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TENNYSON NETWORKS LTD

DIRECTORS' REPORT

The Board of Diractors of Tennyson Networks Ltd submits Its report in respect of the year ended

30 June 2002.

Directors

The names and detalls of the directors |n office during or since the end of the financial year are;

Names

H C Parker

R W Woss

R W Leighton

E M Barry

L A Coleman

L ivory

W] Trenear

Qualifications, Experience and Speclal Responsibilities

Mr Parker is the non-executive chairman. During the mid 1990°s he was Group
Managing Director of Commercial and Consumer for Te(stra Corporation, His
other directarships inciude Dun & Bradstreet (Australia) Pty Ltd, Datacom
Sarvices Australiz Ltd, The Swann Group, The Volante Group, The Open CGroup
and The Australlan Anjmal Health Industry Councll. Mr Parker was appointed a
directar on G August 2001 and s a member of the Company's Audit
Committee,

Mr Wass [s a non-executive directar. His business involvement over the
past 36 years has been in the fields of Investment banking, mineral
expleratian, oll and gas exploration, property development, equity Investmeant
and technology investment. Mr Woss Is Chairman of the Company's Audlt

* Committee,

Mr Leighton, a non~executive director, Is an experlenced business entrepreneur
who has guided a number of companies through their development stage Into
the International market place. He has partleylar experience and expertise with
technology companles, He Is a director of global electronic payment and smart
card company Inte]lect Holdings Ltd. Mr Lelghton was appointed a director an
6 August 2001 and Is a member of the Company’'s Remuneration Committee,

Mr Barry, a non-executlve dlrector, is a syccessful businessman who has a
particularly strong understanding of the Australlan communications products
market, having bullt Queensland's largest distribution channel for Ericsson
products, Having sald that business, he continyes to take an active jnterest in
premoting Innavatlve technology and lending his expertlse to promising
Australian companies. Mr Barry was appointed a director on 6 August 2001
and |s Chalrman of the Company's Remuneration Committee.

Mr Coleman was appo|nted the Chlef Execut{ve Officer of the Company on 6
August 2001 and was appointed a director on 15 Octoeber 2001, He Is an
experlenced senlor executlve with a strong track record of international
business development and strategic management,

Mr Ivory, a non-executive director, has over 30 years experlence In financlal
institutlons and development capital companles [ocated In Europe, North
America and Australasia. Mr lvory resjgned as a director on 6 August 2001,

Mr Trenear, an executive director, has over 20 years experlence [n the flelds of
accounting and finance. Durlng that time he has worked for four Australlan
llsted companies and one of the major chartered accoynting firms. Mr Trenear
resigned as a director on 6 August 2007.

Unless Indicated otherwise, all directors held their position as a director throughout the entire
financial year and up to the date of this report.
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Directors’ Interests

Relevant Interests of the directors [n the shares, optiops or any other |nterests of Tennyson
Networks Ltd and related badles corporate as at the date of this report are:

ordinary Options
Shares
No, No.
H C Parker - 2,000,000
R W Lelghton 13,632,904 -
L A Coleman - 2,700,000

Mr and Mrs Parker jolntly hold 700,280 Tennyson Natworks Ltd shares.

Mr R W Woss has an interest In entities holding 21,845,170 Tennyson Networks Ltd shares,

Mr R W Leightan has an interest In a company holding 4,545,454 Tennysen Networks Ltd shares,
Mr and Mrs Barry Jointly hold 1,818,181 Tennyson Networks Ltd shares,

None of the directors halds any shares in any athear related body corporate.

Directors’ Meetings

During the year ended 30 Juhe 2002, the Company held 13 meetings of directors. At the date of
this report the Company has an Audijt Committee and a Remuneration Committee. Messrs Parker
and Wass are the members of the Audit Committee and Messrs Lelghton and Barry are the
members of the Remuneration Cammittee. The attendance of the difectors at the meetings of the
Board and its committees were:

BOARD OF AUDIT REMUNERATION
DIRECTORS COMMITTEE COMMITTEE
Artended Maximum Arrended Maximum Attended Maximum
While Passible While Possliple While Passible
in Office Attended in Office - Attended in Office  Amended
H C Parker 11 11 2 2 1 1
R W Waoss 13 13 2 2 1 1
R W Leighton 10 1 - - - -
E M Rarry 11 11 - - 1 1
L A Coleman 7 7 - - - -
W ) Trenear 3 3 - - - -
L Ivary 3 3 - - - _

Princlpal Activity

The princlpal activity of the consclidared entity during the financial year, and consistent with the
prior year, was the further development and sales and marketing of Its flagship product SOX®
(Smart Offlce eXchange).

SOX is a data/voice copvergence platform which provides users with a sophlsticated telephone
system, computer networking and access to the Internet. The product Integrates the voice, data,
fax, voicemnall and internet communications requirements of SME and branch offlces.

Corporate Structure

Tennysan Networks Limited is the parent entjty and holding company. All of the consolidated
entity's business operations are conducted In Its subsldlary, Tennyson Technologles Pey Ltd.
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Divildends

No dividends weare paid or declared by Tennyson Networks Lid since the end of the pravious
financial year, The directors do not recommend the payment of a dividend,

Review and Results af Operations

Sales revenue for the year ended 30 June 2002 was $2,500,060 compared to $3,234,854 In the
previous year, a reductian of $734,794. This arose primarlly as a result of the closure of the
overseas operatlons, Sales revenue for the sacond half of the flnancial year was 1,499,677, This
was a signlficant Increase of 50% on sales revenue of $1,000,383 recorded in the flrst half.

Tennyson's cansolidated loss of $4,881,871 was a $7.306,650 reductlon on the previous year's
loss of $12,188,521. The year's loss included a $2.045,585 non-cash write-off relating to R & D
costs capitallsed in prior years.

Tennyson completed two capital ralsing programs and continued its objective of reducing costs
and improving efflclencles. This was reflected in the large reduction in operating expenses of
approximately $6.4 million,

The Campany continued to focus oh bullding awareness and djstribution channels for SOX and
adding business communicatien solytions to the SOX platform. Tennyson commenced selling
direct to end-users and appolinting Premium Resellers In selected markets. In addition, Tennyson
continued to distribyte SOX through its Reseller Channel Partners. The benefits of this strategy
were:

an jncrease in saes revenue In the second half of the financial year;

a significant fncrease [n gross margin contribution! and

an Increase |n the volume of sales orders, particilarly towards the end of the financial
year.

Tennysen Is seeking to enhapce ts product line by further Improvement to the SOX product
offering. The Company has produced a protptype aimed at the B8 - 10 user ksy system and baslc
PBX markets, This product will be able to deliver full CT| capabllity at a very competitive price.
Tennysen anticipates bringing this product to market In early 2003,

During the year Tennysen also launched PowerSOX, a customer contact centre solutlen targeting
the SME market.

Significant Changes |n the State of Affalrs

There were no other significant changes In the state of affairs of the consolidated entity that
occurred during the financial year, not otherwlse disclosed In this report or In the financlal
statements.

Significant Events aftaer Year End

The directors are not aware of any other matter or circumstance since the end of the financjal year,
not otherwlise dealt with In Note 31 of the flnanclal statements or this report, that has significantly,
or may significantly, affect the operations of the consolidated entity, the results of those
operations or the state of affairs of the consolidated entity in subsequent financial years.

Likely Developments and Future Results

The consolidated entity's primary activity during the financlal year ended 30 june 2002 was sales
and marketing of Its telecommunications pradycts in both Australia and overseas. There are po
other planned developments at the date of this report. The directors have excluded from this
report any further informatlan on the [ikely developments in the operatiens of the consolldated
entity and the expected results of those aperations |n future financial years, as the directors
belleve that it would be likely to result in unreasonable prejudice to one ar more entities in the
consolidared entity.
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Share Options

Details of optlons granted to directors or relevant offlcers as part of their remuneratien are set out
in the section of thls report headed Directors’ and Officers’ Remuneration. Details of shares
issued during or since the end of the financial year, due to the exercise of ah option, are set out in
Note 18 to the financial staternents and form a part of this report.

Directors’ and Officers’ Remuneration

Remuneration of directors and senlor executjves of the company Is established by the
Rernuneratlon Committee. Remuneration |s determined as part of an annual performance review,
having regard to market factors, a performance evalyation process and [ndependent remuneration
advice, For execut|ve directors and offlcers, remuneration packages generally comprise salary and
performance based Incentive programs, Executlves are also provided with longer term incentives
through the employee share ownershlp and option schemes, which act to align the executives'
actions with the Interests of the shareholders. Non-executive directors are not entitled to
participate in staff share and optlon ownership schemes,

The Board meets annually to revlew Jts own performance. The Chairman is responsible for
avaluating the perfarmance of the senior executives, These evaluations are based on specific
criteria, including the company's performance, whether long-term strategic objectives are being
achieved and the achievement of individual performance objectives.

Details of reruneration provided to directors and the most highly remunerated officers are as

follows:

Options

Salary Fees Superannuation Other Tortal Granted
$ $ s S s

Directors
H C Parker - 40,961 3,000 - 43,961 2,000,000
R W Woss - 183,875 - - 183,875 -
RW Leighton - 18,333 1,467 - 19,800 -
E M RBarry - 18,233 1,467 - 19,800 -
LA Coleman 195,476 - 8,803 - 204,279 2,700,000
L lvory - ~ - - - -
W ] Trenear 40,881 - 3,907 - 44,788 -
Officers
R A Pulila 76,923 - 6,554 5,000 88,477 500,000
D Turton 153,847 - 6,602 30,229 190,678 -
G G Newman 68,089 - 3,668 7,500 79,257 $00,000

Indemnification of Directors and Officers

Insurance and indemnity arrangements established in the previjous year concerning officers of the
consolidated entity were renewed or continued during the year to 30 June 2002, Each dlirector and
offlcer of the canselldated entity Is Insured agalnst all llabllitles and expenses arising as a result of
work performed in their respective capacities, to the extent permitted by law. The company is
prohibited under jts contract of Insurance from disclosing the pramlum paid for such cover.

Thls report {s made In accordance with a reselutlon of the directors,
For and on bebhalf of the Board.

q/ﬁ

H C Parker
Chafrman

Melbourne 10 September 2002
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CORPORATE GOVERNANCE STATEMENT

The Board of Directors of Tennyson Networks Ltd has adopted the followlng set of principles for
the corporate governance of the company. These princlples, and the various cammittees
astabllshed by the Board, establish the framework as to how the Board carries out its duties and
obligations on hehalf of the shareholders,

Board of Direcrors

Role of the Board

The Board of directors Is responsible for seming the strategjc direction and establishing the
policies of Tennyson Networks Ltd and Its controlled entitles, for overseeing the financlal position
and for monitoring the business and affairs on behalf of the shareholders, by whom they are
elected and to whom they are accountaple. It also addresses Issues relating to Internal controls
and approaches to risk management. Responsihllity for the day to day actlvities is delegated by
the Board to the Chief Executive Offlcer and the executive team.

Composition of the Board

The Directors’ Report contains details of the direcrars' skill and experience. The Board seeks to
consist of diracters with an appropriate range of experience, sklll, knowledge and vision to enable
it to effectlvely operate the company’s business and operations.

There are currently four diractors, three of whom are non~execytive. The Board regularly reviews
lts composition. The Board has the power to appoint additional members, however any director
appointed by the Board must retire at the next general meeting and be re-appointed at that
meeting by a majority of sharehalders,

Directors are not required to hold shares in the company. Detalls of directors' sharehcldings are
dlsclosed In the Diractors' Report and the flnancial statements.

Meeting Procedures

The Board endeavours o meet on a regular basis and to follow set meeting guidelines to ensure
that all directors are made aware of, and have avallable, the necessary information to participate in
an informed discussion on ali marters setr out [n the meeting's agenda,

In the event that a possible conflict of Interest may arise, Invelved directors withdraw from all
discussions on the particular matter and are not permitted to exerclse any Influence over the other
Board members ar recelve the releyant Roard papers. With the approval of the Chairman, any
director or committee of the Board may seek, at the company's expense, any external professional
advice that Is consldered necessary.

Shareholder Relations

The Company’'s shareholders are responsihle for voting on the appeintment of directors, The
Board seeks to inform shareholders of all maJar developments affecting the campany by:

» preparing half yearly financial reports and making these avallable to all shareholders;
» adylsing shareholders of the kay Issues affecting the campany;

* submitting any proposed major changes in the company's affairs to a vote of shareholders as
required by the Corperations Act (2001) and the Australlan Stock Exchange Listing Rules; and

* helding an Annual General Meeting each year ar which shareholders are able to recelve and
conslder the company's Annual Report.
Committees of the Board

The Board has established an Audit Committee and a Remuneration Committee to advise and
gulde the Board,
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Audit Committee

Ensures compliance with statutory responsibllities relating to accounting policies and disclosure
by revlew of half yearly and annual financlal statements;

Liaises wlith, assesses the quality and reviews the scope of work and reports of the external
audltors; ’

Enables the auditors to communicate any concerns te the Board through the committee and
Independent of any management influance;

Assesses the adequacy of the accounting, financial and operating controls;

Assesses the effectiveness of the management of business risks and the relizbility of
management reporting; and

ldentifies any related party transactions.
Remuneration Committee

Reviews the remuneration of directors and senlor management and makes recommendations to
the Board on these matters,

Committee Attendance

The membership and attendance of the committees of the Board are set out |n detail in the
Directors' report.

Disclosures about Directars

Detalls of the directors’' remuneratlon are dlisclosed in note 24 and in the Directors' Report.
Details about the Indemnity glven to directors are set out |n the Directors' Report. Details about
directors' shareholdings are disclosed in note 28 and In the Directors Report.

Remuneration
The detalls of directors’ and officers’ remuneratlon are provided In the Directors' Report.
Internal Controls and Ethical Standards.

Procedures have been established at the Board and exacutlve management levels that are designed
to safeguard the assets and [nterest of the consolidated entity, and to ensure the integrity of
reporting. These include accounting, financial reporting and Internal control pollcles and
procedures, The Board Is respansible far the operation of the systems of Internal cantro] and has
delegated the responslbllity for the maintenance of internal controjs and ethical standards to the
Audjt Committee. The Board acknowledges the need for and continued malntenance of the
highest standards of corporate governance practices and ethlcal conduct by all directors and
employees of Tennyson Networks Ltd and its controlled entities,

Directors and employees are aware of thelr responsibllities ta shareholders and that all decislan
making processes should be aimed at maximising the financial performance of the consolidated
entity,
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STATEMENTS OF FINANCIAL POSITION

AT 30 June 2002

Current Assels

Cash Assets
Receivables
Inventories

Other Financlal Assets
Other Current Assets

Total Current Assets
Nonp-Current Assets
Recelvables

Property, Plant and Equipment
Other

Total Non-Current Assets

Tortal Assets

Current Liabjlities
Payables

Interest Bearing Liabilities
Provisions

Total Current Liabilities

Non-Current Liabilities
Proyislons

Total Non—Current Llabllities
Tortal Liabllities
Net Assets

Equity

Contributed Equity
Reserves
Accumulated Losses

Total Equity

Nates

O ®E~NOWY

16

TENNYSON TECNOLOGY 61 3 95589965

NO. 540 P.12-42
Consolidated Parent
2002 2001 2002 2001
S 3 3 s
533,265 120,480 403,687 105,178
1,015,244 139,326 9,590 35,265
1,572,920 1,154,419 - -
- 8,519,977 - -
58,498 - 33,760 -
3,179,937 9,834,202 453,037 140,443
- - 124,864 600,000
105,571 150,853 - 24,100
- 2,045,585 - -
105,57 2,196,438 124,864 624,100
3,285,508 12,130,640 577,901 764,543
1,144,451 2,193,310 165,760 134,793
- 07,860 . - 500,000
216,044 8.699,038 25,000 26,180
1,360,495 11,400,209 190,760 660,973
27,155 34,408 - -
27,1585 34,408 - -
1,387,650 11,434,617 190,760 660,973
1,897,858 686,023 387,141 103,570
35,527,119 29,443,413 35,527,119 29,443,413
10,000 10,000 10,000 10,000

(33,6392,261)

(28,757,390) (35,149,978) (29,349,843)

1,897,858

696,023

387,141

103,570

These Statements of Financlal Position should be read in conjunction with the accompanying

nates.
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STATEMENTS OF FINANCIAL PERFORMANCE

FOR THE YEAR ENDED 30 June 2002

Nates

Sales Revenue 2
Cost of Sales

Gross Profit

Other Revenue from ordinary
activitles 2
Distribution Expenses

Marketlng Expenses

Occupancy Expenses

Adminlstratlve Expenses

Product Improvement and

Support Expenses

Barrowing Costs 3
Other Expenses from ordinary
activities 3

Loss from Ordlnary Actlvities
Befare (ncome Tax Expense 3

Income Tax Expense
Relating to Ordinary Activities 4

Loss from Ordinary Activities
After Income Tax Expense

Net Lass attrlburable to members
of Tennyson Networks Ltd

Toral revenues, expenses and valyatjon
adjustments attributable to membhbers of
Tennyson Networks Ltd and recognlsed
directly in equity

Total changes in equity ether than those

resulting fram transactions with owpers
as owners artrlbutable 1o members of
Tennyson Networks Ltd

Basic & diluted earnings per share
- cents per share (loss) 5

NO. 548 P.13-42
Consolldated Parent

2002 2001 2002 2001

$ 5 3 b
2,500,060 3,234,854 - -
(1.264,427) (2,775,016) - -
1,235,633 459,838 - -
328,693 152,479 84,808 113,776
(20,561) (280,257) - -
(1,301,088)  (1,525.659) - -
(165,072) (287,413) (10,527) (52,933)
(1,290,534) (2,063,891) (325,168) (593,962)
(1,028,719) (1,146,457) - -
(135,366) (66,439) (101,168) (7,298)
(2,504,857)  (7,430,722) (5,448,080) (19,540,569)
(4,881,871) (12,188,521) (5,800,135) (20,080,986)
{4,881,871) (12,188,521) (5,800,135) (20,080,986)
(12,188,521) (5,800,135) (20,080,986)

(4,881,871)

(4.881.871)

(12,188,521

(5,800,135)

(20,080,986)

(5.15)

(29.88)

These Statements of Financial Performance should be read In conjunction with the accompanylng

notes.
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STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED 30 June 2002

Notes

Cash Flows From Operating Activitles

Recejpts from Customers

Payments to Suppliers & Employees
Interest Received

Other Income

Interest Paid

Net Cash Flows used in Operating 2%8b
Actlylties

Cash Flows From investing Actjvities

TENNYSON TECNOLOGY 61 3 395589385

Payments for praperty, plant and equipment (70,893)

Proceeds on dijsposal of equipment
Payments far research and
development expenditure
Loans to controlled entitles

Net Cash Flows used in Investing
Actlvities

Cash Flows From Flnancing Activities

Praceeds from Share Plan Participants
Proceeds from issue of shares

Payment of share [ssue expenses
Proceeds from borrawings

Repayment of borrowings

Repayment of Hire Purchase and Leases

Nert Cash Flows from FInancing
Activities

Net (Decrease)/Increase In cash held
Cash at beginning of Financial Year

Cash at end of Financjal Year 25%a

NOC. 548 P.14,42
Consolidated Parent
2002 2001 2002 2001
hY S $ )
1,976,862 3,171,258 - -
(7,262,357) (9,108,008) (723.273) (1,194,475)
64,673 109,388 63,706 101,380
254,020 40,577 1,512 9,882
(135.366) (48,409) (101,168) (376)
(5,102,168) (5,835,194) (759,223) (1,083,589)
(71,082) (5.110) (20,5603)
10,000 5,075 10,000 5,075
- (2,829,215 - -
- - (4,524,864) (9,231,958)
(60,893) (2,895,222) (4,519,974) (9,247,486)
- 93,750 - 93,750
6,454,848 7,432,125 6,454,848 7,432,125
(371,142) (275,000) (371,142) (275,000)
500,000 500,000 500,000 500,000
(1,000,000) - (1,000,000) -
(7.860) (2,222) - -
5,675,846 7,748,653 5,583,706 7,750,875
412,785 (981,763) 304,509 (2,580,200)
12D.,480 1,102,243 105,178 2,685,378
538,265 120,480 409,687 105,178

These Statements of Cash Flows should be read in conjunction with the accompanying notes.

10
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NOTES TO THE FINANCIAL STATEMENTS

1. Statement of Significant Accounting Policies
(a) Basis of Accounting

The financial statements have been prepared as a general purpose flnancial report which complies
with the requirements of the Corporarions Act (2001), Australlan Accounting Stapdards and Urgent
Issues Group Consensus Views and other authoritartive pronouncements, The accounting policies
used are consistent with those adopted In the previous year, The flpancial statements have also
been prepared in accordance with the historical cost copvention and do not take account of
changes In either the general purchasing power of the dollar or in the prices of specific assets.

The flnancla] statements of the consolidated eptjty have been prepared on the going concern
basis. This basis assumes that the company will Implement successfully its buslness plan, which
may necessjtate further warking capltal from the [ssuance of debt and/or equlity instruments, and
achieve planned |evels of sales and cash flows which are not presently assured.

(b} Changes in Accounting policies

The accounting policies adopted are consjstent with those of the previous year except for the
accounting policy with respect to earnings per share.

The consolidated entity has adopted the revised Accounting Standard AASB 1027 "Earnings Per
Share" and has, for the first time, determined basic and dlluted earnings per share in accordance
with the revised Standard, Basic earnings per share (EPS) was preylously caleculated by dividing the
profit from ordinary activitles after tax and preference dividends by the weighted average number
of ordinary shares outstanding durlng the financial year. In accordance with the revijsed AASE
1027, baslc EPS Is now calculated as net proflt attributable to members, adjusted to exclude costs
of servicing equity (ather thap dividends) and preference share dividends, divided hy the welghted
average number of ordinary shares, adjusted for any bonus elsment.

Diluted EPS was previously determined by dividing the profit from erdinary activitles after tax and
prefarence dividends adjusted for the effect of earnings on potential ordinary shares, by the
weighted average number of ordinary shares (both jssued and potentlally dilutive) outstanding
during the financial year. |n accordance with AASB 1027, dlluted EPS |s now calculated as net profit
atrributable to members, adjusted for:
» costs of servicing equity (other than dividends) and preference share dividends;
» the after rax effect of dividends and interest associated with the djlutive potential ordlnary
shares that have been recognised as expenses; and
» other non-djscretionary changes in revenues or expenses durlng the period that would
result from the dilution of potentlal ordinary shares;
divided by the weighted average number of ordinary shares and dilutive potential ardinary shares,
adJysted for any bonus element.

(<) Principles of Canselldation

The consolidated fipanclal statements include the financlal statements of the parent entity,
Tennyson Networks Ltd, and its centralled entltles, refarred to collectlvely throughout these
financial statements as the "Consolidated Entity". All inter-entity balances and transactions have
been eliminated, Where any entity either begap or ceased to be controlled during the year, the
results are included only from the date contro] commenced or up to the date contro] ceased.
Financlal statements of foreign contralled entities are, for consolidation purposes, adjusted to
comply with group policy and generally accepted accounting princlples In Australia,

{d} Revenue Recognition

Revenue |s recognlsed when goods have been dispatched to a customer pursuant o a sales order,
and the assocjated risks have passed to the carrler or customer.

11
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(e) Foreign Currency Transactions

Foreign currency transactlens are convérted t Australian currepcy at exchange rates
approximating those In effect at the date of each transactlpn, Amounts payable and receivable are
translated at the average of the buy and sel| rates available on the close of business at balance
darte.

The financial statements of all forelgn operations are translated using the temporal rate method as
they are considered integrated.

(f) Taxes

Incame Tax

The financlal statements apply the princjples of tax-effect accounting, The [ncome tax expense in
the Statement of Flnanclal Performance reprasents the tax on the pre-tax accounting profit
adjusted for Income or expense never 1o be assessed or allowed fer raxation purposes. The
provision for deferred [ncome tax [labllity and the future Income tax benefit include the tax effecr
of differences between Income and expense items recognised in different accounting perlods for
book and tax purposes, calcylated at the tax rates expected te apply when the differences reverse.
The future tax benefit relating to tax losses Is not carried forward as an asset unless the
realjsatlon of such benefits can he regarded as being virtually certaln.

Goods and Services tax

Revenues, expenses and assats are racagnlsed net of the amount of goods and services tax (GST),
except where the amaunt of GST Incurred is not recoverable from the Australlan Tax Office (ATO).
In these clrcumstapces the GST js recognised as part of the cost of acquisition of the asset or as an
expense [tem.

Recaivables and payables are stated with the amount of GST Included,

Cash flows are included In the Statements of Cash Flows on a gross basls. The GST components of
cash flows arising from investing and financlng actlvitles which are recoverable from, or payable
to, the ATO are classified as operating cash flows.

(g) Inventories

Inventories are valued at the Jower of cost and net reallsable vaJue. Cost is assigned on an average
cost basis.

(h) Recoverable Amounts of Non-Current Assets

All non-current assets are reviewed at least annually to determine whether thelr carrylng amounts
require write-down to recoverable amounts. Recoverable amounts are determined by using cash
flows that are not discounted to present values.

(i} Leased Assets

Assets acquired under flnance |eases are capltalised and amortlsed over the expected useful life of
the asset. Lease payments are allocated berween Interest expense and reductlon In the lease
liability.

Operating lease assets are not capjtalised and, except as described below, rental payments are
charged against profit from ord(nary actlvitles (n the perlod In which they are jncurred. Provision
is made for future operating lease payments In relatian to surplus lease space when it is first
determined that the space wlll be of no probable future benefit. Operating lease Incentives are
recagnised as a liability when recelved and subsequently reduced by allocating lease payments
between rental expense and the llabllity.

12
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(i) Property, Plant and Equipment
Property, plant and equipment are measured at cost.
Depreciation and Amortisation

Depreciation s provided for on a straight-line basls on all property, plant and equipment over a
perlod of between 3 and 5 years. Leasehold [mprovements are amortised over the period of the
lease term.

(k) Research and Development Costs

Research and development costs relating to the development of new products are deferred to
future perlods to the extent that future benefits are expected, beyand any reasopable doubt, to
equal or exceed thuse costs and any future costs necessary to glve rise to the benefits,

Such deferred costs are amortised over future accounting perlods not exceeding 3 years |n order
to match the costs with related benefits on the basis of expected future sales. |n the current
financial year costs Incurred n development work primarlly relate to Improvements made In the
functionality and features of existing products. Accordingly those costs are expensed as incurred.

The unamortised deferred research and development costs are reviewed annually at each balance
date and, to the extent that they exceed the recoverable amount, are written off to the staterment
of financlal performance.

Research and development grants are brought to accaunt when received.

() Employee Entitlements

Provision Is made for employee entitlement benefits accumulated as a result of employees
rendering services up to the reporting date, These beneflts Include wages and salaries, annual
leave, slck [eave and lang service [eave,

Liabilities aflsing In respect of wages and salarfes, annual leave, sick leave and any other employee
entitlements expected to be settled within twelve months of the reporting date are measured at
their naminal amaunts, All ether employee entitlement {labllitles are measured at the present vajue
of the estimated future cash outflow to be made in respect of services provided by employees up to
the reporting date. In determining the present value of future cash outflows, the Interest rates
attachlng to government guaranteed securitles, which haye terms to maturity approximating the
tarms of the related ljability, are used:

Employee entitlements expenses and revenues arising in respect of the following categories:
» wages and salarles, non-monatary benaflts, annual leave, long service leave, sick leave and
other |eave entitlements; and
s other types of employee entitlements
are charged agalnst profits on a net baslis In thelr respective categorles.

{m) Employee Share and Option Ownership Plans
Certain employees are entitled to participate in share and option ownership plans. The detalls of

these plaps are described In Note 23. No remuneratioan expense Is recognised in raspect of
employee shares and aptlans Jssued,

(n) Contributed Equity

Ordinary share capltal bears no special terms or conditions affect!ng [ncome or capital entitlements
of the shareholders.

12
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(o) Receivables
Trade recelvables are injtially recorded at the amount of the contracted sales proceeds.

Provision for doubtful debts Is recognised to the extent that recovery of the outstanding recelvable
balance is considered less thap likely, Any provision established Is based on a reylew of all
outstanding amounts at balance date. A specific pravision is maintained for Identified doubtful
debts, and a general provision is malntalned In respect of recelvables which are doubtful of
recovery but which have not been specifically identifled,

(p) Earnings per share

Basic EPS is calculated as pet profit attributable Yo members, adjusted to exclude costs of servicing
equlty (other than dividends) and preference share dividends, divided by the weighted average
number of ordinary shares, adjusted for any banus element.

Diluted EPS Is calculated as net profit attributable to members, adjusted for:
s« costs of servicing equity (other than dividends) and preference share dividends;
e« the after tax effect of dividends and interest associated with dilutive potential ordinary
shares that have been recognised as expenses; and
« other non-discretionary changes In revenues or expenses during the perfod that would
rasult form the dllution of potential ordinary shares;

divided by the weighted average number of ordinary shares and dllutive potential ordinary shares,
adJusted for any bonus element.

(q) Borrowing Costs

Borrowing costs are expensad as Incurred except where they relate to the flnancing of projects
under canstryction where they are capjtalised up to the date of commissioning or sale.

(r) Payables

Liabilities for trade cred|tors and other amounts are carried at cost which is the falr valua of the
consideration to be pajd |n the future for goods and services recelved, whether or nat billed to the

consolidated entity.

Payables to related parties are carried at the principal amount. Interest, when charged by the
lender, is recognised as an expensea on an accrual basls.,

Deferred cash settlements are recognjsed at the present value of the outstanding consideration
payable on the acquisition of an asset discaunted at prevalling commerclal borrowing rates.
{s) Interest Bearing Llabllitles

All loans are measured at the principal amaunt. Interest Is charged as an expense as It accrues,
Hire purchase llability Is determined in accordance with the requirements of AASB 1008 “Leases”,

{t) Provisions

Provisjons are recognised when the econoemic entity has a legal, equltable or constructive
obligatlon to make a future sacrifice of economlc benefits to other entltjes as a resujt of past
transactions or other past events, it |s probable that a futyre sacrjflce of econemlic beneflts will be
required and a reliable estimate cap be made of the amount of the obligation. A provision for
warranty is recognised for all products under warranty at the reporting date based on sales volume
and past experlence of the leve) of repairs and returns.

() Camparatives

Where necessary, comparative infarmation has been reclassifled 1o achleve consistency in
disclosure with changes In presentation in the current year,

14
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Consolldated Parent
2002 2001 2002 2007
S $ 5 5
2. Revenue from ordinary activities
Included in the loss from ordinary actlvities
for tha year are the following Items of
operating revenue '
Revenue from Operating Actlvities
Revenue from sale of products 2,500,060 3,234,854 - -
Revenue fram non-operating activities
Interest - other persons /corporatjons 64,673 109,388 63,706 101,380
Praceeds on disposal of property, plant
and equipment 10,090 5,075 10,000 5,075
Other revenue 254,020 38,018 11,102 7,321
328,653 152,479 84,808 113,776
Total Revenues from ordinary activities 2,828,753 3,387,333 84,808 113,776
3. Expenses and losses/(gains)
Loss from erdinary activitles before Income tax for
the year has been determined after charging the
following specifle Items.
Borrowing Costs:
Interest-other persons/corporations 29,747 48,049 - 376
Interest-directors & director-related entities 48,941 - 48,941 -
Finance charges on leased assats - 2,222 - -
Charges—other persons/corpoerations 6,678 37,574 2,227 6,922
Charges- directors & director-related entjties 50,000 - 50,000
Less: capitalised ta R&D cqsts - (21.,406) - -
Total Borrowing Costs 135,366 66,439 101,168 7,298
Other Expenses:
Depreaclation
- Leasehold Improvements 860 - - -
- Plant and equlpment 78,743 103,321 2,600 7.440
Amartisation of leased assets 9,962 42,364 - -
Amortisation of R&D costs - 783,631 - -
Net ¢cost of assets sold 26,611 2.560 26,611 5.075
Management fees pald 186,459 765,500 186,459 225,000
Provision for employee entitlements 19,729 36,872 (11,180) 7,879
Net foreign exchange loss - 100,398 - -
Sertlements with unrelated partles - 1,129,008 - -
Other operating expenses 251,083 425,805 243,590 361,445
R&D costs written off 2,045,585 2,599,306 - -
Bad debts written off 177,783 - - -
Poubtful debts expense/(written back) (291,958) 441,957 5,000,000 18,923,730
Total Other Expenses 2,504,857 7,430,722 5,448,080 19,540,569
Net (gain) / loss from disposal of praperty,
plant and equipment 16,611 (2.515) 16,611 (2,515)
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Consaolldated Parent
2002 2001 2002 2001
$ S S $

1, Income Tax
Income Tax Expense
Loss from Ordinary Activitles (4,881,871) (12,188,521) (5.,800,135) (20,080,986)
Prima facie income tax beneflt
thereon at 30% (2001 at 34%) (1.464,561) (4,144,087) (1,740,041) (6,827,535)
Tax effect of permanent and other

differences:
Non deductible expenses 1,038 5,908 478 2,633
Interest on Security Deposits - 77,118 - -

(1,463,523)  (4,061,070) (1,739,563) (6,824,202)

Future income tax benefit not brought

to accoynt

- Tax losses 946,067 2,060,765 250,045 385,367

- Timing differences 517,456 2,000,305 1,489,518 6,429,535

Total tax benefit - - - _

At 30 Jupe 2002, Tennyson Networks Ltd had estimated carrled forward tax losses of $4,513,059
(2001: $3,679,576). The beneflt of these losses of $1,353,918 (2001: $1,103,873) has not been
brought to account, as reallsation Is not virtually certain.

At 30 Jupe 2002, Tennyson Networks Ltd and Its controlled entities have estimated carried forward
Australian income tax losses of $21,130,838 (2001: $17,977.283). The beneflt of these losses of
$£6,339,251 (2001: $5,393,185) has not been brought to account, as reallsation Is not virtyally certain.
These benefits will only be obtained if:

(@  The company derives future assessable jncome of a nature and of an amount suffu:nent to enable
the benefits from the deductions for the lasses to be reallsed:

(b} The company centinues to comply with the conditlons for deductibllity Imposed by tax
leglslation; and

() No changes In tax |egislation adversely affect the company in realising the benefit from the
deductions for the losses,
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5. Earnings per Share

Net loss used in the calculation of basic
and diluted earnings per share ($)
Rasic and Diluted Earnings Per Share

- cents per share (loss)

Weighted average number of shares used |n
Basle and Diluted Earnings Per Share

NO. S48 P.21-42

Consolldated

2002 2001
4,881,871 12,188,521
(5.15) (29.88)
94,789,892 40,787,432

All potential ordinary shares, belng optians to acquire ordinary shares, are not considered dilutive as

the consolldated entity incurred a loss during the year ended 30 June 2002,

6. Receivables (Current)

Trade Deptors ()
Less; Provision for doubtful debts

Net Trade Debters

Other Debrtors
Less; Provision for doubtful debts

Net Other Pebtors

Tota) Current Recelvables

Consolidated

2002
$

906,624
(100,000)

806,624
208,620

1,015,244

2001
¥

464,067
(391,957)

P ]

72,110

147,216
(80,000)

67,216

139,326

(a) Amounts receivable in forejgn currency disclosed in Note 30 (c).

7. {nventories (Current)

Compopents - at cost
Finished goods

- at cost

- provislon for diminution

Total Inventories at Lower of
Cost and Net Realisable Value

Parent
2002 200]
3 s
9,590 35,265
9,590 35,265
5,590 35,265

585,650 -
1,235,096 1,302,296 -
(247,816) (147.877) -

987,280 1,154,419 -
1,572,930 1,154,419 -
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,  Consolidared Parent
2002 2001 2002 2001
s 3 5 3
8. Other Financial Assets (Current)
Restricted Security Deposits - 8,519,977 - -

Restricted security deposits relate to a technology manufacturing and distribution agreement entered
into durlng the year ended 30 June 1998, These deposits could only be used to meet the
consolidated entity's royalty opligatiops to an unrejated third party that became payable on 5 July
2001,

9. Other Current Assets

Prepayments $8.498 - 33,760 -

10. Recejvables (Non-Current)

Non-trade amounts owing by wholly
awned controlled entjties (a) - - 28,124,864 23,600,000
Less: Pravision for diminurtion - (28,000,000) (23,000,000)

Tota] Non-Currant Recalvables

]
f

124,864 600,000

(@) The recoverability of this amount Is dependent upon the further development, sales and
marketing of a contralled entity's telecammunications technology.
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17. Property, Plant & Equipment Cansolldated Parent
2002 2001 2002 2001
S $ 3 3
Leasehold improvements
Cost
Opening Balance 23,441 23,441 - -
Additions 8,210 - - -
Closing Balance 31,751 23,441 - -
Accumulated Amortisation )
Opening Balance (23,441) (23,441) -
Amortisation for the year (860) - -
Closing Balance (24.301) (23,441) - -
Net Book Value - 7.450 - - -
Plant and Equipment o
Cost
Opening Balance 818,013 749,491 72,727 54,684
Additlons 62,583 71,082 5,110 20,603
Disposals ‘ (77,837) (2,560) (77.837) (2,560)
Closing Balance 802,759 818,013 - 72,727
Accumulated Depreciation '
Opening Balance (677,122) (573,801) (48,627) 41,187
Depreciatiop for the year (78,743) (103,321) (2,600) (7.440)
Dispasals 51,227 - 51,227 -
Closing Balance (704,638) (677,122) - (48,627)
Net Book Value , 98,121 140,891 24,100
plant and Equipment under lease ) -
Cost
Qpening Balance 127,092 127,092 - -
Addltlons - - - -
Closlng Balance 127,092 127,092 - -
Accumulated Depreciation T
Opening Balance (117.130) (74,766)
Depreciation for the year (2,962) (42,364)
Closing Balance (127,092) (117,130) - -
Net Book Value - 9,962 - -
Total Property, Plant and Equipment 105,571 150,853 - 24,100
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Consolidared Parent
2002 2001 2002 2001
5 L3 S $

12. Other Non-Current Assets
Deferrad Research and Deve|opment Costs
- Deferred research and deyelopment

costs - opening . 14,453,848 11,624,633 - -
- Deferred research and development

costs incurred during the year - 2,829,215 - -
- Deferred research and development
costs - clasing 14,453,848 14,453,848 - -
- Accumulated amortisation ~ opening (12,408,263) (8,025,326) - -
- Amortisatjon of R & D costs - (783,631) - -
- Deferred costs written off (2,045,585) (3,599,306) -
- Accumulated amortjsation - closing (14,453,848) (12,408,263) - -
Net Deferred Rasearch
& Development Costs - 2,045,585 - -
13. Payables (Current)
Trade Credl|tors and
accruals -~ unsecured 1,067,803 2,193,310 89,112 134,793
Amounts payable to directors
and director-related entit|es 76,648 - 76,648 -

1,144,451 2,193,310 165,760 134,793

Detalls of amounts payahle to directors and director ralated entities are set out [n note 28,

14, Interest Bearing Liabilities (Current)

Secured

Secured Loan () - 500,000 - 500,000
Hire Purchase Llabllities - 7.860 - -
Total Interest Bearing Liabilitjes- - 507,860 - 500,000
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14. Interest Bearing Liabilities (Current) (continued)

(a3} Op 20 june 2001 the Company obtained a secured Joan facllity of $1,000,000 fram Mr Nelson
Woss who (s a member of the immedlate family of Mr R W Woss. At 30 Jupe 2001, $500,000 of
this facility had been drawn down. During the finapclal year ended 30 June 2002, the remalning
$500,000 was drawn down, The facllity was secured by a debenture over all of the Company’s
assets and undertakings and was convertible into shares |n the Company on certaip terms and
cenditions. During the year ended 30 June 2002 the facllity was converted Into 26,628,298

ardinary shares - refer Note 17 (c)

Consolidated Parent
2002 2001 2002 2001

$ 3 3 3
15. Provisions (Current)
Auditors Fees 25,000 15,000 25,000 15,Q00
Employee Entitlements 141,044 114,062 - 11,180
Produyct Warrantles 50,000 50,000 - -
Rovyalties - 8.519.977 - -
Total Current Provisions 216,044 8,699,039 25,000 26,180
16. Provislons (Non~-Current)
Employee Entitlements 27,155 34,408 - -
Total Non Current Provisions 27,155 34,408 - -
17. Contributed Equity
Ordinary Shares 35,527,119 29,443,413 35,527,119 29,443,413

No. of Ordinary Shares

2002 200])

Movement in issued shares

for the year;

QOpening number of shares 44,245,192 135,030,238
Issued during the year (a) 58,760,135 8,953,704
Onptlons canverted during the year (b) 1,100,000 261,250
Convertible notes converted during the year (c) 26,628,298 -
Closing Number of Shares 130,733,625 . 44,245,192

Ouring the year transactlon costs arising from contributed equity was $371,142 (2001; $275,000),
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17. Contributed Equity (continued)
No. of Ordinary Shares
2002 2001

(a) )ssued during the year;

On 16 August 2001, issue of 42,396,500 fully paid 42,396,500 -
ordinary shares at an lssue price of §0.11 per share

On 22 November 2001, jssue of 908,967 fully paid 908,967 -
ordinary shares at an Issue price of $Q,11 per share

On 15 Janyary 2002, issue of 454,668 fully pald 454,668 -
ordlnary shares at an issue price of $0,11 per share

Qn 30 May 2002, Issue of 15,000,000 fully pald

ordinary shares at an Issue price of $0.04 per share 15,000,000 -
On 31 Aygust 2000, jssye of 5,250,000 fylly pald ordinary .
shares at ap jssue price of $1.00 per share - 5,250,000
©On 28 Febryary 2001 issue of 3,703,704 fully pald

ordinary shares at an |ssue price of $0,54 per share - 3,703,704

$8,760,135 8,953,704

(b) Options converted during the year;

Conversion of options exerclsahle at $0,0375

on or before 15 June 2002 1,100,000 -
Conversion of aptions exercisable at $0.70

on or before 1 January 2001 - 198,750
Converslon of options exercisable at 30,60

on or before 16 Dacember 2001 [ssued under the

Employee Share Option Plan - 7.500
Conversion of aptions exerc(sahle at §0,70

on or hefore 13 December 2000 {ssued ynder the

Employee Share Option Plan - 55,000

1,100,000 261,250

(c) Convertible Notes conyerted during the year:
Convyerslon of convertlble notes at $0.0428 (1) 7,703,081 -
Conversion af convertible notes at $0,.0354 (1) 18,925,217 -

(1) Refer to Note 14 (a)

26,628,298 -

{d) Terms and Conditions of Contributed Equlry:
Ordinary shares have the right to recejye dividends as declared, and, in the event of winding
up the company, to particlpate In the proceeds from the sale of all surplus assets in
proportien to the number of and amounts pald up an shares held.

Ordinary shares entitle their holder to one vote, efthar In parson or by proxy, at a meeting of
the company.
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18. Other Equity Instruments
Options to acqulre shares in Tennyson Netwoerks Ltd
a) Employee Share Option Plan

On issue at heglnnipg of year
Exercisable at 50.70 on or before 13 December 2000
Exerclsable at $0.60 on or before 16 Deceamber 2001
Exercisable at $0.80 an ar before 21 June 2003
Exercisable at $1.00 on or before 3Q June 2004
Exercisable at $1.05 on or before 30 Jyne 2004
Exercisable at $0,70 on or before 1 November 2004

Issued during the year
Exercisable at $1.00 on or before 30 June 2004
Exercisable at $1.05 on or before 30 June 2004
Exerclsable at $0.70 on or before ] November 2004
Exercisable at $0.04 on ar before 27 November 2005
Exerclsable at $0.05 on or before 19 March 2006

Exercised during the year
Exerclsable at $0.60 op or before 16 December 2001
Exearcjsable at $0.70 on or before 13 Decamhear 2000

Canceiled during the year

Exercisable at 50,70 on ar before 13 December 2000
Exercisable at $0.60 on ar before 16 December 2001
Exercisable at $0,80 on ar hefore 2] June 2003
Exercisable at $1.00 on or pefore 30 june 2004
Exercisable at $1.05 on or before 30 June 2004
Exercisable at $0.70 on or hefore 1 November 2004
Exercjsable at $0.04 on ar before 27 November 2005

Outstanding at Balance Date

23

NO. 548

Numbher of Options

2002

259,750
185,000

5,000
259,000

708,750

1,460,000
500,000

{259,750)
(145,000)

(199,000)
{200,000)

- o o e

2001

322,000
483,500
300,000

- 1 0

633,000
80,000
339,000

(7.500)
(55,000)

(62,500)

—————

(267,000)
(216,250)
(300,000)
(448,000)
(85,000)
(80,000)

(1,396,250)

708,750

P.27r42
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23.5EP.28B2 21:354

18. Other Equity Instruments (continued) Number of Optjons

24

__________

2002 2001
Cancelled subsequent to balance date
Exercisable at $0.60 on ar before 16 Decemper 2007 - (18,000)
Exercisable at $1,00 an or before 30 june 2004 - (50,000)
Exercisable at $1.00 on ar before 1 November 2004 - (37,000)
- (105,000)
Outstanding at Darte of Dlrectors’ Report 1,865,000 603,750
b) Other Optians
On issue at beginning of year
Exercisable at $0.70 on ar before 1 January 2001 - 500,625
Exercjsable at $0.90 on or before 1 January 200) - 1,650,000
Exercisable at $0.11 on or before 15 June 2002 1,100,000 -
Exercisable at $1.90 on or hefore 20 june 2001 - 1,000,000
1,100,000 3,150,625
Issued during the year T LSS T
Exercisable at $1.00 on ar before 30 June 2001 - 125,000
Exercisable at $0.11 an or before 15 June 2002 - 1,100,000
Exercisable at $1.00 on or before 30 Jyne 2002 - 1,025,000
Exerclsable at $1.50 on or before 30 june 2003 - 900,000
Exercisable at $0.11 on or before 31 Decamhber 2003 (a) 4,700,000 -
Exercjsable at $2.00 on or before 30 Jupe 2004 - 900,000
4,700,000 4,050,000
Exercised during the year o ToUUTTmmmmO TR
Exerclsable at §0.70 on or before 1 january 2001 - (198,750)
Exercisable at $0.11 on ar before 15 Jupe 2002 (1.100,000) -
(1,100,000) (198,750)
Cancelled during the year T T T
Exerclsable at 50,70 on ar hefaore 1 lanuary 2001 - (301,875)
Exercisable at $0.90 on or before 1 January 2001 - (1,650,000)
Exercisable at $1.00 on or before 30 June 2001 - (125,000)
Exercisable at $1.90 op pr before 30 June 200) - (1,000,000)
Exercisable at $1.00 on or before 30 June 2002 - (1,025,000)
Exerclsable atr $1.50 an or pefore 20 June 2003 - (900,000)
Exercisable at $2.00 op or before 30 June 2004 - (900,000)
- {5,901,875)
Outstanding ar Balance Date 4,700,000 1,100,000
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18. Other Equity Instruments (continued) Number of Options
2002 200)

issued subsequent ta balance date

Exercisable at $0.10 on or before 12 July 2003 (b) 7,500,000
Exercisable at $0.10 an or before 12 luly 2004 (c) 10,000,000
17,500,000 -
Ourstanding at Date of Directors' Report 22,200,000 1,100,000

Key Terms and conditions of ather optlons

(a} An issue of 2,000,000 optlans to H C Parker, at nil consideration, expiring ean 31 December
2003 art an exerclse price of 50.11. These options become exercisable In equal amounts on 27
November 2002 and 2003, provided H C Parker has remalned a director through the preceding
12 month periods.

An Issue of 2,700,000 optlons to L A Coleman, at nll conslderation, explring on 31 December
2003 at ap exercise price of $0.11. 1,000,000 optlons become exercisable on 27 Nevember
2002 and the remalning options become exercisable in tranchas of 500,000, 500,000, and
700,000 should the closing price of Tennyson ordinary shares on the ASX equal or exceed
$0.50, $0.75 and $1.00 respectively for 5 consecytive trading days.

{b) An |ssye of 7,50Q,000 optjons, at nil consideration, expiring on 12 July 20032 atr an exerclse
price of $0.10 to the placement [nvestors to whom shares were Issued on 30 May 2002 -
refer Note 31. .

(c) An issue of 10,000,000 options, at nil censideration, axplring on 12 July 2004 at an exercise
price of $0.10, to the holders of secured convertible notes - refer Note 31,

Cansolldated Parent

2002 2001 2002 2001

3 S S 3
19. Reserves
Capital Reserve 10,000 10,000 10,000 10,000
20. Accumulated Losses
Accumulated Losses at the Beglnping
of the Financla) Year (28,757,390) (16.,568,869) (29,349,843) (9,268,857)
Lass from Ordinary Actlvities after
related income tax expense (4,881,871 (12,188,52)) (5.800,135) (20,080,986)
Accumulated Losses at the End -
of the FInanclal Year (33,639,261) (28,757.2390) (35,149,978) (29,349,843)
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Consolidated Parent
2Q02 2001 2002 2001
§ $ 3 s
21. Hire Purchase and Lease Commitments
Hire Purchase expenditure, in regard to plant and
equipment, and contracted for is payable as follows:
Not jater than one year (refer Note 14) - 7,860 - -
- 7,860 - -
Future finance charges
- Not later than one year - - - -
Net Hire Purchase L)ablllty - 7.860 - -

Finance [eases are entered Into as a means of funding the acqulsitien of miner items of plant and
equipment. Rental payments are fixed. No leases have escalatlon clauses ather than in the eventof a
payment default,

22. Investrment in Controlled Entities

The consolidated financial statements at 30 June 2002 Include the following controlled entities. The
financial years of alf controlled entitles are the same as that of the parent entity.

Cost of Parent Equlty Holding
Eptity's Interest
2002 2001 2002 200
3 3 % %
Controlled Entities
Tennyson Technologles Pry Ltd 2 2 100 100
Greatday Nominees Pty Ltd - 2 - 100
Tennyson Networks Ltd* 3 3 100 100
5 7

* Tennyson Networks Ltd was the company's operating subsidiary based and incorporated In the
United Kingdoem. This antity is in liquidatien.

TennVSor: Techpologles Pry Ltd Is directly controlled by Tennyson Networks Ltd. and is Incorporated
in Australla.

Tennyson Technologles Pry Ltd's principal activity Is the research, development and commercialisation
of telecommunications equipment.

During the year Greatday Nominees Pty Ltd was sold 1o a director-related entity. Tennysen Networks
Ltd (the UK subsidiary) has not heen audited,
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23. Employee Entitlements and Superannuation Commitments

Consolidated Parent *
: 2002 2001 2002 2001
The number of full-time equivalents
Employed as at 30 June are; 24 30 - 6

a) Employee Entitlements

The aggregate employee entitlement Jlabllity at baance date comprises:

Consolidated Parent
2002 2001 2002 2001
5 $ S $
- Accrued wages, salaries and oncosts 30,383 59,449 - -
- Provisions (Curren® 141,044 114,062 - 11,180
- Provisions (Nen-Current) 27,155 34,408 - -
198,582 207,919 - 11,180

b) Employee Share and Option ownership schames

On 31 August 2000 the Company estaplished an Employee Share Optlon Plan to assist in the
attraction, retentien and motivation of key employees.

The total number of options that can be Issued under the plan, when comblned with all other
shares fssued by the company pursyant to this or any other employee share scheme in the
pravious 5 years, may not exceed 15% of the Issued share capital of the company at the time
that the options are issued.

The options, which are not listed, are [ssued free to employees and entitle the holder to
subscribe for one fully paid ordinary share in the Company. Shares issued pursuant to the
exercise of options will rank equally with all ether ordinary shares of the Company. Optlons
issued under the Plan are not transferable,

Directors have discretion under the plan to determine the exefcise price of each option. The
exerclse price however may not be less than 80% of the average closing sale price of the
Company’'s ordinary shares aver the five days preceding the day on which the options are
offered to employees.

The options Issued under the Plan are subject to various escrow conditions over a period of
three years. Any options not exercised within a period of 4 years frem their date of Issye wil|
lapse, Options wll| also lapse upon the resignatlon or termination of a holder's employment -
refer note 18.

Q) Superapnuation Commitments
The Company and its caontrolled entities contributed 8% of sajaries to employees' persopal
superanpuation plans. The companles do nat malntaln a superannuatien scheme an behalf of

thelr employees, There was $30,383 in outstanding llabilitles for superannuation commitments
at 30 June 2002,
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The number of Directors of the Company who were paid, or were due to be paid, income (including
brokerage, cammission, bonyses, retirement payments and salaries), directly or indirectly from the
cempany or any related party, as shown In the following bands, were:

$0,000 - $9,999
$10,000 - $19,999
$20,000 - 29,9399
$40,00Q - $49,999
$80,000 - $89,995
$180,000- $189,999
$200,000 - $209,999
$230,000 - $239,999
$610,000 - $619,999

The aggregate income of the directors refarred to above was

25.

Remuneration of Executives

Number

2002

| — - N NN—=

2001

| — | —t -

—

$516,503 $978,096

The number of executive officers whose total income for the year falls within the following bands,

were,

$120,000 - $129,995
$180,000 - §199,999
$190,000 - $199,999
$200,000 - $209,999
$210,000 - $219,939
$230,000 - $239,999
$290,000 - $299,999
$330,000 - $339,9589
. $340,000 - $349,999
$610,00Q - $619,999

The aggregate income of the executives

referred to above:

Consolidated Parent
2002 2001 2002 2001
- 2 - -
- 1 - -
1 - - -
" - - -
- '] - -
- 1 - 1
- ] - -
- 1 - _
- 1 - -
- 1 - -
$394,957 $2,498,011 - $235,800

- ——

Rermuneration of 204,279 (2001: $855,197) was received by one (2001; two) of these executives and
has been included In the amounts pald or payable to Directors as set oyt in Nate 24,
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26. Auditors' Remuneration Consolidated Parent
2002 2001 2002 2001
s 5 3 $
(a) Amounts received or due and receivable by
the Audltors for:
Auditing the financial statements and
cansolldatad financlal statements of Tennyson
Networks Ltd and the financial statements
of its controlled entities: 25,000 - 25,000 -
(b) Amounts recejved or due and recejvable by
Other Auditors - Arthur Andersen for:
Auditing the financial statements and
consolidated financlal statements of Tennyson
Networks Ltd and the flnanclal stateaments
of its controlled entities 18,150 33,000 18,150 33,000
Other Services - 10,000 - 10,000
Total Auditors’' Remuneration 43,150 43,000 43,150 43,000
27. Segment Information Consolldated
2002 2001
S s
Operatjng Revenue
- Australla 2,828,753 2,741.263
- Overseas - 646,070
2,828,753 3,387,333
Segment Result
- Australia (4,.881,871) {12,495,792)
~ Overseas - 307,271
(4,881,871) (12,188,521)
Segment Assets
- Aysrralla 3,285,508 12,130,640
- Overseds - -
3,285,508 12,130,640

The consolidated entity operates within one business segment, belng the telecommunications
industry. All of its operations are now based in Australia where it derives the majority of its revenue
and all expenses, with exports to selected overseas markets,
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28.

a)

b)

d)

Related Party Transactions

The Dlrectors of Tennyson Netwarks Ltd during the year ended 30 Jupe 2002 and up to the
date of the Directors’ Repart were;

R W Woss

H C Parker (appointed 6 August 2001)

RW Leighton (appolnted 6 August2001)

E M Barry (appointed 6 August 2001)

L A Coleman (appolnted 15 October 2001)

L tvery (resigned 6 August 2001) -
W ) Trenear (reslgned 6 August 2001)

Directors’ shareholding at 30 June 2002:

Aggregate numbers of shares and share options of Tennyson Networks Limited acquired from
the company by directors and their director-related entities were as follows:

Number

2002 2001
Qrdinary shares acqulred 38,181,476 -
Optlons over ordinary shares 4,700,000 -
Aggregate numbers of shares and share optlons of
Tennyson Networks Limlted held directly, indirectly or
beneflclally by directors or thelr director-related eptities
at balance date;
Ordinary shares 42,541,989 8,277,980
Options over ordinary shares 4,700,000 150,000

Wholly-owned group transactions

During the year, the Company advanced $4,524,864 (2001: $9,231,958) to Tennyson
Technalogies Pty Lwd, a controlled entity, to fund that company's telecommunicatjions
operations. The Company has not charged Tennyson Tachpolegles Pty Ltd Interest on the loan
of $28,124,864 owlng at 30 June 2002,

Transactions with directors and djrector-related entjties:

During the year the Company pald $178,875 In management and service fees pursuant to an
agreement with Hotlake Pty Ltd, a company associated with Mr R W Woss, This agreement
expired in March 2002. The Company also palid $6,500 in rent to Hotlake Pty Ltd for the rental
of offlce space In Parth prior to the closure of the Company's former head office In September
2002,

Durlng the year Hotlake Pty Ltd pald fair value of 510,000 ta the Company for the acquisition of
property, plant and equipment with a net book value of $26,611. In addlition, Woss Group Pty
Ltd, a director-related entity of Mr R W Woss, acquired Greatday Nominees Pty Ltd from the
Company for $2.

Durlng the year Tennyson Technologles Pty Ltd purchased $137,715 of goods and services,
under normal commercial terms and conditions, from PowerConnex Pty itd, a company of
which Mr E M Barry is a director.

1
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28. Related Party Transactions (continued)

During the year Mr R W Leighton acqulred convertlble notes with a face valuye of $400,000 from
Mr. Nelson Wess, who is a member of the immedlate family of Mr R W Woss, and these
convertible notes were subseqyently converted into 11,298,637 ordinary shares of the
Company. Mr R W Leighton earned Interest of $2,048 an the convertible notes, which remain
payable to him at balance date,

During the year Mr Nelson Woss was pald a lean establishment fee of $50,000 in relation to a
secured loan and convertible note faclllty (refer to Note 14 (a)) that had been approved at the
general meeting of Shareholders held on 31 July 2001 and interest of $46,892 was paid to Mr
Nelson Wass during the year in relatlon to this facility.

During the year certain djrectors and director-related entitles entered into subscription
agreements to subscribe for shortfalls, if any, pursuant to the Company's ene-for-one pro-rata
issue in July 2001. Subscriptlon fees pald or payable camprised: $30,000 payable to |aytide Pty
Lrd, a directed-related entity of Mr R W Leighton: $10,000 pald te Barry Family Investments Pty
Lid, a directer-relared entity of Mr E M Barry and $23,224 pald to Cutmere Pty Ltd, a director-
related entity of Mr R W Woss,

At balance date, the amounts payable to directors and director-related entitles, not etherwise
disclosed In this note, include agaregate directors' fees of $44,600 payable 1o Messrs R W
Woss, RW Leighton and F M Barry.

(e) Ujrimare parant

Tennyson Networlcs Limited |s the ultlmate Australian parent company.

3
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29. Nates ta Statements of Cash Flows

a) Reconciliation of Cash

For the purposes of the Statement of Cash Flows, cash includes cash on hand and |n banks and
deposits at call. Cash at the end of the financlal year as shown in the Statement of Cash Flows
Is reconciled to the related items In the Statement of Financial Position as follows;

b)

Consolidated Parent
2002 2001 2002 2001
$ ) $ $
Cash at Bank and on Hand 124,417 15,921 839 G619
Deposits at call 408,848 104,558 408,848 104,559
533,265 120,480 409,687 105,178

Reconcillation of loss from operating

activities after tax ro cash used in

operating activities

Loss from Ordinary Activities
After Related Income Tax Expense

Adjustments for non-c¢ash Income
and expense (tems:

(4,881,871)

(12,188,521)

(5,800,135) (20,080,986)

Depreclation and amortisation 89,565 145,685 2,600 7,440
Net loss (profit) on disposal of
property, plant and equipment 16,611 (2.515) 16,611 (2,515)
Bad debts written off - 177,783 - - -
Amortisation of deferred research
and development costs - 783,631 - -
Net research and development
casts written off 2,045,584 3,599,306 - -
Amounts set aside to provisions/
(written back): :
stack varlatien 29,090 - - -
audit fees 25,000 15,000 25,000 15,000
douybrtful debrs (291,957) 441,957 5,000,000 18,933,730
warrantles - 20,000 - -
Changes In operating assets and llabllitles
(Increase) decrease in recelvables (761,744) 129,650 25,678 (21,962)
(Increase) decrease In other current (58,498) - (33,760) -
assets
(Increase) decrease in Inventory (447,601) 459,957 - -
(Dacraase) [ncrease in payablas (1,048,859) 751,439 30,966 57.825
Increase (Decrease) in provision far
employee entitlements 19,729 34,217 (11,180) 7,879
(Decrease) In other provislons (15,000) (25,000) (15,000) -
Net cash used In
aperating activities (5.102,168) (5.835,194) (759,223) (1,083,589)
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30. Financial Instruments
a) Interest Rate Risk Exposure

The following table summarlses interest rate rlsk for the consolidated entlty, together with
effective interest rates at balance date,

Fixed intaresrt rate
maturing in

Floating 1 year Over Non- Total Average
Interest  or less 1105 Interast Interest
Rate (i) years rate
$ s 3 s 5
2002 Fixed Floating
% %
Financlal assets
Cash - - - 124,417 124,417 - -
Deposits 408,848 - - 408,848 - 4.36%
Trade Debtors - - - 806,624 806,624 -
Other debtars - - - 208,620 208.620 - -
Prepayments - - - 58,498 58,498 - -
408,848 - - 1,198,159 1,607,007

Financial liabllitles
Trade Credltors - -

1,144,450 1,144,450 - -

|
\
1

1,144,450 1,144,450

{i) Floating interest rates represent the most recently determined rate applicable o the
Instrument at balance date,

2001

Financjal assets

Cash - - - 15,821 15,821 - -

Peposits 104,559 - - - 104,559 - 3.40

Trade Debtors - - - 72,110 72,110 - -

Restricted Deposits - 8,519,997 - - 8,519,977 5.51 -

Other debtors - - - 67,216 67,216 - -
104,559 8,519,997 - 155,247 8,779,783

Financjal Jjabilitles

Trade Credltors - - - 2,193,310 2,193,210 - -

Secured Loan 500,000 - - - 500,000 - 9.40

Hire Purchase - 7.860 - - 7,860 7.75 -
500,000 7,860 - 2,193,310 2,701,170
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30. Financial Instruments (continued)

b)

)

d)

31.

Net fair value of financial assets and llabilities

The carrylng amounts of trade recelvables, trade craditors and loans approximate thelr falr
values.

Amounts receivable in forelgn currencies

At year end, a total of ni| (2001: $US 135,786) was owed by trade debtors to the consolldated
entity. The Australian dollar equlvalent of these recalvables at year end was pil,

At year end, a total of GBP 5,443 (2007: GBP 341,006) was owed by trade debtors to the
consolidated entity. The Australian dollar equivalent was $14,325. No hedgling is in place for
this foreign currency recejvable,

Credit Risk Exposure

The consclidated antlty's expasure to credit risl s Indlicated by the carrying amount of its
financial assets, The major geographic concentration of credit risk arises from Australla,

Subsequent Events

AT a General Meeting of Shareholders held on 8 July 2002, shareholders approved the
following:

a) an jssue of 7,500,000 options, at pil consideratian, to the placement Investors to whom
shares were issued on 30 May 2002; -

b) an issue of $400,000 of secured convertlble notes In the Company; and

c) an issue of 10,000,000 options, at nil cansideratjon, to the holders of the secured
convertible notes.

34



23.5EP.20b2 21:57 TENNYSON TECNOLOGY 61 3 95583965 NO. 540 P.33-42

DIRECTORS’ DECLARATION

in the apinlon of the directors of Tennyson Networks Limlted:

(@  the financlal statements and notes of the company and the consalldated entity are in accordance
with the Corporations Act 2001, Including:

0 giving a true and fair view of the flnapclal positlon of the company and consolidated
entity as at 30 June 2002 and of their performance for the year ended on that date; and

)] complylng with Accounting Standards and the Corporations Regulations 2001; and

(b)  there are reasonable grounds to belleve that the company will be able to pay Its debts as and
when they become due and payable,

Signed in accordance with a resolution of the directors.

PN S

" HC Parker
Chairman

Melbourne

10 September 2002
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El] ERNST & YOUNG & 120 Collins Street W7ol 6139288 8000

Melbourne VIC 3000 fax 61396546166
Australia DX 293 Melbourne
GPO Box 678

INDEPENDENT AUDIT REPORT Melbaume VIC 3001

Ta the Members of Tennyson Netwarks Limited
Scope

We have audited the financial repart of Tepnyson Netwarks Limited far the financial year ended 30 June 2002, as set out on
pages 2 to 35 including the Directors' Declaration. The financial report includes the financial statements of Tennyson
Netwprks Limited, and the consolidated financial statements of the consolidated entity comprising the company and the
entities it controlled at year's end or from time to time during the financial year, The company’s directors are responsible
for the financial report. We have conducted an independent audit of the financial repert in order to express an epinion on
it to the members of the compeany.

Our audit has been conducted in accordance with Australian Auditing Standards to provide reasonable assurance whether
the financial report is free of material misstatement. Our procedures included examination, on a test basis, of evidence
supportipg the amounts and other disclgsures in the financial report, and the evaluation of accounting policies and
significant accounting estimates. These procedures have heen updertaken to form an opinfon whether, in ail material
respects, the financial report 5 presented fairly in accordance with Accounting Standards, other mandatory professienal
reporting requirements and statytory requirements in Australia, so as to present a view which Is consistent with our
understanding of the company’ and the consolidated entity's financial position and performance as represented by the
results of their operations and their cash flows.

The audit opinion expressed in this report has been formed oh the above basfs.

Audit Opinion

In our opinion, the financial report of Tennyson Networks Limited js in accordance with:

{a) the Corporations Act 2001 including:

(i) giving a true and fair view of the company’s and consolidated entity's financial position as at 30 Juna 2002 and of
their performance for the year ended on that date; and

(1i) complying with Accounting Standards {n Australfa and the Corporatjons Regulations 2001; and

(b} other mandatery professional reparting requirements in Australia.

Inherent Uncertainty Regarding Continuation as a Going Concern

Without qualification to the opinion exprassed apove, atteption is drawn to the following matter. As a result of matters
described in Note 1 to the financial report, there {s uncertainty whethear the aconomic entity will be aple to continue as a
gaing concern and therefore whether it will be able to pay its debts as and when they fall due and realise its assets and
extinguish its liabilities in the normat course of business and at the amounts stated in the financial report, without the
economic entity’s successful implementation of future business plans and achieving planned level of sales and cash flaws,

The financfal report does not include any adjustments relating to the recoverability and classification of recorded asset
amounts, or to the amounts and classification of liabilitles that might be necessary should the entity not continue as a soing
cancern. ’

W\;‘Tm@/

Denis Thomn

Partner
Melbourne, 10 September 2002

36 [iability limited by the Accountants Schene, approved
under the Professional Standards Act 1934 (NSW)
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Additional information requirad hy the Australian Stack Exchange Ltd and not shown elsewhere in this

report {s as follows:

The Information is based on information up to 20 September 2002,

Substantial Shareholders

The following informatjon Is extracted from the Company's Register of Substantial Shareholders.

Name

Cutmere Pty L1d and related partles
Jaytide Pty Ltd and related partles

Distribution of equity securlitles

Ordinary Shares

21,846,170
18,178,358

)] The pumber and distributlon of Shareholders at 20 Septamber 2002 was as follows:

Slze of Holding

Number af
Sharehalders

1 ~-1,000 180
1,001 - 5,000 389
5,001 - 10,000 307
10,001 - 100,000 $-1:]
100,001 and over 140
Total number of holders 1,605
Less than a marketable parcel 995

li) The number and distribution of Optionholders at 20 September 2002 was as follaws:

Size of Halding 1 1,001 5,001
o ta to
1,000 5,000 10,000
Expjry Date Exercise Price
30 June 2004 $1.00 - 2 3
30 Junhe 2004 $1.08 - 1 -
1 November 2004 $0.70 - - -
27 November 2005 $0.04 - - -
19 March 2006 50,05 - -
31 December 2003 $o0.11 - - -
12 July 2003 $0.10 - - -
12 July 2004 $0,10 - - -

No, of Options
over Shares

10,001
to
100,000

100,001
and
over

Total

-

—
NNN D — 0

i) The number and distribution of Convertible Noteholders at 20 September 2002 was as follows:

Size of Halding

1-1,000

1,001 - 5,000
5,001 - 10,000
10,001 - 100,000
100,007 and over

Number of
Notehalders

Tatal number of noteholders 2
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Twenty Largest Shareholders

The 20 largest shareholders, who between them hold 56,82% of the issued capital of the Company at
20 September 2002, are listed as follows:

Name No. of Shares % Held
Uuro Pty Ltd 17,283,190 13.22
Mr Ross W Leighton 13,632,304 10.43
Westpac Cuystodian Nomlnees Ltd 7,056,455 5.40
Mr Robert Pittorino 6,250,000 4.78
Cutmere Pty Ltd (222 A/c) 4,562,980 3.49
Jaytide Pty Ltd 4,545,454 3.48
Intergen Pty Ltd 2,744.911 2,10
Paradyn HoldIngs Pry Ltd 2,520,672 1.93
Dynamic Supplies Investments Pty Ltd 2,500,000 1.91
Jagen Pry Ltd 2,048,182 1.57
Mr Edward M Barry & Mrs Colleen M Barry 1,818,181 1.39
Mr Gervasio Da Pra & Mrs Elsa Da Pra 71,772,786 1.36
Abercrombie Investments Pty Ltd 1,173,500 0.90
All States Secretarlar Ltd 1,000,000 0.76
Mr Peter ] Clifton & Mrs Ellzabeth S Clifton 990,253 0.76
ANZ nominees Ltd ' 955,500 .73
Oxley Sports Dome Corporation Pty Ltd 909,091 0.70
Vater Corparation (Aust) Pty Ltd 900,000 0.69
Mr Kerry R Wark & Mrs Susanne M Wark 847,090 0.65
Petrador Farms Pty Ltd 750,000 0.57

Veoring Rights

All ordinary shares are entitled to one vote per share in accordance with the Company's Memorandum
and Articles of Association.
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