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“2012 HAS BEEN A YEAR OF
TRANSITION FOR MATRIX.
THE COMPANY IS NOW WELL
POSITIONED FOR GROWTH
IN FY2013 AND BEYOND.”




Commissioned the world’s largest,
most technically advanced composite
syntactic plant

Decommissioned five production
facilities and relocated a sixth

Established a sales office in Rio de
Janeiro, Brazil and a service and
distribution centre in Houston, USA

Developed and released products into
new and existing markets

Restructured our operational and
commercial processes and are
developing systems to support future
growth

Completed capital expenditure on plant
construction

'SUMMARY

w "

Recapitalised the balance sheet with
a $35.7 million capital raising

Strong platform for growth in FY2013
and beyond

Optimise plant revenue by focusing
on high value syntactic foam products

Penetrate new markets and generate
new revenue streams by diversifying
and expanding our product range

Focus on cost control and working
capital management

Develop a high performing organisational
structure and culture




OPERATIONAL ACHIEVEMENTS

RAMP-UP TO TARGET PRODUCTION RATES DEVELOPING A STRONG SAFETY CULTURE

e Lowest LTIFR (1.1) ever achieved across the Group
(as of 31/7/12)

e Lower than the average recorded by PACIA's chemical
(3.6) and plastic (15.2) industry members

e 72 per cent of target production output achieved in Q4 FY2012

e Target production output achieved in August 2012

NEW REVENUE STREAMS

¢ SURF ancillary products GROWING CLIENT BASE

- Distributed Buoyancy System

e US$757 million pipeline and quote book
- VersaSlab (buoyancy) $ PP d

o US$98 million order book (as at 31 July 2012)

RECOGNISED BY INDUSTRY/ BUSINESS COMMUNITY
- Extended range of composite drilling and completions

centralisers e 2012 JEC ASIA Composites Innovation Awards:
‘Building/ Infrastructures’

e 2012 Subsea Energy Australia Awards: ‘Global Exports’

e Well construction products
- Low friction composite drilling and completions centralisers

¢ Drilling products
- 12,000ft riser buoyancy systems e 2012 Australian Gas Innovation Awards: ‘Commercial’

(in conjunction with Cetra Technologies Pty Ltd)
EXPANSION OF DISTRIBUTION AND SERVICE NETWORKS « Forbes - ‘Asia’s 200 Best Under a Billion (2012)'

« New sales office in Rio de Janeiro, Brazil e 2011 WA Industry & Export Awards: ‘Large Advanced

Manufacturer’
e Established a service and distribution centre in Houston, USA
THREE YEAR FINANCIAL SUMMARY

2012 2011" 2010°
PROFITABILITY
TOTAL REVENUE $000 144,812 174,641 101,108
EBITDA $000 (13,205) 47,821 26,181
EBITDA MARGIN % (9) 27 26
PROFIT AFTER TAX FROM CONTINUING OPERATIONS $000 (14,446) 30,225 16,694
EARNINGS PER SHARE cents (18.40) 41.40 27.03
CASH FLOW
CASH FLOW FROM OPERATIONS $000 10,908 1,477 26,355
BALANCE SHEET
NET CURRENT ASSETS $000 11,533 48,933 546
TOTAL EQUITY $000 136,735 121,911 58,427
NET ASSET BACKING PER SHARE $ 1.45 1.58 0.84
RATIOS
CURRENT RATIO times 1.16 1.96 1.01
RETURN ON TOTAL EQUITY % (10.56) 24.79 28.57
RETURN ON TOTAL ASSETS % (6.87) 14.65 12.45
NET DEBT/(NET DEBT + EQUITY]) % (2.90) 7.00 (9.40)
MARKET CAPITALISATION
SHARE PRICE AT 30 JUNE $ 1.75 7.22 2.68
ORDINARY SHARES ON ISSUE million 94.56 77.08 69.96
MARKET CAPITALISATION $m 165.47 556.53 187.50

! Certain financial information for FY2011 and FY2010 has been re-stated
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On behalf of the Board | am pleased
to present the 2012 Annual Report for
Matrix Composites & Engineering Ltd
(Matrix).

During 2012, Matrix consolidated its
reputation as a world class oil and
gas, and mineral resources equipment
manufacturer with a new facility at
Henderson, Western Australia. The plant
provides a strong platform for growth
allowing a significant increase in output
and greater product development and
diversification which will aid in extending
our global market reach.

The commissioning phase of the
Henderson plant took nine months longer
than originally planned and although
complete, the delay caused a reduction
in revenue and cash flow for Matrix
Composite Materials (MCM) during 2012.
In contrast, Matrix Offshore Services and
Engineering (MOSE) generated record
earnings and is continuing to increase
its activity in the oil and gas, and mineral
resources industries.

It is commendable that the safety
record significantly improved across all
operating sites at MCM and MOSE during
this period of high activity.

The Matrix Group generated sales
revenue of $144.8 million, down from
$174.6 million in the previous year.
It also reported a net loss after tax of
$14.5 million, down from the previous
year’s profit of $30.2 million (NPAT).
Despite low production rates, the Group
reported positive operating cash flow for
the year of $10.9 million. During 2012,

Matrix completed a $36.7 million capital
raising which allowed the Company
to fund the completion of capital
expenditure at Henderson and retire
a portion of bank debt. The placement
of ordinary shares was completed
successfully and, with an improvement
in production performance from the
Henderson plant, the Company is on a
sound financial footing. In August 2012
Matrix renegotiated and extended its
banking facilities, including restructuring
its debt covenants to provide greater
flexibility to its operations.

Matrix has not declared a final dividend
for FY2012. The decision was made
taking into account the financial and
operating results and anticipated cash
flow movements. Matrix is committed
to enhancing total returns to its
shareholders by way of capital growth
and dividend distributions. The Company
is expected to return to profitability in
FY2013 and be in a position to consider
re-commencing dividend distributions
at this time.

During the year Max Begley, the original
founder of Matrix, resigned from the
Board after a distinguished career
including over thirty years involvement
with Matrix and its predecessor
companies. The Board wishes to thank
Max for his vision and commitment
to growing Matrix into the successful
organisation it is today.

Similar to many companies, Matrix faces
short term challenges from the strong
Australian dollar and the competitive

global marketplace. Notwithstanding
this, continued high levels of investment
in the global oil and gas exploration and
development market are anticipated to
support strong ongoing demand for the
Company’s products and services. Matrix
continues to investigate opportunities
to grow its revenue and earnings base
through increased market penetration
of its existing product suite, researching
and developing new products and
exploiting the Company’s expertise in
materials technology and processes.

On behalf of the Matrix Board | would
like to thank our senior management
and employees for their commitment
and determination during this year of
transition. We look forward to a stronger
2013 and delivering greater returns to
our shareholders.

Peter Hood

Chairman
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2012 was a year of transition for Matrix.
The Company commissioned its new
industry leading facilities in Henderson,
Western Australia, decommissioned five
production facilities in the Northern
suburbs of Perth and relocated its
composite material operations to
Henderson. This activity affected
output and resulted in a number of non-
recurring charges which had an adverse
impact on revenue and earnings for
the year. Since August 2012, the plant
which is the largest, most technically
advanced composites syntactic foam
plant in the world, has been achieving
target production output and will serve
as a strong platform for growth in FY2013
and beyond.

KEY FINANCIALS

Matrix recorded group sales revenue of
$144.8 million and a net loss after tax
of $14.5 million, in-line with guidance
provided to the market during the
Company’s successful $36.7 million
capital raising. Lower production resulted
in a 13 per cent decline in revenue from
FY2011 and non-cash, non-recurring
write-offs of $20.9 million.

OPERATIONS

The Henderson plant ramp-up to target
production output was delayed due
to several key technical challenges.
These challenges were progressively
resolved throughout the year, however
significant increases in production were
not achieved until Q4 FY2012 with the
plant reaching target production output

in Q1 FY2013. The plant is currently
producing syntactic foam based products
including riser buoyancy, production
buoyancy, versaslab stock buoyancy and
customised ROV buoyancy.

The Malaga based operations of Matrix
Composite Materials (MCM] were
decommissioned in December 2011 and
the site was taken over by Matrix Offshore
Services and Engineering (MOSE].
MOSE decommissioned its Victoria
Road, Malaga works and relocated all
fabrication operations into the former
composites buildings in January 2012.
MOSE retains the Camboon Road,
Malaga heavy machine shop operations
with the division now operating from
the two adjacent facilities in Truganina
Road and Camboon Road, Malaga.
Throughout the year MOSE continued
to manufacture steel products including
car dumper components, oilwell casing
and connectors, customised oil and gas
production equipment and tooling for the
composites division. MOSE also provided
OEM equipment services and offshore
and remote site services in Australia and
Asia. In FY2012 MOSE recorded a record
profit for the year.

Both divisions retained their ISO 9001
accreditation status throughout FY2012.
The Company undertook a number of key
organisational changes throughout the
year. This included the formation of an
executive team reporting to the CEO and
comprised of OHSE, Operations, Sales
and Marketing, HR, Finance, and Public
Relations and Communications. The
Finance and Accounting department was

also restructured to include Finance, IT,
Procurement and Commercial support.

The Sales and Marketing department
grew and was restructured around
geographic regions. Matrix continued
to deliver on the strategy to expand
its global distribution and service
network to grow and develop markets.
The Company opened a new service
and distribution centre in Houston,
USA providing a base for its drilling and
SURF ancillary products. This allows
the Company to more effectively service
its North American client base and the
region’s rapidly growing horizontal well
construction market. Matrix also opened
a sales office in Rio de Janeiro, Brazil to
provide sales and aftermarket support
primarily to clients already using the
Company’s buoyancy modules on rigs
in Brazilian waters.

These changes are designed to unify
and streamline the Sales and Marketing
function and to facilitate future growth
and expansion.

OHSE

OHSE is a continuing key operational
focus for Matrix reflected, in part,
through the appointment of a new group
OHSE Manager in FY2012. A number of
new safety initiatives were implemented
throughout the year which resulted in the
lowest LTIFR (1.1) ever achieved for the
Group. The result was also lower than the
average recorded by PACIA's chemical
and plastic industry members (3.6 and
15.2 respectively).
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Considering the disruption to the
Company’s operations throughout
FY2012, the result demonstrates the
Company’s commitment to providing a
safe environment for all of its employees
and stakeholders. As part of this ongoing
commitment Matrix is targeting an
accreditation to AS4801 in FY2013 for
its OHSE management system.

STRATEGY

The Company continued to deliver on
a number of key strategic objectives
designed for sustained growth and
earnings performance, including:

e Diversification of product applications
- throughout FY2012 Matrix continued
to develop new products derived from
the Company’s core competency in
syntactic foam production. Matrix’s
production buoyancy range grew to
include a quick to install distributed
buoyancy system for flexible risers,
and a distributed buoyancy system for
umbilicals and subsea hoses. These
products have been successfully
used in major subsea developments
in West Africa and South East Asia and
represent a new market and revenue
stream for the Company.

e Cost control and working capital
management - the Company has
restructured its internal reporting
systems and processes to improve
visibility and accountability of
cost centres. Combined with the
implementation of a new ERP system
scheduled for roll out in the second half
of FY2013, these improvements will
enable the Company to more tightly
manage costs and working capital.

Diversify and expand revenue sources
- the well construction market is
a key growth area for Matrix. The
Company’s standard range of new
well construction consumables draws
from its core competencies in the field
of thermoplastics and composites
materials and has been successfully
marketed worldwide. This has opened
several niche markets for the Company
which will provide new revenue
sources unrelated to the buoyancy
market but still within the oil and
gas sector. MOSE is also shifting its
focus towards the growing operational
and maintenance market within the
Western Australian resources sector
as the growth in capital expenditure
on new projects begins to slow. Over
the past year MOSE has continued to
diversify its revenue streams through
the growth in the provision of offshore
and remote site mechanical services.

OUTLOOK

The macro indicators for our business
remain strong for the foreseeable
future. Forecast growth in demand for
deep-water rigs, subsea completions,
subsea hardware and horizontal well
completions, as well as an increase
in operating expenditure in the local
resources sector will continue to drive
demand for our diverse range of products
and services.

The Company’s key markets for
subsea buoyancy remain strong with
unprecedented demand for deep-water
rigs creating a record number of operating
rigs and a high level of new-build
backlogs. The increase in rig demand
for new projects drives the market for
buoyancy, and a growing global operating
fleet underpins the market for buoyancy
spares and replacements.

The demand for distributed and subsea
buoyancy used for production operations
is expected to grow in line with the
forecast upswing in subsea hardware
spend until at least 2018. The market
for our expanded range of SURF ancillary
products is recovering well from GFC
driven lows. The global annualised
spend on subsea hardware is expected
to increase by approximately 50 per cent
between 2012 and 2015."

The rapid growth in the horizontal
completions market underpins demand
for our well construction product line.
Total annual well footage continues to
grow worldwide, especially in North
America where annual horizontal footage
drilled is expected to increase from 220
million ft in 2012 to 281 million ftin 2017.2

MOSE will continue to service the regional
offshore operations market. Offshore
exploration and completions activity
will drive demand for rig equipment
maintenance services. Growth in onshore
and offshore permanent installations will
underpin growth in the offshore services
market, especially in Western Australia
and the Timor Sea.

CONCLUSION

2012 was a challenging year for Matrix
as it transitioned into its new world
class facilities in Henderson, Western
Australia. At the same time, the Company
also decommissioned five production
facilities and relocated its composite
material operations.

" Douglas Westwood Subsea Hardware Market Forecast 2012-2016

2 Baker Hughes, Spears & Associates
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| am proud to be part of the Matrix
team who have all worked together
to overcome an array of challenges
throughout FY2012. The commitment and
innovative approach to problem solving is
a reflection on how we do business and
how we keep ahead of industry trends
and client demands. | would like to
sincerely thank everyone for their efforts.

The Henderson plant is now fully
commissioned reaching target production
output in August 2012. Combined with the
recent success of our newly released
products and the size of our current order
and quote book, Matrix is well positioned
for growth in FY2013 and delivering
returns to our shareholder base.

AARON BEGLEY

Managing Director
& Chief Executive Officer



CASE STUDY - RISER BUOYANCY

Snapshot

¢ Client: major international equipment supplier
¢ Project execution location: Asia

* Project: new-build 12,000 ft drillships
 Matrix contract value (AUD): $36 million

¢ Product supplied: Riser Buoyancy Modules

e Year of manufacture: 2011/2012

Scenario

Our client ordered a number of new drillships from a
Korean shipyard capable of drilling in 12,000 ft of water.
Already having a large number of rigs rated to 10,000 ft
with over 100,000 ft of riser, the client wanted to keep
as much of the equipment interchangeable between the
new and older drillships to negate the need for a large
investment in spare riser.

Client issue

The issue centred on the fact that the earlier rigs were
equipped with a 60.5" rotary table and had buoyancy with
a maximum OD of 54”. As the new rigs required greater
uplift to deploy 12,000 ft of riser, the client was advised they
would need 58" buoyancy. While the new rigs would have
a 75" rotary table and could deploy the larger diameter, it
could not be used on the older rigs.

Solution & outcome

Matrix was able to optimise the design of the riser buoyancy
to obtain the largest possible volume. Using premium ultra
light syntactic foam systems we were able to manufacture
a product that gave the uplift of the larger diameter
buoyancy whilst staying within the 54" OD parameter.
Our solution also allowed the Korean shipyard to use the
same derrick and tensioner system as the 10,000 ft rigs,
thereby containing the overall cost of the project. i

Our client is in the process of building additional 12,000 ft
rigs with the riser buoyancy design specified to meet the
same criteria. Matrix was able to deliver on this unique set
of requirements as we produce the lightest most durable
syntactic foam products in the global market place.







The Directors of Matrix Composites
& Engineering Ltd ("Matrix” or “the
Company”) submit herewith the
Annual Report of the Company for
the financial year ended 30 June 2012.
In order to comply with the provisions of
the Corporations Act 2001, the Directors
Report follows.

-
DIRECTORS

The names and particulars of the
Directors of the Company during or since
the end of the financial year are:

PETER J HOOD

Independent Non-Executive Chairman

QUALIFICATIONS & EXPERIENCE

Peter Hood is a qualified Chemical
Engineer with over 40 years’ experience
in senior management and project
development in the mining, oil and gas,
and chemical industries.

Mr Hood was previously the CEO of
Coogee Resources Ltd, a company
involved in the exploration and production
of oil and gas in the Timor Sea. Prior to
this he was the CEO of Coogee Chemicals
Pty Ltd where he oversaw a period of
significant growth in the Company’s
enterprise value.

Mr Hood is currently the Deputy
President of the Australian Chamber of
Commerce and Industry (ACCI), a Non-
Executive Director of the Chamber of
Commerce and Industry of WA (CCIWA],
GR Engineering Ltd and Swan Oil & Gas
Ltd, and Chairman of MAK Industrial
Water Systems Pty Ltd. He was also
previously Chairman of Apollo Gas Ltd
(merged with Dart Energy Ltd in 2010)
and Vice-Chairman of APPEA.

Mr Hood is a member of the Audit and
Risk Management, and Remuneration
Committees.

EDUCATION
Bachelor of Engineering (Chemicall,
Melbourne University, 1970

Advanced Management Program,
Harvard Business School, 1997

Graduate Diploma of Administration,
Western Australian Institute of
Technology (now Curtin University), 1974

MEMBERSHIPS/COMMITTEES

Fellow of the Australian Institute of
Company Directors

Fellow of the Institute of Chemical
Engineers

Member of the Australasian Institute of
Mining and Metallurgy

AARON P BEGLEY

Managing Director &
Chief Executive Officer

QUALIFICATIONS & EXPERIENCE

Aaron Begley has 18 years' experience in
manufacturing and marketing products
in the field of industrial ceramics and
composite materials for the offshore
energy industry.

Prior to his current role as Managing
Director and Chief Executive Officer,
Mr Begley held various positions within
Matrix Composites & Engineering Ltd
since commencing with the Company in
1993. Throughout his tenure, Mr Begley
has overseen the Company’s growth from
a local engineering firm to an ASX300
listed company and global market leader
in the manufacture and development of
composite materials technologies and
engineered products for the oil and gas,
and mineral resources industries.

EDUCATION

Bachelor of Economics, University of
Western Australia, 1993

Post Graduate Diploma of Management,
Curtin University, 2002

AIMS Leadership Certificate Course,
2006

MEMBERSHIPS/COMMITTEES
Australian Institute of Company Directors

Society of Underwater Technology (SUT)
CRAIG N DUNCAN

Independent Non-Executive Director

QUALIFICATIONS & EXPERIENCE

Craig Duncan has 35 years’ experience
in the petroleum and mining industries
in Australia, Asia, the Middle East and
Africa. He was previously a Drilling
Superintendent at Apache Energy
for 12 years and was responsible
for managing well construction
operations. Prior to this role,
Mr Duncan was involved in manufacturing
specialised equipment for the gold
mining industry.

Mr Duncan is Chairman of the Audit
and Risk Management Committee
and a member of the Remuneration
Committee.

EDUCATION

Graduate Diploma in Petroleum
Engineering, University of New South
Wales, 2005

NIGEL L JOHNSON

Independent Non-Executive Director

QUALIFICATIONS & EXPERIENCE

Nigel Johnson is a Chartered Accountant
with 40 years’ experience in corporate
finance, treasury, accounting and risk
management. Mr Johnson has specific
expertise in accounting and financial
management, capital raisings, debt
financing, treasury and financial risk
management, change and relationship
management, and strategic planning.

Mr Johnson has worked for a number of
public and private organisations across
a range of industries including Straits
Resources Ltd as the Company’s CFO and
Heytesbury Pty Ltd in the role of Group
Treasurer. Mr Johnson has also been a
Director for various public and private
companies and has provided consultancy
services to such companies in Australia
and overseas.

Mr Johnson resigned as Chairman of
the Board on 25 October 2011 and is a
member of the Remuneration Committee.

EDUCATION

Diploma in Accountancy Studies,
University of Rhodesia, 1975

MEMBERSHIPS/COMMITTEES

The Institute of Chartered Accountants
in Australia

Australian Institute of Company Directors

Finance and Treasury Association
(Australia)

PAUL R WRIGHT

Non-Executive Director

QUALIFICATIONS & EXPERIENCE

Paul Wright has an accounting degree
and has worked in public accounting and
held managerial roles for a number of
engineering and manufacturing businesses.

Mr Wright has worked at Matrix since 1995
and was instrumental in securing capital
for the establishment of the composites
business. Prior to the Company’s listing on
the ASX in 2009, Mr Wright was the Chief
Financial Officer (CFO) for 11 years and
CEQ for two years. Preceding the listing, he
resumed the role of CFO for a further year
before retiring in October 2010. Between
22 September 2011 and 18 December 2011
Mr Wright acted in an executive capacity
as the acting CFO of the Group.

Prior to his involvement with Matrix,
Mr Wright was the Managing Director
of Centurion Industries Ltd, a national
heavy engineering firm for nine years.
In this role he was responsible for an
employee buy-out of Tomlinson Steel
Ltd and the subsequent ASX listing of
the Company (now RCR Tomlinson).
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Mr Wright is a member of the Audit and
Risk Committee.

EDUCATION

Bachelor of Business, Curtin University,
1978

MAXWELL G BEGLEY

Non-Executive Director
QUALIFICATIONS & EXPERIENCE

Mr Begley has over thirty years’
experience in metal fabrication and
machining, machinery and equipment
design, and marketing and promotion.
Prior to commencing his own
heavy engineering company in 1980
Mr Begley worked for the
Westralian Group of Companies
and Vickers Hoskins in a variety of
production and marketing roles.
Mr Begley resigned during FY2012.

DIRECTORSHIPS OF OTHER LISTED COMPANIES

Directorships of other listed companies held by Directors in the three years immediately before the end of the financial year

are as follows:

The above named Directors held office
during the whole of the financial year
and since the end of the financial year
except for:

e Mr Peter Hood
Appointed 15 September 2011

e Mr Maxwell Begley
Resigned 2 May 2012

NAME COMPANY PERIOD OF DIRECTORSHIP
NL JOHNSON CATALPA RESOURCES LTD 2008 - 2009

APOLLO GAS LTD 2009 - 2010
PJ HOOD

GR ENGINEERING LTD

2010 - CURRENT

DIRECTORS SHAREHOLDINGS

The following table sets out each Director’s relevant interest in shares, debentures, and rights or options in shares or debentures
of the Company or a related body corporate as at the date of this report.

DIRECTORS FULLY PAID SHARES NUMBER SHARE OPTIONS NUMBER
PJ HOOD 130,000 -
AP BEGLEY 3,517,763 -
NL JOHNSON 116,176 -
PR WRIGHT 1,343,641 -
CN DUNCAN 590,429 -

No shares or options have been issued for compensation purposes during or since the end of the financial year to any Director

of the Company.

REMUNERATION OF KEY
MANAGEMENT PERSONNEL

Information about the remuneration
of key management personnel is set
out in the Remuneration Report of this
Directors Report on pages 22 to 26.
The term 'key management personnel’
refers to those persons having authority
and responsibility for planning, directing
and controlling the activities of the
consolidated entity, directly or indirectly,
including any Director (whether executive
or otherwise) of the consolidated entity.

COMPANY SECRETARY

Mr Peter Tazewell joined Matrix on
19 December 2011 as Chief Financial
Officer and Company Secretary. He has
25 years’ experience in the chemical,
manufacturing and financial industries.
He previously held the position of
CFO of CSBP Limited, the chemical
manufacturing division of Wesfarmers.
Mr Tazewell is a Fellow of the Institute
of Chartered Accountants in Australia
and a Fellow of the Financial Services
Institute of Australasia.
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PRINCIPAL ACTIVITIES
FOR FY2012

The consolidated entity’s principal
activities during the course of the
financial year were the:

¢ Manufacture and sale of syntactic foam
buoyancy and associated products

e Manufacture and sale of injection
moulded composite plastic and
polyurethane products

e Manufacture and sale of fabricated
metal products

e Provision of offshore labour and
specialised maintenance services.

REVIEW OF OPERATIONS

Matrix operates two distinct businesses;
Matrix Composite Materials ("MCM")
and Matrix Offshore Services and
Engineering ("MOSE"), which service
the global oil and gas industry and the
domestic resources sector respectively.
The manufacture of composite foam
buoyancy systems was the Company’s
principal activity throughout the year.

SAFETY

Matrix recorded a significant
improvement in safety performance
across all of its operating sites during
the year. The Henderson plant has been
constructed and configured to eliminate
a range of potential hazards associated
with materials and chemicals handling
which are typically found in MCM’s
industry sector. The improvement in
plant design and a drive for continuous
improvement in safety culture and
occupational health and safety (OHS)
systems across the Group is aimed at
attaining best practice in this critical
operational area. The outcome of these
improvements has been manifested in
a significant decrease in the Company’s
group wide lost time injury frequency
rate ("LTIFR") and medical treatment
injury (“MTI") rates which have steadily
declined throughout the year. Matrix
operates an OHS system that complies
with the measurements of AS4801, and
is @ member of IFAP. Matrix recorded
a Group LTIFR of 1.1 at 30 June 2012
compared with 22.6 at 30 June 2011.






MATRIX COMPOSITE
MATERIALS

From its state-of-the-art, purpose built
facility at Henderson, Western Australia
MCM manufactures and distributes a
range of specialised engineered products
for the global oil and gas exploration and
production ("E&P") sector using syntactic
foam and thermoplastic technologies:

e Drilling riser buoyancy modules

e Subsea umbilicals, riser and flow line
("SURF") ancillary products

e Standard or stock size composite
syntactic foam products

e Well construction products, including
thermoplastic centralisers.

MANUFACTURING OPERATIONS

During the financial year MCM
progressively commissioned its
Henderson manufacturing facility
which, at year end, was operating at 72
per cent of its target output of syntactic
foam products. Total production for the
year was approximately 47.7 per cent of
target production rates which adversely
impacted the financial performance
of the business. In addition, MCM
suffered unusually high labour costs
during the transition from the Malaga
manufacturing facility to the current
facilities at Henderson.

In September 2011, MCM ceased
manufacturing syntactic foam products
at Malaga and moved all manufacturing
to Henderson. The closure of the Malaga
plant resulted in a non-cash write-off of
$4.1 million.

In the six weeks since 30 June 2012, the
Henderson plant achieved 90 per cent of
its target capacity with daily production
rates continuing to improve. The final
construction cost of the Henderson
facility was $76 million.

MCM commenced production of its
patented centraliser products at
Henderson, installing two injection
moulding machines to support its
manufacturing capacity.

COMMERCIAL

During the financial year MCM increased
its presence in the USA employing
additional staff and establishing
warehouse facilities to support
anticipated growth in the sales of well
construction products. The Company
also opened an office in Rio de Janeiro,
Brazil. MCM reorganised its Sales and
Marketing function to provide technical
product support and coverage across
the principal geographic regions that it
operates within.

While sales of syntactic foam products
were constrained by production from the
Henderson facility, MCM fulfilled all of its
obligations to its customers throughout
the year.

MCM continues its strategy of revenue
diversification across different products
and sectors in the oil and gas industry.
The outlook for MCM products remains
strong, underwritten by continuing high
energy prices.

MATRIX OFFSHORE
SERVICES & ENGINEERING

From its base in Malaga, MOSE supplies
specialised engineering services to the
domestic resources sector (particularly iron
ore mining), well construction equipment
to the oil and gas sector, manufactures
engineered products for MCM and provides
maintenance support services.

OPERATIONS

MOSE consolidated its operational
facilities into adjoining facilities in Malaga
following the transfer of MCM'’s composite
manufacturing operations to Henderson.
MOSE maintained its ISO 9001:2008
accreditation throughout the year.

COMMERCIAL

MOSE continued its strategy to generate
increased revenue from the regional oil
and gas service sector. With continued
demand from the domestic resources
sector, MOSE recorded a strong earnings
result.

The outlook for MOSE operations is
mixed with a likely softening in the
domestic resources sector balanced by
continued strong demand for offshore
and onshore maintenance services.

SUPPORT FUNCTIONS

During the financial year Matrix initiated a
number of projects to support the growth
and development of its organisational
capacity including:

e Commencement of a cultural
development programme

e Strengthening its occupational health,
safety and environment capabilities
and developing futher safety initiatives

e Mapping commercial and operational
business processes

e |dentification of a replacement enterprise
resource planning ("ERP”) system.

During the financial year Matrix
completed construction of its new
corporate office facilities at Henderson,
Western Australia.

FINANCIAL RESULTS FOR
THE YEAR

GROUP FINANCIAL METRICS

e Sales revenue of $144.8 million,
17.1 per cent lower than FY2011
($174.6 million)

e EBITDA of $(13.2) million compared
with FY2011 EBITDA of $47.8 million

e Net loss after tax of $14.4 million
compared with FY2011 net profit after
tax of $30.2 million.

The table below shows summary
information about the consolidated
entity’s earnings and movement in
shareholder wealth for the three years
to 30 June 2012.

30JUNE201Z | 50 JuNE 2011 | 30 JUNE 2010
REVENUE $ 144,811,799 174,640,578 101,108,028
NET (LOSS)/PROFIT BEFORE TAX $ (25,675,142) 42,495,062 22,807,693
NET (LOSS)/PROFIT AFTER TAX $ (14,445,748) 30,225,319 16,693,669
SHARE PRICE AT START OF YEAR $ 7.22 2.68 1.36
SHARE PRICE AT END OF YEAR $ 1.75 7.22 2.68
INTERIM DIVIDEND? cents per share 2.0 3.0 2.0
FINAL DIVIDEND?3 cents per share 0.0 5.0 2.0
BASIC (LOSSJ)/EARNINGS PER SHARE cents per share (18.4) 4.4 28.5
DILUTED (LOSSJ)/EARNINGS PER SHARE cents per share (18.4) L1.4 27.0

" Closing price on listing date - 16 November 2009
2 Franked to 100 per cent at 30 per cent corporate income tax rate
% Declared after the end of the reporting period and not reflected in the financial statements
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CASE STUDY - VERSASLAB: COMPOSITE
SYNTACTIC FOAM SHEETS & BLOCKS

Snapshot

¢ Client: ROV skid manufacturers

¢ Project execution location: worldwide

e Project: customised ROV Skid Buoyancy solutions

e Product supplied: VersaSlab - composite syntactic
foam sheets and blocks for subsea ROV Skid Buoyancy
applications

* Year of manufacture: 2012

Scenario

Users of buoyancy devices for subsea applications require
rapid access to large quantities of buoyancy in order to
meet short project timelines. Subsea buoyancy foam is
typically custom made which increases the cost of the
product, and can also take between six to 12 weeks to
design, manufacture and deliver.

Solution
Matrix has developed VersaSlab’, a standard range

of composite syntactic sheets and foam blocks used
to produce buoyancy devices for subsea applications.
VersaSlab is available in a variety of standard sizes and
grades and is ideal for ROV applications including ROV
tooling skids and buoyancy packs.

Due to the nature of the product, VersaSlab can be
designed, manufactured and delivered in a significantly
shorter time frame and for a lower cost than customised
buoyancy products. Matrix recently supplied a client with
ROV skid buoyancy made from VersaSlab which was
manufactured and delivered within two weeks. Design
costs are kept to a minimum as the product can adapt to
a variety of configurations and applications. Labour costs
are also significantly lower as the availability of large sizes
eliminates the need to bond multiple small blocks together
which in turn reduces assembly times. With stocks kept
in warehouses in Australia and the US, clients have rapid
access to buoyancy as and when required.

Outcome

Clients have been able to rapidly source lower cost, quality
buoyancy products customised to their specific needs.




Snapshot
Client: Indonesian oil/gas explorer and producer

¢ Project execution location: Indonesia
e Project: PT Pan Udang Project

e Product: Distributed Buoyancy Modules for use on
umbilicals

Scenario

Our client was awarded a project important to the
Indonesian government as its success would significantly
increase the country’s oil production. Due to the impending
monsoon season the project was fast tracked. As a result,
it was essential that the distributed buoyancy be designed,
manufactured and delivered to the client’s Indonesian
operations within a 12 week timeframe. Distributed buoyancy
is a customised product that normally takes between four
to six months to design, manufacture and deliver.

Solution

With a global service and distribution network including
Asia, and the largest, most technically advanced composite
syntactic foam plant in the world, Matrix was able to supply
its Indonesian client with a premium quality product
delivered within a very short timeframe. As the products
were manufactured in Australia, Matrix was also able to use
sea-freight which saved the client significant mobilisation
costs and potential project delays.

Outcome

Our client was highly satisfied with the quality of product
and our ability to meet their tight deadline which allowed
the project to continue without delay. The client is currently
mobilising to site in preparation for project installation
and execution.




MARGINS

Operating margins recorded during the
year were adversely impacted by:

e Production rates below what was
anticipated from the Henderson facility
as a result of the commissioning
process

e Increased storage and logistics costs
associated with delays in achieving
targeted production rates

¢ Increased wastage arising from the
commissioning process

e Significant appreciation in the
AUD:USD exchange rate

e Acyclical fall in global unit pricing for
syntactic foam products.

CASH FLOW

Net cash flow from operations was
$10.9 million which is a significant
improvement from the previous year.
Cash flow for the Group was adversely
impacted by:

e Capital expenditure of $27.1 million

e Increased borrowing costs associated
with higher debt levels

e Reduced operating margins resulting
from lower than anticipated production.

As noted elsewhere in this Directors
Report, Matrix raised approximately
$35.3 million (after capital raising
costs) in May and June 2012 which has
substantially strengthened the Group’s
working capital position.

The nature of the syntactic foam
products manufactured by Matrix and
the associated lead time between
orders, manufacture and billings
results in irregular cash flows. Matrix
is seeking to reduce its exposure to these
irregular cash flows by diversifying the
revenue streams it can generate from its
manufacturing facilities.

CHANGES IN STATE OF
AFFAIRS

During the financial year the consolidated
entity closed its composite material
manufacturing facilities at Malaga
and completed the transition of its
manufacturing and corporate operations
to Henderson.

During May and June 2012, the Company
raised approximately $35.3 million (after
capital raising costs) through the issue
of 15,605,348 shares to institutional
investors and 1,868,573 shares to
all other shareholders at $2.10 each
under a Retail Entitlement Offer which
subsequently gained quotation on the
Australian Stock Exchange.

Other than that stated above, there were
no significant changes in the state of
affairs of the consolidated entity for the
year ended 30 June 2012.

SUBSEQUENT EVENTS

Subsequent to the end of the financial
period the following events of significance
have occurred:

e On 17 July, the Company announced that
it had secured new buoyancy contracts
to the value of US$45.2 million

e On 24 July 2012, the Company achieved
its target production of buoyancy products
at the Henderson manufacturing facility

e On 15 August 2012, the Company
successfully renegotiated the financial
covenants applying to its debt facilities.

Other than the above, there has not been
any matter or circumstance occurring
subsequent to the end of the financial
year that has significantly affected or
may significantly affect the operations
of the consolidated entity, the results of
those operations, or the state of affairs
of the consolidated entity in future
financial years.

FUTURE DEVELOPMENTS

Disclosure of information regarding
likely developments in the operations
of the consolidated entity in future
financial years and the expected
results of those operations is likely to
result in unreasonable prejudice to the
consolidated entity. Accordingly, this
information has not been disclosed in
this report.

ENVIRONMENTAL
REGULATIONS

The consolidated entity’s principal
operating site at Henderson, Western
Australia is subject to the operation
of the Environmental Protection Act
1986 (WA] ("EP Act”). Compliance
with the provisions of the EP Act, and
reporting of any breaches, is overseen
by the Group Occupational Health, Safety
and Environment department. When
breaches occur, they are reported to
the Department of Environment and
Conservation as required and actions
are taken to prevent recurrences.

During the year there were no material
breaches of the Act.

DIVIDENDS

In respect of the financial year ended
30 June 2011, as detailed in the
Directors Report for that financial year,
a final dividend of five cents per share,
franked to 100 per cent at 30 per cent
corporate income tax rate was paid to the
holders of fully paid ordinary shares on
31 October 2011.

In respect of the financial year ended
30 June 2012, an interim dividend of
two cents per share, franked to 100 per
cent at 30 per cent corporate income tax
rate was paid to the holders of fully paid
ordinary shares on 30 April 2012.

In respect of the financial year ended
30 June 2012, the Directors did not
recommend the payment of a final
dividend.

INDEMNIFICATION OF
OFFICERS AND AUDITORS

During the financial year, the Company
paid a premium in respect of a contract
insuring the Directors of the Company (as
named above) and all executive officers
of the Company and any related body
corporate against a liability incurred as
such Director or executive officer to the
extent permitted by the Corporations Act
2001. The contract of insurance prohibits
disclosure of the nature of the liability
and the amount of the premium.

The Company has not otherwise, during
or since the end of the financial year,
except to the extent permitted by law,
indemnified or agreed to indemnify an
officer or auditor of the Company or
of any related body corporate, against
a liability incurred as such Director or
auditor.

PROCEEDINGS ON BEHALF
OF COMPANY

No person has applied for leave of Court
under the Corporations Act 2001 to bring
proceedings on behalf of the Company
orintervene in any proceedings to which
the Company is a party for the purposes
of taking responsibility on behalf of the
Company for all or any part of those
proceedings.

The Company was not a party to any such
proceedings during the year.
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DIRECTORS MEETINGS

The following table sets out the number of Directors meetings (including meetings of committees of Directors) held during
the financial year and the number of meetings attended by each Director (while they were a Director or committee member).
During the financial year 14 Board meetings, three Remuneration Committee meetings and five Audit and Risk Committee

meetings were held.

BOARD OF DIRECTORS “COMMITTEE | MANAGEMENT COMMITTEE
DIRECTORS HELD | ATTENDED HELD | ATTENDED HELD | ATTENDED
PJ HOOD! 12 1 2 2 4 4
AP BEGLEY [CEO) 14 14 . . - -
CN DUNCAN 14 13 3 3 5 5
NL JOHNSON? 14 13 3 3 5 5
PR WRIGHT* 14 14 1 1 5 4
MG BEGLEY 8 8 . : - -

' Mr PJ Hood joined the Board on 15 September 2011 and was appointed Chairman of the Board on 25 October 2011. Mr Hood was appointed
Chairman of the Remuneration Committee and joined the Audit & Risk Committee on 25 October 2011.

2 Mr Johnson resigned as Chairman of the Remuneration Committee on 25 October 2011 however he remains a member of the Committee.
Mr Johnson resigned from the Audit and Risk Committee on 9 May 2012.

® Mr Wright resigned from the Remuneration Committee on 9 May 2012.

4 Mr MG Begley resigned from the Board of Directors on 2 May 2012.

NON-AUDIT SERVICES

Details of amounts paid or payable to the
auditor for non-audit services provided
during the year are outlined in note 5 to
the financial statements. The Directors
are satisfied that the provision of non-audit
services during the year by the auditor (or
by another person or firm on the auditor’s
behalf] is compatible with the general
standard of independence for auditors
imposed by the Corporations Act 2001.

The Directors are of the opinion that
the services disclosed in note 5 to the
financial statements do not compromise
the external auditor’s independence, based
on advice received from the Audit and Risk
Committee, for the following reasons:

e All non-audit services have been
reviewed and approved to ensure that
they do not impact the integrity and
objectivity of the auditor

e None of the services undermine the
general principles relating to auditor’s
independence as set out in APES
110 ‘Code of Ethics for Professional
Accountants’ issued by the Accounting
Professional & Ethical Standards
Board, including reviewing or auditing
the auditor’'s own work, acting in a
management or decision making
capacity for the Company, acting as
advocate for the Company or jointly
sharing economic risks and rewards.
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AUDITORS INDEPENDENCE
DECLARATION

The Auditors Independence Declaration is
included on page 35 of the Annual Report.









This Remuneration Report which forms
part of the Directors Report, sets out
information about the remuneration
of the Company’s Directors and its
senior management for the financial
year ended 30 June 2012. These key
management personnel have authority
and responsibility for planning, controlling
and directing the activities of the Group.
The prescribed details for each person
covered by this report are detailed below
under the following headings:

¢ Director and senior management details
e Remuneration policy

¢ Relationship between the remuneration
policy and Company performance

e Remuneration of Directors and senior
management

e Key terms of employment contracts

DIRECTORS AND SENIOR
MANAGEMENT DETAILS

The following persons acted as Directors
of the Company during or since the end
of the financial year:

Mr PJ Hood (Chairman)

Mr AP Begley (Chief Executive Officer)
Mr CN Duncan

Mr NL Johnson

Mr PR Wright

Mr MG Begley

The term ‘senior management’ is used in
this Remuneration Report to refer to the
persons listed below. Except as noted, the
named persons held their current position
for the whole of the financial year and
since the end of the financial year:

Mr M Kenyon (Chief Financial Officer/
Company Secretary, resigned
22 September 2011)

Mr PR Wright (Acting Chief Financial
Officer/Company Secretary from 22
September 2011 to 18 December 2011)

Mr P Tazewell (Chief Financial Officer/
Company Secretary, appointed
19 December 2011)

Mr A Vincan (General Manager
- Matrix Composites & Engineering)

Mr P Riordan (General Manager
- Matrix Offshore Services & Engineering])

REMUNERATION POLICY
DIRECTORS

The Remuneration Policy aims to attract,
retain and motivate talented and highly
skilled non-executive Directors and to
remunerate fairly and responsibly with
regards to the following:

e Level of fees paid to non-executive
Directors are at market rate for
comparable companies

e Size and complexity of the Company’s
operations

e Responsibilities and work
requirements of the Board members.

The Remuneration Committee determines
payments to the non-executive Directors
and reviews their remuneration annually
based on market practice, duties and
accountability. Independent external
advice is sought where required. The
maximum aggregate amount of fees that
can be paid to non-executive Directors
is subject to approval by shareholders
(currently $500,000 per annum).

SENIOR MANAGEMENT

The Company’s Remuneration Policy
for executive Directors and key
management personnel is fair, and
responsibly rewards them having regard
to the performance of the Group, the
executive and prevailing remuneration
expectations in the market. Directors
and key management are not paid
incentives resulting from increases in
the Company’s share price. The payment
of any bonuses to executive Directors,
key management personnel and other
employees is based on the profitability
of the Matrix Group and delivery of
key Group and individual outcomes.
As detailed in the remuneration table,
executive Directors and key management
personnel were paid a bonus for FY2011

KEY TERMS OF EMPLOYMENT CONTRACTS
EXECUTIVE SERVICE AGREEMENTS

based on the Group’s financial results
and delivery of key outcomes.

Overall, remuneration policies are
subject to the discretion of the Board and
can be changed to reflect the competitive
market and business conditions when
in the interest of the Company and
shareholders.

The remuneration packages are
reviewed annually by the Remuneration
Committee and evaluation is based
on specific criteria including business
performance of the Company and its
subsidiaries, whether strategic objectives
are being achieved and the development
of management and personnel.

A comprehensive Performance Bonus
Policy and Plan (‘Bonus Plan’) for
executives and other employees has been
implemented with effect from 1 July 2011.
The Bonus Plan is based on a number
of key performance indicators (KPI's)
including a subjective performance KPI,
safety performance KPI and a net profit
after tax KPI. The Bonus Plan allows
executives and employees to benefit
from achieving results that surpass their
target KPI's. Conversely, they will only be
proportionately rewarded should the KPI
targets not be fully achieved.

For the year ended 30 June 2012, Matrix
did not achieve the net profit after tax
KPI target and, as such, no bonuses
attributable to this KPI are payable under
the Bonus Plan. Notwithstanding this,
several non-financial KPIs were achieved
and the Board retains the discretion to
award bonuses to certain individuals.

The amount of compensation for current
and future periods for those named
above is based on consideration of
market factors, comparison to peers and
reference to the individual's experience
and performance. A comprehensive
bonus structure was established on
1 July 2011, for financial years ended on
or after 30 June 2012, incorporating a
number of objective KPIs.

NAME COMMENCEMENT DATE TERM NOTICE PERIOD
AP BEGLEY - MANAGING DIRECTOR & CEO 1 OCTOBER 2009 36 MONTHS 3 MONTHS
PJ TAZEWELL - CFO & COMPANY SECRETARY 19 DECEMBER 2011 24 MONTHS 3 MONTHS

OPTIONS AWARDED AND VESTED DURING THE YEAR

No options were issued during the year to the Directors or key management personnel and no options were vested during the
year (2011: nil). Furthermore, there were no other share-based payment arrangements in place at 30 June 2012.

During the year, there were no options exercised or granted to Directors or key management personnel as part of their compensation.
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AUDITED REMUNERATION REPORT

REMUNERATION OF DIRECTORS & SENIOR MANAGEMENT

EXECUTIVE DIRECTOR

AP BEGLEY (MD & CEO)

YEAR

2012

SHORT-TERM BENE

SALARY &
FEES $

450,000

CASH BONUS*$

NON -
E

75,000

2011

408,000

NON - EXECUTIVE DIRECTORS

| 2012 71,654 -
PJ HOOD 2011 - -
2012 52,500 -

CN DUNCAN 2011 45.000 -
2012 22,735 -

NL JOHNSON 2011 29.000 -
2 2012 110,225 -

PR WRIGHT 2011 116,103 -
3 2012 43,731 -

MG BEGLEY 2011 105,000 -

EXECUTIVE OFFICERS

2012 175,000 -
PJ TAZEWELL?® (CFO/COMPANY SECRETARY)

2011 - -

2012 285,358 45,000
A VINCAN (GENERAL MANAGER]

2011 292,730 -

2012 196,546 -
P RIORDAN (MATRIX OFFSHORE SERVICES & ENGINEERING)

2011 189,369 -

2012 68,041 33,000
MP KENYON®(CFO/COMPANY SECRETARY]

2011 187,860 -

2012 - -
G NORTHWAY’ (GENERAL MANAGER)]

2011 48,548 -
TOTAL 2012 1,475,790 153,000
TOTAL 2011 1,421,610 -

! Mr PJ Hood was appointed Director on 15 September 2011.

2 Mr PR Wright acted in an executive capacity from 22 September 2011 until 18 December 2011. Fees for these executive duties totaling

$57,725 were paid to Fortress Enterprises Pty Ltd, a company of which PR Wright is a Director and a substantial shareholder.

3 Mr MG Begley resigned as a Director on 2 May 2012. Fees totaling $60,000 in FY2011 were paid to BIM Pty Ltd, a company of which

MG Begley is a Director and a substantial shareholder.
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FITS

POST EMPLOYMENT

LONG-TERM BENEFITS $

BENEFITS $
MONETARY OTALS SUPERANNUATION SHARE-BASED PAYMENTS
 ENEFITS®$ BENEFITS $

EQUITY $

OPTION $

TOTAL $

PROPORTION
PERFORMANCE
RELATED %

16,096

541,096

21,956

563,052

13%

8,696

416,696

17,299

433,995

- 71,654 6,448 - - 78,102 -
- 52,500 4,725 - - 57,225 -
- 45,000 4,050 - - 49,050 -
- 22,735 46,736 - - 69,471 -
- 29,000 47,300 - - 76,300 -
- 110,225 4,725 - - 114,950 -
- 116,103 18,225 - - 134,328 -
- 43,731 3,900 - - 47,631 -
- 105,000 4,050 - - 109,050 -

- 175,000 7,888 - - 182,888 -

- 330,358 18,131 - - 348,489 13%
12,270 305,000 15,199 - - 320,199 -
5,181 201,727 17,059 - - 218,786 -
7,598 196,967 16,033 - - 212,970 -
- 101,041 9,525 - - 110,566 30%

- 187,860 17,010 - - 204,870 -

- 48,548 24,593 - - 73,141 -
21,277 1,650,067 141,093 - - 1,791,160 -
28,564 1,450,174 163,729 - - 1,613,903 -

* No bonuses pertaining to FY2012 had been recommended or paid at the date of this report. The amounts shown above were paid
in the year ending 30 June 2012 in relation to the strong Group financial results achieved in FY2011 and other key outcomes.
The bonuses were at the discretion of the Board of Directors.

5 Provision of fully maintained company vehicle.
¢ Mr MP Kenyon resigned from the Company on 22 September 2011.
7 Mr G Northway resigned from the Company on 12 November 2010.

8 Mr P Tazewell was appointed to the position of CFO/Company Secretary of the Company on 19 December 2011.
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INTRODUCTION

The Board of Matrix Composites &
Engineering Ltd (“Matrix” or “the
Company”]) is responsible for the
corporate governance of Matrix and
its subsidiary companies. The Board
determines all matters relating to
the strategic direction, corporate
governance, policies, practices,
management and operations of
Matrix with the aim of protecting the
interests of its shareholders and other
stakeholders, including employees,
customers and suppliers.

The ASX Corporate Governance Council's
(Council] “Corporate Governance
Principles and Recommendations”
(Principles and Recommendations)
articulate eight core corporate
governance principles, with
commentary about implementation
of those principles in the form of
recommendations.

Under ASX Listing Rule 4.10.3, Matrix
is required to provide a statement
in its Annual Report disclosing the
extent to which it has followed the
recommendations in the reporting
period. Where a recommendation has not
been followed, the fact must be disclosed,
together with reasons for departure
from the recommendation. In addition, a
number of the recommendations require
the disclosure of specific information in
the Corporate Governance Statement of
the Annual Report.

Matrix's Corporate Governance
Statement is structured with reference
to the council’'s principles and
recommendations, with its principles
listed below:

e Principle 1 - Lay solid foundations for
management and oversight

e Principle 2 - Structure the Board to
add value

e Principle 3 - Promote ethical and
responsible decision making

e Principle 4 - Safeguard integrity in
financial reporting

e Principle 5 - Make timely and balanced
disclosure

e Principle 6 - Respect the rights of
shareholders

e Principle 7 - Recognise and manage
risk

e Principle 8 - Remunerate fairly and
responsibly

Details of Matrix's compliance with the
recommendations for the year ended
30 June 2012 are disclosed in this
statement. Unless disclosed below, all
recommendations have applied for the
entire financial year ended 30 June 2012.

STATEMENT OF
NON-COMPLIANCE

The Company uses alternative methods
of good corporate governance to those
included in the council’'s principles
and recommendations and considers
that it has complied with all of the
recommendations other than those set
out below:

Recommendation 2.4: The Board should
establish a Nomination Committee

As at the date of this report, the
Board has not established a separate
Nomination Committee. The Directors
consider that the functions of such a
committee be reserved for the entire
Board at this stage of its Company
development.

Recommendation 2.5: The Board should
disclose the process for evaluating the
performance of the Board, its committees
and individual Directors

The process for evaluating the
performance of the Board, its
committees and individual Directors
involves an internal review of the
performance of the Board, committees or
individual Director’s against its objectives
and responsibilities as set out in the
relevant committee charter. During the
reporting period a formal performance
evaluation of each committee has not
been conducted.

Recommendation 3.2: Companies should
establish a policy concerning diversity

While Matrix promotes diversity in the
workplace, it has not yet developed a
formal diversity policy. It is anticipated
that a diversity policy will be established
and implemented over the next
12 months.

Recommendation 3.3: Companies should
disclose measurable objectives for
achieving gender diversity

Matrix has not yet established
measurable objectives for achieving
gender diversity. It is anticipated that a
diversity policy will be established and
implemented over the next 12 months.

For further information on the corporate
governance policies adopted by Matrix,
please refer to the Company’s website:
www.matrixengineered.com/en/#/
investors/corporate-governance/

This statement reports on Matrix’s key
governance principles and practices
which were in place throughout the
reporting period and as at the date of
this report.

LAY SOLID FOUNDATIONS
FOR MANAGEMENT AND
OVERSIGHT

The Company has established the
functions reserved for the Board
pursuant to the Board Charter which
details the Board's role, powers, duties
and functions.

Under the Board Charter, the Board is
responsible for, and has the authority
to determine, all matters relating to the
strategic direction, policies, practices,
establishment of goals for management
and the operation of the Company.

Certain functions have been delegated
to the executive Directors (currently
the CEO is the only executive Director)
under the Board Charter. The executive
Director’s general responsibility is to
manage the Company in accordance
with the strategy, policies and programs
approved by the Board.

The Board has established the following
committees to assist in discharging its
responsibilities;

e Audit and Risk Committee
e Remuneration Committee

Each committee operates according
to its Board approved Charter. The
responsibilities of each committee
are described in more detail
elsewhere in this section. Copies of
the Board Charter, Code of Conduct,
Committee Charters and Corporate
Governance Statement are all publicly
available on the Company’s website:
http://www.matrixengineered.com/en/#/
investors/corporate-governance/

The process for reviewing the
performance of the CEO and other
senior executives is disclosed in the
Remuneration Report.

STRUCTURE OF THE BOARD
TO ADD VALUE

The Board is comprised of three
independent, non-executive Directors,
one non-executive Director and one
executive Director (CEQ). The skills,
experience and expertise relevant to
the position of Director held by each
Director in office at the date of this report
are included in the Directors Report on
pages 14 to 15.

The mix of skills, qualifications,
experience and expertise which the
Board seeks to achieve in its membership
includes a broad base of industry,
business, technical, administrative,
financial and corporate skills and
experience considered necessary to
represent shareholders and fulfil the
business objectives of the Company.
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In assessing the composition of the
Board, the Board Charter provides that
the Directors have regard to the following
principles:

e The chairman should be non-executive
and independent

The role of chairman and CEO should
not be filled by the same person

e Where practical, the majority of the

Board should comprise Directors who
are non-executive and independent

e The Board should represent an
appropriate mix of skills and expertise
considered beneficial to the Company
in respect to the size and resources
available to the Board.

The Company’s constitution sets the Board
size between three and 10 Directors. The
Board considers that collectively, the
current five members have the range
of skills, knowledge and experience
necessary to direct the Company.

INDEPENDENCE
OF DIRECTORS

A Director is considered to be
independent where he or she is
a non-executive Director, is not a
member of management and is free
of any relationship that could, or could
reasonably be perceived to materially

interfere with the independent exercise
of their judgement. The existence of
the following relationships may affect
independent status, if the Director:

e |s a substantial shareholder of
Matrix or an officer of, or otherwise
associated directly with a substantial
shareholder of Matrix (as defined in
section 9 of the Corporations Act)

e |s employed, or has previously been
employed in an executive capacity by
the Matrix Group, and there has not
been a period of at least three years
between ceasing such employment
and serving on the Board

e Has within the last three years been
a principal of a material professional
adviser or a material consultant to the
Matrix Group, or an employee materially
associated with the services provided

¢ |s a material supplier or customer
of the Matrix Group, or an officer of
or otherwise associated directly or
indirectly with a material supplier or
customer

e Has a material contractual relationship
with the Matrix Group other than as a
Director.

Directors are expected to bring
independent views and judgement to the
Board's deliberations. The Board Charter

requires that at least one half of the
Directors of Matrix will be non-executive
(preferably independent) Directors and
that the Chair will be an independent,
non-executive Director.

In the context of Director’s independence,
“materiality” is considered from both
the Company and individual Director’s
perspective. The determination of
materiality requires consideration of both
quantitative and qualitative elements.
An item is presumed to be quantitatively
immaterial if it is equal to or less than
five per cent of the appropriate base
amount, being the monetary value of
the transaction or item in question. It is
presumed to be material (unless there is
qualitative evidence to the contrary] if it
is equal to or greater than 10 per cent of
the appropriate base amount. Qualitative
factors considered include whether a
relationship is strategically important,
the competitive landscape, the nature of
the relationship and the contractual or
other arrangements governing it.

In accordance with the definition of
independence above, and the materiality
thresholds set, the Board reviewed the
positions and associations of each of the
five Directors in office at the date of this
statement and considers that three of
the Directors are independent as follows:

NAME POSITION

PETER HOOD

NON-EXECUTIVE CHAIRMAN

CRAIG DUNCAN

NON-EXECUTIVE DIRECTOR

NIGEL JOHNSON

NON-EXECUTIVE DIRECTOR

Accordingly, the majority of the Board is independent. To facilitate independent judgement in decision-making, each Director
has the right to seek independent professional advice at the Company’s expense. However, prior approval from the Chair is
required, which may not be unreasonably withheld.

The term in office held by each Director at the date of this statement is as follows:

PETER HOOD 11 MONTHS
AARON BEGLEY 12 YEARS
CRAIG DUNCAN 4 YEARS
NIGEL JOHNSON 4 YEARS
PAUL WRIGHT 5 YEARS
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RETIREMENT AND
RE-ELECTION OF DIRECTORS

Rule 11.3 of the Constitution requires
that at each Annual General Meeting of
the Company, one third (or the number
nearest to but not exceeding one third) of
the Directors and any Director who has
held office for three years or more must
retire from office and no Director may
retain office for more than three years
without submitting himself or herself for
re-election. Rule 11.4 of the Constitution
provides that a retiring Director is eligible
for re-election without the necessity of
giving any previous notice of his or her
intention to submit him or herself for
re-election. The Managing Director is
not subject to retirement by rotation. The
resolution for re-election of a Director
is included in the Company’s notice of
Annual General Meeting and voted upon
by shareholders at that meeting.

INDEPENDENT
PROFESSIONAL ADVICE

Under the Board Charter, all Directors
are entitled to obtain independent
external professional advice at the
Company’s expense, subject to prior
consultation with the Chairman.

DIRECTOR REMUNERATION

It is Matrix's objective to provide
maximum stakeholder benefit from
the retention of a high quality Board
by remunerating Directors fairly and
appropriately with reference to relevant
market conditions.

For a full discussion of Matrix’'s
remuneration philosophy and framework
and the remuneration received by
Directors in the current period please
refer to the remuneration report, which
is contained in pages 22 to 26 of the
Directors Report.

There is no scheme to provide
retirement benefits, other than statutory
superannuation, to non-executive
Directors.

SELECTION AND
APPOINTMENT OF
NEW DIRECTORS

Matrix’s policy for the nomination,
selection and appointment of new
Directors is set out in the Board Charter
and requires consideration be given to
the ability of a potential appointee to
contribute to the ongoing effectiveness
of the Board, to exercise sound business
judgement, to commit the necessary
time to fulfil the requirements of the
role effectively and to contribute to the
development of the strategic direction
of the Company.

Any candidate for election as a Director,
which is not an existing Director seeking
re-election, he/she must deliver to
the Company, at its registered office,
written notice consenting to his or her
nomination and signifying his or her
candidature for the office or the intention
of a shareholder to propose them. The
consent to act as a Director must include
all details required by the Corporations
Act and Listing Rules.

The Board may also appoint a Director
to fill a casual vacancy, or as an addition
to the existing Directors at any time,
provided that any such Director holds
office only until the next Annual General
Meeting, is eligible for re-election at
the next general meeting and will not
result in the total number of Directors
exceeding ten.

BOARD MEETINGS

During the financial year the Board
held 14 Board meetings, five Audit and
Risk Committee meetings and three
Remuneration Committee meetings.
Details of the Directors attendance at
these meetings are set out on page 21
of the Director’s Report.

COMPANY SECRETARY

The appointment and removal of a
company secretary is a matter for
decision by the Board. The current
company secretary is Mr Peter Tazewell.

NOMINATIONS COMMITTEE

As at the date of this report, the
Board has not established a separate
Nominations Committee. The Directors
consider that the functions of such a
committee be reserved for the entire
Board at this stage of its public company
development. The Board as a whole
serves as a Nomination Committee and
acts in accordance with the Nomination
Committee charter.

BOARD AND DIRECTOR
PERFORMANCE
EVALUATION

In the absence of a formal Nominations
Committee, the Chairman of the
Board is responsible for conducting
individual performance evaluations of
the Board, its committees and individual
Directors. During the year the Board
conducted an informal self-evaluation
of the performance of the Board, its
committees and individual Directors
under the direction of the Chairman.
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PROMOTING ETHICAL &
RESPONSIBLE DECISION
MAKING

CODES OF CONDUCT

The Board considers it essential that
Directors, management and employees
of the Group employ sound corporate
governance practices in carrying
out their duties and responsibilities.
In particular, the Board has responsibility
for developing and monitoring:

e Expectations with regard to ethical
conduct

e Periods during which Directors may
deal in the securities of the Company
and procedures for notification of any
dealings

e Procedures to be adopted in respect
of potential conflicts of interest

e Procedures for prior approval of
contracts with Directors.

Matrix has established codes of conduct
to provide:

e Aframework for decisions and actions
in relation to ethical conduct which
underpins the Company’s commitment
to integrity and fair dealing in its
business affairs and to a duty of
care to all employees, clients and
stakeholders

e Practices necessary to take into
account its legal obligations and
the reasonable expectations of its
stakeholders

e Responsibility and accountability
of individuals for reporting and
investigating reports of unethical
practices.

These codes of conduct, entitled “Board
Code of Conduct” and “Corporate Code
of Conduct” are publicly available on the
Company’s website:
http://www.matrixengineered.com/en/#/
investors/corporate-governance/

DIVERSITY POLICY

Matrix recognises that a talented and
diverse workforce is a key competitive
advantage and that Matrix’s success is
a reflection of the quality and skills of
its people. Specifically, the Company
provides equal opportunities in respect to
employment and employment conditions
and does not discriminate on the basis
of a candidate’s gender, age, ethical or
cultural background. Matrix is committed
to promoting a workplace that recognises
and embraces the skills, characteristics and
experiences that people bring to the Group.

While Matrix promotes diversity in the
workplace, as at 30 June 2012, it has not
yet developed a formal diversity policy
and strategy. The Board expects to adopt
and implement a diversity policy during
the next 12 months.



GENDER DIVERSITY

Matrix has not yet established specific measurable targets to promote gender diversity within the Company.

e As at 30 June 2012 all five Board positions (100 per cent) were held by men

e Of six senior executive positions, five (83.3 per cent) were held by men and one (16.7 per cent) was held by a woman
o Of 388 full-time employees, 50 (12.9 per cent) were women and 338 (87.1 per cent) were men.

As at 30 June 2012, the proportion of women employed by the Matrix Group was as follows:

NUMBER OF EMPLOYEES

FULL TIME PART TIME CASUAL TOTAL PROPORTION
FEMALE 50 0 4 54 12.9
MALE 338 0 26 364 87.1
TOTAL 388 0 30 418 100.0

SAFEGUARD INTEGRITY IN
FINANCIAL REPORTING

AUDIT & RISK COMMITTEE

The purpose of the Audit & Risk
Committee is to assist the Board in
monitoring and reviewing any matters of
significance affecting financial reporting
and compliance.

The Board has established an Audit and
Risk Committee that operates under
a charter approved by the Board. The
Audit and Risk Committee comprises
the following members:

e Craig Duncan (Chair)
e Peter Hood
e Paul Wright

Mr Duncan and Mr Hood are assessed
by the Board as independent.

The Company’s external auditors, other
Directors, CEQ, CFO/Company Secretary
and senior executives may be invited to
committee meetings at the discretion of
the committee.

For details on the number of meetings
of the Audit and Risk Committee held
during the year and the attendees at
those meetings, please refer to page 21
of the Directors Report. For details of the
respective experience and qualifications
of committee members, please refer to
page 14 to 15 of the Directors Report.

The Charter of the Audit and Risk
Committee is publicly available on the
Company’s website:
http://www.matrixengineered.com/en/#/
investors/corporate-governance

EXTERNAL AUDITOR

The Audit and Risk Committee is
responsible for recommending the
appointment and evaluation of the
Company’s external auditors on a
regular basis, and considers whether
it is appropriate to tender the audit as it

deems necessary. The current auditor’s
of Matrix were appointed on 10 February
2011 and as such, the Audit and Risk
Committee has not considered the issue
of auditor selection, appointment and
rotation in the last 12 months. Matrix
expects to implement a formal written
policy regarding auditor selection,
appointment and rotation over the next
12 months.

The performance of the external
auditor is reviewed on an annual basis
by the Audit and Risk Committee and
recommendations are made to the Board.

MAKING TIMELY AND
BALANCED DISCLOSURE

CONTINUOUS DISCLOSURE

To ensure compliance with the ASX
Listing Rule, disclosure requirements
and accountability at a senior
management level for that compliance,
the Board has established policies and
procedures that are incorporated into the
Company’s corporate governance plan.
Matrix has established written policies
designed to ensure:

e Compliance with ASX Listing Rule
disclosure

e Accountability at a senior executive
level for that compliance.

The relevant policy, titled “Continuous
Disclosure” is publicly available on the
Company’s website:
http://www.matrixengineered.com/en/#/
investors/corporate-governance

SECURITIES TRADING
POLICIES

The Company has established a policy
concerning trading in its securities
by Directors, senior executives and
employees.

This policy, titled “Guidelines for Buying
and Selling Securities” is publicly

available on the Company’s website:
http://www.matrixengineered.com/en/#/
investors/corporate-governance

RESPECT THE RIGHTS OF
SHAREHOLDERS

The Company is committed to informing
shareholders of all major developments
affecting the operations of the Company
and the state of its affairs. The Company
has adopted a Communications Policy
to ensure that shareholders and other
stakeholders are informed of all major
developments affecting the Company’s
state of affairs.

The policy, entitled “Shareholder
Communications Strategy”, is publicly
available on the Company’s website:
http://www.matrixengineered.com/en/#/
investors/corporate-governance

RECOGNISE AND MANAGE
RISK

RISK MANAGEMENT

Matrix recognises the importance of
risk management and has a formal
risk management framework,
including policies for the oversight
and management of material business
risks. The Matrix Board determines
the Company’s “risk profile” and is
responsible for overseeing and approving
risk management strategy and policies,
internal compliance and internal control.

The Board has delegated responsibility to
the Audit and Risk Committee to:

e Oversee the Company’'s risk
management systems, practices and
procedures to ensure effective risk
identification and management, and
compliance with internal guidelines
and external requirements

e Assist management to determine
the key risks to the businesses and
prioritise work to manage those risks
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e Review reports by management on
the efficiency and effectiveness of risk
management and associated internal
compliance and control procedures.

Management is responsible for
identifying and evaluating risks within
their area of responsibility, implementing
agreed actions to manage risk, reporting,
as well as monitoring any activity or
circumstance that may give rise to new
or changed risks.

The Board has instructed management to
design and implement a risk management
and internal control system to manage
Matrix’s material business risks, and to
report on whether those risks are being
managed effectively. During the financial
year the Audit and Risk Committee
commissioned an independent review
of the operational risks of the Group's
composite products manufacturing
division based at Henderson. The outcome
of this review was the establishment of a
Risk Register and action plan which was
subsequently executed by management
under the direction of the Audit and Risk
Committee.

In summary, the Matrix risk management
and internal control system comprises:

e |dentifying and measuring risks that
may impact upon the achievement of
the Company’s goals and objectives,
and monitoring the environment for
emerging factors and trends that affect
these risks

e Formulating risk management
strategies to manage identified risks
and designing and implementing
appropriate risk management policies
and internal controls

e Monitoring the performance of
and improving the effectiveness
of risk management systems and
internal compliance and controls,
including regular assessment of the
effectiveness of risk management and
internal compliance and control.

The Board has received a formal report
from management under Recommendation
7.2 as to the effectiveness of Matrix’s
management of its material business
risks with respect to the reporting period.
Upon due consideration of Matrix’s risk
management and internal control system,
management formally reported that, as
at 30 June 2012, Matrix maintains a risk
management and internal control system
that is sufficient to manage its material
business risks.

In addition, the Board has received a written
assurance from the Chief Executive Officer
and the Chief Financial Officer that, to the
best of their knowledge and belief, the
declaration provided by them in accordance
with section 295A of the Corporations
Act is founded on their evaluation of the

Company’s system of risk management
and internal control and that, as at 30 June
2012, the system is operating effectively in
relation to financial reporting risks. The
Board understands that these assurances
regarding the internal control systems
provide a reasonable level of assurance
only and do not imply a guarantee against
adverse events, or losses, or more volatile
outcomes arising in the future and that the
design and operation of the internal control
systems relating to financial reporting has
been assessed primarily through the use
of declarations by process owners who are
responsible for those systems.

The Group Risk Management Policy
is publicly available on the Company'’s
website:
http://www.matrixengineered.com/en/#/
investors/corporate-governance

REMUNERATE FAIRLY AND
RESPONSIBLY

ROLE OF THE
REMUNERATION COMMITTEE

The Board has established a
Remuneration Committee that operates
under a charter approved by the Board.
The purpose of the Remuneration
Committee is to provide advice,
recommendations and assistance to
the Board with respect to remuneration
matters. The Remuneration Committee
comprises the following members:

e Peter Hood (Chair)
e Craig Duncan
¢ Nigel Johnson

Mr Hood, Mr Duncan and Mr Johnson are
assessed by the Board as independent.

For details of Directors attendance
at meetings of the Remuneration
Committee, please refer to page 21 of
the Directors Report. For details of the
respective experience and qualifications
of Committee Members, please refer to
page 14 to 15 of the Directors Report.

The Remuneration Committee is
responsible for:

¢ Reviewing and approving the executive
remuneration policy

e Ensuring the executive remuneration
policy demonstrates a clear
relationship between executive
performance and remuneration

e Recommending to the Board the
remuneration of executive Directors

e Fairly and responsibly rewarding
executives having regard to the
performance of the Group, the
performance of the executive and the
prevailing remuneration expectation
in the market

¢ Reviewing the Company’s recruitment,
retention and termination policies
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e Reviewing and approving the
remuneration of direct reports to
the Chief Executive Officer, and as
appropriate other senior executives

¢ Reviewing and approving any equity
based plans and other incentive
schemes.

The Charter of the Remuneration
Committee is publicly available on the
Company’s website:
http://www.matrixengineered.com/en/#/
investors/corporate-governance

EVALUATION OF THE
PERFORMANCE OF
MANAGEMENT

The performance of key executives is
reviewed internally on an annual basis
pursuant to a Group wide performance
planning and review process. The
outcome of the review provides the basis
for a professional development plan for
the key executives. The performance of
all senior executives with greater than
12 month’s service has been evaluated
during the reporting period in accordance
with this process.

This Directors Report is signed in
accordance with a resolution of Directors
made pursuant to s.298(2]) of the
Corporations Act 2001.

On behalf of the Directors

Aaron P Begley

Managing Director
& Chief Executive Officer

Perth, 15 August 2012






Deloitte Touche Tohmatsu
ABN 74 490 121 060

Woodside Plaza

Level 14

240 St Georges Terrace
Perth WA 6000

GPO Box A46

Perth WA 6837 Australia

Tel: +61 (0) 8 9365 7000

The Board of Directors Fax: +61 (8) 9365 7001
Matrix Composites & Engineering Ltd www.deloitte.com.au
150 Quill Way, Henderson

WA 6166

15 August 2012

Dear Board Members
Matrix Composites & Engineering Ltd

In accordance with section 307C of the Corporations Act 2001, I am pleased to provide the following
declaration of independence to the directors of Matrix Composites & Engineering Ltd.

As lead audit partner for the audit of the financial statements of Matrix Composites & Engineering Ltd for the
financial year ended 30 June 2012, I declare that to the best of my knowledge and belief, there have been no
contraventions of:

(i) the auditor independence requirements of the Corporations Act 2001 in relation to the audit; and

(ii) any applicable code of professional conduct in relation to the audit.

Yours sincerely

Delodte Tomchee, To bmastbra

DELOITTE TOUCHE TOHMATSU
Fidi
)] [~
- —-}E —r .

Peter Rupp
Partner
Chartered Accountants

Liability limited by a scheme approved under Professional Standards Legislation.

Member of Deloitte Touche Tohmatsu Limited
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CONSOLIDATED INCOME

STATEMENT

FOR THE YEAR ENDED 30 JUNE 2012

RESTATED
NOTE 2012 2011
$ $

CONTINUING OPERATIONS
REVENUE 3 144,811,799 174,640,578
COST OF SALES (147,265,850) (123,599,625)
GROSS (LOSS)/PROFIT (2,454,051) 51,040,953
OTHER INCOME 3 479,370 423,873
OTHER (LOSS)/GAINS 3 (10,199,916) 792,432
CORPORATE EXPENSES (2,510,379) (1,702,733)
ADMINISTRATION EXPENSES (4,681,388) (3,387,202)
FINANCE COSTS (2,433,384) (966,238)
MARKETING EXPENSES (3,466,799) (2,347,797)
RESEARCH EXPENSES (408,595) (753,924)
IMPAIRMENT OF GOODWILL AND DEVELOPMENT COSTS - (604,302)
(LOSS)/PROFIT BEFORE INCOME TAX 4 (25,675,142) 42,495,062
INCOME TAX BENEFIT/(EXPENSE) 6 11,229,394 (12,269,743)

(LOSS)/PROFIT FOR THE YEAR FROM CONTINUING OPERATIONS

(LOSS)/PROFIT ATTRIBUTABLE TO:

(14,445,748)

30,225,319

OWNERS OF THE COMPANY (14,445,774) 30,221,253

NON-CONTROLLING INTEREST 26 4,066
(14,445,748) 30,225,319

(LOSS)/EARNINGS PER SHARE

BASIC (LOSS)/EARNINGS PER SHARE (CENTS) 30 (18.4) 41.4

DILUTED (LOSS)/EARNINGS PER SHARE (CENTS) 30 (18.4) 41.4

The above consolidated income statement should be read in conjunction with the accompanying notes.

37 | MATRIX ANNUAL REPORT | CONSOLIDATED INCOME STATEMENT



CONSOLIDATED STATEMENT
OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 30 JUNE 2012

RESTATED

2012 2011

$ $

(LOSS)/PROFIT FOR THE YEAR (14,445,748) 30,225,319
OTHER COMPREHENSIVE INCOME

NET FOREIGN CURRENCY TRANSLATION DIFFERENCES 279,270 (82,478)

CHANGE IN FAIR VALUE OF CASH FLOW HEDGES (1,404,693) 1,649,501

INCOME TAX BENEFIT/(EXPENSE) 421,408 (494,850)

REVALUATION OF FREEHOLD PROPERTY (78,711) -

INCOME TAX BENEFIT 23,613 -

(55,098)

OTHER COMPREHENSIVE (LOSS)/INCOME FOR THE YEAR

NET OF TAX (759,113) 1,072,173

TOTAL COMPREHENSIVE (LOSS)/ INCOME FOR THE YEAR (15,204,861) 31,297,492

TOTAL COMPREHENSIVE (LOSS)/INCOME ATTRIBUTABLE TO:

OWNERS OF THE PARENT ENTITY (15,204,887) 31,293,426

NON-CONTROLLING INTEREST 26 4,066

TOTAL COMPREHENSIVE (LOSS)/INCOME FOR THE YEAR (15,204,861) 31,297,492

The above consolidated statement of comprehensive income should be read in conjunction with the accompanying notes.
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CONSOLIDATED STATEMENT

OF FINANCIAL POSITION

RESTATED RESTATED
NOTE 2012 2011 2010
$ $ $
CURRENT ASSETS
CASH AND CASH EQUIVALENTS 7 29,921,332 26,658,014 13,555,077
TRADE AND OTHER RECEIVABLES 8 13,542,845 33,907,119 31,868,308
INVENTORY 9 34,561,130 30,040,025 19,455,219
OTHER CURRENT ASSETS 10 1,001,339 1,049,782 1,492,243
FINANCIAL ASSETS 12 1,681,019 8,478,122 2,699,580
INCOME TAX ASSET 17 1,098,708 - -
TOTAL CURRENT ASSETS 81,806,373 100,133,062 69,070,427
NON CURRENT ASSETS
PROPERTY, PLANT AND EQUIPMENT " 109,950,749 97,980,710 56,363,816
INTANGIBLE ASSETS 13 7,579,398 6,415,215 7,012,588
DEFERRED TAX ASSET 6 11,053,550 1,817,298 1,614,952
TOTAL NON CURRENT ASSETS 128,583,697 106,213,223 64,991,356
TOTAL ASSETS 210,390,070 206,346,285 134,061,783
CURRENT LIABILITIES
TRADE AND OTHER PAYABLES 14 22,101,903 24,542,349 22,675,143
PROGRESS CLAIMS AND DEPOSITS 15 19,718,196 11,579,192 37,081,307
FINANCIAL LIABILITIES 16 26,759,026 4,645,190 2,267,995
INCOME TAX PROVISION 17 - 8,707,017 5,175,209
PROVISIONS 18 1,694,723 1,725,873 1,324,971
TOTAL CURRENT LIABILITIES 70,273,848 51,199,621 68,524,625
NON CURRENT LIABILITIES
FINANCIAL LIABILITIES 16 - 30,562,501 5,792,408
DEFERRED TAX LIABILITY 6 3,011,769 2,309,025 1,097,687
PROVISIONS 18 369,622 364,260 220,053
TOTAL NON CURRENT LIABILITIES 3,381,391 33,235,786 7,110,148
TOTAL LIABILITIES 73,655,239 84,435,407 75,634,773

NET ASSETS 136,734,831 121,910,878 58,427,010
EQUITY

ISSUED CAPITAL 19 111,812,722 76,388,203 40,446,325
RESERVES 20 1,156,135 1,915,248 843,075
RETAINED EARNINGS 23,776,177 43,617,656 17,151,905
(EIEL'JI'IIIE éLThféil,igABLE TO OWNERS 136,745,034 121,921,107 58,441,305
NON-CONTROLLING INTEREST (10,203) (10,229) (14,295)

TOTAL EQUITY

136,734,831

121,910,878

58,427,010

The above consolidated statement of financial position should be read in conjunction with the accompanying notes.
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CONSOLIDATED STATEMENT

OF CASH FLOWS

FOR THE YEAR ENDED 30 JUNE 2012

NOTE 2012 2011
$ $
CASH FLOWS FROM OPERATING ACTIVITIES
RECEIPTS FROM CUSTOMERS 173,315,077 149,054,620
PAYMENTS TO SUPPLIERS AND EMPLOYEES (154,088,146) (139,070,894)
INTEREST RECEIVED 356,811 313,493
FINANCE COSTS PAID (2,433,384) (966,238)
PAYMENT OF INCOME TAX (6,242,634) (7,854,165)
NET CASH FROM OPERATING ACTIVITIES 21 (b) 10,907,724 1,476,816
CASH FLOWS USED IN INVESTING ACTIVITIES
PROCEEDS FROM SALE OF PROPERTY, PLANT AND EQUIPMENT - 6,837
PAYMENTS FOR PROPERTY, PLANT AND EQUIPMENT (27,113,784) (30,769,685)
PAYMENTS FOR RESEARCH AND DEVELOPMENT COSTS (1,164,182) (6,930)
NET CASH USED IN INVESTING ACTIVITIES (28,277,966) (30,769,778)
CASH FLOWS FROM FINANCING ACTIVITIES
REPAYMENT OF BORROWINGS (21,380,287) (6,523,435)
PROCEEDS FROM BORROWINGS 12,125,205 17,099,878
DIVIDENDS PAID (5,395,705) (3,755,501)

NET CASH FROM FINANCING ACTIVITIES

NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS AT 1 JULY
CASH AND CASH EQUIVALENTS AT 30 JUNE

The above consolidated statement of cash flows should be read in conjunction with the accompanying notes.
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20,633,560

3,263,318

29,921,332

42,395,899

13,102,937

13,555,077

26,658,014
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NOTE 1: STATEMENT OF
SIGNIFICANT ACCOUNTING
POLICIES

GENERAL INFORMATION

Matrix Composites & Engineering Ltd
(the Company) is a limited liability
company incorporated in Australia.
The address of its registered office and
principal place of business are disclosed
in the introduction to the Annual Report.
The principal activities of the Company
and its subsidiaries (the Group] are
described in Note 2.

STATEMENT OF
COMPLIANCE

These financial statements are general
purpose financial statements which
have been prepared in accordance with
the Corporations Act 2001, Accounting
Standards and Interpretations, and comply
with other requirements of the law.

The financial statements comprise the
consolidated financial statements of the
Group. For the purpose of preparing the
consolidated financial statements, the
Company is a for profit entity.

Accounting Standards include Australian
Accounting Standards. Compliance with
Australian Accounting Standards ensures
the financial statements and notes of
the Company and the Group comply
with International Financial Reporting
Standards ['IFRS’).

The financial statements were authorised
for issue by the Directors on 15 August
2012.

BASIS OF PREPARATION

The consolidated financial statements
have been prepared on the basis of
historical cost, except for certain non-
current assets and financial instruments
that are measured at revalued amounts
or fair values, as explained in the
accounting policies below. Historical

cost is generally based on the fair values
of the consideration given in exchange
for assets. All amounts are presented
in Australian dollars, unless otherwise
noted.

APPLICATION OF NEW AND
REVISED ACCOUNTING
STANDARDS

STANDARD AND
INTERPRETATIONS AFFECTING
AMOUNTS REPORTED IN THE
CURRENT PERIOD (AND/OR
PRIOR PERIODS)

The following new and revised Standards
and Interpretations have been adopted
in the current year and have affected
the amounts reported in these financial
statements. Details of other Standards
and Interpretations adopted in these
financial statements that have had no
effect on the amounts reported are set
out in the section below:

AMENDMENTS TO
AASB 7 ‘FINANCIAL
INSTRUMENTS:
DISCLOSURE’

The amendments (part of AASB 2010-4 ‘Further Amendments to Australian Accounting
Standards arising from the Annual Improvements Project’1) clarify the required level
of disclosures about credit risk and collateral held and provide relief from disclosures
previously required regarding renegotiated loans.

AMENDMENTS
TO AASB 101
‘PRESENTATION
OF FINANCIAL
STATEMENTS’

The amendments (part of AASB 2010-4 ‘Further Amendments to Australian Accounting
Standards arising from the Annual Improvements Project’1) clarify that an entity may
choose to present the required analysis of items of other comprehensive income either
in the statement of changes in equity or in the notes to the financial statements.

STANDARDS AND INTERPRETATIONS ADOPTED WITH NO EFFECT ON FINANCIAL STATEMENTS

The following new and revised Standards and Interpretations have also been adopted in these financial statements.
Their adoption has not had any significant impact on the amounts reported in these financial statements but may affect the

accounting for future transactions or arrangements.

AASB 2009-14
‘AMENDMENTS TO
AUSTRALIAN
INTERPRETATION -
PREPAYMENTS OF A
MINIMUM FUNDING
REQUIREMENT

Interpretation 114 addresses when refunds or reductions in future contributions should
be regarded as available in accordance with paragraph 58 of AASB 119; how minimum
funding requirements might affect the availability of reductions in future contributions;
and when minimum funding requirements might give rise to a liability. The amendments
now allow recognition of an asset in the form of prepaid minimum funding contributions.
The application of the amendments to Interpretation 114 has not had material effect on
the Group’s consolidated financial statements.

AASB 2009-12
‘AMENDMENTS
TO AUSTRALIAN
ACCOUNTING
STANDARDS

The application of AASB 2009-12 makes amendments to AASB 8 ‘Operating Segments’ as
aresult of the issuance of AASB 124 ‘Related Party Disclosures’ (2009). The amendment
to AASB 8 requires an entity to exercise judgement in assessing whether a government
and entities known to be under the control of that government are considered a single
customer for the purposes of certain operating segment disclosures. The Standard also
makes numerous editorial amendments to a range of Australian Accounting Standards
and Interpretations. The application of AASB 2009-12 has not had any material effect
on amounts reported in the Group’s consolidated financial statements.
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The Standard makes numerous editorial amendments to a range of
Australian Accounting Standards and Interpretations. The application of
AASB 2010-5 has not had any material effect on amounts reported in the
Group’s consolidated financial statements.

AASB 2010-5 AMENDMENTS
TO AUSTRALIAN ACCOUNTING
STANDARDS

The application of AASB 2010-6 makes amendments to AASB 7 ‘Financial
Instruments - Disclosures’ to introduce additional disclosure requirements
for transactions involving transfer of financial assets. These amendments
are intended to provide greater transparency around risk exposures when
afinancial asset is transferred and derecognised but the transferor retains
some level of continuing exposure in the asset. To date, the Group has
not entered into any transfer arrangements of financial assets that are
derecognised but with some level of continuing exposure in the asset.
Therefore, the application of the amendments has not had any material
effect on the disclosures made in the consolidated financial statements.

AASB 2010-6 AMENDMENTS
TO AUSTRALIAN ACCOUNTING
STANDARDS - DISCLOSURES
ON TRANSFERS OF FINANCIAL
ASSETS’

STANDARDS AND INTERPRETATIONS IN ISSUE BUT NOT YET ADOPTED

At the date of authorisation of the financial statements, the Standards and Interpretations listed below were in issue but not
yet effective.

EFFECTIVE EXPECTED TO
FOR ANNUAL

REPORTING BE INITIALLY

STANDARD/INTERPRETATION APPLIED IN
PERIODS

THE FINANCIAL

BEGINNING YEAR ENDING
ON OR AFTER

AASB 9 'FINANCIAL INSTRUMENTS’, AASB 200911 ‘AMENDMENTS
TO AUSTRALIAN ACCOUNTING STANDARDS ARISING FROM AASB

9" AND AASB 2010-7 AMENDMENTS TO AUSTRALIAN ACCOUNTING
STANDARDS ARISING FROM AASB 9 (DECEMBER 2010)

1 JANUARY 2013

30 JUNE 2014

AASB 10 'CONSOLIDATED FINANCIAL STATEMENTS'

1 JANUARY 2013

30 JUNE 2014

AASB 11 JOINT ARRANGEMENTS’

1 JANUARY 2013

30 JUNE 2014

AASB 12 ‘DISCLOSURE OF INTERESTS IN OTHER ENTITIES’

1 JANUARY 2013

30 JUNE 2014

AASB 127 'SEPARATE FINANCIAL STATEMENTS' (2011)

1 JANUARY 2013

30 JUNE 2014

AASB 128 INVESTMENTS IN ASSOCIATES AND JOINT
VENTURES' (2011)

1 JANUARY 2013

30 JUNE 2014

AASB 13 'FAIR VALUE MEASUREMENT" AND AASB 2011-8
‘AMENDMENTS TO AUSTRALIAN ACCOUNTING STANDARDS
ARISING FROM AASB 13

1 JANUARY 2013

30 JUNE 2014

AASB 119 "EMPLOYEE BENEFITS' (2011) AND AASB 2011-10
‘AMENDMENTS TO AUSTRALIAN ACCOUNTING STANDARDS
ARISING FROM AASB 119(2011)

1 JANUARY 2013

30 JUNE 2014

AASB 2010-8 AMENDMENTS TO AUSTRALIAN ACCOUNTING
STANDARDS - DEFERRED TAX: RECOVERY OF UNDERLYING ASSETS

1 JANUARY 2012

30 JUNE 2013

AASB 2011-4 AMENDMENTS TO AUSTRALIAN
ACCOUNTING STANDARDS TO REMOVE INDIVIDUAL KEY
MANAGEMENT PERSONNEL DISCLOSURE REQUIREMENTS'

1 JANUARY 2013

30 JUNE 2014

AASB 2011-7 AMENDMENTS TO AUSTRALIAN ACCOUNTING
STANDARDS ARISING FROM THE CONSOLIDATION AND JOINT
ARRANGEMENTS STANDARDS’

1 JANUARY 2013

30 JUNE 2014

AASB 2011-9 AMENDMENTS TO AUSTRALIAN ACCOUNTING
STANDARDS - PRESENTATION OF ITEMS OF OTHER
COMPREHENSIVE INCOME’

1 JANUARY 2012

30 JUNE 2013

47 | MATRIX ANNUAL REPORT I NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS







The following significant accounting
policies have been adopted in the
preparation and presentation of the
financial report:

(A) BASIS OF
CONSOLIDATION

The consolidated financial statements
incorporate the assets and liabilities of all
entities controlled by Matrix Composites
& Engineering Ltd (‘Company’ or ‘parent
entity’) as at 30 June 2012 and the results
of all controlled entities for the year then
ended. Matrix Composites & Engineering
Ltd and its controlled entities together
are referred to in this financial report as
the consolidated Group.

Subsidiaries are all those entities
over which the consolidated Group
has the power to govern the financial
and operating policies, generally
accompanying a shareholding of more
than one-half of the voting rights. The
existence and effect of potential voting
rights that are currently exercisable
or convertible are considered when
assessing whether the consolidated
Group controls another entity.

Subsidiaries are fully consolidated from
the date on which control is transferred
to the consolidated Group. They are de-
consolidated from the date that control
ceases.

The acquisition method of accounting
is used to account for the acquisition
of subsidiaries by the consolidated
Group. The Group measures any non-
controlling interest at its proportionate
interest in the identifiable net assets of
the acquiree.

Inter-company transactions, balances
and unrealised income and expenses
on transactions between Group
companies are eliminated in preparing
the consolidated financial statements.
Accounting policies of subsidiaries have
been changed where necessary to ensure
consistency with the policies adopted by
the Group. All controlled entities have a
June financial year end.

(B) OPERATING SEGMENTS

An operating segment is a component
of the Group that engages in business
activities from which it may earn
revenues and incur expenses (including
those relating to transactions with
other components of the same entity],
whose operating results are regularly
reviewed by the chief operating decision
makers (being the Board of Directors)
for which discrete financial information
is available.

(C) INCOME TAX

The charge for current income tax
expense is based on the profit for the
year end adjusted for any non-assessable
or disallowed items. It is calculated using
the tax rates that have been enacted or
are substantively enacted by the end of
the reporting period.

Deferred tax is recognised in respect of
temporary differences arising between
the tax bases of assets and liabilities
and their carrying amounts in the
financial statements. No deferred tax is
recognised from the initial recognition of
an asset or liability, excluding a business
combination, where there is no effect on
accounting or taxable profit or loss.

Deferred tax is calculated at the tax rates
that are expected to apply to the period
when the asset is realised or liability
is settled. Current and deferred tax is
recognised in the profit or loss except
where it relates to items that may be
recognised directly in equity or in other
comprehensive income.

Deferred tax assets and liabilities are
offset if there is a legally enforceable
right to do so, and where they relate
to income taxes levied by the same tax
authority on the same or different tax
entities that intend to settle current tax
liabilities and assets on a net basis.

Deferred tax assets are recognised to
the extent that it is probable that future
taxable profits will be available against
which deductible temporary differences
can be utilised.

The amount of benefits brought to
account or which may be realised in
the future is based on the assumption
that no adverse change will occur in
income taxation legislation and the
anticipation that the economic entity
will derive sufficient future assessable
income to enable the benefit to be
realised and comply with the conditions
of deductibility imposed by the law.

(D) INVENTORIES

Inventories include raw materials,
work in progress and finished goods,
and are measured at the lower of cost
and net realisable value. The cost
of manufactured products includes
direct materials, direct labour and an
appropriate share of manufacturing
overheads. Costs are assigned on the
basis of weighted average costs.

(E) PROPERTY, PLANT
AND EQUIPMENT

Each class of property, plant and
equipment is carried at cost or fair value
less, where applicable, any accumulated
depreciation and impairment losses.
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PROPERTY

Freehold land and buildings are shown
at their fair value (being the amount
for which an asset could be exchanged
between knowledgeable willing parties
inan arm’s length transaction), based on
periodic, but at least triennial valuations
by external independent valuers, less
subsequent depreciation for buildings.

Upon revaluation of land and buildings,
any revaluation increment is credited to
the asset revaluation reserve recognised
in other comprehensive income, except
to the extent that it reverses a revaluation
decrement for the same asset previously
recognised in profit or loss, in which case
the increment is recognised in profit or loss.

Any revaluation decrement is recognised
in profit or loss, except to the extent that
it offsets a previous increment for the
same asset, in which case the decrement
is debited directly to the asset revaluation
reserve to the extent of the credit balance
existing in the revaluation reserve for
that asset.

Any accumulated depreciation at the
date of revaluation is eliminated against
the gross carrying amount of the asset
and the net amount is restated to the
revalued amount of the asset.

PLANT AND EQUIPMENT

Plant and equipment are measured
on the cost basis less accumulated
depreciation and impairment losses.

The carrying amount of plant and
equipment is reviewed annually by
Directors to ensure it is not in excess
of the recoverable amount from these
assets. The recoverable amount is
assessed on the basis of the expected
net cash flows that will be received from
the assets employment and subsequent
disposal. The expected net cash flows
have been discounted to their present
values in determining recoverable
amounts.

The cost of self-constructed assets
includes the cost of materials, direct
labour, borrowing costs (where such
assets are qualifying assets) and an
appropriate proportion of fixed and
variable overheads.

Subsequent costs are included in the
asset’s carrying amount or recognised
as a separate asset, as appropriate, only
when it is probable that future economic
benefits associated with the item will
flow to the entity and the cost of the
item can be measured reliably. All other
repairs and maintenance are charged
to the profit or loss during the financial
period in which they are incurred.



DEPRECIATION

The depreciable amount of all non-current assets including building and capitalised lease assets, but excluding freehold land,
is depreciated on a straight line basis over their useful lives to the entity commencing from the time the asset is held ready for
use. Leasehold improvements are depreciated over the shorter of either the unexpired period of the lease or the estimated

useful lives of the improvements.

The depreciation rates used for each class of depreciable assets are:

CLASS OF FIXED ASSET

DEPRECIATION RATE (%)

BUILDINGS 2.5
PLANT AND EQUIPMENT 7.5-30.0
MOTOR VEHICLES 22.5
OFFICE EQUIPMENT 11.25-25.0
COMPUTER EQUIPMENT 37.5-50.0

The assets’ residual values and useful
lives are reviewed and adjusted if
appropriate at each balance sheet date.

Development costs have a finite life and
are amortised on a systematic basis
matched to the future economic benefits
over the useful life of the project.

Software is stated at cost less
accumulated amortisation and
impairment losses. Amortisation is
charged to the income statement on a
straight line basis over the estimated
useful life of three to five years.

An asset’s carrying amount is written
down immediately to its recoverable
amount if the asset’s carrying amount
is greater than its estimated recoverable
amount.

Gains and losses on disposals are
determined by comparing proceeds
with the carrying amount. These gains
or losses are included in the income
statement. When revalued assets are
sold, amounts included in the revaluation
reserve relating to that asset are
transferred to retained earnings.

(F) GOODWILL

Goodwill arising on an acquisition of a
business is carried at cost as established
at the date of the acquisition of the
business less accumulated impairment
losses, if any. For the purposes of
impairment testing, goodwill is allocated
to each of the Group’s cash-generating
units (or groups of cash-generating
units) that is expected to benefit from
the synergies of the combination.

A cash-generating unit to which
goodwill has been allocated is tested for
impairment annually, or more frequently
when there is indication that the unit
may be impaired. If the recoverable
amount of the cash-generating unit

is less than its carrying amount, the
impairment loss is allocated first to
reduce the carrying amount of any
goodwill allocated to the unit and then
to the other assets of the unit pro-rata
based on the carrying amount of each
asset in the unit. Any impairment loss for
goodwill is recognised directly in profit
or loss in the consolidated statement of
comprehensive income. An impairment
loss recognised for goodwill is not
reversed in subsequent periods.

On disposal of the relevant cash-
generating unit, the attributable
amount of goodwill is included in the
determination of the profit or loss on
disposal.

(G) LEASES

Leases of non-current assets where
substantially all the risks and benefits
incidental to the ownership of the
asset, but not the legal ownership, are
transferred to the consolidated Group,
are classified as finance leases.

Finance leases are capitalised by
recording an asset and a liability at the
lower of the amounts equal to the fair
value of the leased property or, if lower,
the present value of the minimum lease
payments, including any guaranteed
residual values. Lease payments are
allocated between the reduction of the
lease liability and the lease interest
expense for the period.

Leased assets are depreciated on a
straight-line basis over their estimated
useful lives where it is likely that the
economic entity will obtain ownership of
the asset, or over the term of the lease.

Lease payments for operating leases,
where substantially all the risks and
benefits remain with the lessor, are
charged as expenses in the periods in
which they are incurred.

Lease incentives under operating
leases are recognised as a liability and
amortised on a straight-line basis over
the life of the lease term.

(H) FINANCIAL
INSTRUMENTS

Financial assets and financial liabilities
are recognised when a Group entity
becomes a party to the contractual
provisions of the instrument. Financial
assets and financial liabilities are initially
measured at fair value. Transaction
costs that are directly attributable to
the acquisition or issue of financial
assets and financial liabilities (other
than financial assets and financial
liabilities at fair value through profit
or loss) are added to or deducted from
the fair value of the financial assets or
financial liabilities, as appropriate, on
initial recognition. Transaction costs
directly attributable to the acquisition
of financial assets or financial liabilities
at fair value through profit or loss are
recognised immediately in profit or loss.

FINANCIAL ASSETS

Financial assets are classified into the
following specified categories: financial
assets ‘at fair value through profit or loss’
(FVTPL), ‘held-to-maturity’ investments,
‘available-for-sale’ (AFS]) financial
assets and ‘loans and receivables’. The
classification depends on the nature
and purpose of the financial assets
and is determined at the time of initial
recognition. All regular way purchases or
sales of financial assets are recognised
and derecognised on a trade date basis.
Regular way purchases or sales are
purchases or sales of financial assets
that require delivery of assets within the
time frame established by regulation or
convention in the marketplace.
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FINANCIAL ASSETS AT FAIR VALUE
THROUGH PROFIT AND LOSS

A financial asset is classified in this
category if acquired principally for the
purpose of selling in the short term or
if designated by management. Realised
and unrealised gains and losses arising
from changes in the fair value of these
assets are included in profit or loss in
the period in which they arise.

LOANS AND RECEIVABLES

Loans and receivables are non-
derivative financial assets with fixed
or determinable payments that are not
quoted in an active market. Such assets
are initially recognised at fair value plus
any directly attributable transaction
costs. Subsequent to initial recognition,
these assets are measured at amortised
cost using the effective interest rate
method, less any impairment losses.

HELD-TO-MATURITY INVESTMENTS

These investments have fixed maturities,
and it is the Company’s intention to
hold these investments to maturity. Any
held-to-maturity investments held by
the Company are initially recognised at
fair value plus any directly attributable
transaction costs. Subsequent to initial
recognition, these financial assets are
measured at amortised cost using the
effective interest rate method, less any
impairment losses.

FINANCIAL LIABILITIES AND
EQUITY INSTRUMENTS

Classification as Debt or Equity

Debt and equity instruments are
classified as either financial liabilities
or as equity in accordance with
the substance of the contractual
arrangement.

FINANCIAL LIABILITIES

Non-derivative financial liabilities are
recognised initially at fair value plus any
directly attributable transaction costs.
Subsequent to initial recognition, they
are measured at amortised cost using
the effective interest rate method.

DERIVATIVE FINANCIAL
INSTRUMENTS AND HEDGING

The Group uses derivative financial
instruments (including forward exchange
contracts and currency options] to
hedge its risks associated with foreign
currency and interest rate fluctuations.
Such derivative financial instruments
are initially recognised at fair value on
the date on which a derivative contract
is entered into, and are subsequently
measured at fair value.

Derivative financial instruments that
do not qualify for hedge accounting are
remeasured to fair value with changes
in fair value recognised immediately in
the income statement.

The Group has entered into various put
and call currency option transactions
as part of its overall hedging strategy.
Details of call options outstanding at
30 June 2012 are included in Note 22.
There were no put option positions at
30 June 2012. Movements in the value
of these derivative instruments are
recognised immediately in profit or loss.

At the inception of a hedge relationship,
the Group formally designates and
documents the hedge relationship to
which the Group wishes to apply hedge
accounting and the risk management
objective and strategy for undertaking
the hedge. The documentation includes
identification of the hedging instrument,
the hedged item or transaction, the
nature of the risk being hedged and
how the entity will assess the hedging
instrument’s effectiveness in offsetting
the exposure to changes in the
hedged item'’s fair value or cash flows
attributable to the hedged risk.

Such hedges, if expected to be highly
effective in achieving offsetting
changes in the fair value or cash flows,
are assessed on an ongoing basis to
determine if they actually have been
highly effective throughout the financial
reporting periods for which they were
designated.

The hedges that meet the strict criteria
for hedge accounting are accounted for
as follows:

CASH FLOW HEDGES

Cash flow hedges are hedges of the
Group’s exposure to variability in cash
flows that is attributable to a particular
risk associated with a highly probable
forecast transaction and that could affect
profit and loss. The effective portion of
changes in the fair value of derivatives
that are designated and qualify as cash
flow hedges are recognised in equity. The
gain or loss relating to the ineffective
portion is recognised immediately in
profit or loss.

Amounts recognised in other
comprehensive income and accumulated
in equity are transferred out of equity
and included in the measurement of the
hedged transaction when the forecast
transaction occurs.

Hedge accounting is discontinued when
the hedging instrument expires or is
sold, terminated, or exercised, or no
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longer qualifies for hedge accounting.
At that time, any cumulative gain or loss
previously recognised in equity remains
in equity until the forecast transaction
affects profit or loss. When a forecast
transaction is no longer expected to
occur, amounts recognised in equity are
transferred immediately to profit or loss.

The Group tests each of the designated
cash flow hedges for effectiveness at the
inception of the hedge and then at each
reporting date both prospectively and
retrospectively.

For foreign currency cash flow hedges if the
risk is over-hedged, the ineffective portion
is taken immediately to profit or loss.

FAIR VALUE

Fair value is determined based on current
bid prices for all quoted investments.
Valuation techniques are applied to
determine the fair value for all unlisted
securities, including recent arm’s
length transactions, reference to similar
instruments and option pricing models.

IMPAIRMENT OF FINANCIAL ASSETS

At each reporting date, the Company
assesses whether there is objective
evidence that a financial asset not carried
at fair value through profit or loss has
been impaired. A financial asset is
impaired if objective evidence indicates
that a loss event has occurred, and where
the decline in fair value is considered
significant or prolonged. Impairment
losses are recognised in profit or loss.

(1) IMPAIRMENT OF NON-
FINANCIAL ASSETS OTHER
THAN GOODWILL

At the end of each reporting period, the
Group reviews the carrying amounts
of its tangible and intangible assets
to determine whether there is any
indication that those assets have
suffered an impairment loss. If any
such indication exists, the recoverable
amount of the asset is estimated in
order to determine the extent of the
impairment loss (if any). Where it is not
possible to estimate the recoverable
amount of an individual asset, the Group
estimates the recoverable amount of
the cash-generating unit to which the
asset belongs. Where a reasonable
and consistent basis of allocation
can be identified, corporate assets
are also allocated to individual cash-
generating units, or otherwise they are
allocated to the smallest group of cash-
generating units for which a reasonable
and consistent allocation basis can be
identified.









Intangible assets with indefinite
useful lives and intangible assets not
yet available for use are tested for
impairment at least annually, and
whenever there is an indication that the
asset may be impaired.

Recoverable amount is the higher of fair
value less costs to sell and value in use.
In assessing value in use, the estimated
future cash flows are discounted to their
present value using a pre-tax discount
rate that reflects current market
assessments of the time value of money
and the risks specific to the asset for
which the estimates of future cash flows
have not been adjusted.

If the recoverable amount of an asset
(or cash-generating unit) is estimated
to be less than its carrying amount,
the carrying amount of the asset (or
cash-generating unit) is reduced to its
recoverable amount. An impairment
loss is recognised immediately in profit
or loss, unless the relevant asset is
carried at a revalued amount, in which
case the impairment loss is treated as
a revaluation decrease.

Where an impairment loss subsequently
reverses, the carrying amount of
the asset (or cash generating unit)
is increased to the revised estimate
of its recoverable amount, so that
the increased carrying amount does
not exceed the carrying amount that
would have been determined had no
impairment loss been recognised for
the asset (or cash-generating unit) in
prior years.

A reversal of an impairment loss is
recognised immediately in profit or loss,
unless the relevant asset is carried at
a revalued amount, in which case the
reversal of the impairment loss is treated
as a revaluation increase. The Group
assesses impairment of all non-financial
assets other than goodwill at each
reporting date by evaluating conditions
specific to the Group and to the particular
asset that may lead to impairment. These
include product and service delivery
performance, technology, economic
and political environments and future
product expectations. If an impairment
trigger exists the recoverable amount of
the asset is determined.

Management do not consider that the
triggers for impairment testing have
been significant enough and as such,
these assets have not been tested for
impairment in this financial period.

The carrying amounts of all assets,
other than inventory, financial assets
and deferred tax assets, are reviewed
half-yearly to determine whether there
is indication of an impairment loss. If
such an indication exists, the recoverable

amount of the asset, being the higher
of the asset’s fair value less costs to
sell and value in use, is compared to
the asset’s carrying value. Any excess
of the asset’s carrying value over its
recoverable amount is expensed to profit
or loss.

Impairment testing is performed
annually for goodwill and intangible
assets with indefinite lives.

Where it is not possible to estimate the
recoverable amount of an individual
asset, the Company estimates the
recoverable amount of the cash-
generating unit to which the asset
belongs.

(J) FOREIGN CURRENCY
TRANSACTIONS AND
BALANCES

TRANSACTION AND BALANCES

The individual financial statements
of each Group entity are presented in
the currency of the primary economic
environment in which the entity operates
(its functional currency). For the purpose
of the consolidated financial statements,
the results and financial position of
each Group entity are expressed in
Australian dollars ('$’), which is the
functional currency of the Company
and the presentation currency for the
consolidated financial statements.

In preparing the financial statements
of each individual group entity,
transactions in currencies other than
the entity’s functional currency (foreign
currencies) are recognised at the rates
of exchange prevailing at the dates of the
transactions. At the end of each reporting
period, monetary items denominated in
foreign currencies are retranslated at
the rates prevailing at that date. Non-
monetary items carried at fair value that
are denominated in foreign currencies
are retranslated at the rates prevailing
at the date when the fair value was
determined. Non-monetary items that
are measured in terms of historical
cost in a foreign currency are not re-
translated.

Exchange differences arising on the
translation of monetary and non-
monetary items are recognised in profit
or loss, except where recognised in other
comprehensive income as a qualifying
cash flow or net investment hedge.

(K) EMPLOYEE BENEFITS

Provision is made for the Company’s
liability for employee benefits arising
from services rendered by employees
to balance date. Short-term employee
benefits have been measured at nominal
value, plus related on-costs. Long-term

employee benefits have been measured
at the present value of the estimated
future cash outflows to be made for
those benefits. Payments to defined
contribution plans are recognised as an
expense when employees have rendered
service entitling them to contributions.

(L) PROVISIONS

Provisions are recognised when the
Group has a legal or constructive
obligation, as a result of past events,
for which it is probable that an outflow
of economic benefits will result and that
outflow can be reliably measured.

(M) CASH AND CASH
EQUIVALENTS

Cash and cash equivalents includes
cash on hand, deposits held at call with
banks, other short-term highly liquid
investments with original maturities
of three months or less, and bank
overdrafts. Bank overdrafts are shown
within borrowings in current liabilities
on the balance sheet.

(N) REVENUE RECOGNITION

Revenue is recognised and measured
at the fair value of the consideration
received or receivable to the extent that
it is probable that the economic benefits
will flow to the Group and the revenue
can be reliably measured. The following
specific recognition criteria must also be
met before revenue is recognised.

SALE OF GOODS

Revenue is recognised when the
significant risks and rewards of
ownership of the goods have passed to
the buyer and the cost incurred or to be
incurred in respect of the transaction can
be measured reliably. Risks and rewards
of ownership are considered passed to
the buyer at the earlier of:

¢ Delivery of the goods to the customers
* Receipt of payment from the customer

e Achieving a relevant invoicing
milestone under a contract with the
customer.

CONTRACT REVENUE

Contract revenue and expenses are
recognised in accordance with the
percentage of completion method unless
the outcome of the contract cannot be
relied upon or estimated. Where it is
probable that a loss will arise from a
contract, the excess of total expected
contract costs over total expected
contract revenue is recognised as an
expense immediately. Where the contract
outcome cannot be reliably estimated,
revenue is recognised only to the extent
of the expenses incurred that are likely
to be recoverable.
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RENDERING OF SERVICES

Revenue from consulting services is
recognised when the services have been
provided and where the amount can be
reliably estimated and is considered
recoverable.

INTEREST

Revenue is recognised as interest
accrues using the effective interest
method. This is a method of calculating
the amortised cost of a financial asset
and allocating the interest income over
the relevant period using the effective
interest rate, which is the rate that
exactly discounts estimated future cash
receipts through the expected life of the
financial asset to the net carrying amount
of the financial asset.

All revenue is stated net of the amount
of goods and services tax (GST).

(0) COST OF SALES

The cost of manufactured products
includes direct materials, direct labour
and manufacturing overheads.

(P) GOODS AND SERVICES
TAX (GST)

Revenues, expenses and assets are
recognised net of the amount of GST,
except where the amount of GST incurred
is not recoverable from the Australian
Tax Office. In these circumstances the
GST is recognised as part of the cost of
acquisition of the asset or as part of an
item of the expense. Receivables and
payables in the balance sheet are shown
inclusive of GST.

Cash flows are presented in the cash
flow statement on a gross basis, except
for the GST component of investing and
financing activities, which are disclosed
as operating cash flows.

(Q) EARNINGS PER SHARE

Basic earnings per share is calculated
as net profit attributable to members
of the Company divided by the weighted
average number of ordinary shares
outstanding during the period.

Diluted earnings per share is determined
by adjusting the profit or loss attributable
to members of the Company and the
weighted average number of ordinary
shares outstanding for the effects of all
dilutive potential ordinary shares.

(R) COMPARATIVE FIGURES

Where required by Accounting Standards,
comparative figures have been adjusted
to conform to changes in presentation for
the current financial year.

(S) SIGNIFICANT
ACCOUNTING ESTIMATES
AND JUDGEMENTS

The preparation of the financial
statements requires management
to make judgements, estimates and
assumptions that affect the reported
amounts in the financial statements.

The following critical accounting policies
were identified as requiring significant
judgements, estimates and assumptions.

|. DETERMINATION OF
PERCENTAGE OF COMPLETION OF
CONTRACTS

Contract revenue is recognised as
revenue in profit or loss using the
percentage of completion method in the
reporting periods in which the work is
performed. The percentage complete is
calculated based on:

e Actual costs over the sum of actual
plus projected costs to complete the
contract, or

¢ In the case where the Group participates
in joint contracts and the Group’s costs
are not representative of overall contract
costs, based on the percentage of the
Group’s costs to the total estimated
cost for the Group associated with that
project, or

¢ Inthe case where there is an independent
assessment of the percentage complete,
based on the independent assessment.

Contract costs are recognised as an
expense in profit or loss in the reporting
periods in which the work to which they
relate is performed. Any expected excess
of total contract costs over total contract
revenue for the contract is recognised as
an expense immediately.

Il. IMPAIRMENT OF GOODWILL

Determining whether goodwill is
impaired requires an estimation of the
value in use of the cash-generating units
to which goodwill has been allocated.
The value in use calculation requires
the Directors to estimate the future cash
flows expected to arise from the cash-
generating unit and a suitable discount
rate in order to calculate present value.

I1l. VALUATION OF FINANCIAL
INSTRUMENTS

As described in note 22, the Group
uses valuation techniques that include
inputs that are not based on observable
market data to estimate the fair value of
certain types of financial instruments.
Note 22 provides detailed information
about the key assumptions used in
the determination of the fair value of
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financial instruments, as well as the
detailed sensitivity analysis for these
assumptions.

The Directors believe that the chosen
valuation techniques and assumptions
used are appropriate in determining the
fair value of financial instruments.

IV. TAXES

Uncertainties exist with respect to the
interpretation of complex tax regulations,
changes in tax laws, and the amount
and timing of future taxable income.
Given the wide range of international
business relationships and the long-
term nature and complexity of existing
contractual agreements, differences
arising between the actual results
and the assumptions made, or future
changes to such assumptions, could
necessitate future adjustments to tax
income and expense already recorded.
The Group establishes provisions, based
on reasonable estimates, for possible
consequences of audits by the tax
authorities of the respective countries
in which it operates. The amount of
such provisions is based on various
factors, such as experience of previous
tax audits and differing interpretations
of tax regulations by the taxable entity
and the responsible tax authority. Such
differences of interpretation may arise
on a wide variety of issues depending on
the conditions prevailing in the respective
Group Company’s domicile. As the Group
assesses the probability for litigation and
subsequent cash outflow with respect to
taxes as remote, no contingent liability
has been recognised.

Deferred tax assets are recognised for
all unused tax losses to the extent that
it is probable that taxable profit will be
available against which the losses can
be utilised. Significant judgement from
management is required to determine
the amount of deferred tax assets that
can be recognised, based upon the likely
timing and the level of future taxable
profits together with future tax planning
strategies.



2. OPERATING SEGMENTS

The Group has identified its operating
segments based on internal reports
that are reviewed and used by the Chief
Operating Decision Maker (CODM]
in assessing performance and in
determining the allocation of resources.
The Board of Directors is considered to
be the CODM of the Group.

COMPOSITE MATERIALS
BUSINESS UNIT

The Composite Materials business unit
designs, manufactures and supplies
buoyancy systems, pipeline insulation,
pipeline and riser protection, riser
ancillaries and a range of down hole
products to the offshore oil and gas
industry. It also supplies product
solutions for military and other
commercial applications.

OFFSHORE SERVICES
AND ENGINEERING
BUSINESS UNIT

The Offshore Services and Engineering
business unit manufactures and
supplies connectors, conductors and
casing, offshore structures, subsea
skids and manifolds, offshore cranes

and winches together with associated
testing, refurbishment and maintenance
to the oil and gas industry. This division
also supplies heavy material handling
equipment, winches and other
processing equipment to the mining
and mineral processing industries.
Furthermore, it deploys qualified labour
onto its customers’ vessels and other
offshore facilities to complete mostly
short-term works.

OTHER

This segment comprises the activities
undertaken by all other business units,
including overseas entities.

UNALLOCATED

This represents assets and liabilities
which cannot be allocated into any
business units.

PERFORMANCE
MONITORING AND
EVALUATION

The CODM monitors the operating results
of the business units separately for the
purposes of making decisions about
resource allocation and performance
assessment. The performance of

operating segments is evaluated based
on profit before tax and is measured in
accordance with the Group’s accounting
policies.

Financing requirements, finance income,
finance costs and taxes are managed at a
Group level. Unallocated items comprise
non-segmented items of revenue and
expenses and associated assets and
liabilities not allocated to operating
segments as they are not considered part
of the core operations of any segment.

The accounting policies of the reportable
segments are the same as the Group’s
accounting policies described in note
1. Segment profit represents the
profit earned by each segment without
allocation of, investment income, gains
and losses, finance costs and income tax
expense. This is the measure reported to
the CODM for the purposes of resource
allocation and assessment of segment
performance.

SEGMENT REVENUES
AND RESULTS

The following is an analysis of the Group’s
revenue and results from continuing
operations by reportable segment.

SEGMENT REVENUE SEGMENT (LOSS)/PROFIT
2012 % 2011% 2012 % 2011%
COMPOSITE MATERIALS 119,214,310 151,896,626 (23,740,309) 41,760,371
EEES”:'SEFE@ERV'CES & 30,045,167 31,440,227 1,616,634 1,144,511
OTHER 1,326,615 2,220,922 (1,474,894) 242,925*
INTER SEGMENT REVENUE (5,774,293) (10,917,197) - -

TOTAL FOR CONTINUING

OPERATIONS 144,811,799 174,640,578 (23,598,569) 43,147,807
INVESTMENT INCOME 356,811 313,493
FINANCE COSTS (2,433,384) (966,238)
(LOSS)/PROFIT BEFORE TAX

(CONTINUING OPERATIONS) Ha i) 42,495,062

*This includes impairment of development costs and goodwill of $604,302

SEGMENT ASSETS AND LIABILITIES 2012 % 2011 $ 2010%
SEGMENT ASSETS

COMPOSITE MATERIALS 155,340,242 158,394,489 89,917,213
OFFSHORE SERVICES & ENGINEERING 20,583,271 18,701,565 23,565,813
TOTAL SEGMENT ASSETS 175,923,513 177,096,054 113,483,026
UNALLOCATED 34,466,557 29,250,231 20,578,757

CONSOLIDATED TOTAL ASSETS

210,390,070

206,346,285

134,061,783
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2. OPERATING SEGMENTS (CONTINUED)

2012 % 2011% 2010%
SEGMENT LIABILITIES
COMPOSITE MATERIALS 51,160,292 61,487,547 58,212,589
OFFSHORE SERVICES & ENGINEERING 12,486,866 8,896,031 16,561,265
TOTAL SEGMENT LIABILITIES 63,647,158 70,383,578 74,773,854
UNALLOCATED 10,008,081 14,051,829 860,919
CONSOLIDATED TOTAL LIABILITIES 73,655,239 84,435,407 75,634,773
DEPRECIATION AND AMORTISATION NON:ACDUDR!.II;II?#TS :SOSETS
2012 % 2011$ 2012 % 2011$
OTHER SEGMENT INFORMATION
COMPOSITE MATERIALS 8,656,818 3,640,329 15,618,044 29,869,010
OFFSHORE SERVICES & ENGINEERING 823,392 785,325 297,663 88,698
OTHER 913,575 247,886 6,454,767 11,264,159

10,393,785

4,673,540

22,370,474

41,221,867

In addition to the depreciation and amortisation reported above, during the prior financial year, impairment losses of $604,302
(2010: $196,726) was recognised in respect of development costs and goodwill. This impairment loss was attributable to the
following reportable segment:

2012 % 2011%

OFFSHORE SERVICES AND ENGINEERING

IMPAIRMENT LOSSES RECOGNISED FOR THE YEAR IN
RESPECT OF DEVELOPMENT COSTS AND GOODWILL

604,302

GEOGRAPHIC INFORMATION

The Group's revenue from continuing operations from external customers by location of operations and information about its
non-current assets by location of assets are detailed below:

REVEN%%E!:g::EE;(STERNAL NON-CURRENT ASSETS

2012 % 2011 % 2012 % 2011 % 2010%
AUSTRALIA 31,455,668 21,438,594 128,490,362 106,213,223 64,991,356
KOREA 32,994,554 19,480,530 - - -
USA 58,503,373 100,446,694 75,769 - -
MALAYSIA 19,956,325 27,517,202 - - -
SINGAPORE 267,664 4,999,329 - - -
EUROPE 1,484,976 758,229 - - -
BRAZIL - - 17,566 - -
OTHER 149,239 - - - -

144,811,799

174,640,578 128,583,697 106,213,223 64,991,356

INFORMATION ABOUT MAJOR CUSTOMERS

Included in revenues arising from sales of composite material products of $119,214,310 (Restated 2011: $150,382,490) are
revenues of approximately $95,848,910 (Restated 2011: $140,010,379) which arose from sales to the Group's largest customers.
No other single customer contributed 10 per cent or more to the Group’s revenue for both 2012 and 2011.
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3. REVENUE

2012 % 2011$
MANUFACTURING REVENUE 119,214,310 151,896,626
CONTRACT REVENUE 25,597,489 22,743,952

144,811,799

174,640,578

OTHER INCOME

INTEREST RECEIVED 356,811 313,492
COMMISSION RECEIVED - 15,779
SUNDRY INCOME 122,559 94,602

479,370

423,873

OTHER (LOSS)/GAIN

FOREIGN EXCHANGE (LOSS)/GAIN (2,402,912) 1,860,540
INTEREST RATE SWAP (LOSS]) (806,415) -
FIXED ASSETS DISPOSALS/WRITE OFF (4,749,960) (1,068,108)
OTHER EXPENSES (2,240,629) -
TOTAL OTHER/(EXPENSE) INCOME (10,199,916) 792,432

A portion of the Group’s revenue from the sale of goods denominated in foreign currencies is cash flow hedged. The amounts
disclosed above for manufacturing and contract revenues include the reclassification of the effective amount of the foreign

currency derivatives that are used to hedge foreign currency revenue.

Fixed assets disposals/write off mainly relates to the closure of the Malaga plant and these plant and equipment written-off
were related to the composite material segment. Refer to note 11 for further disclosure.

4. (LOSS)/PROFIT BEFORE INCOME TAX

(Loss)/profit before income tax is stated after charging the following expenses:

2012 % 2011%
DEPRECIATION AND AMORTISATION 10,393,785 4,673,540
RESEARCH AND DEVELOPMENT COSTS EXPENSED . 753 994
AS INCURRED '
EMPLOYEE BENEFITS EXPENSE 39,823,564 34,300,869
FINANCE COSTS 2,433,384 966,238

5. AUDITORS' REMUNERATION

2012$ 2011$
AUDITOR OF THE PARENT ENTITY
(DELOITTE TOUCHE TOHMATSU)
AUDIT AND REVIEW FEES FOR THE YEAR 216,275 140,000
TAXATION AND OTHER ADVISORY SERVICES 114,564 61,100

330,839

201,100

PREVIOUS AUDITOR OF THE PARENT ENTITY [MACK & CO)

AUDIT AND REVIEW FEES FOR THE YEAR

40,000

TAXATION ADVISORY SERVICES

11,000
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6. INCOME TAX (BENEFIT)/EXPENSE

2012 % 2011 %
The components of tax expense comprise:
CURRENT TAX (3,170,382) 12,968,416
DEFERRED TAX (8,059,012) (698,673)

(11,229,394)

12,269,743

The prima facie tax payable on the operating profit is reconciled to the income tax provided in the account as follows:

NON ALLOWABLE ITEMS 13,048 366
OTHER 274,531 264,971
RESEARCH & DEVELOPMENT TAX CONCESSION (600,000) (519,634)
DIFFERENTIAL INCOME TAX RATE ON MC&E ASIA PROFIT (44,049) (18,036)
DEFERRED TAX BALANCES NOT PREVIOUSLY RECOGNISED - 59,333
OVER PROVISION PRIOR YEAR (3,170,381) -
TAX INVESTMENT ALLOWANCE - (265,776)
INCOME TAX (BENEFIT) /EXPENSE (11,229,394) 12,269,743
AVERAGE WEIGHTED TAX RATE 43.7% 28.3%

RECONCILIATIONS

l. GROSS MOVEMENTS

The overall movement in the deferred tax account is as follows:

2012 % 2011 % 2010 $

BALANCE AT 1 JULY (491,727) 517,235 (1,760,016)
RECOGNISED IN OTHER COMPREHENSIVE INCOME 334,323 (478,770) 1,736,105
RECOGNISED IN EQUITY 140,173 168,481 474,692
RECOGNISED IN INCOME STATEMENT 8,059,012 (698,673) 66,454

BALANCE AT 30 JUNE

8,041,781

(491,727)

517,235
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Il. DEFERRED TAX LIABILITY
The movement in deferred tax liability for each temporary difference during the year is as follows:

2012 % 2011 % 2010 %
RESERVES
BALANCE AS AT 1 JULY 1,148,820 653,970 2,390,075
RECOGNISED IN OTHER COMPREHENSIVE INCOME (334,323) 494,850 (1,736,105)
RECOGNISED IN EQUITY - - -
BALANCE AS AT 30 JUNE 814,497 1,148,820 653,970
OTHER
BALANCE AT 1 JULY 1,160,205 443,717 81,759
RECOGNISED IN OTHER COMPREHENSIVE INCOME - - -
RECOGNISED IN INCOME STATEMENT 1,037,067 716,488 361,958
BALANCE AT 30 JUNE 2,197,272 1,160,205 443,717
3,011,769 2,309,025 1,097,687
Ill. DEFERRED TAX ASSETS
The movement in deferred tax assets for each temporary difference during the year is as follows:
2012% 2011% 2010%
BALANCE AT 1 JULY 1,817,298 1,614,922 711,818
RECOGNISED IN INCOME STATEMENT 9,096,079 33,895 428,442
RECOGNISED IN EQUITY 140,173 168,481 474,692
BALANCE AT 30 JUNE 11,053,550 1,817,298 1,614,952

The tax benefit of the above deferred tax assets will only be obtained if:

e The Company derives future assessable income of a nature and of an amount sufficient to enable the benefits to be utilised
e The Company continues to comply with conditions for deductibility imposed by law, and
¢ No changes in income tax legislation adversely affect the Company in utilising the benefits.

RELEVANCE OF TAX CONSOLIDATION TO THE GROUP

The Company and its wholly-owned Australian resident entities formed a tax-consolidated Group as at 1 July 2010. From
this date the Group will be taxed as a single entity. The head entity within the tax-consolidated Group is Matrix Composites &
Engineering Ltd. Entering into a tax consolidation Group the Company has reset its tax base of asset and liabilities resulting
in unrecognised deferred tax assets of $1.4 million.
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7. CASH AND CASH EQUIVALENTS

2012 % 2011% 2010%
CASH ON HAND 6,545 3,409 1,945
CASH AT BANK
CASH MANAGEMENT ACCOUNTS 22,175,579 7,229,629 371,435
SHORT-TERM BANK DEPOSITS - 15,000,000 11,838,380
US DOLLAR ACCOUNT 7,729,023 4,376,220 1,323,750
OTHER 10,185 48,756 19,567
29,921,332 26,658,014 13,555,077

The effective interest rate on short-term bank deposits was 4.35% (2011: 5.0%; 2010: 2.05%). In prior year, deposits
were invested for periods up to 60 days with access to the funds available as and when required.

8. TRADE AND OTHER RECEIVABLES

wes| RSl e
TRADE RECEIVABLES 12,097,255 30,810,475 28,352,900
OTHER RECEIVABLES 787,249 2,064,686 893,946
GST REFUNDABLE 658,341 1,031,958 2,621,462

13,542,845 33,907,119 31,868,308

Terms and Conditions

The Company’s standard terms and conditions require customers to pay within 30 days from invoice date, although
the average collectability timeframe is ordinarily between 30 and 60 days. These amounts are non-interest bearing.

9. INVENTORY

RESTATED RESTATED
2012% 2011$ 2010$
RAW MATERIALS AT COST 20,722,640 8,465,789 12,899,081
WORK IN PROGRESS AT COST 10,030,595 18,661,278 4,146,168
FINISHED GOODS AT COST 3,807,895 2,912,958 2,409,970
34,561,130 30,040,025 19,455,219

10. OTHER CURRENT ASSETS
2012 % 2011 % 2010 %
PREPAYMENTS 1,001,339 1,049,782 1,492,243
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11. PROPERTY, PLANT AND EQUIPMENT

2012$ | RESTATED 2011$ | RESTATED 2010 $
LAND AND BUILDING/LEASEHOLD IMPROVEMENTS
LAND AT INDEPENDENT VALUATION' 3,406,700 3,406,700 3,406,700
BUILDING AT INDEPENDENT VALUATION' 1,243,300 1,226,385 1,218,299
BUILDINGS? 34,817,462 28,024,980 -
OTHER LEASEHOLD IMPROVEMENTS? 397,471 502,751 474,902
LESS: ACCUMULATED DEPRECIATION (974,093) (300,384) (103,114)

38,890,840

32,860,432

4,996,787

PLANT AND EQUIPMENT

PLANT AND EQUIPMENT AT COST 87,961,998 74,884,000 31,018,586
LESS: ACCUMULATED DEPRECIATION (18,054,928) (10,815,448) (6,735,726)
69,907,070 64,068,552 24,282,860
MOTOR VEHICLES
MOTOR VEHICLES AT COST 241,928 355,885 323,528
LESS: ACCUMULATED DEPRECIATION (120,454) (139,371) (86,663)
121,474 216,514 236,865
OFFICE EQUIPMENT
OFFICE EQUIPMENT AT COST 452,889 309,454 254,009
LESS: ACCUMULATED DEPRECIATION (154,453) (106,242) (82,369)
298,436 203,212 171,640
COMPUTER EQUIPMENT
COMPUTER EQUIPMENT AT COST 1,977,166 1,601,360 1,310,042
LESS: ACCUMULATED DEPRECIATION (1,244,237) (969,360) (722,414)
732,929 632,000 587,628
ASSETS UNDER CONSTRUCTION
BUILDINGS IN PROGRESS AT COST - - 18,365,007
PLANT AND EQUIPMENT IN PROGRESS AT COST - - 7,723,029
- - 26,088,036
109,950,749 97,980,710 56,363,816

'The land and buildings located at 185 Camboon Road, Malaga were independently valued by Knight Frank in June 2012.

2 Relates to the Group's recently completed Henderson manufacturing and office complex.
% Leasehold improvements located at 42 Truganina Road, Malaga.

ASSETS PLEDGED AS SECURITY

Land and buildings with a carrying amount of approximately $39,467,462 (Restated 2011: $32,658,065; 2010: $4,624,999) have been
pledged to secure borrowings of the Group (see note 16). The land and buildings have been pledged as security for bank facilities
under a mortgage. The Group is not allowed to pledge these assets as security for other borrowings or to sell them to another entity.

In addition, the Group’s obligations under finance leases (see note 16) are secured by the lessors’ title to the leased assets,
which have a carrying amount of $15,015,609 (2011: $18,390,436; 2010: $3,455,201).
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12. FINANCIAL ASSETS & OTHER FINANCIAL ASSETS

2012% 2011$ 2010%
FORWARD EXCHANGE CONTRACTS
(HEDGE-ACCOUNTED) 388,045 4,904,450 (174,313)
FOREIGN CURRENCY OPTIONS 1,292,974 3,573,672 2,873,893
1,681,019 8,478,122 2,699,580
13. INTANGIBLE ASSETS
2012 % 2011 % 2010 $
DEVELOPMENT COSTS 1,164,183 - 398,862
GOODWILL ON ACQUISITION - - 198,511
GOODWILL ON ACQUISITION OF SPECIALIST
ENGINEERING SERVICES (AUST) LTD ! 6,415,215 6,415,215 6,415,215
7,579,398 6,415,215 7,012,588

'Development costs incurred in the current year relate to several ongoing projects that are in the development phase that will likely result
in commercially viable products.

' 0On 31 January 2008 Matrix acquired 100 per cent of the issued share capital of Specialist Engineering Services (Aust] Ltd (MOSE).
The resulting goodwill has been tested at MOSE's level for impairment. The recoverable amount of this cash generating unit is determined
on a value in use calculation which uses cash flow projections based on financial budgets approved by the Directors covering a three year
period, and a pre-tax discount rate of 15 per cent per annum (2011: 14%).

Cash flows beyond the three year period have been extrapolated using a steady two per cent per annum growth rate which is
the projected long-term average growth rate. The Directors believe that any reasonably possible change in the key assumptions
on which recoverable amount is based would not cause the aggregate carrying amount to exceed the aggregate recoverable
amount of the cash generating unit.

14. TRADE AND OTHER PAYABLES

2012% 2011% 2010%

TRADE PAYABLES 13,882,194 21,199,056 13,903,949
GST PAYABLE 998,287 775,760 1,060,404
OTHER CREDITORS AND ACCRUALS 7,221,422 2,567,533 7,710,790
22,101,903 24,542,349 22,675,143

Terms and Conditions

Trade and other payables are generally paid within 45 days. No security is provided for these liabilities and no interest has
been charged.

15. PROGRESS CLAIMS AND DEPOSITS

Progress claims and deposits are valued at cost plus profit recognised to date based on the value of work completed.

2012 % 2011 $ 2010%

PROGRESS CLAIMS AND DEPOSITS 19,718,196 11,579,192 37,081,307
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16. FINANCIAL LIABILITIES

2012 % 2011% 2010%
CURRENT
BANK LOAN - SECURED 1,407,124 103,462 391,096
BANK BILL - SECURED 9,529,878 720,000 720,000
INTEREST RATE SWAP OPTION 806,415 - -
FINANCE LEASE LIABILITY 15,015,609 3,821,728 1,156,899
26,759,026 4,645,190 2,267,995
NON CURRENT
BANK LOAN - SECURED - 1,463,917 1,844,106
BANK BILL - SECURED - 14,529,876 1,650,000
FINANCE LEASE LIABILITY - 14,568,708 2,298,302
- 30,562,501 5,792,408
TOTAL CURRENT AND NON-CURRENT SECURED
LIABILITIES
BANK LOAN 1,407,124 1,567,379 2,235,202
BANK BILLS 9,529,878 15,249,876 2,370,000
INTEREST RATE SWAP OPTION 806,415 - -
FINANCE LEASE LIABILITIES 15,015,609 18,390,436 3,455,201
26,759,026 35,207,691 8,060,403

(i) These are held at fair value

FINANCE LEASE PRESENT VALUE OF MINIMUM
LIABILITIES MINIMUM LEASE PAYMENTS LEASE PAYMENTS
2012 % 2011% 2010 % 2012 % 2011 % 2010 %

NOT LATER THAN
ONE YEAR 17,063,174 4,986,033 1,367,345 4,403,042 3,821,728 1,156,899
LATER THAN ONE YEAR
AND NOT LATER THAN - 16,566,348 2,471,975 10,612,567 14,568,708 2,298,302
FIVE YEARS

17,063,174 | 21,552,381 3,839,320 | 15,015,609 | 18,390,436 3,455,201
LESS FUTURE FINANCE
CHARGES (2,047,565) (3,161,945) (384,119) - - -

PRESENT VALUE OF
MINIMUM LEASE PAYMENTS

15,015,609

18,390,436

3,455,201

15,015,609

18,390,436

3,455,201

65 1 MATRIX ANNUAL REPORT | NOTES TO AND FORMING PART OF THE FINANCIAL STATEMENTS



2012 % 2011$ 2010 $
Included in the consolidated financial statements as:
CURRENT BORROWINGS 15,015,609 3,821,728 1,156,899
NON-CURRENT BORROWINGS - 14,568,708 2,298,302

15,015,609

18,390,436

3,455,201

Terms and conditions of outstanding loans were as follows:

NOMINAL

cumrency | TEREST | APTROVED | Avoune | Aot

BUSINESS CARD FACILITY AUD 15.50 50,000 9,828 40,172
BANK GUARANTEE FACILITY AUD 2.80-3.00 820,644 820,644 -
_B;:'XLEADCCEPTANCE FACILITY AUD 9.91 930,000 930,000 -
REVOLVING LEASE LIMIT AUD 6.05T0 8.95 2,554,699 2,554,699 -
BILL - CONSTRUCTION LOAN AUD 7.21 8,599,878 8,599,878 -
EQUIPMENT LOAN FACILITY AUD 6.97 12,537,854 12,537,854 -
25,493,075 25,452,903 40,172

The Group has total credit facilities available from its bankers of $25,493,075 (2011: $40,506,630; 2010: $39,156,990).
The credit facilities are secured on the following:

¢ Aregistered first mortgage over the freehold properties of the consolidated entity

e Mortgage of sub-lease over the Henderson property

¢ Fixed and floating charge over all of the assets of the consolidated entity

e Guarantee and Indemnity

e Lease documentation.

The Group is subject to financial covenants including a capital requirement as prescribed by its bankers, National Australia

Bank ("NAB"). It requires the Group’s Capital Adequacy Ratio ("CAR" - defined as the Group’s net tangible assets divided by
the Group'’s total tangible assets) to be greater than 35 per cent. The Group’s CAR at 30 June 2012 was 63.7 per cent.

During the year the Group was subject to an Operating Leverage ratio (defined as the Group’s total financial debt divided by the
Group’s rolling 12 month EBITDA] which is required to be less than 2.5. As at 31 March 2012, Matrix suffered a technical breach
of this ratio caused by the non-cash write-off of plant and equipment previously used at the Company’s Malaga manufacturing
facility. NAB provided a waiver from this covenant on 23 May 2012 in favour of an absolute EBITDA target for the quarter ended
30 June 2012. The Group did not exceed this target for the June quarter and this covenant was breached.

Subsequent to year-end, NAB has issued a waiver of its rights in relation to this covenant breach. In addition, NAB has agreed
to provide the Company with increased facilities to operate its businesses. These increased facilities include:

I Provision of increased guarantee facilities to provide customer performance bonds; and

1US$10 million working capital facility.

As the covenant was breached at 30 June 2012, Matrix has temporarily reclassified all of its debt facilities as current liabilities
as at that date as a result of the technical requirements of “Australian Accounting Standard 101, Presentation of Financial
Statements”.
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16. FINANCIAL LIABILITIES (CONTINUED)

If the new facilities provided by NAB had been in place at 30 June, the total facilities would have been disclosed as follows:

NOMINAL
cumRency | INTEREsT | APPROVED | AMOWNT | AuauAmLE
BONDING FACILITY AUD 2.00 24,480,000 - 24,480,000
BUSINESS CARD FACILITY AUD 15.50 9,828 40,172
BANK GUARANTEE FACILITY AUD 2.80-3.00 820,644 -
_B;II_XLEADCCEPTANCE FACILITY AUD 9.91 930,000 i
REVOLVING LEASE LIMIT AUD | 6.05708.95 2,554,699 -
BILL - CONSTRUCTION LOAN AUD 7.21 8,599,878 8,599,878 -
EQUIPMENT LOAN FACILITY AUD 6.97 12,537,854 12,537,854 -
49,973,075 25,452,903 24,520,172
WORKING CAPITAL FACILITY usD 10,000,000 - 10,000,000
2012 % 2011% 2010%
CURRENT
BANK LOAN - SECURED - 103,462 391,096
BANK BILL - SECURED 1,720,000 720,000 720,000
INTEREST RATE SWAP OPTION 806,415 - -
FINANCE LEASE LIABILITY 4,403,042 3,821,728 1,156,899
6,929,457 4,645,190 2,267,995
NON CURRENT
BANK LOAN - SECURED 1,407,124 1,463,917 1,844,106
BANK BILL - SECURED 7,809,878 14,529,876 1,650,000
FINANCE LEASE LIABILITY 10,612,567 14,568,708 2,298,302
19,829,569 30,562,501 5,792,408
TOTAL CURRENT AND NON-CURRENT SECURED LIABILITIES:
BANK LOAN 1,407,124 1,567,379 2,235,202
BANK BILLS 9,529,878 15,249,876 2,370,000
INTEREST RATE SWAP OPTION 806,415 - -
FINANCE LEASE LIABILITIES 15,015,609 18,390,436 3,455,201
26,759,026 35,207,691 8,060,403
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17. INCOME TAX ASSET/LIABILITY

2012 % 2011 $ 2010 %
CURRENT TAX ASSET
INCOME TAX ASSET 1,098,708 - -
CURRENT TAX LIABILITY
INCOME TAX PAYABLE = 8,707,017 5,175,209
18. PROVISIONS
2012 % 2011% 2010 $
CURRENT
EMPLOYEE ENTITLEMENTS 1,574,618 1,725,735 994,187
OTHERS 120,105 138 330,784
1,694,723 1,725,873 1,324,971
NON-CURRENT
EMPLOYEE ENTITLEMENTS 369,622 364,260 220,053
19. ISSUED CAPITAL
2012 % 2011$ 2010 %
ISSUED AND PAID UP CAPITAL 94,555,428 (2011: 77,081,507;
2010: 69,964,098) FULLY PAID ORDINARY SHARES 115,398,522 78,703,289 41,905,312
LESS: CAPITAL ISSUE COSTS NET OF TAX (3,585,800) (2,315,086) (1,458,987)

111,812,722 76,388,203 40,446,325

Changes to the then Corporations Law abolished the authorised capital and par value concept in relation to share capital from
1 July 1998. Therefore, the Company does not have a limited amount of authorised capital and issued shares do not have a
par value.
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19. ISSUED CAPITAL (CONTINUED)
MOVEMENTS IN ORDINARY SHARE CAPITAL

DATE DETAILS |NUMBER OF SHARES $
BALANCE 1 JULY 2009 OPENING BALANCE 48,964,098 13,405,312
SHARES ISSUED
9 NOVEMBER 2009 - INITIAL PUBLIC 15,000,000 15,000,000
OFFERING
19 APRIL 2010 SHARES ISSUED 6,000,000 13,500,000
LESS: CAPITAL ISSUE COSTS NET OF TAX - (1,458,987)
BALANCE 30 JUNE 2010 69,964,098 40,446,325
1 0CTOBER 2010 EXE;E'@E‘S 3,000,000 1,800,000
11 APRIL 2011 SHARES ISSUED 3,550,000 30,175,000
12 MAY 2011 SHARES ISSUED 567,409 4,822,977
LESS: CAPITAL ISSUE COSTS NET OF TAX - (856,099)
BALANCE 30 JUNE 2011 77,081,507 76,388,203
29 MAY 2012 SHARES ISSUED 15,605,348 32,771,230
15 JUNE 2012 SHARES ISSUED 1,868,573 3,924,003
LESS: CAPITAL ISSUE COSTS NET OF TAX - (1,270,714)
BALANCE 30 JUNE 2012 94,555,428 111,812,722

On 11 April 2011 the Company issued 3,550,000 shares at an issue price of $8.50 each to institutional investors.

On 12 May 2011, the Company finalised a Share Purchase Plan whereby 567,409 shares were issued at a price of $8.50 to
retail shareholders.

On 29 May 2012 the Company issued 15,605,348 shares at an issue price of $2.10 each to institutional investors.

On 15 June 2012, the Company finalised a Retail Entitlement Offer whereby 1,868,573 shares were issued at a price of $2.10
to retail shareholders.

Ordinary shares participate in dividends and the proceeds on winding up of the parent entity in proportion to the number of
shares held. Ordinary shares carry one vote per share.

CAPITAL MANAGEMENT

The Directors main objective is to ensure the Group continues as a going concern and generates a return for shareholders
better than the industry average benchmark. Management also seeks to maintain a capital structure that ensures the lowest
cost of capital available to the Group.

The Directors are constantly reviewing the capital structure to ensure they can minimise the cost of capital. As the market
is constantly changing, the Directors may change the amount of dividends to be paid to shareholders, return capital to
shareholders, issue new shares or sell assets to reduce debt.

The Group targets a gearing ratio in the range of 15 to 25 per cent determined as a proportion of net debt to equity. The gearing
ratio at 30 June 2012 of (2.9 per cent) (see below] was well below the lower end of the target range, however is positively
impacted by the amount of cash on hand as a result of the Company’s recent capital raising activities.

2012 % 2011 % 2010 %
DEBT! 25,952,611 35,207,692 8,060,403
CASH AND CASH EQUIVALENTS (29,921,332) (26,658,014) (13,555,077)

NET DEBT/(CASH AND CASH EQUIVALENTS) (3,968,721) 8,549,678 (5,494,674)

EQUITY? 136,745,034 121,921,107 58,441,305
NET DEBT TO EQUITY RATIO AT 30 JUNE (2.9%) 7.0% (9.4%)

' Debt is defined as long-term and short-term borrowings (excluding derivatives and financial guarantee contracts).
2 Equity includes all capital and reserves of the Group that are managed as capital.
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20. RESERVES - NET OF INCOME TAX

OPTION | PROPERTIES | CASH FLOW CUFI'?I?I;!I%’:
PREMIUM |REVALUATION HEDGE | .o \\ci ATION TOTAL $
RESERVE $ RESERVE $ RESERVE $ RESERVE $

BALANCE AT 1 JULY 2009 273,000 567,507 3,929,370 (11,169) 4,758,708
FOREIGN CURRENCY
TRANSLATION DIFFERENCE B B B (139,498 (139,498
CHANGES IN FAIR VALUE OF
CASH FLOW HEDGES ) ) (4,051,390) ) (4,051,390)
REVALUATION OF FREE HOLD
PROPERTY - 275,255 - - 275,255
BALANCE AT 30 JUNE 2010 273,000 842,762 (122,020) (150,667) 843,075
FOREIGN CURRENCY
TRANSLATION DIFFERENCE ) ) ) (82,477) (82,477)
CHANGES IN FAIR VALUE OF
CASH FLOW HEDGES B B 1,154,651 B 1,154,651
BALANCE AT 30 JUNE 2011 273,000 842,762 1,032,631 (233,145) 1,915,248
FOREIGN CURRENCY
TRANSLATION DIFFERENCE B B B 279,270 279,270
CHANGES IN FAIR VALUE OF
CASH FLOW HEDGES ) ) (983,285) ) (983,285)
REVALUATION OF FREE HOLD
PROPERTY - (55,098) - - (55,098)

BALANCE AT 30 JUNE 2012 273,000

787,664

1,156,135

OPTION PREMIUM RESERVE

The option premium reserve comprises option premium received on issue of shares.

PROPERTIES REVALUATION RESERVE

The revaluation reserve relates to the revaluation of property, plant and equipment.

CASH FLOW HEDGE RESERVE

The hedge reserve comprises the effective portion of the cumulative net change in the fair value of cash flow hedges related
to hedged transactions that have not yet occurred.

FOREIGN CURRENCY TRANSLATION RESERVE

The translation reserve comprises all foreign currency differences arising from the translation of the financial statements of
foreign operations.

2012% 2011$ 2010 %
EQUITY-SETTLED BENEFITS RESERVE
BALANCE AT BEGINNING OF YEAR 273,000 273,000 273,000
ARISING ON SHARE-BASED PAYMENTS - - -
BALANCE AT END OF YEAR 273,000 273,000 273,000

The above equity-settled employee benefits reserve relates to share options granted by the Company to some of its Directors
under a share option plan. Further information about share-based payments is set out in note 25.
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20. RESERVES - NET OF INCOME TAX (CONTINUED)

2012 % 2011% 2010%

PROPERTIES REVALUATION RESERVE
BALANCE AT BEGINNING OF YEAR 842,762 842,762 567,507
LDREOCPREERATSlE]S/INCREASE ARISING ON REVALUATION OF (78,711) ) 393,221
DEFERRED TAX LIABILITY ARISING ON REVALUATION 23,613 - (117,966)
787,664 842,762 842,762

The properties revaluation reserve arises on the revaluation of land and buildings. When revalued land or buildings are sold,
the portion of the properties revaluation reserve that relates to that asset will be transferred directly to retained earnings.

2012 % 2011 % 2010 %
CASH FLOW HEDGE RESERVE
BALANCE AT BEGINNING OF YEAR 1,032,631 (122,020 3,923,370
(LOSSES)/GAINS ARISING ON CHANGES IN FAIR VALUE
OF HEDGING INSTRUMENTS - FORWARD FOREIGN (1,404,693) 1,649,501 (5,781,495)
EXCHANGE CONTRACTS
INCOME TAX RELATED TO GAINS/(LOSSES) RECOGNISED 421,408 (494.850) 1,736,105

IN OTHER COMPREHENSIVE INCOME
BALANCE AT END OF THE YEAR

1,032,631

(122,020)

The cash flow hedging reserve represents the cumulative effective portion of gains or losses arising on changes in fair value
of hedging instruments entered into for cash flow hedges. The cumulative gain or loss arising in changes in fair value of the
hedging instruments that are recognised and accumulated under the heading cash flow hedging reserve will be reclassified
to profit or loss only when the hedged transaction affects the profit or loss, or is included as a basis adjustment to the
non-financial hedged item, consistent with the relevant accounting policy.

2012 % 2011 % 2010 %
FOREIGN CURRENCY TRANSLATION RESERVE
BALANCE AT BEGINNING OF YEAR (233,145) (150,667) (11,169)
EXCHANGE DIFFERENCES ARISING ON
TRANSLATING THE FOREIGN OPERATIONS 279,270 (82,478) (139.498)
BALANCE AT END OF YEAR 46,125 (233,145) (150,667)
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21. NOTES TO THE STATEMENT OF CASH FLOWS

A) RECONCILIATION OF CASH

Cash at the end of the financial year as shown in the statement of cash flows is reconciled to items in the statement of financial
position as follows:

2012 % 2011% 2010 $

CASH AT BANK 29,921,332 26,658,014 13,555,077

(B) RECONCILIATION OF CASH FLOW FROM OPERATIONS WITH (LOSS)/PROFIT AFTER INCOME TAX

2012 % 2011 %
(LOSS)/PROFIT AFTER INCOME TAX (14,445,748) 30,225,319
ADJUSTMENT FOR NON-CASH ITEMS
NET MOVEMENT IN DERIVATIVE INSTRUMENTS 6,984,578 (4,364,297)
DEPRECIATION 10,393,785 4,673,540
WRITE-OFF OF PROPERTY, PLANT & EQUIPMENT 4,749,960 1,068,108
IMPAIRMENT OF GOODWILL - 198,512
WRITE-OFF DEVELOPMENT COSTS - 405,791
CHANGES IN ASSETS & LIABILITIES
DECREASE/(INCREASE) IN RECEIVABLES 20,364,274 (2,038,811)
DECREASE IN OTHER ASSETS 48,443 442,460
INCREASE IN INVENTORIES (4,521,105) (10,584,806)
:DNR%%ERAESSES/[(I:DEAClF:AESASE] IN PAYABLES & ACCRUALS & 5 698,558 (23.634.909)
(DECREASE)/INCREASE IN EMPLOYEE PROVISIONS (25,788) 545,109
(DECREASE)/INCREASE PROVISION FOR TAX (9,805,725) 3,531,808
INCREASE IN DEFERRED TAX ASSET (9,236,252) (202,346)
INCREASE IN DEFERRED TAX LIABILITY 702,744 1,211,338

NET CASH FLOWS FROM OPERATING ACTIVITIES 10,907,724 1,476,816
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22. FINANCIAL INSTRUMENTS
FINANCIAL RISK MANAGEMENT POLICIES

The Group’s financial instruments consist mainly of deposits with banks, trade and other receivables, trade and other payables,
finance leases, bank borrowings, other borrowings and derivatives. The main purpose of non-derivative financial instruments
is to raise finance for Group operations. Derivatives are used by the Group for hedging purposes. The Group does not speculate
in the trading of derivative instruments. Senior executives meet regularly to analyse and monitor the financial risk associated
with the financial instruments used by the Group.

FINANCIAL RISK EXPOSURES AND MANAGEMENT

The main risks the Group are exposed to through its financial instruments are interest rate risk, foreign currency risk, liquidity
risk and credit risk.

INTEREST RATE RISK

The Group is exposed to interest rate risk because entities in the Group borrow funds at both fixed and floating interest rates.
The risk is managed by the Group by maintaining an appropriate mix between fixed and floating rate borrowing and the use
of interest rate swap contracts where appropriate. Hedging activities are evaluated on a regular basis to align with interest
rate views and defined risk appetite, ensuring the most cost-effective measures are in place.

INTEREST RATE SENSITIVITY ANALYSIS

The following sensitivity analysis has been determined based on the exposure to interest rates for non-derivative instruments
at the reporting date and the stipulated change taking place at the beginning of the financial year and held constant throughout
the reporting period.

At 30 June 2012, the after tax effect on profit and equity as a result of changes in the interest rate, with all other variables
remaining constant at balance date would be as follows:

2012% 2011% 2010%
CHANGE IN PROFIT
INCREASE IN INTEREST RATE BY 2% (200 BASIS POINT) 391,570 226,025 215,840
DECREASE IN INTEREST RATE BY 2% (200 BASIS POINT) (391,570) (226,025) (215,840)

CHANGE IN OTHER COMPREHENSIVE INCOME

INCREASE IN INTEREST RATE BY 2% (200 BASIS POINT) - - -

DECREASE IN INTEREST RATE BY 2% (200 BASIS POINT) - - -

The sensitivity to a 200 basis point increase or decrease in interest rates is considered reasonable given the markets forecast
available at the reporting date and under the current economic environment in which the Group operates.
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22. FINANCIAL INSTRUMENTS (CONTINUED)
CREDIT RISK

Credit risk relates to the risk that a counter party will default on its contractual obligations resulting in financial loss to the Group.

The maximum exposure to credit risk, excluding the value of any collateral or other security, at balance date to recognised
financial assets, is the carrying amount, net of any provisions for impairment of those assets, as disclosed in the balance sheet
and notes to the financial statements. There is no material amount of collateral held as security at 30 June 2012.

Credit risk is managed on a Group basis and reviewed regularly by senior executives. It arises from exposures to customers
and deposits with financial institutions. The following criteria are applied by senior executives in the assessment of counter
party risk:

e Deposits and borrowings are with Australian based banks
¢ All potential customers are rated for credit worthiness.

EXPOSURE TO CREDIT RISK

The consolidated entity’'s maximum exposure to credit risk at the reporting date was:

2012 % 2011 % 2010 %

TRADE RECEIVABLES

12,097,255

30,810,475 28,352,900

At balance date, the aging analysis of trade receivables is as follows:

DAYS

0-30 8,988,298 29,736,409 24,605,102
31-60 2,398,660 221,842 902,423
61-90 326,091 75,051 724,213
90+ 384,206 777,173 2,121,162

12,097,255

30,810,475

28,352,900

Trade receivables of $710,297 (2011: $852,223; 2010: $6,359,783) were past due at 30 June, of which $68,811 has been collected
up to the date of this report. There were no impairment provisions in respect of trade receivables that were past due as at 30
June 2012.

FOREIGN CURRENCY RISK

The Group undertakes transactions denominated in foreign currencies; consequently exposure to exchange rate fluctuations
arise. Exchange rate exposures are managed within approved policy parameters utilising forward foreign exchange contracts
and currency option contracts.

The carrying amount of the Group’s foreign currency denominated assets and monetary liabilities at the end of the period is
as follows:

LIABILITIES ASSETS

2012 2011 2010 2012 2011 2010
US DOLLARS 19,545,499 2,226,381 1,348,017 16,258,074 25,388,243 21,112,226
EURO - 14,763 66,951 636 - -
BRITISH POUND - 2,076 - - - -
SINGAPORE DOLLAR - 5,547 11,169 7,917 - -
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FOREIGN CURRENCY SENSITIVITY ANALYSIS

The Group is mainly exposed to fluctuations in the US Dollar.

The following table details the Group’s sensitivity to a 10 per cent increase and decrease in the Australian dollar against
the relevant foreign currencies. 10 per cent is the sensitivity rate used when reporting foreign currency risk internally to
key management personnel and represents management’'s assessment of the possible change in foreign exchange rates.
The sensitivity analysis includes only outstanding foreign currency denominated monetary items and adjusts their translation
at the year-end for a 10 per cent change in foreign currency rates. A positive number below indicates an increase in profit or
equity where the Australian dollar strengthens 10 per cent against the relevant currency. For a 10 per cent weakening of the
Australian dollar against the relevant currency, there would be a comparable impact on the profit or equity, and the balances
would be negative.

PROFIT AFTER TAX OTHER COMPREHENSIVE INCOME
INCREASE/(DECREASE) INCREASE/(DECREASE)
2012 2011 2012 2011
$°000 $°000 $°000 $°000
US DOLLAR +10% (2,908) 1,573 2,382 1,845
US DOLLAR -10% 2,975 (1,466) (2,620) (2,030)

The movement in other comprehensive income is due to an increase/decrease in the fair value of forward foreign exchange
contracts designated as cash flow hedges.

FORWARD FOREIGN EXCHANGE CONTRACTS

It is the policy of the Group to enter into forward foreign exchange contracts to cover specific foreign currency payments and
receipts within 50 to 100 per cent of the net exposure generated. The Group also enters into forward foreign exchange contracts
to manage the risk associated with contracted sales transactions for the period of contracts within 50 to 100 per cent of the
exposure generated. Basis adjustments are made to the carrying amounts of non-financial hedged items when the anticipated
sale or purchase transaction takes place.

The following table details the forward foreign currency (FC) contract outstanding at the end of the reporting period:

AVERAGE FOREIGN

EXCHANGE RATE CURRENCY NOTIONAL VALUE FAIR VALUE

2012 2011 2012 2011 2012 2011 2012 2011
$ $ Us$000 Us$000 Us$000 Us$000 Us$000 USs$000

CASH FLOW HEDGES

SELL US DOLLAR

LESS THAN 3 MONTHS 1.0133 0.8106 12,900 3,800 12,730 4,688 45 1,104
3T0 6 MONTHS 0.9853 0.8625 5,750 15,000 5,836 17,391 146 3,170
6 MONTHS TO 1 YEAR 0.9798 0.8577 8,050 3,000 8,216 3,498 197 630
MORE THAN 1 YEAR - - - - - -
388 4,904

FORWARD FOREIGN EXCHANGE CONTRACTS

The Group has entered into forward foreign exchange contracts (for terms not exceeding one year) to hedge the exchange rate
risk arising from these anticipated future transactions, which are designated as cash flow hedges.

At 30 June 2012, the aggregate amount of gains under forward foreign exchange contracts recognised in other comprehensive
income and accumulated in the cash flow hedging reserve relating to the exposure on these anticipated future transactions
is $49,346 (2011: $1,032,631). It is anticipated that the sales will take place during the first six months of the next financial
year, at which time the amount deferred in equity will be reclassified to profit or loss.

The Group is exposed to fluctuations in foreign currencies arising from the sale of goods denoted in US dollars. Currently the
Group uses derivatives to hedge against movements in foreign currency.

FOREIGN CURRENCY OPTIONS

The consolidated Group previously entered into a European type foreign exchange option on 28 May 2010 to sell US$25,000,000 at an
exchange rate of US$0.85 =AU$1.00 with an option premium of US$1,572,000 due to be paid on 28 November 2012. The expiration
date of the option was 30 November 2015. On 12 April 2012, this option was closed out and settled at its fair value of A$3,546,428.
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22. FINANCIAL INSTRUMENTS (CONTINUED)

On this date, the consolidated Group also entered into a third European type foreign exchange option to sell US$25,000,000
at an exchange rate of US$1.01=AU%$1.00. The expiration date of the option is 26 June 2014. A premium of US$1,434,000 is
payable for the option on 30 June 2014 and at 30 June 2012 the option was valued at fair value of A$1,292,973.

The objective of entering into the foreign currency option contracts is to protect a portion of the consolidated Group’s future
revenue against unfavourable exchange rate movements.

LIQUIDITY RISK

Liquidity risk is the risk that the consolidated entity will not be able to meet its financial obligations as they fall due. The
consolidated entity’s approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity
to meet its liabilities when due, under both normal and stressed conditions, without incurring unacceptable losses or risking
damage to the consolidated entity's reputation.

The Group manages liquidity risk by monitoring forecast cash flows, maintaining cash reserves and managing trade payables.

The following table details the Group’s expected maturity for its non-derivative financial assets. The table has been drawn up
based on the undiscounted contractual maturities of the financial assets including interest that will be earned on those assets.
The inclusion of information on non-derivative financial assets is necessary in order to understand the Group’s liquidity risk
management as the liquidity is managed on a net asset and liability basis.

WEIGHTED
AVERAGE LESS
EFFECTIVE THAN 1-3 3 MONTHS 1-5 YEARS |5+ YEARS TOTAL

INTEREST | 1MoNTH | MONTHS | TOTYEAR

RATE
% $ $ $ $ $ $

30 JUNE 2012

CASH AND OTHER

EQUIVALENTS 4.35 | 29,921,332 - - - - | 29,921,332

TRADE AND OTHER

RECEIVABLES - | 8514687 | 4,369,818 - - - | 12.884,505

TRADE AND OTHER

PAYABLES - [(16,136,263) | (4,967,353) - - - (21,103,616

BORROWING AND 7.50 (445,119) | (1,335,358) | (27,001,726) - - (28,782,203

FINANCE LEASES

21,854,637 (1,932,893) (27,001,726) (7,079,982)

30 JUNE 2011
CASH AND OTHER

EQUIVALENTS 4.00 | 11,658,014 | 15,168,750 - - - | 26,826,764
TRADE AND OTHER
RECEIVABLES - | 31,489,192 798,778 587,191 - - | 32,875,161
TRADE AND OTHER
PAYABLES - [(21,729,239) | (1,924,704) (112,646) - - [(23,766,589)
BORROWING AND 7.50 (462,687) (902,840 (3,963,703 | (36,504,988] - |(41,834,218)

FINANCE LEASES

20,955,280 13,139,984  (3,489,158) (36,504,988) (5,898,882)

The amounts included above for variable interest rate instruments for both non-derivative financial assets and liabilities is
subject to change if changes in variable interest rates differ to those estimates of interest rates determined at the end of the
reporting period.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The Directors consider the carrying amount of financial assets and liabilities recorded in their financial statements as
approximates of their fair value.
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FAIR VALUE HIERARCHY

Fair value measurements recognised in the consolidated statement of financial position.

The following table provides an analysis of financial instruments that are measured subsequent to initial recognition at fair
value, grouped into Levels 1 to 3 based on the degree to which the fair value is observable.

e Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active markets for identical assets

or liabilities.

e Level 2 fair value measurements are those derived from inputs other than quoted prices included within Level 1 that are

observable for the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices].

e Level 3 fair value measurements are those derived from valuation techniques that include inputs for the asset or liability

that are not based on observable market data (unobservable inputs).

30 JUNE 2012 LEVEL1 LEVEL 2 LEVEL 3 TOTAL
$ $ $ $
DERIVATIVE FINANCIAL ASSETS - 1,681,019 - 1,681,019
DERIVATIVE FINANCIAL LIABILITIES - (806,415) - (806,415)
TOTAL - 874,604 - 874,604
30 JUNE 2011
DERIVATIVE FINANCIAL ASSETS - 8,478,122 - 8,478,122
TOTAL - 8,478,122 - 8,478,122
30 JUNE 2011
DERIVATIVE FINANCIAL ASSETS - 2,699,580 - 2,699,580
TOTAL - 2,699,580 - 2,699,580
There were no transfers between Level 1 and 2 in the period.
23. OPERATING LEASE COMMITMENTS
2012 % 2011 %
NOT LATER THAN 1 YEAR 1,492,654 1,501,829
LATER THAN 1 YEAR BUT NOT LATER THAN 5 YEARS 5,896,313 4,759,979
LATER THAN 5 YEARS 28,040,984 25,703,885
The lease commitment is for rental of land and buildings.
24. FRANKING ACCOUNT
2012 % 2011 %
FRANKING ACCOUNT BALANCE AT 1 JULY 18,578,149 7,921,988
TAX PAID 3,998,713 2,926,370
TAX REFUNDED ON PRIOR YEAR TAX (1,480,469) -
FRANKING DEBITS THAT WILL ARISE FROM THE PAYMENT OF DIVIDENDS (660,699) (625,407)
OVERSTATEMENT OF YEAR 2010/11 TAX (6,617,533) -
FRANKING ACCOUNT BALANCE AT 30 JUNE 13,818,161 10,222,951
FRANKING CREDITS THAT WILL ARISE FROM THE PAYMENT OF INCOME TAX ) 10.006 944
PAYABLE AS AT THE REPORTING DATE U
FRANKING CREDITS THAT WILL ARISE FROM THE PAYMENT OF DIVIDENDS - (1,651,746)
NET FRANKING CREDITS AVAILABLE 13,818,161 18,578,149
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25. SHARE-BASED PAYMENTS
MOVEMENT IN SHARES OPTIONS DURING THE YEAR

The following table reconciles the share options outstanding at the beginning and end of the year:

2012 % 2011%
WEIGHTED WEIGHTED
NO. OF OPTIONS AVERAGE |NO. OF OPTIONS AVERAGE
EXERCISE PRICE EXERCISE PRICE
BALANCE AT BEGINNING OF YEAR - - 3,000,000 0.60
GRANTED DURING THE YEAR - - - -
FORFEITED DURING THE YEAR - - - -
EXERCISED DURING THE YEAR - - (3,000,000) 0.60
EXPIRED DURING THE YEAR - - - -
BALANCE AT THE END OF THE YEAR - - - -

EXERCISABLE AT THE END OF THE YEAR - - - -

SHARE OPTIONS EXERCISED DURING THE YEAR

The following share options were exercised during the year:

SHARE PRICE AT

2012 OPTIONS SERIES NO. EXERCISED EXERCISE DATE EXERCISE DATE $

SHARE PRICE AT

2011 OPTIONS SERIES NO. EXERCISED EXERCISE DATE EXERCISE DATE $

GRANTED 1 FEBRUARY 2008 3,000,000 01/10/10 4.95

26. RELATED PARTY DISCLOSURES

a) Key management personnel compensation

2012 % 2011%
SHORT TERM EMPLOYMENT BENEFITS 1,650,067 1,450,174
POST-EMPLOYMENT BENEFITS 141,093 163,729

1,791,160 1,613,903

(b) Individual Director's and executives compensation disclosure

Information regarding individual Director’'s and executives compensation and some equity instruments disclosures as required
by Corporation Regulation 2M.3 is provided in the remuneration report section of the Directors Report. Apart from the details
disclosed in this note, no Director has entered into a material contract with the Group since the end of the previous financial
year and there were no material contracts involving Directors interest existing at year end.

(c) Parent Entity
The ultimate parent entity within the Group is Matrix Composites & Engineering Ltd.

(d) Related Party Transactions
Transactions between related parties are on normal commercial terms.

2012 % 2011%

THE PREMISES AT 42 TRUGANINA ROAD ARE LEASED FROM
KANU PTY LTD, A COMPANY OF WHICH MAXWELL BEGLEY IS A 379,426 404,489
SUBSTANTIAL SHAREHOLDER. RENT FOR THE PERIOD WAS:
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SHAREHOLDINGS OF DIRECTORS AND KEY MANAGEMENT PERSONNEL

The movement during the reporting period in the number of shares in Matrix Composites & Engineering Limited held, directly,
indirectly or beneficially, by each key management person, including related parties, is as follows:

2012 BALANCE GRANTED AS ON EXERCISE PURCHASES/ BALANCE AT

AT 1 JULY | REMUNERATION OF OPTIONS (SOLD) 30 JUNE 2012
PJ HOOD' - - - 130,000 130,000
AP BEGLEY 3,422,763 - - 95,000 3,517,763
CN DUNCAN 553,528 - - 36,901 590,429
NL JOHNSON 101,176 - - 15,000 116,176
PR WRIGHT 2,219,942 - - (876,301) 1,343,641
MG BEGLEY? 26,253,014 - - N/A* N/A*

EXECUTIVES

P TAZEWELL?®

AVINCAN 24,000 - - - 24,000
P RIORDAN 20,812 - - - 20,812
M KENYON* 8,588 - - N/A* N/A*
2011 BALANCE GRANTED AS ON EXERCISE PURCHASES/ BALANCE AT

AT 1 JULY | REMUNERATION OF OPTIONS (SOLD) 30 JUNE 2011
AP BEGLEY 3,472,763 - 1,000,000 (1,050,000) 3,422,763
CN DUNCAN 550,000 - - 3,528 553,528
NL JOHNSON 150,000 - - (48,824) 101,176
PR WRIGHT 1,819,942 - 1,000,000 (600,000) 2,219,942
MG BEGLEY? 29,237,138 - 1,000,000 (3,984,124) 26,253,014
G NORTHWAY® 988,483 - - (988,483) -
M KENYON* - - - 8,588 8,588
A VINCAN - - - 24,000 24,000
P RIORDAN 119,604 - - (98,792) 20,812

' Mr Hood was appointed to the Company on 15 September 2011.
2 Mr Begley resigned on 1 May 2012.
® Mr Tazewell was appointed to the Company on 19 December 2011.
“ Mr Kenyon was appointed to the Company on 14 October 2010 and resigned on the 22 September 2011.
> Mr Northway retired from the Company on 12 November 2010.
*These individuals ceased to be key management personnel of the Company by 30 June 2012 and the presentation in this table does not

indicate the status of their shareholding.
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26. RELATED PARTY DISCLOSURES (CONTINUED)
OPTION HOLDINGS OF KEY MANAGEMENT PERSONNEL

The movement during the reporting period in the number of options over ordinary shares in Matrix Composites & Engineering
Ltd held directly, indirectly or beneficially by each key management person, including related parties, is as follows:

TOTAL
BALANCE AT VESTED AT

TOTAL

BALANCE AT GRANTED AS EXERCISABLE

EXERCISED

EXPIRED

1JULY 2011

REMUNERATION

30 JUNE 2012

30 JUNE
2012

AT 30 JUNE
2012

PJ HOOD - - - - - -
AP BEGLEY - - - - - -
CN DUNCAN - - - - - -
NL JOHNSON - - - - - -
PR WRIGHT - - - - - -
MG BEGLEY - - - - - -
TOTAL TOTAL

“TJY2010 REMUNERaToN  XERCISER  EXPIRED NS YELOUUNE  AT30JUNE

2011 2011

AP BEGLEY 1,000,000 - (1,000,000) - - -
CN DUNCAN - - - - - -
NL JOHNSON - - - - - -
PR WRIGHT 1,000,000 - (1,000,000) - - -
MG BEGLEY 1,000,000 - (1,000,000) - - -

KEY MANAGEMENT PERSONNEL

e There were no loans to key management personnel during the year or outstanding at the end of the year.

¢ No options have been issued to key management personnel.

OTHER TRANSACTIONS AND BALANCES WITH KEY MANAGEMENT PERSONNEL

There were no other transactions with key management personnel at the end of the year.

27. SUBSIDIARIES

The consolidated financial statements include the following subsidiaries:

EQUITY HOLDING %

INCORPORATION SHARES

2012 2011
SPECIALIST ENGINEERING SERVICES (AUST) LTD AUSTRALIA ORDINARY 100 100
DRILLING SOLUTIONS PTY LTD' AUSTRALIA ORDINARY 99 99
TORQUE ENGINEERING AUSTRALIA PTY LTD AUSTRALIA ORDINARY 100 100
MC&E (ASIA] PTE LTD SINGAPORE ORDINARY 100 100
MATRIX HENDERSON PROPERTY PTY LTD AUSTRALIA ORDINARY 100 100
MC&E (EUROPE] LIMITED UK ORDINARY 100 100
MATRIX COMPOSITES & ENGINEERING (US) INC. USA ORDINARY 100 100
MATRIX COMPOSITES BRASIL COMERSIO
MANUTENCAO DE EQUIPAMENTOS BRAZIL ORDINARY 100 -
PETROLIFEROS LTDA
WALE MARINE AUST PTY LTD AUSTRALIA ORDINARY - 50

' This entity is owned by Specialist Engineering Services (Aust) Ltd
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28. PRIOR PERIOD CORRECTION

During the year, the Group has identified prior period corrections with respect to the following:

(i) Recognition of revenue and the associated cost of sales with respect to the sale of drilling riser buoyancy modules.
The revised accounting treatment is such that revenue and the associated cost of sales recognised in previous periods have
been incorrectly recognised in accordance with AASB 118 Revenue. The significant risks and rewards with respect to the
sale of composite materials had not transferred at reporting date and as a result revenue and the associated cost of sales
should not have been recognised. The change is made retrospectively in accordance with AASB 108 Accounting Policies,
Changes in Accounting Estimates and Errors. This change results in the financial report providing reliable and more
relevant information with respect to the recognition of revenue and better representing the substance of the transaction.
The accounting treatment has been amended by restating the affected line items as detailed below.

(i) Costs incorrectly capitalised with respect to the construction of property, plant and equipment. The revised accounting
treatment is such that certain costs were incorrectly capitalised in accordance with AASB 116 Property, Plant and Equipment.
The change is made retrospectively in accordance with AASB 108 Accounting Policies, Changes in Accounting Estimates
and Errors. This change results in the financial report providing reliable and more relevant information with respect to
the recognition of capitalised costs and better representing the substance of the transaction. The accounting treatment
has been amended by restating the affected line items as detailed below.

30 JUNE 2011 $ 30 JUNE 2010 $

STATEMENT OF COMPREHENSIVE INCOME

INCREASE/(DECREASE) IN REVENUE 12,630,634 (1,514,136)
INCREASE IN COST OF SALES (9,169,132) (961,767)
INCREASE/(DECREASE) IN GROSS PROFIT 3,461,502 (552,369)
INCREASE/(DECREASE) IN BASIC AND DILUTED EARNINGS PER SHARE (4.6) CENTS (2.4) CENTS

STATEMENT OF FINANCIAL POSITION

INCREASE IN INVENTORY 9,721,501 552,369
DECREASE IN OTHER CURRENT ASSETS (2,565,577) -
DECREASE IN PROPERTY, PLANT & EQUIPMENT (1,753,000) (793,000
(INCREASE])/DECREASE IN PROGRESS CLAIMS (11,579,193) 1,514,136
(INCREASE]/DECREASE IN CURRENT TAX LIABILITIES 1,326,981 (288,530)
DECREASE IN RETAINED EARNINGS (4,849,288) (1,466,237)
DECREASE IN TOTAL EQUITY (4,849,288) (1,466,237)

There is no impact on cash flows for any of the periods presented.
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29. PARENT ENTITY INFORMATION

The accounting policies of the parent entity, which have been applied in determining the financial information shown below,
are the same as those applied in the consolidated financial statements. Refer to note 1 for a summary of the significant
accounting policies relating to the Group.

FINANCIAL POSITION

ASSETS 2012 % 2011% 2010%
CURRENT ASSETS 68,438,562 122,509,127 60,338,918
NON-CURRENT ASSETS 123,554,995 61,089,585 62,229,522
TOTAL ASSETS 191,993,557 183,598,712 122,568,440
LIABILITIES

CURRENT LIABILITIES 41,389,213 45,369,860 60,959,524
NON-CURRENT LIABILITIES 13,204,833 16,273,788 4,605,954
TOTAL LIABILITIES 54,594,046 61,643,648 65,565,478

NET ASSETS 137,399,511 121,955,064 57,002,962
EQUITY

ISSUED CAPITAL 111,812,721 76,388,202 40,446,325
RETAINED EARNINGS 25,264,444 44,261,231 16,405,657
OPTION PREMIUM RESERVE 273,000 273,000 273,000
CASH FLOW HEDGE 49,346 1,032,631 (122,020

TOTAL EQUITY

FINANCIAL PERFORMANCE

137,399,511

121,955,064

57,002,962

(LOSS)/PROFIT FOR THE YEAR

(12,927,805)

31,611,076

16,252,588

OTHER COMPREHENSIVE INCOME

TOTAL COMPREHENSIVE INCOME

(983,285)

(13,911,090)

1,154,651

32,765,727

(4,051,390)

12,201,198

CONTINGENT LIABILITIES OF THE PARENT ENTITY -

COMMITMENTS FOR THE ACQUISITION OF PROPERTY,
PLANT AND EQUIPMENT BY THE PARENT ENTITY

NO LONGER THAN 1 YEAR - 4,920,340 34,000,000
LONGER THAN 1 YEAR AND NOT LONGER THAN 5 YEARS - - -
LONGER THAN 5 YEARS - - -

- 4,920,340 34,000,000
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30. EARNINGS PER SHARE

2012% 2011%
(LOSS)/PROFIT ATTRIBUTABLE TO MEMBERS OF PARENT ENTITY ($) (14,445,774) 30,221,253
WEIGHTED AVERAGE NUMBER OF SHARES ON ISSUE (NUMBER]) 78,471,436 73,083,147
WEIGHTED AVERAGE NUMBER OF SHARES ADJUSTED FOR DILUTION (NUMBER) 78,471,436 73,083,147
BASIC EARNINGS PER SHARE (CENTS) (18.4) 41.4
DILUTED EARNINGS PER SHARE (CENTS) (18.4) AW
31. DIVIDENDS PAID AND PROPOSED
2012 % 2011 $ 2010 $
DIVIDENDS PAID AND PROPOSED
(A) DIVIDENDS PAID DURING THE YEAR - - -
FULLY FRANKED FINAL DIVIDEND
[5281E o ?:'EPI\JAT|2,3F]A?§ Eg%EcF%gER 2010; 3,854,075 1,459,282 979,282
2010: 2 CENTS, PAID 9 OCTOBER 2009)
FULLY FRANKED INTERIM DIVIDEND
2010: 2 CENTS, PAID 28 APRIL 2010)
5,395,705 3,755,502 2,258,564
(B) DIVIDENDS DECLARED (NOT RECORDED AS A LIABILITY)
FULLY FRANKED FINAL DIVIDEND
NIL DIVIDEND DECLARED IN 2012 . 3.854.075 1,459 282

(2011: 5 CENTS TO BE PAID 31 OCTOBER 2011;
2010: 2 CENTS TO BE PAID 28 OCTOBER 2010)

DIVIDEND PER SHARE IN RESPECT OF FINANCIAL YEAR

7.0 CENTS

8.0 CENTS

4.0 CENTS

32. CAPITAL AND OTHER COMMITMENTS

The Group has no capital commitments as at 30 June 2012.

33. COMPANY DETAILS

The registered office and principal place of business of the Company is 150 Quill Way, Henderson, Western Australia.

34. CONTINGENT LIABILITIES AND ASSETS

There were no contingent liabilities or assets at 30 June 2012.

35. EVENTS AFTER THE REPORTING DATE

There are no other events of a material nature that have occurred subsequent to the reporting date other than the matters

disclosed in the Directors Report.
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DIRECTORS
DECLARTION

THE DIRECTORS DECLARE THAT:

(a) Inthe Directors opinion, there are reasonable grounds to believe that the Company will be able to pay its debts
as and when they become due and payable

(b) In the Directors opinion, the attached financial statements are in compliance with International Financial
Reporting Standards, as stated in note 1 to the financial statements

(c) In the Directors opinion, the attached financial statements and notes thereto are in accordance with the
Corporations Act 2001, including compliance with accounting standards and giving a true and fair view of the
financial position and performance of the consolidated entity

(d) The Directors have been given the declarations required by s.295A of the Corporations Act 2001.

Signed in accordance with a resolution of the Directors made pursuant to s.295(5) of the Corporations Act 2001.

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

Aaron P Begley
Managing Director & Chief Executive Officer

Dated this 15 August 2012
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Deloitte

Deloitte Touche Tohmatsu
ABN 74 490 121 060

Woodside Plaza

Level 14

240 St Georges Terrace
Perth WA 6000

GPO Box A46

Perth WA 6837 Australia

Tel: +61 (0) 8 9365 7000
Fax: +61 (8) 9365 7001
www.deloitte.com.au

Independent Auditor’s Report
to the members of Matrix Composites & Engineering
Ltd

Report on the Financial Report

We have audited the accompanying financial report of Matrix Composites & Engineering Ltd, which
comprises the statement of financial position as at 30 June 2012, the income statement, the statement of
comprehensive income, the statement of cash flows and the statement of changes in equity for the year ended
on that date, notes comprising a summary of significant accounting policies and other explanatory
information, and the directors’ declaration of the consolidated entity comprising the company and the entities

it controlled at the year’s end or from time to time during the financial year as set out on pages 37 to 85.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation of the financial report that gives a true and
fair view in accordance with Australian Accounting Standards and the Corporations Act 2001 and for such
internal control as the directors determine is necessary to enable the preparation of the financial report that is
free from material misstatement, whether due to fraud or error. In Note 1, the directors also state, in
accordance with Accounting Standard AASB 101 Presentation of Financial Statements, that the financial
statements comply with International Financial Reporting Standards.

Auditor’s Responsibility

Our responsibility is to express an opinion on the financial report based on our audit. We conducted our audit
in accordance with Australian Auditing Standards. Those standards require that we comply with relevant
ethical requirements relating to audit engagements and plan and perform the audit to obtain reasonable
assurance whether the financial report is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial report. The procedures selected depend on the auditor’s judgement, including the assessment of the
risks of material misstatement of the financial report, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control, relevant to the entity’s preparation of the financial report
that gives a true and fair view, in order to design audit procedures that are appropriate in the circumstances,
but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by the directors, as well as evaluating the overall presentation of the financial
report.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Liability limited by a scheme approved under Professional Standards Legislation.

Member of Deloitte Touche Tohmatsu Limited
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Deloitte

Auditor’s Independence Declaration

In conducting our audit, we have complied with the independence requirements of the Corporations Act
2001. We confirm that the independence declaration required by the Corporations Act 2001, which has
been given to the directors of Matrix Composites & Engineering Ltd, would be in the same terms if given
to the directors as at the time of this auditor’s report.

Opinion
In our opinion:

(a) the financial report of Matrix Composites & Engineering Ltd is in accordance with the Corporations
Act 2001, including:

(1) giving a true and fair view of the consolidated entity’s financial position as at 30 June 2012 and its
performance for the year ended on that date; and

(ii) complying with Australian Accounting Standards and the Corporations Regulations 2001; and

(b) the financial statements also comply with International Financial Reporting Standards as disclosed in
Note 1.

Report on the Remuneration Report

We have audited the Remuneration Report included in pages 24 to 26 of the directors’ report for the year
ended 30 June 2012. The directors of the company are responsible for the preparation and presentation of
the Remuneration Report in accordance with section 300A of the Corporations Act 2001. Our
responsibility is to express an opinion on the Remuneration Report, based on our audit conducted in
accordance with Australian Auditing Standards.

Opinion

In our opinion the Remuneration Report of Matrix Composites & Engineering Ltd for the year ended 30
June 2012, complies with section 300A of the Corporations Act 2001.
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DELOITTE TOUCHE TOHMATSU
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E L L
Peter Rupp
Partner
Chartered Accountants
Perth, 15 August 2012
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ADDITIONAL STOCK EXCHANGE INFORMATION

The shareholder information set out below was current as at 5 September 2012.

ORDINARY SHARE CAPITAL

94,555,428 fully paid ordinary shares are held by 4,733 individual shareholders. All issued ordinary shares carry one vote per
share and are entitled to dividends.

DISTRIBUTION OF HOLDERS OF EQUITY SECURITIES

RANGE FULLY PAID ORDINARY NO. OF HOLDERS % OF ISSUED CAPITAL
SHARES
1-1,000 929,302 1,717 0.98
1,001 - 5,000 5,466,580 2,106 5.78
5,001 - 10,000 3,812,042 503 4.03
10,001 - 100,000 9,508,189 366 10.06
> 100,001 74,839,315 41 79.15
TOTAL 94,555,428 4,733 100.00
VARKETABLE PARCEL. A 400 0.05

TWENTY (20) LARGEST HOLDERS OF QUOTED EQUITY SECURITIES

RANK NAME NUMBER PERCENTAGE (%)
1 MILTO PTY LTD 16,729,702 17.69
2 J P MORGAN NOMINEES AUSTRALIA LIMITED 11,702,405 12.38
3 NATIONAL NOMINEES LIMITED 11,484,758 12.15
4 HSBC CUSTODY NOMINEES AUSTRALIA LIMITED 5,406,248 5.72
5 MILTO PTY LTD 5,081,377 5.37
6 BNP PARIBAS NOMINEES PTY LTD 4,502,044 4.76
7 CITICORP NOMINEES PTY LIMITED 4,253,875 4.50
8 MR AARON PAUL BEGLEY 3,062,763 3.24
9 MR MAXWELL GRAHAM BEGLEY 1,610,308 1.70
0 g/IASMLFI)I\EIEAJUNE SAMPEY & MR BRUCE RONALD 1130000 120
11 MR TODD JUSTIN BEGLEY 1,071,800 113
12 VECTOR NOMINEES PTY LIMITED 850,022 0.90
13 BEGLEY SUPERANNUATION CO PTY LTD 760,584 0.80
14 MR CRAIG NEIL DUNCAN 535,214 0.57
15 MR PETER LINDSAY WRIGHT 524,359 0.55
16 SINEDIE PTY LTD 507,241 0.54
17 MR PAUL RICHARD WRIGHT 500,000 0.53
18 MR PAUL RICHARD WRIGHT 460,000 0.49
9 §TBYCL|||\1N\|/|ESETDOR SERVICES AUSTRALIA NOMINEES 183,882 041
20 J P MORGAN NOMINEES AUSTRALIA LIMITED 337,665 0.36

TOTAL 70,894,247 74.98
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ADDITIONAL STOCK EXCHANGE INFORMATION (CONTINUED)
SUBSTANTIAL SHAREHOLDERS

FULLY PAID ORDINARY SHARES

ORDINARY SHAREHOLDERS NUMBER PERCENTAGE (%)
M.G. BEGLEY & ASSOCIATES 24,753,014 26.18
ALLAN GRAY AUSTRALIA PTY LTD 16,499,584 17.45
|OOF HOLDINGS LIMITED 10,154,335 10.75

COMPANY SECRETARY

Mr Peter Tazewell

REGISTERED AND PRINCIPAL ADMINISTRATION OFFICE

150 Quill Way
Henderson WA, Australia 6166
P:+61 89412 1200

SHARE REGISTRY

Link Market Services Ltd
Ground Floor

178 St Georges Terrace
Perth WA, Australia 6000
P: 1300 554 474

ON-MARKET SHARE BUY-BACK

The Company has no current on-market buy back scheme.

RESTRICTED SECURITIES

As at the date of the Annual Report there are no securities subject to any voluntary escrow or any transfer restrictions.
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CORPORATE DIRECTORY

DIRECTORS

Mr P J Hood (Chairman)
Mr A P Begley (CEQ)
Mr C N Duncan

Mr N L Johnson

Mr P R Wright

COMPANY SECRETARY
Mr P Tazewell

HEAD OFFICE

Matrix Composites & Engineering Ltd
150 Quill Way

Henderson WA, Australia 6166

T:+618 94121200

E: matrix@matrixengineered.com

SUBSIDIARY COMPANIES

Specialist Engineering Services (Aust) Ltd
Trading as Matrix Offshore Services & Engineering
185 Camboon Road

Malaga WA, Australia 6116

T: +618 9249 3300

E: mose(dmatrixengineered.com

Matrix Composites & Engineering (USA), Inc
4541 Brittmoore Rd.

Houston, TX 77041 U.S.A

T:+1713 4610552

E: us@matrixengineered.com

Matrix Composites & Engineering
(Asia) Pte Ltd

19 Keppel Road
#06-06 Jit Poh Building

Singapore

Matrix Composites Comercio Manutencao
de Equipamentos Petroliferos Ltda

Av. das Americas 4200 - Bloco 8B - sala 302
Barra da Tijuca - 22640-102

Rio de Janeiro, Brasil

T: +55 21 3385 4198

E: brasilldmatrixengineered.com

Matrix Composites & Engineering
(Europe) Ltd

Rotterdam House
116 Quayside
Newcastle Upon Tyne
NE1 1DY England
T:+44 0191206 4114

E: uk@matrixengineered.com

BANKERS

National Australia Bank
100 St Georges Terrace
PERTH WA, Australia 6000

LAWYERS

Lavan Legal

1 William Street

PERTH WA, Australia 6000

AUDITOR

Deloitte Touche Tohmatsu
Level 14

240 St Georges Terrace
PERTH WA, Australia 6000

SHARE REGISTRY
Link Market Services Ltd
Ground Floor

178 St Georges Terrace
PERTH WA, Australia 6000
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MATRIX COMPOSITES & ENGINEERING LTD
AND CONTROLLED ENTITIES
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