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18:16 FROM PITCHER

@ PITCHER PARTNERS

PARTHERS TO

138135638

Brainytoys Limited (Subject to Deed of Company Arrangement)

ACN Q01894 033
ASX code: BRT

Further to recent announcements, |
advise that a Notice of Megting and
Explanatary Staternent, detailing the
terms of the Recapitakisation Deed

and seeking approval for the proposed
restructure requived to settle the
Recapitalisation Deed and enable
Brainytoys to seek reinstatement of its
securities to trading on the ASX, has
been dispatched to shareholders today.

A copy of the Notice of Meeting and
Explanatory Statement is annexed to
this announcement.

The meeting of shareholders will be
held at 10:00am (WST) on Wednesday
24 March 2010 at The Melbourne Hotel,
The Heritage Room, Corner Hay &
Milligan Streets, PERTH WA 60040

(“Brainytoys"”)

t urge shareholders that have any
cancerns after reviewing the Naotice of
Meeting and Explanatory Statement or
who require further clarification of the
benefits of the Recapitalisation Deed
for existing sharcholders ta contact Mrs
Tracey Morandin of Pitcher Partners in
Perth on (08) 9322 2022,

BRYAN HUGHES
Deed Administrator

F.a1

Pitcher the difference

22 Fepruary 2010

itcher the difference

|
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BRAINYTOYS LIMITED
(SUBJECT TO DEED OF COMPANY ARRANGEMENT)

ACN 001 894 033
NOTICE OF GENERAL MEETING

TIME: 10:00 am {WST)
DATE: 24 March 2010
PLACE: The Melbourme Hotel

The Hertage Room
Chr Hay and Miliigan Streets
PERTH WA 4000

This Notice of Meeling shovld be read in its enfirety. If Shareholders are in doubt as to
how they should vole, they should seek advice from their professional advisers prior to
voling.
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TIME AND PLACE OF MEETING AND HOW TO VOTE

VENUE

The General Meefing of the Shareholders of Brainyfoys Limited (Subject o Deed of

Company Arrangement) will be held at 10am (WST) on 24 March 2010 at:

The Melbourne Hotel

The: Herlidge Room

Crnr Hay and Milligan Straeats
PERTH WA 4000

YOUR VOTE IS IMPORTANT

You may vate by attending the meeting in person, by proxy or avthorised representative.,

VOTING iN PERSON

To vole in person, aftend the meeting on the date and at the place set out above. The

meeating will commence at 10am {WaT).

VOTING BY PROXY

Ta vote by proxy, pleass complete and sign the proxy form enclosed with this Notice of

Ceneral Maeting as soon as possible and either:

{a1) postto o/ l‘-”Hc:hér Fartners, Level 1, 214 Hay Street, Parth WA 4000; or
(k) facsimile fo the Company on facsimile number +61 8 9322 1262,

so that itis received not later Ihan 10am (WST) on 22 March 2010.

Froxy forms received laler Ihan this lime will be invalicl.

F.Aa3
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LETTER TO SHAREHOLDERS

Dear Sharehalder

On 1 December 2009, Bryan Hughes (Administrator) was appointed as administrator of
Brainytoys Lirmited [Company) under section 43460 of the Corporations Act by the
Company's sole secured creditor, Noble Investments Piy Lid (Noble).

The Company's securities had praviously been voluniarily suspended from ading on the
official list of ASX Limited [ASX) on 7 idhtan 2009, =

The Administrator called for proposcils. to recapitalise the Company with a view 1o
seeking remnstalement 1o trading of s secunties on ASX. The Administrator has since
accepted a proposal by Romifal Corporate Pty Lid (Prepenent) for the restructuring and
recapitalisation of the Company.

On 15 January 2010, the Company obtainad the approval of iis creditors 1o enter into o
Deed of Company Arrangement (DQCA} so that all claims of creditors qgainst the
Company will be extinguished following o cash payment and the issue of Shares,

The proposdl from the Proponent can be summarnised as follows:
(a1) all liabilities, confingent  liabilifies, obligations, warantfies and long  term
commitments of the Company capable of being relecased by a DOCA will be

released and compromised by the DOCA,;

() the Company wilt undertake o consolidation of its issved capital as at the date
of this Meeting on a five {5} for ane (1) basis {Consolidafion);

(C) after the Consolidation. the Company will undertake the following capital
raisings and issues of secunfies:

(i) an issue of 70,000,000 Shares at an issue price of 0.1 cents each ic the
Proponent (or its nominees) to raise $70,000:

(ii) an issue of 70,000,000 free Options exercisable at | cent each on or
before 30 November 2013 1o the Proponent (or ifs nominees);

(iii) anissue of up to and 400,000,000 Shares at anissus price of notless than
0.5 cents eqch 1o raise up to $2.000,000: and

{iv] an issue of 50,000,000 Shares and 30,000,000 Opfions exércisable at 1
cent each and expiing on 30 Movaember 2013, In safisfaction of part of
the sccured debt claim of Noble;

() af the funds refered io above, $350,000 will mode available to the creditors of

and $200,000 (Unsecured Cash Consideration) to unsecured creditors (inclusive
of priority emptayee claims and he Adminisirators coests);

{a) the current directors of the Company will be removed and replaced by
nominees of the Proponent;

(f) following complelion of all of ihe malters set out above, the DOCA wil be
lerminated and the Company will sesk reinstatement of its Shares fo trading on
ASX; and
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() the Recapitalisation is now only conditional on the Company Shareholders
approving Resolutions 1 1o 5,

The resolutions proposed in the aftached Novice will enable the terms of the DOCA to be
completed. I Ihe resolutions are passed and the proposed restructuring  and
recapitalisafion is completed, the Company will seek the reinstatement to frading of its
shares on ASX,

if any of these resolutions dre not passed by the Shareholders of the Company, the
Company will remain subject o the DOCA, the trading suspension imposed by the ASX
will remagin in force and the Administrator will need to consider ather alternatives, which is
ety to include placing the Company info liquidation {in which event no return o
Sharehglders is anficipated).

The Administrator is not responsible for the contents of the Notice or the Explanatory
Statement.  Euch of those documents hos been prepared by the Proponent.
Accordingly. the Administraior does not accept any responsibility for the accuracy of
any information included, or any failure to include any infoermation in, such documents,

Yaurs faithfully

Bryan Hughes
Deed Administrator
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NOTICE OF GENERAL MEETING

Nofice is given that a Generdl Meeting of Shareholders of Brainytoys Limited (Subject 1o
Deed of Company Arangemeant) will be held af The Melbourne Hotel, The Heritage
Room, Cnr Hay and Milligan Streets, Perthy WA 6000 at 10am (WST) on 24 Mareh 2010,

The Explanatary Statement to this Notfice of Meeting provides additional informaiion on
matters to be considered at the General Meecting. The Explonatory Statement and the
proxy form are part of this Nofice of Meeting.

Fursuant to Regulation 7.11.37 of the Corporations Regulations 2001 {Clh}, the persons
ehigible o vote at the General Meeting are those who are registered Shareholders of the
Company at the close of busingss on 22 March 2010

Terms and abbreviations used in this Nolice aof Meeting and Explanatory Statement are
defined in the Glossary.

it is ¢ requirement of the business of the Meeting that each of the Resolutions set out
below are passed, otherwise none of the Resolutions will have any effect,

AGENDA

SPECIAL BUSINESS

The Explanatory Statement which accompaonies and forms part of this Notice describes
the mafters to be considered as special business,

1. RESQLUTION 1 ~ CONSOLIDATION OF CAPITAL

To consider and, i thought fit, to pass, with or without amendment, the following
resolution as an ordinary resolution:

“That, subject to the passing of Resplufions 2 1o 5 (inclusive), for the
purpose of Section 234H of the Corporations Act and for all other
purposes, he issuad capifal of the Company be consofidated on the
beasis that:

{a) avery 5 Shares he consolidated inte 1 Share; and

(b) every 5 Opfions be consolidoted into 1 Oplion with the
exercise price omendead in inverse propaorfion fo that rafio,

and where this consolidalion resulfs in a fraction of a Share or Opticn
being held by o Shareholder or Option holder (as the case may bej.
the Directars be authorised fo round that fraction up to the nearest
whole Share or Opfion, with the consolidation taking oflect on the
daote the rasolution is possed and otherwise as described in tha
Explanalory Statement.”

2, RESOLUTION 2 - ISSUE OF SHARES AND PROPONENT OPTIONS ~ MR FALDI ISMAIL

To consider and, it thought fit, 1o pass, with o wilhoul amendment, the following
Resalution as an ordinary Resolution:

“Thetl, subject to the passing of Resoiutions 1 and 3 1o b {inclusive), for
the purposas of Lisking Rule 1011, Section 208 of the Corporalions Act
and for all other purposes, approval is given for the Company to allo!
and issue on o post-consolidation bxasis) up to:

[
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(1) U o 23,333,333 Shares af an issue price of 0.1 cent each;
(b) up fo 40.000.000 Shares at on issue price of 0.5 cents each;
and

fc) up to 23,333,333 free Proponent Oplions,

to Mr Faldi lsmeail {or his nominee/s) on the terms and condifions sef
out in fhe Explonatfory Stafement.”

Voting Exclusion; The Company will disregard any votes cast on this Resolution by Mr
Faldi lsmail (or his nominees) or any of his aisociates. Howaver, the Company need not
disregard a vote ifit s cast by a person as a proxy for o persan who is entitled to vote in
accordance with the directions on the Proxy Form or it I8 cast by the persen chairing the
meeting as proxy for a persen who s entitled to vota, in accordance with a dirsction an
the Proxy Form to vote os the proxy decides,

RESOLUTION 3 - ISSUE OF SHARES AND PROPONENT OPTIONS — ATHAN LEKKAS

To consider and, if thought fit, to pass, with er without amendment, the following
Resclution as an ordinary Resclution:

"Thatl, subject to the passing of Resolufions 1, 2, 4 and 5, for the
purposes of Lisfing Rule 10,11, Section 208 of the Corporations Act
and for all other purpases, approval is given for the Company to allot
and issue {on a post-consalidafion basis) up to:

fal up to 23,333,333 Shares at an issue price of 0.1 cent each;
) U To 40.000.000 Shares at an issue prics of 0.5 centfs each:
anc

{c) up fo 23,333,333 free Proponent Options,

fa Mr Athan Lekkas {or his nominee/s) on the terms and condifions sef
out In the Explanatory Statement.”

Voting Exclusion: The Company will disregard any vetes cost on this Resolution by Mr
Athan Lekkas [or his nominee) or any of his associates. Howaver, the Company need
nol disregord o vate it it is cast by a person as a proxy for o person who is enfifled to vote
in cccorgonce with the directions on the Proxy Form or it is cast by the persen chairing
the mesling as proxy for 4 parson wha is entifled fo vole, in accordance with @ direction
on the Praxy Form to vote as the proxy decides.

RESOLUTION 4 - ISSUE OF SHARES — NATHAN TAYLOR

To consider and, if thought fit, 1o pass, wilh or without amendment, the following
Resclution as an erdinary Resolution:

“Thial, subject to the passing of Resolufions 1o 3 (inclusive) and 5, for
the purposas of Listing Rule 10071, Section 208 of the Corporations Ac!
and for all other purposes, approval is given far the Company o allot
and issue {on o postconsolidation basis) up fo 20,000,000 Shares af
an issue price of 0.5 cents each to Mr Nathan Taylor {or his
nominee/s) on the terms and conditions sel oul in the Diplonatory
Stotement.”

voling Exclusion: The Company will disregard any voles cost on this Besolufion by M
Nezihan Taylor {or his nominss) or any of his asseciates. Howaver, Ine Company need

&

F.ay
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not disregarg o vote if it s cast by  person a5 o proxy for o person who s entitled to vole
in accordance with the directions on the Proxy Form or it Is cast by the person chairing
the meeting as proxy for a person who is enfifled o vate, in accordance with a direction
on the Proxy Form o vote as the proxy decideas,

RESOLUTION 5 ~ ISSUE OF SHARES AND PROPONENT QPTIONS

To consider and, if thought fit, to pass. with or without amendment. the following
Resolution s an ordinary Resolution:

“That, subject to the passing of Resolufions 1 fo 4 (inclusive], for the
purpose of Listing Rule 7.1 and for all other purposes, approval is
given for the Company fo allot and issue up fo (on o post-
consolidation basis):

{a) up to 70.000,000 Shares at an issue price of not less than 0.1
cent each to the Proponent or ifs nominees fo raise $70,000;

(b) up to 70,000,000 Proponent Options for nil consideration fo
the Proponent or its nominees; and

[c) up to 400,000,000 Shares at an issue price of not less than 0.5
cents each to roise $2,000.000 (Capital Raising,).

an the terms and conditions sef out in the Explanatory Staterment.”

Short Explanation: To the extent that the Directors take up Shares and Proponent Options
[as conmtemplated by Rasalutions 2 to 4), the number of Shargs and Proponent Opticns
issued in accordance with Resolution 4 will be reduced.

Veting Exclusion: The Company will disregard any votes cast on this Resolution by any
persch who may participate in the proposed issue and a person who might obhitain o
benefit, except a benefit solely in the copaocity of a holder of ardinary securiti=s, and any
cesociates of those persons. However, The Company neesd not disregard a vote if it s
cast by a person Qs a proxy for o person who is entitled 1o vole in accordance with the
directions on the Proxy Form or it is cast by the person chairng the meeting s proxy for a
person who is entitlted o vote, in accordance with a direction on the Proxy Form to vole
as the proxy decides.

RESOLUTION & - I3SUE OF SHARES AND PROPONENT OFTIONS TO NOBLE
INVESTMENTS PTY LTD

o consider and, if thought fit, to pass, with or without amendment, the following
Resoiution as an ordinary Resolution;

“That, subject fo the passing of Resolutions | 1o b [inclusiva), for the

given for the Company fo allot and issve (on g post-consalidation

basis}:

fa) 50,000,000 Shares al o deormnod issue price of 0.5 cents edch
o Nable (orits nominees); and

t) 20.000,000 Froponent Options for nil consideration fo Noble

ar its nominees,

in partiol safisfaction of o seowed debi owed fo Noble and ofherwise
an the terms and conditions set out in the Explanalory Slatemaent”

F. a3
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Voting Exclusion: The Company will disregard any voles cast on this Resolution by Noble
and any perscn who may participate in the proposed issue and a person who might
obtdin o benefit, except a benafit solely in the capacity of g holder of ordinary securities,
and any associales of those parsons. However, the Company need not disregord o vote
if it is cast by a person as g proxy for @ person who is entifled o vote in accordance with
he directions on the Proxy Form or it Is cost by the person chaiing the meeting as proxy
for o persen who is entifled to voie, In accordance with o direction on the Proxy Form to
vale as the proxy decides.

RESOLUTION 7 -ELECTION OF DIRECTOR — FALDI ISMAIL

To consider and, if thought fii, to pass, with or without amendment, the following
resolufion as an ordinary resolution:

“Thal, subject to the possing of Resolutions 1 fo 5 (inclusive), in
accordance with the Company's Canstitution and for all other
purposes, Mr Faldi lsmail, being eligible, is elected as a Director."

RESOLUTION & - ELECTION OF DIRECTOR ~ ATHAN LEKKAS

To consider and, if thought fit, to pass, with or without amendment, the following
resolution s an ordindry resolution:

“That, subject to the passing of Resoluticns 1 lo 5 finclusive), in
accardance with the Company's Constitution and for all other
purposes, Mr Athan Lekkas, being eligible, is elected as o Director.”

RESOLUTION ? — ELECTION OF DIRECTOR - NATHAN TAYLOR

To consider and. if thought fit, to pass, with or withoul amendment, the following
resolution as an ordinary reselution:

“Thot, subject to fhe passing of Resolutions 1 to 5 (inclusive). in
gccordance with the Company's Constitution and for ol other
purposes, Mr Nathan Tavicr, being eligible, is elected as a Director.”

10.

RESOLUTION 10 - CHANGE OF NAME

Te consider and, if thought fit, o pass, with or without amendment, the following
resolution as ¢ special reselufion;

"That, in accordance with section 15/7(1) of the Corporations Act and
for all other purposes, the Company change its name 1o “Energio
Himited™.”

1.

RESOLUTION 11 = ADOPTION QF NEW CONSTITUTION

To consider and, if though! fil, fo pass, with or without amendment, the fallowing
resolution as o special resolution:

“Thal, in accordance wilh seclion 136(2) of the Corporations Act and
for all other purposes. the Company adopts a new Constitution in the
form tabled af the Meeting."”

DATED: 28 January 2010

F.Aa3



22-FEB-2818 18:18 FROM FITCHER PARTHERS

BY ORDER OF THE DEED ADMINISTRATOR

Mr Bryan Hugheém
Deed Administrator

TO

138135638
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EXPLANATORY STATEMENT

This Explanatory Statement has been prepared for the shareholders of Brainytoys Limited
(subject to Deed of Company Arangement) (Brainytoys or Company) in connection
with a Genegral Meeting of the Company, by the Froponent referred to in Section 1.2
below.

The Adminisirator does not accept any responsibility for the contents of this statement,
including the accuracy of any information included in the statement or failure 1o include
any information in the statement,

In considering the resolutions, Shareholders must bear in mind the current finandcial
circumstances of the Company. In this regard, Shareholders shovld note that separate
reports have been made by the Administrator to creditors of the Company in
accordance with the Corporations Acl. The reports set out in detait the financial position
of the Company, the actions and Investigations taken by the Administrator, the reasons
for the follure of the Company and the Administrator's recommendations for the future
of the Company.

If Resolutions | to 4% are passed and the proposed re-slructuring set out in the
recapitalisation proposat is completed, the Company will be in o position to seek the
reinstatement of its Shares to official quotation on ASX. This reinstatement is, of course,
subject to the discretion of ASX, however the Company has received confirmation from
ASX that it will, subject to certain conditions, allow reinstatement of the Shares to official
quotation,

If Shareholders ré}ecT the proposed resfruciuing the future of the Company is uncertain.
A possibility is that the Company may be piaced into liquidation. In this circumstance, it
5 likely that there would be no return to Shareholders,

1. OVERVIEW
1.1 Background

A general background ong history in respect of the appointment of the
Administrator is set out in the letter to Shareholders gt the beginning of this
MNotice,

1.2 Overview of Administration process

On 1 December 2009, Mr Bryan Hughes [Administrator) waos appoinfed s
administrator 1o Brainytoys Limited (Brainytoys),

The Company's securities had previously been voluntarly suspended from
frading on the official list of ASX Limited (ASX) on 7 January 2009,

The Administrator called for proposals to recapitalise the Company with a view
o seeking reinstatement 1o frading of its securities on ASK, The Adminisirator hos
since accepted a proposal by Romial Corporote Pty Lid (Proponent) for the
restructuring and recapitalisation of the Company. The tarms of the proposal
are conjained in a recopitalisation deed executed with the Administrator
{Recapitalisation Deed).

On 15 Jonuary 2010, creditors of the Compaony accepted o deed ot company
arrangemeant (DOCA} allowing the Company 1o be reconshuciod undar the
proposal put forward by the Proponent via o creditors’ tust, which s o
mechanism ysed to accelerate a company’s exit Irorm exlemal adminisration

11
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Historical Activities and Proposed Business Plan
Summary

On completion of the Recapitalisation Deed, all of the assets of Brainyloys will
remain with the group. The new board of directors of Brainytoys will be seeking
to revitalise ifts global business and develop it into a profijable enterprise.

Background

Prior 1o being placed into administration in December 2009, Braintoys was o
global toys and garmes development company that had previously been on the
cusp of production roll-out and sales through its global distribution network. The
core husinass activities of Brainyioys included:

{1} research and development of toy and game products;

) development of « distibution and marketing network  for  ihe
Company's toy and game products: and

(<} distribution and wholesales of toys. games and hobby products through
whaolly owned subsidicrias in Australia, the U.S., UK and Hong Kong.

Broinyfoys listed on ASX on 24 March 2005, and established a unigue operafiondl
and business modeal as Australia’s first ASX toy and gome development
company. Brainyloys portfolio of production and marke! ready products were
predominanty based on innovative electronic and software  technologies
targeting age groups from 3 years and up. Product design and development
occurred in Perth, and Chinese confract manufacturerss produced the products,

In early 2008, Braintoys began acquiting and integraling a gtobal platform of
speciality and mass-marke! foy companies. Gn 1 January 2008, the Company
acquired a 100% interest in Enertec Enterprises Limited, a Hong Kong based
company. On 4 January 2008, it acguired 100% interest in Toyway Limited
through @ newly formed United Kingdom subsidiary, Brainy UK Limited, On &
January 2008, it ocguired the business and selectsd assels of Reveal
Entertainment, Inc through o newly formed United States corporation. Brainytoys,
Inc.

Through these acquisitions, strategic industry allionces were establishad in key
operational cenfres (such as Hong Kong/Chinag, USA, and Lurope} o give
Brainyioys acceass to a worldwide sales and distribotion nelwork,

The combined Brainyioys group had the ability to offor in excess of 250 products
fo the market in the areas of: remote conlral fays, low and high tech electronic
tays. electronic games, board games, construction kils, coleclatiles, and
activity kifs.

The: acquisitions clso gave Brainyloys The atzility 1o apply is technology experlize
und know how o these new orodocts, furiner deveiop its own dasigns and
creations, and give i aocess to additional intellectual properiies,

Core Assels

Rrainytoys' core assels are ils intellactual property.

AN integral part of its inlelleciual properly previouwsly consisted of a number of
well known brand licences. Brainyloys was engaged in the process of building &

11
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broad porifolio of brand kcenses to develop foys for the US (where ifs business
was primaily focused) and other important markets.

These brond licences included;

() The Wiggles:

(b2) Thomas the Tank Engine;

(<) Toctle;

{c) Jlay Jay the Jet Plane (o popular US TV series);
(e) Litte Golden Book characters:

{f} Dreamworks’ "Bee Movie™;

(g) HUMMER;

{a)] The Marshmallow Fun Company; and

(i) Digital Wisdom Series (a line of Executive Toys in the form of hand held
elecironic products targeting the book/gift/specidlity merket retail
chaing).

These licensas were fypically for 3 years duration. Brainytoys paid an upfront
licence fee, agreed 1o maintain product style, and contribule o percentage of
satles 1o the licensor (usually belween 8% fo 15% on sales).

Brainytoys praviously had five subsidiaries s part of its development and global
distribution network:

{q) Brainytoy.cam Pty Lid {Australial;

{s)] Enerfec Enterprises Limited (Hong Kong);
(<) Brainy UK Limited {UK};

{d) Toyway Limited [{UK): and

=] Brainytoys, Inc (US).

Brainytoys acquired ceriain assets of the Marshmallow Fun Company. LLC (MFC)
including « licence fo sell certain producls) under an agreement dated 1
January 2008, On 1 August 2008, Brainyloys entered into a setlement
agreament with MFC  under which MEC agreed to grant Brainytoys o
forbearance perod In complying with cerlain financial obligations owing 10
MKFC, This agreemaent called tor the payment by Brainyloys of USE975, 750 in the
parod leading up 1o November 2008 I Brainyifoys falcd to make these
payments, MFC could unwing the orginal acquisitions and tenminate the licence
granted to Brainyloys. In or around DRecember 2008, Brainytoys defaulted in the
deferred payment obligations 1o MFC and the agreements were subisquently
terminaiad.

Brainytoys acquired Enertec in 2007 for o price of HKD15,300,000.  The sale
agreemen! alowed for o doforment ol part of the purchase price, subject to
cerfain parformance milestones, such that HK$6,885,000 remained oulslanding,
in February Y009, Brainyloys agreed to sell Encrtec back 1o the oniginal vendor

12
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for a price of HK$240,000. These funds were ultimately applied towards reducing
the debt owing to Noble,

The UK companias referred to abaove were placed into liguidation in the first heilf
of 2009,

The Australian subsidiary remains the core operating entity of the Company and
there may be potential for further develoepmeant of the operations of the US entity
[once a strategic review has been completed).

strategy
Further Development of Exisfing Concepts

The proposed new board of Brainytoys (New Board) believes they can achieve o
profitable infernalional toys and games development company.

Brainytoys previously had approdmately USEI2 milion in orders {US$10 Million
from US and US$2 Million from UK). subject to licensor approval, for the “Thomas
the Tank Engine Memoloys” line. This icensor did not provide approval tor this
ficence for its own commaercial reqsons, However, the New Board considers that
the support for this product iine vindicates the potential of the business maodel,

In particular, there is scope fo update and further development ihe "mermotoys”
concept in order to capfure new opportunities.

Research and Development

Brainyloys had previcusly anncunced fo ASX an intention to spin off its R&D
department inte a new company. The New Board intends 1o relain this arm of
the business and inject further Tunds for the development of new, innovative
concepts.

As a consequence  of work previously underttaken, Brainytoys has  on
accumulation of intellectually properly  ihrough aoguisitions and in house
development. This intellectucl property has the potential fo generate significant
revenue and profit streams 1o Brainytoys.

The channel pipelines that may be used lo deliver Ihese products include:

(a) flat internet — using standard 20 technology:

(k) enhanced internet or Web 2.0 - using 30, "Virtugl World” and ather
advanced techniguss:

(<) mobile phone products;

() compuier gomes:

(e) animation: and

{f) hand held devices - explaiting colour and touch screen miniaturisation.

The New Boord inlends 1o source advanced softwore product developrnent
personnegl o assist with the akbove,

Prociucts can be targeled ol muolliple markels: based on in house gomes and
toy IP for the enlertainment morket, and to complemaentary markets, like
education.

13
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The modsl for exploiting toy and game brands through multiple digital media
channels is well accepted and many toy and game companies aiready exploit
these opportunities.

There is also scope to expand the product range inle the educational market,
The combination of the intermet and new 3D and "Virtudl World” technigques
opens up substantial opportunities for Ihe creation of new  educational
paradigms. products and systems.

With these new lechniques, cousework for students, feachers and school
administrators can be delivered in new, dynamic and cost-efficient ways.

Brainytoys had previously conducted a significant amount of research in this
area and had identified litfle activity bevond some refolively crude and low tech
first rmovers in this sector. Therein lies the opporiunity.

Other opportunities

In addition o the above, the new management leam wil actively seek out
complementary and non-complementary assets, investiments and businesses
that will genergte additional shareholder value.

Purpose of Capital Raisings

The purpose of the capiial raisings is fo:

=) maoke a payment 1o the Creditors' Trust;

() provide funds for strategic review and development of the existing
Brainytoys usiness:

(<) provide funds for the review and acquisition of alternative/new projects;
and
() meal Ihe administration costs of the Company and the expenses of the

recapitalisation and reinstatement 1o frading on ASX.
Use of Funds — Expenditure Budget

An estimated budget is set out below.

‘ftem - ~ Amount "
Cost of recapifalisation process $80,000
Payiment of re-listing exponses | . T:EUUOD |
{estimarted)

Fayment 1o Noble investimeants Py | H150.000

Payrment o Unsecured Croditors Trust 3200 000

Raview and development of coxisting 5400,000

business

Review of new projects FA00.000

Working capital 470,000

Total 52,070,000
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The above table is g staiemeant of current intentions as at the date of this Notice.
Future events may alter the manner in which funds are applied.

Pro-forma Capital Sructure

gvent . o o [0 shaies” [ Opfions
Currently on issue 114,313,042 94,551,920

[ Post consolidation {1°5) 93,762,608 18,910,3841
lssued to Proponent and/or its 73,000,000 ”‘“-'70,000,000
NOrmMInNses
ssued fo Noble Investments | 50,000,000 30,000,000
Pty Lldd B
General Placament “{QO,DDD:;]OD

Total 543,262,608 118,910,384

1. These Cptions wilt all be significantly “out of the maney" after the
consolidation,
1.5 summary of the terms of the Recapitalisation Propasdal and Deed of Company
Arrangement

Set out below is a detailed summary of the recapitalisation proposal under the
Recapitalisation Deed.

Terms of the Recapitalisation Proposal

(a) The Recapitalisation i3 conditional on The Ceompany Shareholders
approving Resolutions 1 o 5.

o) All liabiliies, confingent linkilities, obligations, warranties and long term
commitments of the Company caopable of being released by a DOCA
will ke released and compromised by the DOCA,

(c) The Company will undertake o consolidation of ifs issued capital as af
the date of this Meating on o five {3) tor ane (1) basis (Consolidation).

{cd) After the Consolidotion, the Company will underiake the following
capital raisings and issues of securities:

{1 arissue of 70,000,000 Shores ot an issue price of 0.1 cents each
oy Ihe Proponeant {or its nominecs} to raise $70.000:

(i} an issue of 70,000,000 free Oplions exercisable of 1 cont each
on or botare 30 Mavemiper 2013

(iii) anissue of up to and 400,000,000 Shares at an issue price of not
less Thar 0.5 cents eqach to raise up fo $2,000,000: and

{iv) arnisue  of  a0.000.000  Shores ond 30,000,000 Opiions
exarcisable ot 1 conl each and expinng on 30 November 2013,
in sedisiaction of part of he secured debt claim of Nolole
Invastmenis Pty Lid The sole secured crediler ol he Company
(Noble) .
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(&) Of the funds referred to above, $350.000 will made available to the
creditors of the Company fo be dlocated $150,000 (Secured Cash
Consideration) to Noble and $200,000 (Unsecured Cash Consideration)
to unsecured credilors (inclusive of priorty employee claims and the
Administrator's costs),

{f) The curent directors of the Company will be removed and replaced by
nominess of the Propoaneant.

(Q) Following completion of all of Ihe matters sef out above, the DOCA will
be tferminated and the Company will seek reinstatement of its Shares to
frading on ASX.

Proposed Directors

By way of background, detailed information in respect of the proposed directors
is outlined below.

Faldi Ismail = Non-Execulive Chdirman B.Bus

Faldi has many vears experience qs o corporaie consulfant specialising in the
restructure and recapitalisaiion of a wide range of ASX-lisied companies. Faldi
spent over four years working as a tax supervisor with a major Perth based
Accounting firm as well as being a senior wilthin their Corporate Restructuring
Divisian.

Faldi operates his own corporate consultancy company and has specialist skills
in mergers and acguisitions, capital raisings and has many years of invesiment
banking experience covering a wide range of sectors, with a specific focus on
the resource sector. To dote, Faldi has been involved in the identification,
facititation and/or implemantation of resource related acquisiions inlo the
fallowing ASX listed companies:

(a} Kangarco Resources Limited ASX Code "KRL" - coal acquisition;

{s)) Covenlry Resources Limited, ASX Code "CVY' - gald acquisition;

() Fan Asia Corporation Limited. ASX Code "PZC" - coal acquisilion;

{ch) NS Consclidated Limited, ASX Code “N3L" - ron ore acauisition: and

() Fnvironmental Clean Technologies Limited, ASX Code "ES" - Codal

dewalering technolegy acguisition.

Foldi is currently a Directar of the following ASX lisled companies - Kangaroo
Resources Limited (KRL)., Coveniry Resources Limited (CVY) and Cape Range
Limiled (CAG). Faldi intends fo actively utilise his business network in the industry
to iciantify and evaivate projecls thal meest the ariteria set by the Board.

Athan Lekkas - Non-Executive Director

Athan has participated in a brood range of business and corporate advisory
fronsactions and projects for o diverse ronge of ASX listed and unlisted
companics, including the banking, mining and corporate linance indusiies in
Australio and cbroad. e s experienced particulardy in the freasury and financial
market sectors including linanaiol feasiiity studies for the provision of debt or
croquity far project funding.

LAY
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He has andlysed and evaluated projects for various public listed and private
companies. Athan has successfully consulted and presently provided services to
a consortivrm of local and overseas manufacturers, stegl mills, and presently has
service and supply agreements with various ITW subsidiaries (US Listed
Company). Wesfarmers industrial {ASX lisled) and various Bunning principles, The
majority of these projects have involved managing the implementation of a
strategic plan.

Athan has more recently focused ond specialised on the restructure and
recapitalisation of a wide range of ASX isted companies.

Athan has hamessed his valuable network of sophisticoted investors in both
Australia and abroad, with strategic investments and projsct advisory,

Athan is curently a director of ASX listed Pan Asia Corporation Limited (PZC), an
amerging codl producer in Indoneasic

Nathan Taylor -~ Non-Executive Director B.Com LLB

Mathan is Co Head of Equity Capital Markets al StaneBridge Securities Limited, o
boutique stockbroker headauartered in Sydney.

Prior joining StoneBridge in late 2008, Nathan worked within the LIBS Equity
Capital Markets team and priar to this within the Macguare Bank Equity Capital
Markets fegm.

Throughout his investmen! banking career, Nathan has been involved in raising
over Ajebn for ASX listed companies in Ihe resources and related seciors and
over AR10bn for other ASX listed companies.

Prior 10 working for Macquarie Bank, Nathan worked as a corporate lawyer for
Blaoke Dawson whers he was involved in conducting due diigence and
structuring o large numibber of regulated and unregulated ME&A fransactions.

Mathan intends fo leverage his contacts and skill set fo originate, assess and
structure fransactions targeled by the Company,

Deed of Company Arrangement

The Comipany sought creditor approval o accept the recapitalisation proposdal
put forward by the Proponent and lo enter into the relevant DOCA. Approval
ws chhiained on 15 January 2010.

Sefilement and effectuation of the DOCA will not occur unless Shareholderns
approve Resolutions 1 to 5 set oul in Ihe Notice, If Sharehaolders do not do so,
the Company may be wound up.

ASX listing

ASX has agvised thoe Company that upon completion of e capilal raising
conemplaled by Resolutions 7 1o 5 (inclusive) and ihe safisfaction of various
other conditions, thoe suspension of rading on the Company's shares will be

lifted.

Ciher than complelion of the capiial raising, the moin oulstanding condition §s
completing all outstanding financial reports.

.15
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Balance Sheet

Set out in Schedule 3 is an historical bolance sheet for the Company logether
with @ pro-forma showing the effects of the fransactions contemplated by this
Notice of Meeting.

Conclusion
The resolutions set ocut in the Nofice are impaortant and affect the fulure of the

Cormpany. Shareholders are therefore urged fo give careful consideration o
the Motice and the contents of this Explanatory Statement.

2.1

2.2

2.3

RESOLUTION 1 -~ CONSOLIDATION OF CAPITAL

shareholder approval is sought 1o consclidate the number of Shares on issue on
a five (5) for one {1) basis.

Shareholder approval is required pursuant o Section 2541 of the Corporations
Act,

Corporations Act

Section 254H of the Corporgfions Act provides that o company may, by
resolution passed in general meeting of shareholders. convert all or any of its
shares inte o larger or smaller numiber of shares.

In the event that Resolution 1 is approved, the number of Shares on issue will be
reduced from 114,313,042 1o approximately 23,262,608 and the number of
Options an issue will he reduced from 94,551,920 to approxmately 18,710,384,
The exercise price of the Options will ciso increase by a muitiple of 4.

As from the effective date of the Resolution [being the date of the General
Meeting), all halding statements for Shares will ceass o have any effect. except
as evidence of entilement to a certain number of post-Consolidation Shares,
After the Consolidation becomes effectivae. the Company will arrange for new
holding statements 1o be issued io Sharcholders.

The effect of the Consolidation and the Resoiutions contained within the Notice
is set outin section 1.3 of this Explanatory Statement,

Fractional Entilements and Taxation

Mot all Shareholders will hold fhat number of Shares whizh can be evenly divided
by 5. Where a fractional entfitlernent occurs, the Directors will round that fraction
U o the nearest whole Share or Opfion.

It is not considered that any laxalion conseguences will exist for Shareholders
arising from fhe Consolidation. However, Shareholders aro adviscd o seek their
awn tax advice on the effect of the Consolidalion and none of the Company,
the Administrator or the Company’s advisers accepts any responsiblity for the
individual Taxation conseguenaes adsing from the Conselidation,

Timelable

the indicative fimetatzlo for the Consolidation is g toliows:

Eveni " |pate

.19
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General Meeting 1o approve fransaction ' 24 March 2010

Nofification 1o ASX of results of General MF‘F‘TIHQ 24 March 2010

Trading o a deferred setflement basis® 27 March 2010

Last day 1o register fronsfers on @ pre- | 31 March 2010
recrganisation basis

First day for Compony 1o send nolice 1o | 31 March 2010
Shareholders of change of holdings as & result of
reorganisaiion

First day for Company 1o register securities on o
post-reorganisation basis and for issue of holding
statements

Despatch dote 7 April 2010
Defared setlement market ends
tast day for securities to be enfered info the

holders' security holdings and for Company to
send nofice 1o each seaurty halder

* The Company's securities are currently suspended from frading,  As such,
deferred setlement trading will not cacur.

31

RESOLUTIONS 2, 3 AND 4 = I1S5UE OF SHARES AND OPTIONS TO RELATED PARTIES
General

The Campany has agreed, sublect to ablaining Shareholder approval, to allot
and issue a total of up to:

{c1) 23.333.333 Shares ot anissue price of 0.1 cent each, 40,000,000 Shares at
an issue price of 0.5 cents each and 23,333,333 Froponent Options for il
consideration 1o ecach of Mr Faldi lsmail and Mr Athan Lekkas; and

b) 20,000,000 Shares at an issue price of 0.5 cents each o Mr Nathan
Taylar,

Messrs lsmail, Lekkas and Taylor are hereafter referred to as the Related Parlies.

Resolutions 2 to 4 dlow the Related Parties 1o padicipate in he issues of
secunlies conlamplated by Resolution 5,

For a public company, or an enfily that the public company contrals, to give a

financial baenafit to o related party of tho puklic company, he pubic company

or enfily must:

(1) obiain the approval of the publlc company's mombers in The manner
setoutin Sections 217 10 227 of thoe Corporalions Act; and

i) give the haneatit within 15 manths Tonowing such approval,
unlass the giving of fthe finoncial beneli falls within an exceplion set out in
Seclions 21010 214 of the Corporations Act.

12
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In addition, ASX Listing Rule 10.11 also requires shareholder approval o be
abtained where an entity issues, or agrees to issue, securifies 1o a reloted party,
or a person whose relationship with the entilty or a related party is, in ASX's
opinion, such thot approval should be obiained uniess an exception in ASX
Listing Rule 1012 applies.

Messrs bsrail, Lekkas ond Taylor are “related parfies” under the Listing Rules and
the Corporations Act because they will be directors of the Company.

3.2 Shareheolder Approval (Chapter 2E of the Corporations Act and Lisiing Rule 10.11)

Pursuant to and in accordance with the requiremenls of Sections 217 to 227 of
the Corporations Act and ASX Listing Ruls 10.13, the following informaotion is
provided in relafion to the proposed issue of Shares and Oplions under
Resolutions 2. 3 and 4:

(a) the reiated parties are Messrs lsmail, Lekkas and Taylor and they are
related parties by virfue of being directors of the Company;

() the maximum number ol Shares and Proponent Gplions (being the
nature of the finoncial benefit being provided) to be issued o the
Related Parties 1s:

%0.001 Opfions 50,005
Allottee Shares Shares
Athan Lekkas 23,333,333 23,333,333 40,000,000
Faldi 1smeil 23,333,333 23,333,333 40,000,000
Nathon Taylor Ml Mif 20,000,000
(<) the Shares and Proponent Opations will be issued on ar about settlement

under the DOCA. However, ail of the Shares and Proponent Oitions will
be issued to the Related Parties within one month after the date of the
Meeling [or such longer peatiod permitted by ASX). The Company has
applied for an ASX waiver allowing up 1o @ 2 month extension to issue he
Shares and Proponent Options to the Related FParlies 50 that the
allotment date coincides wilh the allotment date for the issue of Shares
and Propanent Options under Resolution 5. I this waiver is not granted,
the Company will be required fo ssue the Shares and Proponent
Oplions 1o the Related Parties within one month after he date of the
Mesating [as opposed to threc months being sought under the waiver
applicalion);

{cl) ihe Shares ssued will rank caually with the existing Shares on issue;

) the Proponent Oplions will e issuad an the terms and conditions sel oul
N Schedula 1o this Fxplonatory Statement;

if) the value of the Froponent Options and the pricing methodology is set
owtin Schedule 2;

() none of the Reloted Parfios have any interest in securities of the
Company as al the dale of this Notics:

{h) norermunoralion o olher emoluments bove boon paid 1o any of the
Related Partics over the post 12 months, 1His proposed hal the Reloted

20
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Parlies will eqch be paid fees of up $3.500 eqach per month ofter
sefflement of the recapitalisalion proposal;

(i) if Shareholders approve the isswe of Shares and Proponent Options to
the Relaied Parties as contemplated by Resolutions 2, 3 and 4 and:

{i) all of the Shares are issued; and
{ii) all of the Proponent Options are subsequently converted info
shares,

the effect will be to diute the shareholding of Shareholders by up to
approximately 48.7% (post Consolidation of the number of Shares
currently on issue pursuant to Resolufion 1, assuming all of the Shares
and Options to be issved pursuant fo this Notice are iksued (olther than
the Shares and Proponent Options to the Related Parfies) and ne other
Options are converled),

(0 the Company's Shares have not raded on ASX since 7 lanuary 2009
Accordingly. there is no current share frading data on the Company:

(k) the funds raised from the Shares will be used for the purposes set out in
section 1.3 of this Explanatory Statement; and

(I} as the Company has been placed into administration, the exisiing
Directors do not hove authority to make o recommendation to
Shareholders in relation to these Resolutions.

Appraval pursuant fo ASX Listing Rule 7.1 is not required in order o issue the
Shares and Qptions to the Related Parties as approval is being obtained under
ASX Listing Rule 10.11.  Accordingly. fhe issue of Shares and Options to the
Reloted Parties will not be included in the 15% calculation of the Company's
annual placemeant capadcity pursuant to ASX Lisfing Rule 7.1,

4.1

RESOLUTION 5 - I1SSUE OF SHARES AND QPTIONS
zeneral
Resotution 5 seeks Shareholder approval for the allotmant and issue of up fo.

{a) 70,000,000 Shares at an issue price of not less than .1 cent each to the
Proponant (or fis nominces) to raise $70,000;

(t2) 70.000,000 free Proponent Oplions exercisable at 1 cent each on or
before 30 November 2013; and

(<) 400,000,000 Shares ot an issus ice of not less than 0.5 cent each 10
raise up 1o $2.000,000.

The nurmber of securifies issued in accordances wilh Besolution 5 will be reduced
Iy [he exlen thot the Related Parties parlicipate in the issues referrad fo above
{as contemplated by Resolulions 2, 3 and 4).

ASX Listing Rule 7.1 provices that a company mosl not, subject to specified
exceptions, issue or agree lo issue during any 12 month period any sauity
securtios, or olhor securiliss with rights to conversion fo aouity {such as an
option), if the number of Ihose secuities cxoaeds 15% of the number Of securitics
in the same class onissue of the commencemeant of that 12 month pariod.

21
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The effect of Resolution 5 will be to ollow the Diraciors fo issue the Shares and
Proponent Options during the period of 3 months after the General Meeting (or
a longer period, if alowed by ASX), without using the Company's 15% annual
placement capacity.

Shareholder Approval (ASX Listing Rule 7.1)

Pursuant to and in accordance with ASX Listing Rule 7.3, the lollowing
information is provided in relgfion to the proposed issue of Shares and Froponent
Options under Rasolutfion 5.

(a] the maoximum numizer of Shares and Options to be issued is:

i) 70,000,000 Shares i an issue price of not less than 01 cent
each 1o raise $70,000;

(i) 70,000,000 free Proponent Options exercisable al 1 cent each
on of before 30 Novernber 2013; and

{iii) 400,000,000 Shares at an issue price of not less than 0.5 ceant
each to raise up to $2,000,000;

() other than the Shares and Proponent Options fo be issued to the
Related Partias under Resolutions 2, 3 and 4 (which will be issued within
onhe month of the date of the Meeting or such longer period permitied
by ASX), all of the Shares and Proponant Opfions will be issued within
tree months affer the date of the Meeting;

(<) other than the Shares and Proponent Options 1o be isued to the
Relaoted Pariies under Resolutions 2, 3 and 4, the Shares and Proponent
Options wil be issued to parfies nominated by the Froponent, the details
of which are not known as at the date of his Nofice, Any third party
that will be issued Shares or Proponent Opiions will not be o related
porty of the Company, must be approved by the Proponent and,
following ihe issue of Shares to the third party, their voting power in the
Company must not exceed 20%:

{d) thes Shares issued will rank equally with the exisling Shares on issue:

(e) the Proponeni Qpfions wili be issued on the lerms and condifions set out
N Schedule 1 to this Explanatory Statement; and

() the funds raised ram the ssue of Shares will be used Tor the purposas set
outin section 1.3 of this Explanatory $tatement.

5.1

RESOLUTION & - ISSUE OF SHARES AND FPROPONENT OPTIONS TO NOBLE
INVESTMENTS PTY LYD

General

Noble is the only secured creditor and one of the largest unsecured creditors of
the Company. Mokle's secured debt is approximatety 1.0 milion. Under the
Necapitalisation Deed, the Proponent, the Company and Noble have agreed
ol Noble's secured debt will boe exlinguished in return for a cash payment of
$200.000 and the issue of Shares and Proponaent Oplions in accordance with
Resolution 4.

Ressolulion & seeks Sharehalder approval for the alletmeant and issue of up fo:

F.23
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(1) 50,000,000 Shares at o deemed issue price of 0.5 cents each;
(b} 30,000,000 Tree Proponent Options exercisable at 1 cent each on or

before 30 November 2013,
1o MNoble in particl satisfaction of the secured delst owing to Noble,

ASX Listing Rule 7.1 provides that a company must net, subject to spedcified
axceplions, isswwe or agree 1o isue during any 12 month period any equily
secunities, or other securties with fighls 1o conversion 1o equity {such as an
option), if the number of thase securifies exceeds 15% of the numbaer of securities
in the same <lass on issue af the commencement of that 12 month period.

The effect of Resolution é wilt be to allow the Directors to issue the Shares and
Proponent Qplions during the period of 3 months after the General Meeting (or
a longer period, it alowed by ASX}, without using the Company’s 15% annudl
placement capacity.

$hareholder Approval (ASX Listing Rule 7.1)

Pursuant to and in accordance with ASX Listing Rule 7.3, the following
nformation is provided in relafion to the proposed issue of Shares and Proponant
Options under Resolution é&:

{a) the maximurm number of Shares and Options to be issued is:
fi) 50,000,000 Shares at a deemed issue price of 0.5 cents each;
{ii} 30,000,000 free Proponent Options exercisable al 1 cent each

on or before 30 November 2013

(1) the Shares and Proponent Options will be issued within three months
after the date of the Meeting and it is anficipated they will be issued on
one date;

(<) thee Shares and Froponent Optfions will be ssued to Noble {or ils

nominees):
() the Shares issued will rank equally with the existing Shares on issue;

(&) the Froponent Options will be issuad on the ferms and conditions set out
in Schedule 1 o this bxplanatory Statement; and

{f) no the funds will be raised from the issue of Shares as they will be ssued
in partial satisfoction of the secured debt owing o Noble.

RESOLUTIONS 7 TO 8 = ELECTION OF DIRECTORS

Rasolutions 7 1o 8 scck approval tor the appointment of Faldl ismail, Athan
Lekkas and Nathan Taylar as directors of the Company.

Background information on each of these persons is set outin Section 1.5 above.

RESOLUTION 9 - CHANGE OF NAME

Rasolution ¥ seeks sharsholdor approval 1o changs the name of the Company
o Coergio Dinditec™. Ihe New Boord  corsidens thal a name change s

23
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approprnote to reflect the fact that the Company has been recapitalised and
has undergone a change of directors and management,

8. RESOLUTION 10 - ADOPTION OF NEW CONSTITUTION
Resotution 10 seeks shargholder approval 1o adopt a new Constitution,

The new Board is seeking to adopt a new Constitution 0 ensure that the latest
amendments to the Corporafions Act are approprictely incorporated.

A copy of the new Consiitution is available on request,

24
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GLOSSARY

ASIC means Australian Securities and Investments Carmmission.

ASX means ASX Limited, or the Australian Securities Fxchange (a5 the contexi requires).
ASX Listing Rules or Listing Rules means the Listing Rules of ASX,

Board means the board of directors of the Company.

Capital Raising means the Company's offer of Shares with an issue price of 0.5 cents
each under a prospectus to raise up to $2,000,000.

Company and Brainytoys means Brainytoys Lirmded (subject to Deed of Company
Arrangement) (ACN 001 894 033).

Completion means the complefion of the fransactions set ouf in the Recapitalisafion
Deed, summarsed in section 1.5 of this Motice of Meeting.

Administrator or Deed Administrator means Bryan Hughes of Piicher Parthers, Perth,
Western Australio.

Constitution means the Company's constitution,
Corpoerations Act means the Corporations Act 2001 (Cth).
Creditors' Trust means the creditors’ frust for the Company.

Creditors’ Trustee means the trustee appointed for the purpose of administering the
Creditors’ Trust.

Directors rnecins the current directors of the Company.

BOCA means the deed of company darrangement entered into by the Campany. the
Admintsirgtor and the Creditors’ Trustee in relation te the Company under which the
proposal put forward by the Proponent (as outlined in the Explanatory Statement) will be
implementad.

Explangtory Statement means the xplanatory Statement accompanying the Notice of
Meating.

Meeting or General Meeting msans the meefing convened by the Notice.

New Director means a director appeinted to the Company post Recapiialisation.
Noble means Noble Investmants Pty Ltd.

Notice means the Notice of Meeling.

Option means an option 1o acquire o Share,

Qplionholder meaans The holder ol an Opfion,

Froponent Qptions means Opticns on he terms set outin Scheadule |
Recapitalisation means he recapitalisalion proposed by the Recopitalization Deed.

Recapitalisation Deed means Ihe recapitalisation deed betwaen the Company, the
Adrministrator, the Propoenent and Noble in Janeary 2010,

25
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share means a fully paid ordinary share in the capital of the Company.

Shareholder means the holder of a Share.

Subsidiary has the meaning given to that term by Seclion 44 of the Corparations Act.
Proponent means Romfal Corparate Py Lid,

W3T means Western Standard Time:.
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SCHEDULE 1 ~ TERM5 AND CONDITIONS OF PROPONENT OFTIONS

Terms and conditions of Oplions

The terms and conditions aitaching to the Options are set out below:

1.

Fo

Each opfion (Opfion) entifles the holder 1o subscribe for one fully poid ordinary
share in the capital of the Company (Share) at an exercise price of 1 cenl
(Exercise Price),

The Options are exercisable at any time on or before 5.00pm Western Standard
Time on 30 November 2013 (Expiry Date). Options may only be exercised in
multiples of 1,000. Any Oplions not exercised by the Expiry Date shall lapse,

Opiions may not be exercised if the eflect of such exercise and subsequent
allotment of he Shares would be to create a holding of less than g marketable
parcel of Shares unless the alletiee is alreqdy < shareholder of The Company @t
the time of exercise.

Exercise of the Option s effected by completing a notice of exercise of option
and delivering it o the registered office of the Company fogether with payment
of 1 cent per Option exercised.

The Oplions are freely transferable, subject to any offer for sale of the Options
complying with section 707 of the Corporations Act (it applicable).

Al Shares issued upon exercise of the Options and payment of the Exercise Price
will rank edqually in all respects with The Company's then aexisting Shares. The
Company will apply for Official Quotation by ASX of all Shares issued wpon
axercise of the Optlions within three days of the issue of the Shares,

A cerfificate will not be issued for the Options and an uncerfificated holding
staternant will be provided.

There are no participating raghts or enfilemants inherent In the Options and
holders will not be eniifled to paricipate in new entitement issues of capital
offered 1o shareholders during the curency of the Qptions, However, The
Company will gnsure that for the purposes of determining entiflements to any
such ssue, the record dale will be at least & business days after the Issue s
announced. This will give the holdears of Options the opportunity to exercise their
Options prior o the date for determining enfitlernents o parficipale in any such
153U,

In the event of any reconstuchton, including o consolidation,  subdivision,
recisction or return of the issued capited of The Company prior 1o the Expiry Date,
the number ot Options which each holder s enfiied or the Exercise Price of the
Opfions ar both will be reconslructed as aporopriofe in g mannar which is in
acoordance with the Listing Rules and will not result in any benefits being
conferred an Cpfonholders which are nel confered on shareholders, subject 1o
such provision with respect 1o the rounding of enfitlerments as may be sanchoned
by the meeting of shareholders approving the recomstruclion of capital, but in all
other respects the tenms of exercise ol Ihe Options will remain unchanged. The
tights of an Optionholder may be changed o comply with the Listing ruies
applying to areorganisation of copital at the time of the reconstruction.

shares alloted and ssucd pursuont 1o he exercise ot an Option will be allotted

and issued netl more than 14 days after the receaipt of o popor nolice and
payment of the exarcise price nrespeci of Ihe Oplions axercised.
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SCHEDULE 2 - VALUATION CF OPTIONS

The Proponent Options 1o be issued to the Related Parties pursuant 1o Resolutions 2 and 3

have been valued by the Proponeant.

Using the theoretical Black & Scholes oplion model and based on the assumplions set
out below, the Propenent Options were ascribed a value range, as follows:

Assumptions:

Valuation date

19 January 2010

Market price of Shares

0.5 cenis [haing the price at which Shares
will be issued under the Capital Raising)

Exercise price

1 cent

Expiry date

30 Movember 2013

Risk free inferast rate

5.25% (based on the ten year Australian
Government bond rate)

Volatility

25% | 50% | 75%

Indicalive value per Oplicn

000cenls  [0.0%9cents | 0.17 cents

Note: The valuation ranges noted above are not neceassarily the market ptices that the
Froponent Options could be traded at and they are not automatically the market prices

tor taxatfion purposes,
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SCHEDULE 3 - BALANCE SHEET

Consolidated Balance Sheet and Fro Forma Balance Sheet as at
31 December 2009 (unaudited)

31-Dec-09 31-Dec-0%
Actual Pro-forma
$ $
CURRENT ASSETS
Cash and cash equivalents - 1,420,000
TOTAL CURRENT ASSETS - 1,620,000
NON-CURRENT ASSETS
Infangible assets 10,000 10,000
TOTAL NON-CURRENT ASSETS 10,000 10,000
TOTAL ASSETS 10,000 1,630,000
CURRENT LIABILITIES
Trade and other payables 777,384 -
Friority employee claims 53,062 -
Secured creditors [. 100,000 -
TOTAL CURRENYT LIABILITIES 1,930,444 -
TOTAL LIABILITIES 1,930,446 -
NET ASSETS -1,920,444 1,430,000
EQUITY
lssued capilal 164,945,663 18,735,683
Reserves 871,120 871,120
Accumulated Losses 19,757,229 18,176,783
TOTAL EQUITY -1,920,444 1,630,000
Notes:

imlonaible assets weare volued al 36055482 n the 30 June 2008 annual report. An
integrat part of its Inlelectual proparty previously consisfed of a number of well known
brond licences.  In addiion, Broinyloys has an accomulation of intelleciudally propearty
through acquisiions and in house developrmaoent.
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The proposed new board of Brainytoys [Mew Beoard) believes they can achieve o
profifable intermnational toys and gomes development company. However, of 31
December 2009, the Directors are not in a pesition o determing the recoverable amount
for these items, The DRirectors therefore consider it prudenl o impair these tems and
include them in the unqudited balance sheet at a value of $10.000,

The Directors will reassess recovermble omount once they have had an opportunity 1o
assess the intellectual property and its usas,
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FROXY FORM
APPOINTMENT OF PROXY
BRAINYTOYS LIMITED
(SUBJECT TO DEED OF COMPANY ARRANGEMENT)
ACN D01 §94 032

AL

of
Biging o momior of Brainytays Limiled entitied to attend and vofe af the Ceneral Meeting,
herety

Appoint
Mame of proxy

Or the Chair of the General Mesting as your proxy

or talling the person s¢ named or, if no pearson is named, the Chair of the General Meeling, of the Chair's
nomines, to vole in accordance wilh the following directions. or. f no directions have been given, as the
praxy sees fit, ol the General Meeting to be hald at 10am (WST) on 24 March 2010 al The Melbaurne Hotal,
The Herlage Roarm, Cnr Hay and Miligan Streets, Perth WA 6000, and at any adiournment thereat.

If no directions are given, the Choir will vote in favaur of ol the Resolutions.

If the Chair of Ihe Genearal Meeting is appaintad Qs your proxy, or may be appointed by defaol,
and you <o net wish to direct your proxy how to vete s your proxy in respecl of Resolutions 2 to &
please place o mark in this hox.

By marking this bax, you acknowlsdge that the Chair of the General Meating may exercise your proxy aven
if he has an inlerast in the outcome of Resolutions 2 10 6 and that votes cost by the Chair of Ihe General
Meeling for Resolutions 2 to 6 ather than as proxy halder will e disregorded because of that interest. If you
do nol mark this box, ond you have not directed your proxy how to vole, the Chair will mat cast vour votes
on Resolutions 210 &6 and your votes will not be counted in calculating the required mcgorily il a poll s called
on Rasolufions 2 to 4.

QR

Voting on Business of the General Meeting

FOR AGAINST  ABSTAIN
Resalution | Consolicaton of Capital J ) O
Resolution 2 lssue of Shares andt Froponent Oplians = Faldh smeail O 0 L
Resclution 3 tssue of Shares and Propengnt Options - Athan L ekkas ] ] O
Resolution 4 lssue of Shares - mathan Taylor 1 £ O
Resolution 5 a5 of Shares and Froponert Oplions ) 1 O
Resolution & lssue of Shares and Proponent Options 1o Mable ] | CJ
Eesclution 7 fo-ciechion of Direclor - Faldi lsmaeil ] d O
Resclution 8 Re-slection of Direclior — Athan Lzkkas ] O |
Rizgelurtion § Re-stection of Director — Hathan Taylor O O a
Resolution 10 Chaonge of Marmes L] O ]

Ll O Ol

Fasolution 11 Actoption of Mew Constitution

Flegse nate: If you mark the abstain Dox for O particular Bosoluler, you o dgirecling your proxy et io vots on o
Rasolution on a show al hands ar on a poll and your vodes will not to ne counted in COrnUtng the sl o najoly an o

ol
Il mare Inan ong proxy i being appoinisc, the proportion of voting rdghits this progy recresants is "
Signature of Member{s): Date:
Individual or Member 1 Member 2 Member 3
| | |
TR e e e e e ] [} L R
Scle Director/Company Secretary Directar Director/Company Secretary

Contact Name: Cantact Ph (daytinne ) e
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BRAINYTOYS LIMITED
ACN Q01 894 033

Instructions for Completing 'Appointment of Proxy' Form

1. (Appainting a Proxy): A member entifled to altend and voie ot a General Meeting
i entitled fo appoint not more than fwo praxies 1o attend and vote on a pofl on
their behall. The appointment of a second proxy must be done on a separate
copy of the Proxy Form. Where more than one proxy is appointed, such proxy must
be allocated a proportion of the member's voting rights. If @ member appoints iwo
proxies cnd the appointment does not specily this proportion, each proxy may
exercise half the voies. A duly appointed proxy need not be a member of the
Company.

2. (Pirection to Vote): A member may direct a proxy how to vote by marking one of
the boxes opposite sach itern of business, Where a box is not marked the proxy
may vole as they choose. Where more han one box is marked on an item the
vite will be invalid on thot item.,

3. (Signing Instruclions):
. (Individual): Where the holding i in one name, the member must sign.
. (Jeint Holding}): Where the holding is in more than one name, all of the

members should sign.

. (Power of Attorney): If yvou have not already provided the Power of
Attorney with the registry, please allach o certified photocopy of the
Power of Attarney 1o this form when you return it

. (Companies): Where the company has a sole direcior who is also the sole
company secretary, that person must sigh. Where The company {pursuant
to Section 204A of the Corporafions Act) does not have a company
secretary, a sole director can alse sign dlone, Otherwise, o director jointly
with either another direcior or a company secrefary must sign. Please sign
in the apprepriate place to indicate the office held.

4, (AHtending the Meeting): Completicn of @ Proxy Form will not prevent individuat
memiters from attending the Genaral Meeting in person if they wish. Wheare a
member complefes and lodges o valid Froxy Form and aitends the General
Meeting in person, Ihen the proxy’s authority 1o speak and vole [or that member is
suspended while the member is present al the General Meeting.

3. (Return of Proxy Form): To vole by proxy, please complete and sign the enclosed
Proxy Fomm and return by:

(<) post to o/ Pitcher Partners, Leval 1, 214 Hay Slrest, Parth WA 6000; or
() facsimile o the Company on lacsimile number +61 8 9322 1747,
so that it is received not later than 10am am (WST) on 22 March 2010

Proxy forms received later than this fime will be invalid,
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