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Huedson Products Pacific Pty Ltd (formerly Hudson HEI Pty Ltd)
Notes to the financial statements
31 December 2004

Note 1. Summary of significant accounting policies

{a)

(b

(c)

(d)

Basts of preparation of financial report
In the directors’ opinion, the company and consclidated entity are not reporting entities because there zre no users
-dependent on general purposs financial reports.

This is a special purpose financial report that has been prepared for the sole purpose of complying with tha
Corporations Act 2001 requirements to prepare and distribute a financial report to the members and must not be used
for any other purpose. The dirsctors have determined that the accounting pelicies adopted are appropriate to meet the
needs of the members, ’

The company and consolidated entity have applied Accounting Standard AASB 1025: dpplication of the Reporting
Enrity Concept and Other Amendments, which amended the application clauses of all standards existing at the date of
its issue so that they now apply only to companies that are reporting entities or to companies which are not reporting
enfities but prepate general purpose financial teports. However, the financial report has been prepared in accordance
with AASB 1018 Statement of Financial Performance ,AASB 1034 Financial Report Presentation and Disclosures
and AAST 1040 Statement of Financial Pesition which apply to all entities requirad to prepare financial reports under
the Corporation Act 2001 2nd other applicable Accounting Standards and Urgent Issues Group Comnsensus Views with
the exception of the disclesure requirements in the following:

AASB 1004 — Revenue — disclosure requirements only

AASBE 1005 ~ Segment Reporting

AASB 1017 - Related Party Disclosures

AASB 1020 - Income taxes - disclosure requirements only

AASB 1026 — Sttement of Cash Flows - disclosure requirements only

AASB 1028 — Accounting for Emplovee Entitlements — disclosure requirements only

AASB 1033 ~ Presentation and Disclosure of Financial Instruments (the classification standards in AASE 1033 have
been complied with).

AASB 1041 — Revaluation of Non-Current Assets — disclosure requitements only

AASB 1047 - Disclosing the Impacts of Adopting Australian Equivalents to International Financial Reporting
Standards (full disclosure requirements only)

The financial report is prepared in accordance with the historical cost convention, except for certain assets which, as
noted, are at valuation. Unless otherwise stated, the accounting policies adopted are consistent with those of the
previous year. Comparative information is reclassified where appropriate to enhance comparability.

Change of company name
On 19 April 2004 the company changed its name from Hudson HEI Pty Lid to Hudson Products Pacific Pty Ltd,

Principles of consolidation

The consolidated financial statements incorporate the assets and liabilities of all entities controlled by Hudson
Prodiicts Pacific Pty Ltd (formerly Hudson HEI Pty Ltd) (“company” or “parent entity”) as at 31 December 2004 and
the results of all controlled entities for the vear then ended. Hudson Products Pacific Pty Ltd (formerly Hudson HEI
Pty Ltd) and jts controlled entities are referred to in this financial report as the consolidated entity. The effects of all
fransactions betweer entities in the consolidated entity are elirinated in full

Where control of an entity is obtained during a financial year, its results are included in the consolidated stalement of
financial performance fom the date on which control commences. Where control of an entity ceases during a
financial year its results are included for that part of the vear during which control existed.

Income tax

Tax effect accounting procedures are followed whereby the Income tax expense 1a the statements of financial
performance is matched with the accounting profit after allowing for permanent differences. The future tax benefit
relating to tax losses is not carried forward as an asset unless the benefit is virtually certain of realisation. Income tax
on cumulative timing differsnces is set aside to the deferred income tax or the future income tax benefit accounts at the
rates which are expected to zpply when those iming differences reverse.
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Hudsoz Products Pacific Pty Ltd (formerly Hudson HEI Pty Lid)
Notes to the firancial statements
31 December 2004 (continued)

Note 1. Summary of significant accounting policies (continued)

(e}

ey

(9

(b}

®

Tax consolidation legislation

Hudson Products Pacific Pty Ltd {formerly Hudson HEI Pty Lid) is part of a tax consolidated group, of which Hudson
Products Pacific Pty Lid (formerly Hudson HET Pty Ltd) is the head entity which has impiemented the tax
consolidation legislation as of 1 January 20604,

As a consequence, the Australian controlled entities are no longer subject to income tax and do not recognise any tax
balances in its own financial statements unless the head entity is in dafault of tts oblipahons, or a default is probable,
under the tax consolidation legislation, or the tax amounts relate to taxable income incurred prior to the
implementation of the iax conselidation regime, Amounts payable or receivable under an accounting tax sharing
agreement with the head entity are recognised in accordance with the terms and conditions of the agreement as tax-
related arounts receivable or payable, Expenses and revenues arising under the tax sharing agreement are recognised
as income tax expensel(Tevenus).

Foreign currency translations — transactions

(i) Foreign currency
Foreign currency transactions are initially translated into Australian currency at the rate of exchange at the date of
the transaction. Atbalance date amounts payable and receivable in foreign currencies are translatec to Australian
currency at rates of exchange current at that date. Resulting exchange differences are recognised in determining
the profit or loss of the year.

(i) Foreign controlled enfity
As the foreign controlled entity is self-sustaining, its assets and Habilities are translated into Australian currency at
rates of exchanpe current at balance date, while its revenues and expenses are translated at the average of rates
ruling during the vear. Exchange differences arising on translation are taken to the foreign cwrency translation
reserve.

Upon disposal or partial disposal of a self-sustaining foreign operation, the balance of the foreign currency
ranslation reserve relating to the operation, or to the part disposed of, is transferred to retained profits.

Acquisitions of assets

The purchase method of accounting is used for all acquisitions of assets regardless of whether equity instruments or
other assets are acquired. Cost is measured as the fair value of the assets given up, shares issued or liabilities
undertaken at the date of acquisition plus incidental costs directly attributable to the acquisition. Where equity
instruments are issued in an acquisition, the vatue of the instruments is their market price as at the acquisition date.
Transaction costs arising on the issue of equity instruments are recognised directly in equity.

Revenue recognition
Amounts disclosed as revenue are net of returns, trade allowances and duties and taxes paid, Revenue is recognised

for the major business activities as follows;

Consiruction contracting

Contract revegue and expenses are recognised in accordance with the percentage of completion method unless the
outcome of the contract cannot be reliably estimated. Where 1t is probable that a loss will anise from a construction
contract, the excess of total costs over revenue is recogmised as an expense immediately,

Where the outcorne of a contract carnot be relizbly estimated, contract costs are recognised as an expense as incurred,
and where it is probable that the costs will be Tecovered, revenue is recognised fo the extent of costs incurred.

The stage of completion is measured by 7eference to actual total costs incurred to date as a percentage of estimated
total cost for each contract.

Receivables

All trade debtors are recognised at the amounts receivable as they are due for settlement in accordance with the
customers’ trading terms from the date of recognition.

Collectibility of trade debtors is reviewed on an ongoing basts. Debts which are known to be uncellectible are written
off. A provision for doubtful debts is raised when some doubt as to collection exists.
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Hudson Products Pacific Pty Ltd (formeriy Hudson HEI Pty Ltd)
Notes to the financial statements
31 December 2004 (continued)

Note 1. Summary of significant accounting policies (continued)

@

(k)

{m)

{n)

Inventories

Raw materials

All raw materials are stated at the Jower of cost and net realisable value. Costs are assigned to individual items of stock
on the basis of weighted average costs.

Construction work in progress

Construction work in progress is stated at the aggregate of contract costs incurred to date plus recognised profits less
recognised losses and progress billings. If there are contracts where progress billings exceed the aggrepate costs
incurred plus profits less Josses, the net amounts are presented under other labilities.

Conrract costs include all costs directly related to specific contracts, costs that are specifically chargeable to the
customer under the terms of the contract and an allocation of overhead expenses incurred in connection with the
company's construction aciivities in general,

Recoverable amount of non-current assets
The recoverable amount of an asset is the net amount expected to be recovered through the cash mflows and outflows
arising from its contimued use and subsequent disposal.

Where the carrying amount of a non-current asset s greater than its recoverable amount, the asset is written down to
its recoverable amount. Where net cash inflows are derived from a group of assets working together, recoverable
amount is determined on the basis of the relevant group of assets. The decrement in the carrying amount is recognised
#s an expense in net profit or loss i: the reporting period in which the recoverable amount write-down occurs.

The expected net cash flows included in determining recoverable amounts of pon-current assets are not discounted to
their present values.

Investments

Interests in untisted securities, other than controlled entities, are brought to account at cost and dividend incoms is
recognised in the staternent of financial performance when receivable. Controlled entities are accounted for in the
consolidated financial staternents as set out innote 1{b} and (e},

Depreciation of plant and equipment

Iepreciztion is calculated on 2 straight line basis to write off the net cost or revaluzd amount of each item of plant and
equipment over its expected useful life to the company. Estimates of remaining useful lives are made on a regular
basis for all assets, with annual reassessments for major items, The expected useful lives are as follows:

Buildings 14 years
Plant and equipment 3-8 years

Leased non-current assets
A distincrion is made between finance leases which effectively transfer from the lessor to the lessee substantially all the
risks and benefits incident to ownership of leased non-current assets, and operating leases under which the lessor
¢ifectively retains substantally all such risks and benefits,

Finance leasss are capitalised. A lease asset and liability are established at the present value of minimum lease
payments. [ease payments are allocated between the principal component of the lease liability and the interest
expense,

The lease asset is amortised on a straight line basis over the term of the lease, or where it is likely that the company will
obtain ownership of the asset, the life of the esset. Lease assets held at the reporting date are being amortised over
periods ranging from 2 1o 5 years.

Other operating leasc payments are charged to the staternents of financial performance in the periods in which they are
ingurred, as this represents the pattern of benefits denived from the leased assets.

25



Hudson Products Pacific Pty Ltd (formerly Hudson HEI Pty Ltd)
Notes to the financial statements
31 December 2004 {continued)

Note 1. Summary of significant accounting policies {continued)

(o)

(@)

r)

()

Trade and other creditors
These amounts represent Habilities for goods and services provided to the company prior to the end of the finzncial
year and which are unpaid. The amounts are unsecured and are usually paid within 30 days of recognition.

Inierest bearing liabilities
Loans are carried at their principal amounts which represent the present value of future cash flows associated with
servicing the debt. Interest iz accrued over the period it becomes dne and is recorded as part of other creditors.

Employee entitiements

(i) Wages and salaries, annual leave and sick leave
Liabilities for wages and salaries, annual leave and accumulating sick leave expected to be settled within 12
months of the reporting date are recognised in proviston for employee benefits in respect of employees’ services
up to the reporting date and are measured at the amounts expected to be paid when the liabilities are settled,
Liabilities for non-accurpulating sick leave are recogmised when the leave is taken and measursd at the rates paid
or payable.

{(il} Long service leqve
The liability for long service leave expected to be settled within 12 months of the reporting date is recognised in
the provision for employee benefits and is measured in accordance with (i) above. The liability for long service
leave expected to be seitled more than 12 months from the reporting date is recogmsed in the provision for
employee benefits and measured as the present value of expected future payments to be made in respect of
services provided by employees up to the reporting date, Consideration is given to expscted future wage and
salary levels, experience of employee departures and periods of service. Expected future payments are
discounted using market yiclds at the reporting date on national government bonds with terms to maturity and
cwrency that match, as closely as passible, the estimated future cash outflows.

fiii} Superannuation
The amount charged to the statements of financial performance in respect of superannuation represents the
contributions made by the company to the superarmmation fund, adjusted by the movement in the liability or
asset.

(iv) Provision for employee benefits — Indonesian subsidiary
A subsidiary company, in accordance with Indonesian Labour Law, is required to provide for future employee
obligations covering severance payments, service payments and compensation benefits. The company provides
for the required amounts under the law in accordance with actuarial based computations.

Borrowing costs

Borrewing costs are recognised as expenses in the period in which they are incurted. Borrowing costs include interest
on short-term and long-term borrowings.

Cash

For purposes of the statements of cash flows, cash includes deposits at call which are readily convertible to cash cn
pand and are subject 1o an insignificant risk of changes in value, net of outstanding bank overdrafts.

it
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Hudson Products Pacific Pty Ltd (formerly Hudson HEI Pty Ltd)
Notes to the financial statements
31 December 2004 {continued)

{t} International Financial Reporting Standards

The Australian Accountdng Standards Board (AASE) is adopting IFRS for application to reporting pertods beginning
on or afier 1 January 2005, The AASH will issue Australian equivalents to IFRS, and the Urgent Issues Group will
issue abstracts corresponding to LASB interpretations onginated by the International Financial Reporting
Interpretations Cornmittes or the former Standing Interpretations Committee. The adoption of Australian equivalents
to IFRS will be first reflected in the consolidated entity’'s financial statements for the year ending 31 December 2005.

Entities complying with Australian equivalents to IFRS for the first time will be required to restate their comparative
financial statements 10 amounts reflecting the application of IFRS to that comparative period. Most adjustments
required on transition to IFRS will be made, remospectively, against opening retained earnings as at 1 January 2004,

The finance team will assess and identify the major changes that will be required to the company’s existing accounting
policies during the 2005 financial year.
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Hudson Products Pacific Pty Ltd (formerly Hudson HEF Pty Ltd)

Notes to the financial statements
31 December 2004 (continued)

Note 2. Profit from ordinary activities

Net expenses
Profit from ordinary activities before income tax
expense includes the following specific net expenses:

Expenses
Depreciation — plant and equiproent

Amortisation — plant and equipment under finance lease

Borowing costs — interest and finance charges
paidipayable

Employee entitlements provisions
Forelgn exchange loss/(gain)

Other charges against assets
Doubtful debts — trade debtors

Net [gain)/loss on disposal of plant and equipment

Note 3. Current assets — Cash assets
Cash at bank and on hand

The above figures are reconciled to cash at the end of
the financial year as shown in the statement of cash
flows as follows;

Balances as above
Less: Bank overdrafts (note 11)
Balances per statement of cash flows

Note 4, Current assets — Receivables

Trade debtors
Less provision for doubtful debis

Amounts receivable from controlled entities

Conselidated Entity

Parent Entity

2004 2003 2004 2003
5 $ s 3
685,200 845,433 26,585 147,871
170,864 74,510 7,538 16,868
44,544 96,130 12,431 81,041
(2,859) 326,978 (6,410) 55,641
(29,644)  (394,472) (14,890) {21,854)
37,870 12,700 (37,712) 27,000
624 2,435 - )
4,679.615 2,843,960 2,514,978 498,984
4,679,619 2,843,960 2,514,978 498,984
(480,524) (408,226) (480,524) (408,226)
4,199,095 2,435,734 2,034,454 90,758
11,672,805 7,272,741 294,201 1,821,662
(153,382) (115,512) - (37,712)
11,519,423 7,157,229 294,201 1,783,950
- - 139,350 50,699
11510423 7,157,220 433,551 1,834,649

28



Hudson Products Pacific Pty Ltd (formerty Hudson HET Pty Ltd)
Notes to the financial statements
31 December 2004 (continued)

Consolidated Entity

Parent Entity

2004 2003 2004 2003
g % Y b

Note 5. Current assets — Inventories

Raw materials — at net realisable value 1,845,873 1,434,697 - -

Construction work in progress {amounts due from

customers for contract work):

Contract costs incurred and recognised profits less

recognised losses 60,478,768 46,392,243 13,295,117 7,185,287

Less: progress billings (32,015,531) (41,585,711}  (13,295.117) (6,939,941}

8,463,237 4,806,532 - 245346
14,309,110 6,241,225 - 245 346

Note 6. Current assets — Other

Prepayments 724461 297478 259,522 122,160

Other - 26,201 - 26,201

720,461 323 679 259,522 148,361

Note 7. Non-current assets — Receivables

Lozan to controlled entities - - 6,416,763 6,920,083
Note 8. Non-current assets — Other

financial assets
Non-traded investments
1,599,858 1,599,898

Shates in controlled entities {note 24) - -
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Note 9. Non-current assets — Property
plant and equnipment

Building improvements
At cost

Less: Accumulated depreciation

Plant and equipment
Plant and equipment — at cost

Less: Accumulated depreciation

Plant and equipment — under finance lease
Less: Accumulated amortisation

Total plans and equipment

Note 10. Current liabilities - Payables

Trade creditors
Other creditors and accrvals

Amounts payable to controlled entities
Construction work in progress - billings in advance

Note 11. Current liabilities — Interest
bearing liabilities

Secured

Bank overdraft
Lease [iabilities (note 21)

Hudson Products Pacific Pty Ltd (formerly Hudson HEI Pty Ltd)
Notes to the financial statements
31 December 2004 (continued}

Consolidated Entity

Parent Entity

2004 2003 2004 2003
$ 5 5 §
898,134 1,000,264 - -
{242,238) (271,002} - -
655,896 738,262 - _
5,285,450 5,080,513 157,907 149,497
(2,350,239)  (1,785,311) (125,243} (100,548)
2,935,211 3,205 202 32,664 48,049
1,598,783 493,502 47,145 47,145
{479,396) (128,539) (37.690) (28,261)
1,119,387 364,963 9,433 18,884
4,054,598 3,660,165 42,119 67,823
4,710,495 4,398,427 42,119 T 67,833

Consclidated Entity
2004 2003
g 5

15,715,297 6,024,940
2,179,860 1,512,024

1,033,125

Parent Entity

2004 2003

s 3
188,143 821,912
359,426 753,681
66,709 3,242,402
- 148,482

17,895,157 8,570,689

614,278 4,966,477

Consolidated Entity

Parent Entity

2004 2003 2004 2003

$ $ $ $
480,524 408,226 480,524 408,226
170,955 121,926 15,088 7213
651,479 530,152 495612 415,439

Lease liabilities are effectively secured as the riphts ta the leased assets revert to the lessor in the event of default.

The bank overdrafi is secured on the assets of the group together with a standby letter of credit from Hudson Products

Corporation.

The bank facilities are due for annual review in Augost 2005,
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Hudson Products Pacific Pty Lid (formerly Hudson HEI Pty Ltd)

Notes to the financial statements
31 December 2004 (continued)

Note 12. Current Habilities — Current

tax liabilities

Income tax (payvable in Indonesta)

Note 13. Current liabilities —
Provisions
Dividends
Emplovee benefits

Note 14, Non-current liabilities —
Payables

Loans from controlled enury

31

Consolidated Entity

Parent Entity
2004 2003 204 2003
5 b4 s b}
61,889 124,588
61,889 124,588
- 232,892 - 232,802
1,706,529 1,804,785 570,487 502,285
1,706,529 2,037,677 570,487 733,177
- - 3,575,285 1,357,760




Hudsen Products Pacific Pty Ltd (formerly Huodson HEI Pty Ltd)

Naoites to the financial statements
31 December 2004 (continued)

Consolidated Entity

2004
3

Note 15. Non-current liabilities —
Interest bearing liabilities

Secured
Lease liabilines {note 21} 417,753

2003
3

169,743

FParent Entity

2004
5

2003
5

15,101

Details of security relating to each of the secured
liabilities are set out in note 11.

Financing arrangements
Unrestricted access was available at balance date to the
following lines of credit

Credit standby arrangements
Total facilities
Banl overdraft 500,000

500,000

500,000

500,000

Used at balance date
Bank overdraft 486,524

408,226

480,524

408,226

Unused at balance date
Bank gverdrafis 19,476

91,774

19,476

91,774

The current interest rate is 9.1% (2003: 9.1%) on the bank overdraft.

Note 16. Non -current liabilities —
Provisions
Employee benefits 183,606

150,098

15,075

£0.687

32



Hudson Products Pacific Pty Ltd (formerly Hudson HEI Pty Ltd)
Notes to the financial statements
31 December 2004 (continued}

Parent Entity Parent Eanfity

2004 2003 2004 2003
Shares Shares b b3
Note 17. Contributed equity
(a) Share capital
Ordinary shares — fully paid 4,300,000 4,300,000 4,300,000 4,300,000
{b) Movements in ordinary share capital :
Number of Issue

Date Details shares Price ]

1 January 2002 Opening balance 3,000,060 $1.00 3,600,000

15 February 2002 Shares issued (note (d)) 1,300,000 fr.00 1,300,000

31 Decemnber 2004 Balance 4,300,600 4,300,000
(¢) Ordinary shares
Ordinary shares entitle the holder to participate in dividends and the proceeds on winding up of the company in

proportion to the number of and amounts paid on the shares held.

On 2 show of hands every holder of ordinary shares present at a meeting in person ot by proxy, is entitled to one
vote, and upon a poll each share is entitled to one vote.

(dy Share issue
During the 2002 financial year, loans from shareholders amounting to $730,000 were converted into equity at the
same value. A further $570,000 was contributed ta the share capital of the company from Process Heat Transfer
Pty Lid.

Consaolidated Entity Parcot Entity

2004 2003 2004 2003
b 5 b 5
Note' 18. Reserves and retained

profits/(accumulated losses)
(a} Reserves
Foreign currency translation reserve (1,434,878} (1,309,350) - -
Movements
Opening balance as at 1 January 2004 (1,309,350} - - -
Net exchange differences on the translation of foretgn
-controlied entity (125,528) {1,309,350) - .
Claosing balance as at 31 December 2004 (1,434,878) {1,309,350) - -
{by Retained profits/(accumulated losses)
Accumulated profits/(losses) at the beginning of the
financial year 6,396,927 5,701,992 (564,577) (760,565)
Net profitfloss) 1,766,046 2,554,719 2,260,661 2,001,772
Dividends paid - (1,865,784) - {1,865,784)
Retained profits/{accumulated losses) at the end of the
financial year 8,157,573 6,390,927 1,696,084 (364 ,577)
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Hudson Products Pacific Pty Ltd (formerly Hudsop HEI Pty Ltd)

INotes to the financial statements
31 December 2004 (continued)

Note 19, Equity

Total equity at the beginning of the financial year
Total changes in squity recognised in the statements of
financial performance
Transaction with owners as owners:

Drvidends paid
Total equity at the end of the financial year

Note 20. Remuneration of auditors

Remuneration for audit of the financial report of the
consolidated and parent enfity

Audiior of the consolidated and parent
PricewaterhouseCoopers Australian firm

Remuneration for other services:

Auditor of the consolidated and parent
PricewaterhouseCoopers Australian firm

Taxalion services provided by
PricewaterhouseCoopers

Related pracrices of the auditor of the company
{including overseas PricewaterhouseCoopers firms)
Fees paid to non-PricewaterhouscCoopers audit firms
for the audit of financial reports of a subsidiary

Note 21, Commitments for
expenditure

Operating lease commitments

Commitments in relation to non-cancellable operating
leases contracted for at the reporting date but not
recogrised as liabilitiss, payable:

Within one year

Later than one year but not later than 5 years

Finance leases

Commitments in relation to finance leases are payable
as follows:

Within one year

Later than one year but not later than 5 years
Mirumum lease payments

Less: Future finance charges

Representing lease liabilities:
Current (mote 11}
Non-currant {note 15)

Consolidzted Entity

Parent Enticy

2004 2003 2004 2003
$ $ $ $

9,381,577 10,001,992 3,735,423 3,539,435
1,641,118 1,245,369 2,260,661 2,061,772
- {1,865,784) - {1,865,784)
11,022,695 9,381,577 5,996,084 3,725,423
80,000 £0,000 55,750 43,750
22,0090 18,000 22,000 18,000
33,430 35,600 11,000 11,000
2,714 28,000 - .
28,250 - - .
86,394 81,000 33,000 29,000
258,219 £02,031 - -
325,152 1,313,858 - .
583,371 2,205,889 - -
232,478 134,440 15,088 7,663
434,659 209,599 - 16,138
667,137 344,039 15,088 23,801
78,429 (52,370) - {1397)
588,708 291,669 15,088 22,404
170,955 121,926 15,088 7,213
417,153 169,743 - 13,191
588,708 291,669 15,088 22,404
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Hudson Producis Pacific Pty Ltd (formerty Hudson HEI Pty Ltd)
Notes to the financial statements
31 December 2004 {continued)

Consolidated Entity

Parent Entity

35

2004 2003 2004 2003
L3 3 S $
Note 22. Employee benefits
Empicyee benefits Habilities
Provision for employee benefits
Current {noie [3) 1,706,529 1,804,785 570,487 502,285
Non-current (note 16) 183,606 150,098 15,075 89,687
Aggregate ernplovee benefit liability 1,890,135 1,954,883 585,562 391,972
Number Number
The number of employees at the end of the financia)
year 308 321 58 53
- Note 23. Non-cash financing activities
{a) Acquisition of plant and equipment by means of
finance lease 431,487 243,680 - -
Note 24. Investments in controlled entities
Name of entity Country of Class of Equity Equity Cost of
incorporation shares holding halding parent
entity’s
investment
2004 2003 2004
: Yo % $
WE Smith Hudson Pty Ltd Australia Ordinary 100 100 1,305,897
PT Heat Exchangers Indonesia Indonesia Ordinary 100 100 294,000
Hudson HE! (Australia) Pty Ltd Australia Ordinary 100 100 1
1,599,898



Hudson Products Pacific Pty Ltd (formerly Hudson HEI Pty Ltd)
Notes to the financial statements
31 December 2004 (continued)

Consolidated Entity Parent Entity
2004 2003 2004 2003
s B L 5

Note 25. Dividends

Franking credits available for subsequent financial
years based on a tax rate of 30% - -

The above amounts represent the balance of the franking account as at the end of the financial year, adjusted for:
{a) franking credits that will arise from the payment of the current tax liability
{b) franking debits that will arise from the payment of dividends recognised as a liability at the reporting date

(c) franking credits that will arise from the receipt of dividends recognised as receivables at the reporting date; and
(d) franking credits that may be prevented from being distributed in subsequent financial years.

20
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Hudson Products Pacific Pty Ltd (formerly Hudson HEI Pty Ltd)
Directors’ deciaration

As stated in Note 1(a) to the financial statemnents, in the directors® opinion, the cormpany and consolidated entity are not
reporting entities because there are no users dependent on general purpose financial reports. This is a special purpose
financial report that has besn prepared to meet Corporations Act 2001 Tequirements.

The financial report has been prepared in accordance with Accounting Standard AASB 1025: Application of the Reporting
Enrity Concept and Other Amendments and other Accounting Standards and mandatory professional reporting requirements
1c the extent described n Note 1(z).

The directors declare that the financial statements and notes set out on pages 3 to 20:

{z)  comply with Accounting Standards, as detailed above, and the Corporations Regulations 200], and

(b}  give a true and fair view of the company’s and consolidated entity’s financial position as at 31 December 2004
and of their performance, as represented by the results of their operations and their cash flows, for the financial
year ended on that date.

In the directors’ opinion
{a) the financial statements and notes are in accordance with the Corporations Act 2007 ; and
(b} there are reasonable grounds to believe that the company and consolidated cntity will be able to pay their debts as

and when they become due and payable

This declaration is made in accordance with a resolution of the direciors.

% A cevee

John K Rundel}
Director

AL

tark D Walker
Director

Melbonme
R e 2005
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PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers
333 Coliins Street
MELBOURNE VIC 3000
GPO Box 13311
MELBOURNE WIZ 3001
DX 77 Melbourne

Independent audit report to the members of Australia b

. wvew.pvweghobal.com/au
Hudson Preducts Pacific Pty Ltd | Tetephone 61 3 8603 1000
{formerly Hudson HEI Pty Ltd) ' Facsimiie €1 3 8603 1999
Audit opinion

In our opinicn, the financial report of Hudson Products Pacific Pty Ltd:

. gives a true and fair view, as required by the Corporations Act 2001 in Australia, of the {Inancial
position of Hudson Preducts Pacific Pty Lid as at 31 December 2004 and of its performance for the
year ended on that date in accordance with the accounting policies described in Note 1 to the financial
statements, and

» is presented in accordance with Accounting Standards and other mandatory financial reporting
requirements in Australia to the extent described in Note 1 to the financial statements, the
Corporations Act 2001 and the Corporations Regulations 2001

This opinion must be read in conjunction with the rest of our audit report.

Scope

The financial report and direciors’ responsibility

The financial report, being a special purpese financial report, comprises the statement of financial position,
statemnent of financial performance, statement of cash flows, accompanying notes to the financial statements,
and the directors’ declaration for both Hudson Products Pacific Pty Ltd {the company} and for the Hudson
Products Pacific Group (the consolidated entity), for the year ended 31 December 2004, The consolidated
entity comprises both the company and the entities it controlled during that vear. It has been prepared for
distribution to members for the purpose of fulfilling the directors’ financial reporting requirements under the
Corporations Act 200].

The directors of the company are responsible for the preparation and true and fair presentation of the
financial report in accordance with the Corporations Act 2001, This includes responsibility for the
maintenance of adequate accounting records and internal controls that are designed o prevent and detect
fraud and error, and for the accounting policies and accounting estimates inherent in the financial report,

The directors have determined that the accounting pelicies used and described in Note 1 to the financial
statements, including the basis of accounting, which forms part of the financial report, are appropriate to
meet the requirements of the Corporations Act 2001 and the needs of the members.

Audit approach

We conducted an independent audit of the financial report in order to express an opinion on it to the members
of the company. No opinion is expressed as to whether the accounting policies used, and described in Note 1,
are appropriate to the needs of the members, We disclaim any assumption of responsibility for any reliance
on this audit report or on the financial report to which it relates ta any persen other than the members, or for
any purpose other than that for which they were prepared.

Liahilizy is lim ised by ihe Accountant's Seheme under the Professional Standards Act 1954 (M5
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PRICEWATERHOUSE(COPERS

independent audit report to the members of
Hudson Products Pacific Pty Ltd
(formerly Hudson HE! Pty Ltd) {continued)

Scope (continued)

Audit approach {continued)

Our audit was conducted in accordance with Australian Auditing Standards. The nature of an audit is
influenced by factors such as the use of professional judgement, selective testing, the inherent limitations of
internal control, and the availability of persuasive rather than conclusive evidence. Therefore, an audit cannot
guarantee that all material misstatements have been detected.

We performed procedures to assess whether in all material respects the financial report presents fairly, in
accordance with the Corporations Act 2007 and the accounting policies described in Note 1 to the financial
‘statements, a view which is consistent with our understanding of the company’s and the consolidated entity’s
financial position, and their performance as represented by the results of their operations and cash flows,
These policies do not require the application of all Accounting Standards and other mandatery financial
reperting requirements in Australia.

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

» examining, on a test basis, information to provide evidence supporting the amounts and disclosures in
the financial report, and

. assessing the reasonableness of significant accounting estimates made by the directors.

Qur procedures include reading the other information in the Annual Report 1o determine whether it contains
any material inconsistencies with the financial report.

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

Cur audit did not involve an analysis of the prudence of business decisions made by directors or
management.

Independence

In conducting our audit, we followed applicable independence requirements of Australian professional
ethical pronouncements and the Corporations Acr 2001,

PricewaterhouseCoopers

W e

W L Tarrant Melbourne
Partner 18 May 2005
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APPENDIX 111

FURTHER INFORMATION

L. RESPONSIBILITY STATEMENT

This Information Circular has been seen and approved by the Board who, individually and collectively.
accepts full responsibility for the accuracy of the information given in this Intormation Circular and
confirms that, afier making all enquiries as were reasonable in the circumstances. and to the best of its
knowledge and belief. there are no false or misleading statements or other facts, the omission of which
would make any statement herein false or misleading.

2. CONSENTS

Avenue and 2] Advisory Sdn Bhd have given and have not subscquently withdrawn their writlen
consents o the inclusion in this Information Circular of their names and all references thereon in the
torm and context in which they appear.

3 MATERIAL CONTRACTS

3.1

KNM

Save as disclosed below. neither KNM nor any of its subsidiaries have entered into any
contracts which are or may be material (not being contracts entered into in the ordinary course
of business of the Company or its subsidiarics) during the two {2) vears immediately
preceding the date of this Information Circular:-

(i)

{11}

<= A{1iD)

{iv)

The conditional share sale and sharcholders” agreement dated 21 May 2004 (~Share
Sale and Sharchelders Apreement™ entered inlo between KNM International Sdn
Bhd (“"KNMI"}L a wholly-owned subsidiary of KNM and Fi3M-1ludson {taliana SpA
(“FBM™) for the proposed acquisition by KNMI of 50% of the issued and paid-up
share capital ol FBM-KNM FZCO, a company incorporated under the rules and
regulations of the Jebel Ali I'ree Zone Authority (as amended) from FIIM for a cash
consideration of Eurol® million or equivalent RM43.6 mitlion (based on the
exchange rate of RM4.36 per Eurol .00 as at 21 May 2004) ("Acquisition™) and the
proposed subscription ol Euro2 million or equivalent to RM9.12 miliion {based on the
exchange rate of RM4.56 per Euro .00 each as at 21 May 2004) by KNMI and FBM
respectively new ordinary shares of FBM-KNM FZCO upon completion of the
Acquisition;

The conditional commercial cooperation agreement dated 21 May 2004 entered into
between KNMI and FRIM fur the comumercial cooperation hetween the said parties on
manufacturing or part manufacturing of gircooled heat exchangers including air
finned coolers {"Products™) lor orders trom certain couniries and 1o jointhy and
exclusively markel the Produets in certain countries;

Facility agreement between KNM and Amanah Short Deposits Berhad ("ASD™)
dated 3 June 2004; Agency Agreement and Depository Agreement between KNM,
ASD and Bumiputra-Commerce Trustee Berhad ("BCTI3") dated 3 June 2004; Trust
Deed, Sccurity  Agency Agreement, Assignment of Designated Accounts and
Assigniment of Contract Proceeds between KNM and BCTB dated 3 June 2004; and
Assignment ol Designated Accounts and Assignment of Contract Procecds between
KNMPS and BCTB daled 3 June 2004, for the issuance of up 10 RMI150.0 million
Murabahah Underwritten Nowes Issuance Facility/lslamic Medium Term Notes;

The interim escrow agreement between FBM, KNMI, FBM-KNM FZCO and HSBC
Institutional Trust Services {Singapore) Limited (“Escrow Agent™) dated 15 October
2004 for provision of inlerim cscrow services by Escrow Agent under the Share Sale
and Sharcholders Agreement;
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{v)

{vi

(vii)

(vidi}

fix)

{x3

{xi)

{xii)

(xili}

APPENDIX I

The escrow agreement between FBM, KNMIL FEM-KNM FZC( and Escrow Agent
dated 15 October 2004 for provision of eserow services by [scrow Agent under the
Share Sale and Sharcholders Agreement;

The conditional sale and purchase of shares agreement between KNMPS as well as
Mohd Shahrom Bin Abd Rahim and Hanwvar Bin Mohd Darus, being the sharcholders
of Sumber Amantcch Sdn Bhd (Sumber™) dated 29 November 2004 {or the
acquisition by KNMPS of the entire issued and paid-up share capital ol Sumber.
comprising 2 ordinary shares of RM1.0¢ each, Tor a cash consideration of RMZ2.00:

The conditional sale and purchase ol shares agreement between Sumber as well as
Mechmar Corporation (Malaysia) Berhad, Keppel Integrated Engineering limited.
Sipmaindah Resources Sdn Bhd. Duta Legian Sdn Bhd and Tronica Pte Ltd, being the
sharcholders of MKE Engineering Sdn Bhd (~MKE™) dated 29 November 2004 tor
the acquisition by Sumber of the entire issued and paid-up share capital of MKL,
comprising  9.000.000 shares of RMLOO cach for a cash consideration ol
RM3S 800,000,

The land tenancy agreement between Kuantan Port Konsortium Sdn Bhd ("KPK™)
and KNM Ogpet (East Coast) Sdn Bhd (~KNM Ogpet™) dated 8 Febroary 2005
wherein KPK agreed to let and KNM Ogpel agreed to rent & portion of the land held
under Pajakan Negeri 330, Lot No. 1863, Mukim Sungai Karang. Dacrah Kuantan,
Negeri Pahang for RM49.920 per month for the duration of three (3) years with an
oplion 1o renew for another three (3) years;

The SPA;

The conditional share sale agreement dated 31 December 2005 entered into between
KNMI and llamon & Cie International SA, a company incorporated in Belgium
{~Hamon™) for the following:-

{a} Acquisition by KNMI of the entire equity interest in FBM. a company
incorporated in Naly comprising 228.000 fully paid-up ordinary shares of
Eural.00 each from Hamon for a cash consideration of Eura1,750.180; and

b Purchase by KNMI lor the face value debt owing by FBM 1o its Iinancial
institution lenders amounting to Lurol16.689.894 for a cash consideration of’
30% of the said debt of Euro3.000.968.

(Collectively, the “FBM Acquisition™)

The memorandum of agreement dated 13 February 2006 entered into between
KNMPS and the management of FBM (*Management™} in relation to the following:-

(4) to revise the structure of the FBM Acquisition by using a company
incorporated in the Netherlands ("Newen™) which will be owned by
KNMPS as the acquirer ; and

(h) the establishment of a performance-based share option scheme for the
Management.

The share sale agreement dated 4 April 2006 between KNMPS and Riccardo
Manisce representing the Management for the acquisition of 100% of the enlarged
share capital o I'BM Hudson Italtana BY {"FBMINIBV™), iec. the Newco
incorporated under the laws of Netherlands, [rom the Management;

The letter of novation dated 4 April 2006 issucd by KNMI 1o effect the novation ol

the conditional share sale agreement in respect of the FI3M Acquisition by KNMI 1o
FBMHIBY; and
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APPENDIX LI

{xiv) Four (4) debt settlement agreements dated 11 April 2006 between FBM and KNMI
with the {ollowing tinancial institutions. namely Bear Stearns Bank Ple. Banca
d'Impresa and Bane of America Securitics Limited. Banca Popolare Commercio ¢
Industria SpA and Banca Regionale Furopea SpA lor the purchase of debts from
these financial institutions which form an integral pan of the I'BM Acquisition. In
accordance o the terms of the FBM Acquisition. the said debt settlement agreements
have been novated by KNMI 1o FBMHIBY.

HPP

Neither HPP nor any ol its subsidiary have entered into any contracts which are or may be
material {not being contracis entered int in the ordinary ecourse of business of HPP or s
subsidiary) during the two (2) vears immediately preceding the date of this Information
Circular.

MATERIAL LITIGATION

4.1

4.2

KNM

KNM and its subsidiaries are not engaged in any material litigation, claim or arbitration, either
as plaintif{t or defendant, which has a material effect on the linancial position of KNM and its
subsidiaries and the Directors of KNM are not aware of any proceedings, pending or
threatened. against KNM and its subsidiarics or of any fact likely to give rise to any
proceedings which might materially and adversely alfect the position or business of KNM and
s subsidiaries.

HPP

PP and its subsidiaries are not engaged in any malterial litigation. claim or arbitration. cither
as plaintitl or defendant, which has a matertal effect on the financial position of HPP and its
subsidiaries and the Directors of HPP are not aware of any proceedings. pending or
threatened. against HPP and its subsidiaries or of any lact likely to give rise 10 any
proceedings which might materially and adversely affect the position or business of PP and
its subsidiaries.

DOCUMENTS AVAILABLE FOR INSPECTION

Copics of the following documents are available for inspection at the Registered Office of KNM at 15.
Jalan Dagang SB4/1, Taman Sungai Besi indah. 43300 Scri Kembangan. Selangor Darul Lhsan during
normal office hours from Mondays to Fridays for a period of fourteen (14) days from the date ol this
[nformation Circular:

(i

{ii)

{ii1)

(iv)
(v}

Memorandum and Articles of Association of KNM and Constitution of 11PP;

Audited consolidated financial statements of KNM for the past two (2) financial vears ended
31 December 2004 and the unaudited quarterly report of the KNM Group for the period ended
31 March 2006;

Audited consolidated financial statemems for HPP for the two (2) financial vears ended 31
December 2004:

The letters of consent referred to in Section 2 of this Appendix; and

The malterial contracts referred to in Section 3 ol this Appendix.
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