition ta the more usual events of defaull, the grant is
repayable in the event thai

{a) canstruction does not procead or the plant is not
carmmissionad;

bt the plant cioses within 3 years of commissioning: ar

{c) the plant does not produce the 44.7 Wipa for the
Avstralian transport fuel market during the first three years
of operalions.

Any shortfali in produding the 447 Mipa can be made up
from the proposed Biodiesal plant in Pictan, Western Australia.

Feadstoek must be from renewable sources of biomass waste
products, and the Biodiesel must meet the Austradian fuel
standards.

South West Development Commission Sale Agreement
Bursuant 1o an agreament wiich was sssessed for stamp

duty on 14 Cclober 2004, the South West Development
Commission agreed 1o sell a parcel of land at Giorgl Road,

East Picton, Weslern Adstratia to ARF for 3650000 exclusive of
GST. The fand is subject to conditions set dowen by the Western
Austratian Plarning Commissian. These conditions are not
considerad onerous or unusual given the development
propased. The South West Industry Assistance Scheme
described in Section 12.1.18 provides an interest free loan

of up to $650,000 for the purposes of acgiiring the fand at
Giorgi Road, Fast Picton, Western Australia. The ioan converls
1o & grant as milestones are met,

12.1. 18 South West industry Assistance Scheme ("SWIAS")
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The South West industry Assistance Scheme which wias
accepted hy the company on 7 Mardh 2003 provides an
interest free loan of Up to $650,000 for the purposes of
acguirmg land at Giorgi Road, East Pictor, Western Austs
The loan canverts 1o & grant at the following milestanes:

1. Conversion of $250,000 after 12 manths of receiving the

ioan provided:

(it Construction of the Picton plant is campleted;

(i} The Picton plant is operating and there are nat less than
10 full-lime equivalent empioyees at the plant; and

(it} Demonstration of indirect employment of &t least 30
fuil-time equivalent employees as a result of constructing
the Picton plant.

2. Canversion of $100,000 alter each 12 month period for the

niext 4 years provided the Picton plant continues to empioy
not less than 10 full time equivalent empioyees for the
previous 12 manths,

12.1.19 Underwriting Agreement

Pursdant 1o an Undenwriting Agreement between ARF and
Shawe {"Undenwriter ™) dated 21 Masch 2005, the Underwriter
wiitl exclusively arrange and manage the Offer and undenwrite
the subscription of the Shares under the Offer on the terms of
the Underviriting Agreement,

If afl the obligations required of ARF pursuant to the
Undenwriting Agreement are satisfied and the Undenariter is
rat athenwise entitled to termmate the Underwriting
Agreamerit, the Underwriter must, within 10 business days
after the closing date of the Offer, ladge with ARF applications
for the Shares comprising the shortfall of Shares not taken up
undler the Citer, This is subject to ARF first having referred to
the Underwriter any applicalions which were not accepted by
ARE as valid applications, and the Undenwriter being given the
opportunity to re-ladge any of those applications fallowing
correction of any invaid applications.

ARE rust pay the Underwriter 4 commission eguat to 5%
of the aggregate funds raised under the Ofer plus a
manageament fee equal to 1% of the aggregate funds raised
under the Cffer. In addition, ARF mast pay ar reimbusse the
Undenwriter for ali costs incurred by the Undenwriter in
connection with the Offer, including legal fees and
dishursements and any fees incurred as a result of any
investigation, enguiry, claim or proceadings conducted by
ASK or applicable government body. The Underwriter's legal
feas {exclusive of GST).

ARF rust ensure that all necessary due diligence investigations
are carried out and permit the Underwriter ar any af it
reprasentatives, full access to all materiad information, ARF
must also ensure that the Prospectius complies with all relevant
lawss, ARF's constitution and the Listing Rutes of the ASXK. in
the event that the Offer at any Bme constitutes a breach of
section 728 of the Carporations Act, ARF must pramptly
prepare a supplementary ar replacement prospectis approved
by the Undenwriter and within the sime reasonably required by
the Underwriter,

ARF muist not reject any valid application for Shares under the
Offer withaut the cansent of the Undenwriter and, where an
application s not valkid, ARF must use 45 best endeavouss to
have corfected and make valid those invalid applications.

The Underwriter may terminate its obligations under the
Undenwriting Agreement by notice on or before the allotment
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of alt the Shares in a number of circumstances incliding if:
Hrial quotation has not been granted by ASX (or if

granted is subseguently withdrawn, withheld or quaiified};

b} the agreed timetable for the Cpening Date, the Closing
Date and anncurcements for the Offer is delayed for more
than 3 business days;

ch the ASX 200 falls at any time 10 & level which s more than
10% below the ASX 200 index’s level al the ciose of
pusiness on the business day prior to this Undenariting
Agreement;

ARF rmaterially defauits ander the Undernwriting Agreement;

it ARF fails to lodge the Prospecius on or before the

indgement cut off dale of 21 March 2005;

fy there are any material deficiencies in the Prospectus;

gt ASIC intervenes in relation to the Prospectus (pursuant to
specified sections of the Corparations Act; or

1} any international or national, finanda! or economic change
that has ar is lkely ta have & material sdverse effect an the
prospectus of the Cffer,

12.2 Company Tax Status
The Directors esnect the Company will be faxed in Australia as
& public company.

12.3 Foreign Exchange Contracts
The Company hias entered into foreign exchange conlracts with
HSBC Bank Ple in order to acguire BEuros to the vaiue of its
Energea equipment supply contracts for Adelaide and Picton,

At the date of the Prospecius the Company has cutstanding

forward contracts 1o purchase €4 .4 million at an average rate
of €0.5806 per Austradian dollar, All of the farward contracts
axecute within 12 months of this Prospecius at the dates on

which eguipment supply payments are due.

12.4 Litigation
The Campany s nat involved in any material liligation or
arbitration proceedings, nor, s far as the Directors are aware,
are any such proceedings pending or threatened against the
Campany

12.5 Interests of Directors
Directors’ Shareholdings
At the date of this Prospecius the relevant interest of each of the
Directors in the Shares are as foliaws:

[Hrectors Assotiates No. of Shares
M Darry! Butcher! - 12,600,000
Mr Glyn Denison? -

142, 667
Wr Graham Seoit? - -
Mr Robert Scoftd - -
Mr Geoffrey Townerd - -

Motes:

P Although not entitled to them at the date of this Prospecius
My Butcher will be issued 12.6 million Shares in the
dircumnstances referrad to in the agreament described in
Section 12.1.13.

2 M Denison Bias an interest in an option to acguire 19% of
Arnadels” sharehoiding  ARF (342 667 Shares).

The optior is valid for 2 years from 1 January 2005,

3 Mr Graham Scoft is a direcfar of SANT which holds

1713 miftion Shares in ARF.

4 Wi Robert Scalt and Mr Geofirey Towner are directors of
Aradeds which hotds 34.27 million Shares. Mr Scatt and
hWr Towner also hald interests directly and indirectly in Amadeus.

Girectors’ Rermuneration

The Company has approved a poal of Non Executive Directors
fees of 5300,000 per annum. To date no fees have been paid or
provided for.

1 addition. to the Nor Execdtive Directors' Tees disclosed sbove,
e foliowwing executive femuneratian arrangements have been
antered into.

Consultancy Agreernent — NeoProTec Pty Lid and

My Darryt Butcher

By an agreermnent entered into between the Company, MeoProTec
Pty Lted ard dr Darryl Butcher, it has been agreed thal the
Campary will pay a total of $250,000 {plas GST) for NeoProTec
Pty Lid to provide the services of Mr Darry! Butcher fo the
Company's business.

The term commenced on 1 July 2004 and is for a period of
B oyears, | all other respects the agreemeant is on usual terms,

Consultancy Agreement - iBDC and Glyn Denison

By ar agreement dated 3 May 2004 entered info between the
Company ard [BOC, it has been auseed that the Company will
pay & tatal of §5,100 {pius G5T) per month: for IBDC o provide
the services of My Glyn Denison to the Companys business. This
fee provides for Wy Glyn Denison 1o provide services for one day
per week, additional days will be charged al $1,200 per day (plus
G5T). The agreement commenced on 2 February 2004 and was
for a period of 12 months. The engagement continies on a
mordf by montn basis. In all other respects the agreement is on
usual ferms.

Intarests of Birectors

Other than as set out above or elsewhers in this Prospecius, no
Diractar has, ar had within two years before ladgement of this
Prospectus with the ASIC, any interest in:

{a} the promotion or farmation of the Comparny;

i) the praperty acquired or proposed o be acguired by the
Caomypary in connection with its promotion or farmation ar
fie Offer; or

{ch the Offer.

Excent a5 set out above, no amounts fave been paid or agreed 1o
be paid and no benefits have been given ar agreed o be given ta
any Director

iy 1o induce them to became, or to gualify them as, a Director; or
it for services rendered by them in connection with the
formatian or pramotion of the Company or the Offer,

12.6 Interests of Persons Named
Cher thar as set out below of elsewhers in this Prospecius, no
person named in this Prospectus as performing a function in 4
professional, advisory or other capacity in connection with the
preparaton ar distribution of this Prospecius, promotes o broker
o the Carmpany has, or had within hwo years before lodgement
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of this Prospactus with the ASIC, any interest in:

{ai the formation or gromotion of the Company;

ihi any property soquired or proposed 1o be aoquired by the
Company ir connection with :s farmation or promotian
or in connaction with e Offer; or

ic) the Offer,

and no amounis have been paid or agreed 1o be paid and no
benefits have been given or agreed 1o be giver 1o any af those
nersans for services rendered by him in connection with the
formatian or promotion of the Company of the Offer.

Biakiston & Crabb have acted as solicitors ta the Company in
provicling general advice in relation 1o this Prospectus. In respect
of Biakiston & Crabb's work, the Company has paid or will pay
approximately $80,000 for these services. Blakiston & Crabb has
received the sum of $130,000 for other nrofessional services
nrovided 1o the Company in the a8t two years,

Austrian Biofuels [nstitute will receive professional fees of
approximately $8,000 for the provision of the independent
Reviewr of the Furnpean Biodiesal Market.

Profnd Associates Austialia Py L1d will receive professional fees
of approximately $60,000 for the provision of the Independent
Reviewr of the Feetstock Market.

Parsans Brinkerhoff Limited will receive prafessional fees of
approximately $20.000 far the provisian of the Independent
Engineer's Report on Energea Technology.

Ernst & Young wifl receive professionsl fees of approximataly
$10,000 for the pravision of the Independent Accountant's
Report on Consolidated Historical and Pro-forma Financial
Informatian.

Erast & Young Transaction Advisory Services Limited wall receive
professional fees of approximately 540,000 for the provision of
the independent Report on Forecast Financial Information.

Shigwy wilt receive a tolal commission of 5% of the funds raised by
This Offer and a management fee of 1% of the funds raised by
This offer for acting a3 the Undenwriter 1o the issue as set oul in
Sections 2.6 and 12.1.

The amounts disclased above are exdlusive of any amount of
goods and services tax payable by the Company in respect of
thase amounts.

12.7 Employee Share Option Plan

T10

The Company has adopted the Acstralian Rerewable Fuels
Lirnited Employee Share Option Plan ("#an™) for the purpose of
recogrising the ongoing abiity of, and providing incentive Yo,
employees of the Company. & summary of full terms and
conditions of the Plan is set aut below:

() Under the Plan the Company may offer aptions o subscribe
for Shares in the Company 1o Eligible Persons, Directors and
part-time o full-time emplayees of the Campany are “Eligible
Persons® for the purposes of the Plan. Eligible Persons may
naminate a naminee 1o hold oplions in their place.

(i}

{j}

The Boasd may determing that an Eligibie Person is entitled 1o
participate in the Plan and the extent of thal entitlement after
consideration of specified matters.

Options offered cnder the Plan are to be offered on such
rerms as the Board determines and the offer must set ot
specified infarmation induding the numiber of options, the
perind of the offer and calcclation af the exercise price. The
exercise is 10 be determined by the Board with reference to
the market vaiue of the Shares al the time of resolving ta
offer the options. Higible Persans may accept the whole or &
iesser number of the optans affered 1o them.

Mo corsideration is payabie for the grant of the options
urless the Board decides otherviise and the Company will not
apply for official guotation of the options.

The options are niot transferable except to the options
holder's personal representative in the event of the death of
the halder of the optians,

The options may be exercised in whole or part by notice to
the Company accompanied by payment of the regairad
exercise price. Within 10 business days of exercise the Board
must issue the reguired number of Shares, which will rank
par: passt with previously issued Shares.

The options may be exercised prior 1o fhe expiry date
determined by the Board priar 2o the affer of the relevant
oplions but o longer than 5 yeass from the date of grant of
the options. Any aptions not exercised by that time will lapse.
Motwsithstanding the terms of the options, the options may be
exercized in the event of specified occurrences inciuding &
change of control alfowéng replacement of all ar a majority of
the Board or during the period of a fakeover bid for the
Compary.

Urless the Board determines otherwise, if an Eligible Person
ceases to be an Eligible Person priar 1o the eardiest date for
exercise of their aptions for any other reasan other than a
“Specified Reasan® {being setirement at age 60 or over,
permanent disability, redundancy or death), the aptions held
by them or their nominee wifl autamaticaily lapse. [t an
Eiigibie Person ceases to be an Ekgible Person prior to the
earfiest date for exercise of their options because of 4
Specified Reason, the Board may, in s absolute discretion,
waive or vary any conditions of exercise in regard 1o the
options held by that Eligihle Person, in wiich case that
Eiigible Person or their nominee will have 3 manihs ar such
imnger period as the Board determines o exercise their
options. If an Eligible Person ceases 1o be an Eligible Person
after the earliest date for exercise of their options for any
other reason other thar a Specified Reason, such Cligibie
Parsan or their nomines wili have 1 month o exercise theis
opticns of such longer periad as the Board determines. If an
Lligible Parson ceases 1o be an Dligibie Person after the
earfiest date for exercise of their opfions because of a
Specified Reazon, such Eligible Person or thair nominee is
entitled to exercise any such option ai anry time prior to the
expiry date of such aption.

Option haolders may only participata in new issues of
securities if an option has been exercised and Shares allottad
before the record date for determining entitiements 1o the
newy ssue, If there (s a bonus issue the number of Shares over
which the options are exercisable will be increased by the
number of Shares the option halder would have received if
the option: had been exercised before the record date of the
honus issue. IF there is a pro-rata issue (other than a bonus
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isste), the exercise price of the options will be adjusted in the
manner provided for in the Usting Rules, i there is a
reorganisation of capial the options wil be reorganised in
e manner provided Yor in the Listing Rules,

ik} The Comgpany shall not offer options under the Plan if the
total number of Shares the subject of the oplions to be
affersd will exceed 5% of the o number of issued Shares
of that dass when aggregated with:

(it the number of Shares which wouid be issued were sach
outstanding offer or option, being an offer made o aption
acguired parsuant to the Plan or any other employee share
seneme extended anly o employess or Direclors, exercisag;
ard

(i} the number of Shares issued during the previous 5 years
pursaant to the Plan or any other emplayee share scheme
exiended only to ermgloyees or Directars, but disregarding
any offer made, option acguired or Share ssued by way
af or as & resuit of an offer under the Plan to a person
situated outside Adstralia; or an offer under the Plan that
didd not need disciosure 1o investors hecause of section
708 of the Corporations Act; or ar offer made under &
disclosure docurnent.

) The rules of the Plan da not form past of any cantract of
empioyment af the option holder and the holder has no
rights ol compensation of damages a5 a result of termination
af his or her employment so far as those righis arise fram the
hoider ceasing to have rights under the Plan.

{mi The Plan is administered by the Board which has the power
to determine procedures for administration of the Plan and
rescive guestions of fact or interpretation of the Plan, The
Board may also after, delete or add to the ules of the Flan
at any time, subject to the Listing Rules.

Rights Attaching to Shaves
Triere is onby one class of share on issue in the Campany being
fulty paid ordinary shares. The rights attaching to Shares are;

a} set aut in the constitution of the Campany, and
by in certain circumstances, regulated by the Corporations Ac,
The Listng Rules, the SCH Business Rules and the general law

i
W
i
W

The foliowing is a broad summary of the rights, orivileges and
restrictions atlaching to a¥l Shares. This summary 13 nat exhaustive
and daes not constitute & definitive statement of the rights and
EFabifities of Shareholders.

All Shares issued pursuant 1o this Prospectus will fram the time
they are issued, rank pari passu with all the Campany's axisting
Shares.

Woting

Subject 1o any restriction an voling imposed die ta a breag!
af the Listing Rules relating to restricted shares or any 2scrow
agreement entered into by the Compary and a member, every
hoider of Shiares present in person or by proxy, attarney o
representative at a meeting of Shareholders has one vote on

a vote taken by a show of hands, ard, on a pell every holder
of Shares who is present in persan or by proxy, attormey or
representative has one vole for every Share held by him or her,
hut, in respect of partly paid shares, shall have & fraction of &

vole for each partly paid share.

A podl may be demanded before & vote is taken, or before or
immediately alter the declaration of the result of the shaw

of hands by the chairperson of the meeting, by &l least five
Shareholders present in person ar by proxy, attorney o7
representative, or by any one or more Sharehalders who are
wgather entitled to nat less than five percent of the total voting
rightts of alt those Sharehoiders having the sight to vate on the
resolution.

Gividerids

Dividends are payable aut of the Company's prafits and are
declarad by the Directors. Dividends declared wiill {subiect ta
ihe rights af any preference Sharehaolders and 1o the right of
the hoiders of any shares created ar raised ander any special
armangement as to dividend) be payabie on the Shares in
asrcardance with the Carparations Act.

Transfer of Shares

A Shareholder may transfer Shares by a market transfer in
srcordance with any computerised or eledifonic system
established or recognised by ASX or the Corporations Act for the
purpase of faclitating transfers in shases or by an instrument in
weriting in & form approved by ASX or in any other vsual form or
inn any Torm approved by the Directars,

The Directors may refuse o register any transfer of Shares, other
than a market transfer, where permitted by the Listing Rules or
the SCH Business Rutes, The Compary must comply with such
obligations as may be imposed on it by the Listing Rules and
wihere apprapriate the SCH Business Rules in cannection with
any marxet tansfer and may not prevent, delay or in any way
interfere with the registration of & market transfer where 1o do
so would be contrary o the provisions of any of the Listing Rules
or the SCH Business Rules,

Meetings and Notice

Fach Sharehalder is entitled to receive notice of and ta attend
general meatings for the Company and to receive ali notices,
srcounis and other documenis sequifed to be sent 1o
Shareholders under the constitution of the Company, the
Carparations Act or the Listing Rules.

Winding Up

The Compary nas only issued ane class of shaves, which all rank
agually in the event of liquidation. A liguidator may, with the
authority of & spediad resolition of Sharehoiders divide among the
Shareholders in kind the whole or any part of the property of the
Campany, and may Tor that purpose et such value as he
considers fair cpon any property to be so divided, and may
determing how the division is to carried ouf as between the
Shareholders. The liguidator can wilh the sanction of & special
resolution of the Shareholders vest the whole or any part of the
assets i trust for the benefit of Shareholders as the liguidatar
thinks fit, but no Shareholder of the Campary can be compellad
w arcepl any Shares or other shares in respect of which there is
any lability.

Shareholder Liability

As the Shares under the Prospectus are fully paid shares, they
are rot subject to any calls for maney by the Directors and wilk
therefare not become liable for forfeiture.

i1




Additional information

12.9

iRYs

Alteration to the Constitution

The constitution can only be amended by & specii resolition
passed by at least theee quarters of Shareholders present and
voting &l the gereral meeting. At least 28 days' wrilten notice
specifying the intertion 1o propase the resolution as a special
resciution must be given.

ASX Listing Rules

it the Compary is admitted o the Official List, notwithstanding
arylhing 0 the constitution: of the Company, if The Listing Rules
prohibit &n act being done, the act must not be donre. Nothing in
the canstiition prevents an act being done thal the Listing Rules
reguire to be done. I the Listing Rules require an act 1o be done
of not ta be done, authority is giver for that act 1o be done or
not ta be done (as the case may b [f the Listing Rules require
the constiution 10 contan a provision or natl 1o contain 4
nrovision the constitutian & deemad to contain that provision or
not ta contain that provision {as the case may be). If a provision of
the constitution is or becomes inconsistent with the Listing Rules,
The constitution is deamed rat fo contain that provision 1o the
extent of the inconsistency.

Consents

Fach of the parties referred 1o in this Section: 12.9:

(a) does not make, or purport 1o make, any statement in this
Prospectus or on which & statement made in this Praspecius is
based, other than as specified in this Section 12.9; and

(b} to the maximurm extent permitted by law, expressly disclaims
and takes no responsibility for any part of this Prospectus
other thar a reference to s name and a statement included in
this Prospectus with the consent of that party as specified in
this Sectian 12.9.

Austrian Biotuels Instittite has given its written consent to the
inciusion in this Prospectus of it5 Independent Review of the
Eurapean Biodiesel Market and the graph indluded in Section: 4.3
in the farm and context in which they are inciuded and has not
withdrawn such consent before lodgement of this Praspecius
with the ASIC

Profnd Associates Australia Pry Ltd has given its written consent
o the nclusion i this Prospectus of its Independeant Review of
The Feedstock Market and to sl statements referring to that
repart in the form and context in which they are included and hias
not wiithdrawn such consent before fodgement of this Prospectus
WitE

Parsons Brinkerhoff Limited hias given i3 viritten consent to the
inciusion in this Prospectus of its Independent Engineers’ Report
on Energea Technology and 1o all statements referring to that
repart i the form and context in which they are inclided and has
not wiithdrawn such consent before indgement of this Prospectus
with the ASIC

Ernst & Young has given its written consent to the inclusion in
This Prospectus af its Independert Accountant’s Repost on
Consolidated Mistorical and Pro-forma Finandia! Information to ail
statements referring to that report in the form and context in
which they are included and has not withdrawn such consent
before lndgement of this Praspectus with the ASIC,

Erast & Young Transaction Advisory Services Limitec has given
it weritien consert 1o the inclusion ir this Prospacius of it
Inclependent Review on Forecast Financial Information to all

statements referring to that report in the form and context in
which they are incitided and has not withdrawn such cansent
befpre lndgement of this Prospectus with the ASIC,

Energea Urmweelilechrologie GmiH has giver its written consent
to the inclusion in this Prospectus 1o all statements aliributed 1o
i1 i the lndependent Engineers’ Report on Energes Technoiogy,

The first sentence of paragraph 5 of Section 4.4, paragraph &

of Section 4.4 and Section 11.2.1 in the form in which they are

inciuded and has not withdsawn such consent befare lodgement
of this Prospactus with the ASIC.

Each of the following has consented 10 being named in the

Prospecius in the capacity as noted below and have not

withdrawer sich consent prior fo the lodgement of

Prospectus with the ASIC:

{a) Austrian Biofuels institute, as the Independent Biodiesal
harket Researchers,

iby Prodnd Associztes Australia Pty Ltd, as the Independent
Feedstock Market Researchers;

(¢} Parsons Brinkerhaff Limited, as the Independent Engineers;

{d) Ernst & Young as the Company's Independent Accouniants on
Corzolidlated Historical and Pro-farma Finandial Information;

{2} Ermst & Young Transaction Advisory Services Limited as the
Company’s independent Accountant an Farecast Finrancisl
informatior:;

i) Horwalhs a3 the Auditor of ARF;

{5y SHAW Stockbroking Limited as Undenwriter 1o the Offer;

i} Blakiston & Crabb as the Solicitors 1o ARF;

iy Computershare Investor Senvices Py Lid, a5 the Share
Reqgistry to ARF; and

i} Energea Urnwealttechrolagie GmbH as provider aof the
Energes technoiogy.

fiere are & number of persons referred ta elsewhers in this
Prospectus who are not experts and wiho have not made
statements included in this Prospecius nor are there any
statements made in this Prospectus on the basis of any
staternents made by those persons. These persons did not
consent (o Deing named in this Prospectus and did not adthorize
o7 cause the issue of this Prospectus.

12. 18 Taxstion

14.11%

The acguisilion and disposal of Shares will have tax
corseguences, which will differ depending on the individaal
financial affairs of each Share or option hoider. Al potential
irvestors in ARF are urged to take independent financial advice
aboul the conseguences of acguiring Shares from a taxation
viewpoint and generatly

To the maximum extent permitted by law, ARE its officers
and each of their respective advisers accept no fabilizy or
resporEhility with respect 1o the taxation conseggences of
subscrining for Shares under this Prospectus.

Expenses of the Gffer

Assuming full subscription, it is estimated that approcirmately
$1.83m will have been paid or is pavable by the Company in
respect of broker, legal, accounting, corporate advisary, experts’
fees, printing, ASIC and ASX fees, and ather costs afising

from this Prospectus and the Gffer.

12.12 Electronic Prospectus

Bursuant to Class Order 00/44 the ASIC has exemnpted
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compliance with certain provisions of the Corporations Act 1o
allows distribution of an Flectronic Prospecius an the hasis of a
paper Prospectys ladgad with the ASIC and the issue of Shares
il response 1o an electronic Application Form, subject 1o
compiance with certain provisions.

[f you have received this Prospectus as an Elecironic Praspectus
please ensure that you have received the entire Prospecius
accompanied by the Application Form. 1f you have not, please
contact the Campary at email: info@arfueis.com.au or
telephone (61 8) 8363 3500 and ARF will send 1o you free,
sither a hard copy or a further elecironic copy of the Frospectus
or bat.

ARF reserves the right not 1o accept an Application Form from

& nerson ¥ it has reason 1o believe that when thal person was
given aocess {o the electronic Appiication Form, it was not
provided together with the Electronic Prospectus and any
relevanl supplementary or replacement prospectus or any of
those documents were incomplete or altered. In such a case,
the Application monies received will be deall with in accordance
with section 722 of the Corporations Act.

12.13 lssue of Shares upon conversion of Convartible Notes

This Frospectus also relates to the ssue of 24,000,000 Shares
issted parsuant to the canversion of the Convertible Notes {as
referred to under the firading " Converlitle Note Deads™ in the
materisi contract seciion in Section 121 of this Prospeciusi to a
rurher of third party investors.

An application for Shares by holders of Convertible Nates can
be made on the separate green looseleal Application Farm
arcompanying this Prospectis entitled " Converlible Note Holder
Appiication Form”. Mo consideration is payable by the
Conwertible Mote haiders with the Convertible Mote holder
Appiication Fore.

The compieted Canvertible Note hoider Application Form is to
be fodged prios 1o the Clasing Date for the Public Offer at the
Company's registered office;

Suite 1B, Level 5, Sauth Shore Piazza,
85 South Perth Esplanade,
SOUTH PERTH WA 6151

PO Box 8§37
SOUTH PERTH WA 5951

By lodging the Conwvertible Note holder Appliicatian Farm, the
relevant Convertinie Note hoider agrees with the Company hat,
upon issde and aflatment of Shares, the Company will have
satisfied its abligation o issue shares under the Canvertible Note
Dzed.

12.14 Issue of Shares to acguire Shelly Nominees

This Prospectus also relates to the issue of 12,600,000 Shares

to Darryt Butcher pursuant o the terms of the Share Sale
Agresment referred 1o in Section 12.1.13. An application for
Shares for Darry! Butcher can be made on the separate biue
loose-leal Application Form accompanying the Prospectus
antitied “Wendor Appication Form”. No consideration is payahle
by Darny Butcher with the Vendar Application Form. The

compieted Vendor Application Form i 1o be lodged prios 1o the
Closing Date for the Pubiic Offer in the Company's registered
office:

Suite 1B, Level 5, South Shore Plazza
85 South Perth Esplanade
SOUTH PERTH WA 6151

PO Box 837
SOUTH PERTH WA 53951

By fodging the Vendor Application Form, Darryl Butcher agrees
with the Company that, upan issue and allotment of Shares, the
Company wilt have satisfied its abligations 1o issue Shares under
the Shafe Sale Agreement.

12.15 Directors’ Statement

The Directars state that they have made ali reasonable enquiries
and o that basis have reasonable grounds to believe that any
statemeants made by the Direclors in this Prospectus are not
misieading or deceptive and that in respect 1o any other
statemeants made in the Prospectus by persons other than
Directors, the Directors have made reasonable enquiries and on
that basis have reasonable grounds 1o befieve thatl persons
making the statement or stalements were competent 1o make
such statements, those persons have given their consent 1o the
statements being incladed in this Prospectus in the form and
cantex? @ which they are induded and have nat withdsawn that
cansent before ladgament of this Prospectus with the ASIC, or to
the Direciors knowledge, before any issue of Shares pursuant o
this Prospectus.

The Prospectis is prepared on the basis that certain matters
may be reasonably expected 10 be known o fikely investors
or their professional advisers.

Lach Director has consented o the lodgement of this Prospectus
with the ASIC and has not withdrawn thal consent,

Dated 21 March 2005
Signed for and on behalf of the Company

Darny! Butcher
hManaging Direcior
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Glossary

"SA000" means thousands of Australian dollars.
"ABARE" means the Australian Bureau of
Agriculture and Resource Economics.

"ABI" maans the Austrian Biofuels Institute.
"AGAAP" means the Austrafian AcCounting
Standards, Urgent lssues Group (ONSENSUS wiews,
and other avthoritative pronouncements of the
Australian Accounting Standards Board and the
Corporaion Act.

"AIFRS™ means the Australian eguivalent
Intarnational Finandal Reporting Standards.
"Amadeus® means Amadeus Energy Limited (ABM
36 088 714 A08).

“Applicant™ means a person who submits an
Apphcation.

"Application™ means & valid application to subscribe
for Shares.

"Application Form® means the application forms
attached to or accompanying, and forming part of,
this Prospectus.

"ARF" ar "Company” or "Group® means Austraian
Ranaweable Fuals Limited (ABN 66 096 782 188) and
a5 100% owned subsidiaries, AREA and ARFP and its
50% owned subsidiary ASG Anaivti Pry L {ABN 02
)4 576 118).

"ARFA® means Australian Renewable Fuels Adefaide
Pty Ltd (ABN 89 107 953 720).

"ARFP* maans Austrafian Renewable Fuels Ficton Pty
Ltd (A8M 72 102 170 2703

"ASHS means Australian Sacurities and hvesiments
Cormemission.

"ASTC" means ASK Settlernent and Transfer
Corporation Pty Limited (ABN 49 008 B04 5321
"ASTC Settlernent Rules” means the settlernent
rydos of the ASTO as amended from time to tima.
"ASX" means Australian Stock Exchange timited
(ABN 98 DOZ 624 697).

"AUD" ar "A$" means Ausiralian doliars.

"B20" means @ mixture of 20% Biodiesel and 20%
digsal.

"B100" means 100% Biodiesal.

"BFT" means Bleachable Fancy Talow.

"Biodiesel” means a liguid comgprising the methyl
asters of 2 range of fatty acids.

"Board” means the Board of Directors of ARF undess
the context indicates athanwise.

"BIRE" means the Bureaw of fransport and Regionad
Economics.

"Business Day" means a day other than a Saturday
or Suaday an which barks are open for business in
Ferth, Westarn Australia.

"CHESS" means ALK Clearmg House Electronic
Subragistry Systern.

"Closing Date” means, in relation 1o the Prioriy
Ofter, 5 00pm WET on 26 April 2005, and in selation
to the Public Offer, 5 00pm WST 29 Aprit 2005,
"Convertible Notes™ moans 16,000 convartible
notes, which are convertible into 24,000,000 Shares.
"Corporations Act” means the Carparations Act
2001 of Austrafia.

"CSIRO" means Commomweaith Scientific and
Industrial Rasearch Croanisation;

"Dangarous Good” means a product or matesial
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dafined as a Dangerows Good under Acstralian
regalations.

"Directors” means the Bogrd of Directors of the
Company 25 it is constituted from time to time.
"EBEE" rmzans earnings bedore interest and tax.
"EBFTDA" means earnings befora interest, tax,
dapreciation and amaortisation.

"Electronic Prospectus™ means the electronic
vrsion of this Prospectus.

"Eligible Amadeus Shareholders” means thase
persons whose details appear on the register of
mgmbers of Amadeys on the Record Date.
"Energea® means Energea Urnwelttechnologia
SmbH.

"Eura” rmeans the cormimon currency of tha
European Union,

"Exposure Period” means the period of seven days
attor lodgament of this Praspectus which may be
extended by the ASC by not mose than seven days
pursuant 1o section 7273 of the Corporations Act.
"Fat™ means triglyceride Tats and may be ligoed (oH}
or salid {$at) at room tesnparatura.

"Feedstock® means Fat,

"Financiaf Information” means the information set
ol in Section 5.0 mclading the Forecast information
and the Pre-forma and Historical financiaf staterments
a5 at 31 Dacernber 2004,

"FOB" means the price is quoted such that ARF
incurs no further costs in dalivering the goods to the
purchaser.

"Farecast” means the Forecast Statement of
Financial Parformance as set out in Section 5.0.
"Gardner Smith" or "GS” means Gardner Smith Pty
Lirmited (ABN 73 107 971 095} and #s subsidiaries.
"Gasoi Price ENS30{1)" means a specitic gas od
price, bemg ENEDO0T CF MED, as quoted in the
Flatts Europess Marketscan seport.

"Godiver” rmeans Godiver Handelsges mbH,
"Historical” means the Historical Statement of
Financial Fosition at 31 Decermhar 2004, a5 sef out in
Section 5.0,

"EAS™ means the International Accownting
Standards.

"IBDC” means International Business Davelopment
Consultants Ply Ltd (ABN 52 103 675 5645)
“indepondent Accountant on Consolidatad
Historical and Pro-forma Financial Information’
maans £rnst & Young.

"mdependent Accountant on Forecast Financial
information™ means Ernst & Young Transaction
Advisory Sendces Lirmited.

"indepondent Accountant's Report on
Consolidated Historical and Pro-forma Financial
information™ means the report contained in Section
4.4,

“indepondent Accountant's Report on Forecast
Finanzial Information” rmeans the report contained
n Section 10,0,

“indepondent Biodiesal Market Researchers™
maans Austrian Biofuels Instituta.

“indepondent Engineers” means Parsons
Brinkerhoff Limited.

“indepondent Engineers’ Report on Enargea
Tachnology™ means the report contained in Section
2.4,

“indepondent Review of the Luropean Biodiesel
Market” means the report contained in Section B.0.
“indepondent Review of the Feadstock Market
maans the report contained i Section 7.0
“indepondent Feadstock Market Rasearchers™
maans ProAnd Associates Australia Pty Lt

(ABH 1B050104032).

"fsswer Sponsored” means shares ssued by an
issuer that are held in uncertificated form withowut
the hoider entaring into & sponsarship agreament
with a broker or without the holder being admitted
a5 an institutionad participant in CHESS.

"Laighton” maans Leighton Contractors Pty Ltd
(MEM 98 000 893 867

"Lifecycle Emissions” moans the amissions
associated with the use of a fued during its
mranufaciure as wall 25 i85 consumptios:.

"Listing Rules” maans the Listing Rules of the A5X.
"Mlpa® means milkon ftres per annurn.

"NPAT" means net profit aftar tax.

"Qffer” means the offer of 20,000,000 Shares at
$1.00 per Share under this Prospactus as set out

in Section 2.

"Offar Perind” means the pedod commencing on
the Cpanisg Date and anding on the Closing Date.
"Qfficial List" means the Official List of the ASX.
"Official Quotation” means quotation of tha
Shares on the Official List.

"Opaning Date” means the date on which the
Offer opens.

"Priority Offer® means the offer of 5,000,000
Sharas to Eligible Amadeus Sharsholdars as set out
in Section 2.1

"Prospectus” means this prospecius dated 21
htarch 2005 s ralation to the Offer, induding tha
Becironic Prospectus.

"Pra-forma” maans the Pro-forma Siatement of
Financial Position at 31 Decerhar 2004, a5 sef out in
Section 5.0,

"public Offer” means the offer of up to 15,000,000
Shares to public investors a5 set aut in Section 2.1,
"Record Date” means 21 March 2005,

"SANT" means Local Government Superannuation
Board (ABN 92 930 911 048).

"Section” means a Section of this Prospectus.
"Share” means one Tolly paid ordinary share in AR
"Shareholder” means a holder of Shares.
"Shave” means SHAW Stockbroking Lim#ed

(ABH 24 003 2271 583)

"Shelily Nominees” means Shelly Nominees Pty Ltd
(MO DTE 164 9040

"Underwriter” means Shavw

"Underwriting Agreement” maans the
wndenariting agreement described in section
12119

"t Means onnas Der ANnNuT.

WIST™ means Westers Standard Time, Perth,
Westarn Australia,




PUBLIC OFFER APPLICATION FORM

Accompanying the Prospectus dated 21 March 2005

AUSTRALIAN RENEWABLE FUELS LIMITED Share Regiswars Lse only
ABN 66 096 782 188

Please read all instructions on reverse of this form

Broker reference - stamp only

A. Number of Shares applied for B. Total amount payable
mirimurm 2,000 and then multipies of 500 Shares, chequels) to equat this amount
at $1.00 per Share = | A$ Broker code Adhviser code

you may be allocated all of the Shares above or a lesser number

€. Full name details title, given namefs {ro initials) and surname or company name L}, Tax file number{s)
O exernption category

Mame of applicant 1 Apphicant T/company
HEEEEEEEEEEEEEEEEEEEEEEEEEEEEn LTI
Mame of joint applicant 2 or <account names Joint applicant 2A4rust
HEEEEEEEEEEEEEEEEEEEEEEEEEEEEE LIl
Mame of joint applicant 3 or <account names Joint applicant 3fexemption
HEEEEEEEEEEEEEEEEEEEEEEEEEEEEn LTI
E. Full postal address F. Contact details
Mumier/street Contact name

C dayti eleph .
HNEEEEEEEEEEEEE NN EEEEEEE |fmfta“mem69”m”“ |

SuburbfAown State/postcode Contact emall address

G.cHess HinGifapplicabie) | | | T T T T T T 1T 11]

H. Cheque payment details
pease §ll out your chegue defails and make your chegue payable to "Australian Renewable Fuels Limited Float Account”

Diraner Chedue Mo, BSE Mo, Account No. Total amount of cheque

I fieturn of the Puplic Offer Application Form with your chegue for the Apolication monies wiil constitute your offer to subscribe for ordinary

shares in the Company. ifWe declare that:

ta) this Application is completed according to the declaration/appropriate statements on the reverse of this form and agree to be bound by the
Constitution of Austratian Renewable Fuels Limited; and

i) lAwe have received personally a copy of this Prospectus accompanied By or attached to the Public Offer Application Form or a copy of the Public
Offer Application Form or a direct derivative of the Public Offer Application Form, before applying for Shares.
No signature is required.

You should read the Prospectus dated 21 harch 2005 carefully before completing this Public Gifer Application Form. The Corporations Act
prohibits any person from passing on this Public Offer Application Form {whether in paper or electronic formg unless it is attached to or
accompanies a complete and unaltered copy of the Prospecius and any relevant supplementary prospectus (whether in paper or electronic forms.

1%




GUIDE TO THE AUSTRALIAN RENEWABLE FUELS LIMITED PUBLIC OFFER APPLICATION FORM

This Public Offer Application Form relates to the Offer of 20,000,000 Shares at $1.00 per Share pursuant to the Prospecius
dated 21 March 2005. The expiry date of the Prospectus is the date which is 13 months after the date of the Prospectus.

*

The Prospectus contains information about investing in Australian Renewable Fuels Limited and it is advisable to

read this document before applying for Shares.

*

A person who gives another person access to this Public Offer Application Form must at the same time and by the same
means give the other person access to the Prospectus, and any supplementary prospectus {if applicable).

*

While the Prospectus is current, Australian Renewable Fuels Limited will send paper topies of the Prospectus, and any
supplementary prospectus (if applicable), and an Application Form, on reguest and without charge.

Please complete all relevant sections of the Public Offer Application Form using BLOCK LETTERS. These instructions are cross referenced to each
section of the Public Offer Application Form. Further particulars and the correct forms of registrable titles to use on the Public Offer Application

Form are cordained in the table below.

A Insert the number of Shares you wish to apply for.
The Application muost be for @ missmum of 2 000
Shares and thereaftar in multiples of 500 Shares.

=

Insart the relevant amount of Application monies.
Ta calculate your Application monies, multiply the
number of Shares applied for by the %1.00.

)

- OWEtE the full name you wish 10 appess on the
statement of shareholdings. This must be either
YORE DN name or the name of the company.
Lip to three joint Applicants may register. You
should refer to the table Helow for the correct
formes of registrable title. Applicants using the
wrong form of titke may be rejected. Clearing
House Hactronic Sub-Register System (CHESS)
participants should complete their name and
address in the same format as that are presently
registared in the CHESS systemn.

=

. Enter your Tax File Mumber {TFN) or exemption
category. Where apglicable, please enter the TFN
for vach joint Agplicant. Coliaction of TFM{s) is
authorised by taxation laves. Quotation of your
TFM s not competsary and will not affect your
Application.

m

. Plgase enter your postal address for ali
correspondance. All Communications to you from
the Share Registry will ba mailed to the personds)
and address as shown. For loint Applicants, only
one address can be entered.

Flease entar your telephone numberts), area code,
emai address and contact name in case we need
0 Lontact you in refation o your Application.

G.

H.

Australian Ranewable Feals timited will apply to
tha ASX 10 participate in CHESS, operated by the
ASK Sertlernent and Transfer Corparation Pty Ltd,
a wholly owned sebsidiary of Australian Stock
Exchange timited. in CHESS, the Company

wilf operate an electronic CHESS subragistar

af securities holdings and an electronic issuer
sponsored subregister of securities holdings.
Tocether the two sebregisters witl make up

tha Company's principal register of securities.
The Zomparry wall nat be issuing certificates

w0 Applicants is respact of securities allotted.

If you are a CHESS participant (of are sponsorad
by a CHESS participant) and you wish 1o hold
secyrities allotted to you under this Application

in uncertified form an the CHESS suhregister,
complete Saction O of forward your Public Offer
Application Form 10 your sponsoring participant
for completion: of this section prior 1o lodgement.

Othenwse, leave Saction & blank and on
allotment, you will be sponsored by the Company
and an SR wil be allocated 1o you.

For further information refer to the relative section
of the Prospectus.

Please complate cheqoe details as requested:

MWlake your cheque payable to " Agstralian
Renewvable fuels Limited Float Account”

in Awstralian currency and cross it " Mot
Megotiahle " Your chegue must be drawn on

an Agstralian Bank. The amouni should agree with
the amount shown in Section B.

Sufficient cleared funds shoufd be hedd in your
account, as cheques retumed unpaid are likely
to result i your Application being reected.

| Before completing the Pubiic Offer Application

Ferm the Applicantis} should read the Prospectus
to which the Application relates. By lodging the
Public Offer application Form, the Applicant(s)
agrees that this Application is for Shares in
Australian Renewable Fuels Limited upen and
subject to the terms of this Prospectus, agrees 1o
taka any number of Shares egual to or less than
the number of Shares indicated o Section A that
may be allotted 1o the Applicant(st pursuant 1o
the Prospecius and declares that all details and
staternents made are complete and accurate. I s
not necassary to sian the Public Ofer Application
Farim.

Lodgment of Applications
Return your complatad Public Offar Application
Farm with chequeds) attached 1o

ALISTRALLAN REMEWABLE FUELS LIMITED
Ch Comprstershare Investar Services Pty Lid
PO Box 182

Parth W 6840

of delivered 100

ALSTRALLAN REMEWABLE FUELS LIMITEL:

Ch Computershare Investor Servicas Pty Lid

Leval 2 Reserva Bank Building 4% St Gearges Hrrace
Perth Wb, 6000

Public Offer Application Forms must be
received no fater than 5.00 pm WST fime
on 29 Aprd 2805,

CORRECT FORM OF REGISTRABLE TITLE

Note that only legal entities are allowed o hold Shares. Applications must be in the name(s) of a natural person(s), companies or other legal
entities acceptable to Australian Renewable Fuels Limited. At least one full given name and the surname is required for each natural person.
The name of the beneficiary or any other non-registrable title may be included by way of an account designation if completed exactly as

described in the example of correct forms of registrable title below:

TYPE OF INVESTOR

CORRECY FORM OF REGISTRABLE TITLE

INCORRECT FORM OF REGISTRABLE TITLE

Individual Mr John Alfred Smith 14 Smith
{Use names in fudl, no inials)

Minor (& parson under the age of 18} John Alfred Smith Pater Smith
Use tha name of & responsible adult, do not use the name of a minor. <Peter Smith>

Company ABC Pty Ltd ABC P/L
Use company title, not abbreviations ABC Co

Trusts

Use trasteals) personal nameds), do not wse the narme of the tnust

Mrs Sue Smith
<Sue Smith Family A/C

Sue Smith Family Trust

Deceased Estates

Use axecutos(st personal namels), do not use the nams of the deceased

Ms Jana Smith
=Est john Smith A/

Estate of late lohn Smith

Partnerships

Use partners personal aames, do not Use the name of the partnership

T

Mr John Smith and My Michaal Smith

<Johs Smith and Son A/G

lehn Smith and Son









