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SOLAR SAILOR HOLDINGS LIMITED
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AND CONTROLLED ENTITIES

DIRECTORS’ REPORT

Your directors present their report of the company and its controlled entities for the financial year
ended 30" June 2007.

Directors

The names of the directors in office at anytime during or since the end of the financial year are:
Dr Robert Dane

Hon Robert Hawke

Mr David Franks

Mr lan Robertson

Directors have been in office since the start of the financial year to the date of this report unless
otherwise stated.

Principal Activities
The principal activities of the consolidated group during the financial year were:
() researching and developing the Solar Sailor technology and concept;

(i) promoting the Solar Sailor technology and “green ferries for blue highways” both domestically
and internationally;

(iii) continuing Charter operations of the Solar Sailor ferry;

(iv) developing the Unmanned Ocean Vehicle (“UOV”) application, filing provisional patents and
engaging the military and other United States of America authorities through the consolidated
group’s investment in UOV LLC; and

(v) formed an international consortium of naval architects, financiers and logistic suppliers to
develop a process and methodology for the large scale transport of potable water by tanker
ships (using Solar Sailor technology) to cities as a solution to water supply shortages.

There was no significant change in the nature of the consolidated group’s principal activities during the
year.

Operating Results

The consolidated loss of the consolidated group for the financial year after providing for income tax
and eliminating minority equity interest amounted to $989,314 (2006 loss of $1,817,886).

Dividends Paid or Recommended

There were no dividends paid or declared since the start of the financial year.

Review of Operations

The consolidated group continues to market, upgrade and promote the technology both nationally and
internationally. This marketing has been through various means, including the appointment of agents,
attendance at roadshows and meeting potential strategic partners, both nationally and internationally.

The consolidated group has formed both informal and formal alliances both domestically and
internationally in tendering for opportunities.
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The Sydney Solar Sailor vessel continued to operate on Sydney Harbour under commercial
conditions, with an upgrade of the Solar Panel and Hybrid Power System being undertaken between
April 2006 and December 2006. The arrangement with Captain Cook Cruises (NSW) Pty Ltd for the
management and operation of the vessel continued in the financial year. This arrangement involves
the consolidated group being paid a license fee based on the turnover of the vessel, with Captain
Cook Cruises (NSW) Pty Ltd being responsible for all costs of the vessel with the exception of repairs
and maintenance of the Hybrid Power System. This arrangement continues.

As a means of furthering the consolidated group’s intellectual property, being the development of the
Unmanned Ocean Vehicle (“UOV”) application, the company filed provisional patents and engaged the
United States of America Office of Naval Research in relation to this technology. The consolidated
group holds a 25% strategic investment in UOV LLC, which has licensed the UOV intellectual
property. UOV LLC received a further grant during the year for investigating naval and military
applications. UOV LLC continues to engage the US military in relation to this technology.

The company has worked closely during the year with stakeholders, including local and state
governments, to educate and respond to submissions in relation to large scale transport of potable
water by tanker ships (using Solar Sailor technology) to cities as a solution to water supply shortages.

In accordance with Australian Equivalents to International Financial Reporting Standards, the
company continues reporting under these parameters, including expensing of Share Based Payments
to management and directors and providing for assets under the new impairment provisions. The later
requirement has necessitated the recognition of a provision for diminution for the loans made to UOV
over the year.

Significant Changes in State of Affairs

The corporate structure of the consolidated group from 2006 has remained, with the same subsidiary
companies existing in 2007 continuing unchanged. Solar Sailor USA Inc, a United States of America
subsidiary continues to be a non-trading entity.

Furthermore, the consolidated group has an investment in UOV LLC. During the financial year, this
investment was re-negotiated, such that the consolidated group now holds a 25% interest in UOV
LLC.

The consolidated group raised $843,740 through shareholders exercising options in October 2006 at a
price of $1.50 per share.

After Balance Date Events

The company is in discussions with a major shareholder to undertake a material capital raising
program, which is likely to be subject to shareholder approval. This capital raising would allow the
consolidated group to design, construct and own a “round the world” Solar Sailor cruising vessel to be
promoted in 2010. Negotiations and finalisation of documentation is continuing at the date of this
report.

With the exception of items mentioned above. no matters or circumstances have arisen since the end
of the financial year which significantly affected or may significantly affect the operations of the
consolidated group, the results of those operations or the state of affairs of the consolidated group in
subsequent financial years.
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Future Developments

The likely developments in the operations of the consolidated group and the expected results of those
operations in future financial years are as follows:

i) the continued use for Solar Sailor as a charter vessel operating through Captain Cook Cruises
(NSW) Pty Ltd for marketing, research and development and testing of components of the
integrated HMP systems.;

i) the commercialisation of the consolidated group's technology through the conversion of the
strong expressions of interest received to date into sales for vessel designs and hybrid power
systems, with the signing of the first stage of development of a ferry for San Francisco;

iii}) the development of the patent technology through other forms of applications, such as small
unmanned ocean vehicles, the extension of the current patent to incorporate new
developments achieved over the last 12 — 18 months and applications in large vessels such
as water tanker ships; and

iv) the continuation of seeking strategic investors and partners.

The Board expects that should the above developments be successful, it will provide a wide market to
the consolidated group from which it would be able to construct a profitable business.

Environmental Issues
The consolidated group’s operations are subject to standard environmental regulation under the law of
the Commonwealth and State applicable to businesses located in Australia and New South Wales,

including regulations relating to the maritime environment.

The directors are not aware of any breaches by the consolidated group in relation to environmental
regulations.

Information on Directors

Robert Hawke Director and Chairman

Qualifications Bachelor of Laws and Bachelor of Arts (Economics),
University of Western Australia; Bachelor of Letters, Oxford
University

Experience Prime Minister of Australia: March, 1983 until December,
1991. Union Leader, Economist and Business Adviser

Other public company directorships International Fuel and Resources Limited

International Fuel Corporation Limited
The Union Education Foundation Limited

Former directorships in last 3 years None

Interest in Shares and Options 14,112 ordinary shares and options to acquire a further
100,000 ordinary shares and options to acquire further shares
under Consultancy Agreement as outlined on Pages 7 and 8.
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Dr Robert Dane

Qualifications

Experience

Other public company directorships

Former directorships in last 3 years
Interest in Shares and Options

David Franks

Qualifications

Other public company directorships
Former directorships in last 3 years
Experience

Interest in Shares and Options

lan Robertson
Qualifications
Other public company directorships
Former directorships in last 3 years

Experience

Interest in Shares and Options

Company Secretary

DIRECTORS’ REPORT

Managing Director

Bachelor of Medicine, Bachelor of Surgery, Diploma of the
Royal Australian College of Obstetricians and Gynaecologists
Founder of technology

None

None

1,983,489 ordinary shares and options to acquire a further
2,139,170 ordinary shares.

Director

Bachelor of Economics, Chartered Accountant, Associate of
Securities Institute of Australia, Certified Financial Planner,
Justice of Peace in New South Wales

None

None

Director of Franks & Associates Pty Ltd — Chartered
Accountants, previously 8 years experience with
PricewaterhouseCoopers and Price Waterhouse in Corporate
Finance and Corporate Advisory Services Divisions

32,933 ordinary shares and options to acquire a further
691,540 ordinary shares (refer Options (Type 4) on page 9).

Director

Bachelor of Laws - University of Melbourne

Bachelor of Commerce - University of Melbourne

AusFILM International Inc. — Chair (2003 to date)

Beyond International Limited (2007 to date)

Australian Broadcasting Authority — Board Member (1997 —
2005)

Managing Partner of Sydney office of Holding Redlich and a
member of the Corporate practice group. lan practises media,
entertainment, intellectual property, trade practices and
corporate law with emphasis on the film, television,
telecommunications, advertising, publishing and on-line
industries. He has served on a number of private and public
boards, including for seven years until August 2005 as a
board member of the Australian broadcasting and on-line
regulator, the Australian Broadcasting Authority.

945 ordinary shares and options to acquire a further 100,000
ordinary shares.

The Company Secretary is David Franks BEc, CA, F Fin, CFP, JP. Mr Franks is principal of Franks
and Associates Pty Ltd (Chartered Accountants). He is currently company secretary of the following

public companies:



SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

DIRECTORS’ REPORT

e Amerod Exploration Limited

Australian Power and Gas Company Limited
Food & Beverage Company Limited

Pulse Health Limited

Redman Mining Limited

Solar Sailor Holdings Limited

e Van Eyk Research Limited, and

e White Energy Company Limited.

Meetings of Directors

During the year, 3 meetings of directors were held. Attendance at these meetings were as follows:

Directors No. Eligible to Attend No. Actually Attended

Dr Robert Dane
Mr David Franks
Hon Robert Hawke
Mr lan Robertson

WWwWww
WNWW

Remuneration Report

The remuneration structure for executive and non-executive directors seeks to emphasise payment for
results through providing a base salary and options, with their exercising dependent on the
achievement of set milestones.

The emoluments of each Director for the financial year follows.

2007
Consultant Director's Superannuation Non-Cash

Director Fees/Wage Fees Contributions Benefits Total
Dr Robert Dane ** $150,000 $14,679 $14,821 - $179,500
Mr David Franks $ 42,000 $16,000 - $46,140 $104,140
Hon Robert Hawke - $36,733 - $ 9,464 $ 46,197
Mr lan Robertson - - $16,000 - $ 16,000

$192,000 $67,412 $30,821 $55,604 $345,837

** |n addition, the consolidated group paid rent for the provision of a Sydney office ($10,404)

2006
Consultant Director's Superannuation Non-Cash

Director Fees/Wage Fees Contributions Benefits Total
Dr Robert Dane ** $183,179 $14,679 $1,321 - $199,179
Mr David Franks $ 42,000 $16,000 - $132,841  $190,841
Hon Robert Hawke - $25,333 - $ 93,723  $119,056
Mr David Fox - $14,679 $1,321 - $16,000
Mr lan Robertson - $14,679 $1,321 $ 61,300 $77,300

$225,179 $85,370 $3,963 $287,864 $602,376

** Consulting fee ($172,776) comprises Managing Director fee (12 months), Personal Assistant fee (12 months),
provision of Sydney home office ($10,404)
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2007 Consultant Director's Superannuation Non-Cash

Executive Officers Fees Fees Contributions Benefits Total
N/A - - - - -
2006 Consultant Director's Superannuation Non-Cash

Executive Officers Fees Fees Contributions Benefits Total
N/A - - - - -
Shares

Shares of directors are outlined in the Section on Information of Directors on Pages 4 and 5.

Options

Total options on issue are:

Description Number Exercise Price Expiry

Type 1 2,889,170 $0.85 Refer Page 8

Type 2 500,000 $1.00 Refer Page 9

Type 4 591,540 $2.50 31 December 2007
Type 5 100,000 $4.00 Refer Page 10

In addition to the options granted, the following incentive schemes were approved by shareholders at
the 2005 Annual General Meeting.

(i) Under the terms and conditions of the option incentive plan between Mr David Franks and
the consolidated group, which can be terminated by either party with one months notice,
the maximum amount of unvested options, being Options (Type 4), over the period 1
January 2005 to 31 December 2007 are 709,848, granted on a straight line monthly basis
over the noted period. To date, 591,540 options have vested. Refer Options (Type 4) on
page 9.

(i) Under the terms and conditions of the Consultancy Agreement between Hon Robert
Hawke and the consolidated group, the following Call Option to acquire the Call Option
Shares as set out below was granted.

a. The Call Option entitles Hon Robert Hawke to purchase the Call Option Shares for
$nil consideration during the Exercise Period.
b. The Exercise Period means the period commencing on the Start Date and ending on
the date which is 12 months after that date.
c. The Start Date is the earlier of:
i. 10 years from the date of the agreement; or
ii. the date on which either of the following events occur (Trigger Events):
ii. an initial public offering (IPO) of the Shares;
iv. the sale of 15% or more of the total Shares on issue on a particular date in
one transaction or in a series of transactions settled at the same time (Sale);
v. termination of this agreement by the Company ; or
vi. the Mutual Agreement Date.
d. Hon Robert Hawke may exercise the Call Option in a single tranche by notice in
writing to the Company at any time during the Exercise Period only in respect of all of
the Call Option Shares.
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e. If the Call Option is exercised, the Company must issue the Call Option Shares to Hon
Robert Hawke for $nil consideration and Hon Robert Hawke must acquire the Call
Option Shares on and subject to the terms of this agreement.

f. If the Call Option is not exercised during the Exercise Period the Call Option lapses
and Hon Robert Hawke has no further rights or claims against the Company.

g. The value of the Call Option Shares will be a percentage (Percentage) of the increase
in capital value of the Company (Value Increase) depending on the size of the Value
Increase as outlined below:

Value Increase Percentage Value of Call Option Shares
$0 - $100,000,000 1.0% $0 - $1,000,000
$100,000,001- $200,000,000 0.75% $750,000 - $1,500,000
$200,000,001- $300,000,000 0.625% $1,250,000 - $1,875,000
$300,000,001- $400,000,000 0.5% $1,500,000 - $2,000,000
$400,000,001- $500,000,000 0.5% $2,000,000 - $2,500,000
$500,000,001- $600,000,000 0.5% $2,500,000 - $3,000,000
$600,000,001- $700,000,000 0.5% $3,000000 - $3,500,000
$700,000,001- $800,000,000 0.5% $3,500,000 - $4,000,000

Options (Type 1)

All options will be convertible into an equivalent number of ordinary shares at an exercise price of
$0.85 each, and shall be issued on the same terms and conditions as, and will rank equally with, the
ordinary shares of the Company. The exercise date is dependent upon the consolidated group
achieving its first license of SolarWing technology or the first sale of a commercial-size vessel based
on SolarWing technology, with the options exercisable at any point in time within two years of this
event. Options will not entitle the holders to participate in any new issues, such as bonus issues or
rights issues, that are extended to shareholders without exercise of the options.

Options (Type 1) previously granted under the Solar Sailor Holdings Limited directors’ option plan
include:

(i) 2,039,170 options granted to Dr Robert Dane

(i) 200,000 options granted to Dr Graham Kelly

(iii) 100,000 options granted to Mr John Paterson

(iii) 100,000 options granted to Dr Paul Scully-Power
(vi) 100,000 options granted to Mr David Franks

(vii) 100,000 options granted to Mr John O’Connor

In addition, as part of the Agreement dated 16" February 2002 between the Company and a previous
director Mr Rik Deaton, the following options (Type 1) were previously granted:

(i) 250,000 options granted to Mr Rik Deaton
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All options will be convertible into an equivalent number of ordinary shares at an exercise price of
$1.00 each, and shall be issued on the same terms and conditions as, and will rank equally with, the
ordinary shares of the Company. The exercise date is dependent upon the consolidated group
achieving its first license of SolarWing technology or the first sale of a commercial-size vessel based
on SolarWing technology, with the options exercisable at any point in time within two years of this
event.

Options will not entitle the holders to participate in any new issues, such as bonus issues or rights
issues, that are extended to shareholders without exercise of the options.

Options (Type 2) previously granted under the Solar Sailor Holdings Limited director’s option plan
include:

i) 100,000 options granted to Hon Robert Hawke
i) 100,000 options granted to Mr David Cassidy
ii) 100,000 options granted to Mrs Susan Dane

iii 100,000 options granted to Mr David Kelly

)
iv) 100,000 options granted to Mr David Fox

(
(
(
(
(

Options (Type 3)

During 2005, the Company undertook a capital raising for ordinary shares. Options attaching to the
issued shares were based on an Agreed Outcome formula and as a result of this methodology,
562,500 options were exercised at $1.50 per share, within 18 months of the capital raising agreement
date, at the option of the option holders. These options were exercised in October 2006.

Options (Type 4)

As approved at the 2005 Annual General Meeting, the Company entered into an option incentive plan
with Mr David Franks and as a result of this plan, 591,540 options vested in the period to 30 June
2007. There are a further 118,308 unvested options, vesting on a straight line monthly basis over the
period July 2007 to December 2007.

The Exercise Price means:

(i) $4.00 per Call Option Share; or

(i) if the Agreed Outcome Right is exercised by ImmoSolar GmbH or Solon AG, $2.50 per
Call Option Share. The Agreed Outcome Right means the right of both Solon AG and
ImmoSolar GmbH, under clause 4.2 of their Share Purchase Agreements, to purchase
Shares at $1.50 per Share where the “Agreed Outcomes” under clause 2 of those
Agreements are not met.

The consulting agreement under which the options vest was terminated by the consolidated group,
effective 24 August 2007. Under the agreement to 31 July 2007, 611,258 of these options have vested
to Mr David Franks, with the balance of 98,590 options lapsing. The Board is proposing the
cancellation of the vested options and the replacement of these options with a reduced number of new
options, subject to shareholder approval at the Annual General Meeting. This matter has not been
finalised at the date of this report, with full details to be provided to shareholders in the Notice of
Annual General Meeting.
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All options will be convertible into an equivalent number of ordinary shares at an exercise price of
$4.00 each, and shall be issued on the same terms and conditions as, and will rank equally with, the
ordinary shares of the Company. The exercise date is dependent upon the consolidated group
achieving its first license of SolarWing technology or the first sale of a commercial-size vessel based
on SolarWing technology, with the options exercisable at any point in time within two years of this
event.

Options will not entitle the holders to participate in any new issues, such as bonus issues or rights
issues, that are extended to shareholders without exercise of the options.

Options (Type 5) previously granted under the Solar Sailor Holdings Limited director’s option plan
include:

(i) 100,000 options granted to Mr lan Robertson

Except as set out under Significant Changes in State of Affairs, no further shares have been issued by
virtue of the exercise of an option during the year or to the date of this report.

There are no further options outstanding against the Company.

No person entitled to exercise the option had or has any right by virtue of the option to participate in
any share issue of any other body corporate.

Convertible Notes

There were no convertible notes granted or outstanding during or since the financial year by the
company or controlled entities to directors.

Convertible notes previously granted by Solar Sailor Holdings Limited include 200 convertible notes of
$1,000 granted to Susan Kelly, a related party to Dr Graham Kelly. On 23 December 2005, an entity
related to Dr Robert Dane purchased the convertible notes from Susan Kelly with each note able to be
converted into 1,177 ordinary fully paid shares up to, and including, 31% December 2007.

In August 2005, the convertible notes were converted into 235,400 ordinary shares There are no
convertible notes outstanding at the date of this report.

Indemnifying Officers and Auditors

Under the Constitution of the Company, Clauses 129 to 131 (inclusive) outlines the Officers’
indemnities and insurance provisions. The Constitution provides for:

(v) indemnification out of the property of the Company against any liability for costs and expenses
incurred in defending any proceedings for which judgement is given in favour of the officer, or
where liability is incurred provided that the liability did not arise out of a lack of good faith

(ii) payment of a premium in respect of a contract of insurance against a liability incurred as an
officer provided that it did not result out of a wilful breach of duty and cover also for costs and
expenses in defending proceedings.

10
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The company has not had to enter into any other written indemnities. The consolidated group has
insurance for each Director and Officer against liabilities and for costs and expenses incurred by them
in defending any legal proceedings arising out of their conduct while acting in the capacity of Directors
and Officers of the consolidated group. The amount of the premium for such a policy was $8,017
(excluding GST) for the period 30™ November 2006 to 30™ November 2007.

There has been no insurance premium paid by the consolidated group in respect of the company
auditor.

Proceedings on Behalf of Company

At the start of the June 2005 financial year, a potential dispute with a third party located in the United
States of America relating to claims of compensation came to the attention of the consolidated group.
The Company retained US counsel and at this stage it is not possible to predict an outcome. Our legal
advice is that the claims are without merit.

No person has applied for leave of court to bring proceedings on behalf of the company or intervene in
any proceedings to which the company is a party for the purpose 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.

Audit and non-audit services

Details of amounts paid or payable to the auditor for additional non-audit services provided during the
year are set out in Note 5 and 23 to the Financial Statements.

Auditors Independence Declaration

A copy of the auditor’s independence declaration as required under section 307C of the Corporations Act
2001 is set out on Page 13.

Auditor

The auditor continues in office in accordance with Section 327 of the Corporations Act 2001.

1"
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Rounding of Accounts
Amounts stated in the accounts are not rounded.

Signed in accordance with a resolution of the Board of Directors dated 20 August 2007.

...... /L
Dr Robert Dane
Managing Director Chairman d

/4

Dated this 20" day of August 2007.

12
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AUDITOR’S INDEPENDENCE DECLARATION
UNDER SECTION 307C OF THE CORPORATIONS ACT 2001
TO THE DIRECTORS OF SOLAR SAILOR HOLDINGS LIMITED

| declare that, to the best of my knowledge and belief, during the year ended 30 June 2007

there have been:

15

WA [fprnmdl

WHK Howarth

David Sinclair

Total Financial Solutions

no contraventions of the auditor independence requirements as set out in the
Corporations Act 2001 in relation to the audit; and

no contraventions of any applicable code of professional conduct in relation to the
audit.

Date A0 W Mﬂ?

WHK Horwath Sydney ABN 97 895 683 573

Level 15 309 Kent Street Sydney NSW 2000

13 Telephone +61 2 9262 2155 Facsimile +61 2 9262 2190
Email sydney@whkhorwath.com.au
www.whkhorwath.com.au

COVER OF —~ i
Excmionca Liubility limited by a Scheme approved wnder Professional Standards Regulation A WHK (.JIOUP Firm
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Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
Note $ $ $ $
Revenue from continuing operations 4 267,470 129,336 181,607 162,484
Changes in inventory of finished - -
goods and work in progress (280) (313)
Employee share based payments (55,604) (287,864) (55,604) (287,864)
Other employee benefits expenses (388,746) (308,880) (86,991) (99,333)
Depreciation, amortisation expense
and asset write off 5 (222,911) (224,661) - -
Finance costs 5 (103) (7,655) - (7,500)
Impairment gains/(losses) 5 16,197 (543,910) (562,004) (1,536,102)
Other expenses 5 (605,337) (582,059) (121,247) (94,562)
Loss before income tax (989,314) (1,826,006) (644,239) (1,862,877)
Income tax expense 6 - 8,120 - -
Operating loss after tax expense (989,314) (1,817,886) (644,239) (1,862,877)
Loss for the year (989,314) (1,817,886) (644,239) (1,862,877)
Loss attributable to the members of
Solar Sailor Holdings Limited (989,314) (1,817,886) (644,239) (1,862,877)
Earnings per share for loss from
continuing operations attributable to
the ordinary equity holders of the
company
Cents Cents
Basic earnings per share 27 (11.7) (23.8)
Diluted earnings per share 27 (11.7) (23.8)

The accompanying notes form part of this financial report.

14
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BALANCE SHEETS

AS AT 30™ JUNE 2007
Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
Note $ $ $ $
ASSETS
CURRENT ASSETS
Cash and cash equivalents 7 1,412,380 1,652,724 1,353,458 1,500,633
Trade receivables and other
receivables 8 56,543 14,264 1,911 6,270
Other current assets 9 4,755 15,438 4,755 5,926
TOTAL CURRENT ASSETS 1,473,678 1,582,426 1,360,124 1,512,829
NON-CURRENT ASSETS
Trade receivables and other
receivables 8 - 22,499 1,614,350 1,471,597
Other financial assets 10 30 31 241,714 241,714
Intangible assets 12 285,167 290,529 - -
Property, plant and equipment 13 631,176 829,017 - -
TOTAL NON-CURRENT ASSETS 916,373 1,142,076 1,856,064 1,713,311
TOTAL ASSETS 2,390,051 2,724,502 3,216,188 3,226,140
CURRENT LIABILITIES
Trade payables and other payables 14 104,275 348,756 34,910 299,967
TOTAL CURRENT LIABILITIES 104,275 348,756 34,910 299,967
NON-CURRENT LIABILITIES
Financial liabilities 15 - - - -
TOTAL NON-CURRENT LIABILITIES - - - -
TOTAL LIABILITIES 104,275 348,756 34,910 299,967
NET ASSETS 2,285,776 2,375,746 3,181,278 2,926,173
EQUITY
Issued capital 16 8,492,493 7,648,753 8,492,493 7,648,753
Reserves 17 918,968 863,364 918,968 863,364
Accumulated losses 17 (7,125,685) (6,136,371) (6,230,183) (5,585,944)
TOTAL EQUITY 2,285,776 2,375,746 3,181,278 2,926,173

The accompanying notes form part of this financial report.
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STATEMENTS OF CHANGES IN EQUITY

AS AT 30™ JUNE 2007
Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
Note $ $ $ $
Total equity at the beginning of
the financial year 2,375,746 2,169,545 2,926,173 2,764,963
Net income recognised directly - - - -
in equity
Loss for the year (989,314)  (1,817,886) (644,239)  (1,862,877)
Total recognised income and
expense for the year (989,314) (1,817,886) (644,239) (1,862,877)
Transactions with equity
holders in their capacity as
equity holders:
Contributions of equity, net of
transaction costs 843,740 1,736,223 843,740 1,736,223
Share based payments 55,604 287,864 55,604 287,864
Total equity at the end of the
financial year 2,285,776 2,375,746 3,181,278 2,926,173

The accompanying notes form part of this financial report.
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CASH FLOW FROM

STATEMENTS OF CASH FLOWS
FOR THE YEAR ENDED 30™ JUNE 2007

Note

OPERATING ACTIVITIES
Receipts from customers
Payments to suppliers and

employees

Interest received
Interest Paid
Income Tax Refund

Net cash provided by (used in)

operating activities

CASH FLOW FROM |
ACTIVITIES

21(a)

NVESTING

Purchase intangible assets
Payments for other financial

assets

Loans to related parties
Repayment of loans to related

parties
Purchase of property,
equipment

plant and

Net cash provided by (used in)

investing activities

CASH FLOW FROM FINANCING

ACTIVITIES

Proceeds from issue of shares
Payments in raising capital
Proceeds from borrowings
Repayment of borrowings

Net cash provided by (used in)

financing activities

Net increase/(decrease) in cash

held

Effect of foreign exchange rate

changes on cash
Cash at 1 July 2006

Cash at 30 June 2007

The accompanying notes form part of this financial report.

Economic Economic Parent Parent

Entity Entity Entity Entity

2007 2006 2007 2006

$ $ $ $

264,181 124,763 - -
(1,171,454) (1,004,951) (406,184) (207,049)

82,133 33,798 81,109 32,063

(103) (7,655) - (7,500)

- 8,120 - -

(825,243) (845,925) (325,075) (182,486)

(18,777) (57,518) - -

- (1,240) - -

(118,007) (202,657) (701,708) (938,092)

- - 54,815 35,000

(3,110) (27,040) - -

(139,894) (288,455) (646,893) (903,092)

843,740 1,622,028 843,740 1,622,028

- (250,000) - (250,000)

843,740 1,372,028 843,740 1,372,028

(121,397) 237,648 (128,228) 286,450

(18,947) 16,490 (18,947) 16,490

1,552,724 1,298,586 1,500,633 1,197,693

1,412,380 1,652,724 1,353,458 1,500,633
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SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES

The financial report is a general purpose financial report that has been prepared in accordance with
Accounting Standards, including Australian Accounting Interpretations, other authoritative
pronouncements of the Australian Accounting Standards Board and the Corporations Act 2001

Compliance with IFRSs

Australian Accounting Standards include AIFRSs. Compliance with AIFRSs ensures that the
consolidated financial statements and notes of Solar Sailor Holdings Limited comply with International
Financial Reporting Standards (IFRSs). The parent entity financial statements and notes also comply
with IFRSs.

The financial report covers the consolidated group of Solar Sailor Holdings Limited and controlled
entities, and Solar Sailor Holdings Limited as an individual parent entity. Solar Sailor Holdings Limited
is an unlisted public company, incorporated and domiciled in Australia.

Historical cost convention

These financial statements have been prepared under the historical cost convention, as modified by
the revaluation of available-for-sale financial assets, financial assets and liabilities (including derivative
instruments) at fair value through profit or loss, certain classes of property, plant and equipment and
investment property.

Critical accounting estimates

The preparation of financial statements in conformity with AIFRS requires the use of certain critical
accounting estimates. It also requires management to exercise its judgement in the process of
applying the Group’s accounting policies. The areas involving a higher degree of judgement or
complexity, or areas where assumptions and estimates are significant to the financial statements, are
disclosed in Note 3.

The following is a summary of the material accounting policies adopted by the consolidated group in
the preparation of the financial report. The accounting policies have been consistently applied, unless
otherwise stated.

(@) Principles of Consolidation

A controlled entity is any entity that Solar Sailor Holdings Limited has the power to control the
financial and operating policies of the entity so as to obtain benefits from its activities. A list of
controlled entities is contained in Note 11 to the financial statements. All controlled entities have
a June financial year end.

All inter-company balances and transactions between entities in the consolidated group,
including any unrealised profits or losses, have been eliminated on consolidation. . Accounting
policies of subsidiaries have been changed where necessary to ensure consistency with those
policies applied by the parent entity.

Where controlled entities have entered or left the consolidated group during the year, their
operating results have been included from the date control was obtained or until the date control
ceased.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the
Group.
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SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (continued)

(b)

(c)

(d)

Income Tax

Deferred tax is accounted for using the balance sheet liability method in respect of temporary
differences arising between the tax bases of assets and liabilities and their carrying amounts in
the financial statements. No deferred income tax will be 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 assets and liabilities are recognised for temporary differences at the tax rates
expected to apply when the assets are recovered or liabilities are settled, based on those tax
rates which are enacted or substantively enacted for each jurisdiction. The relevant tax rates
are applied to the cumulative amounts of deductible and taxable temporary differences to
measure the deferred tax asset or liability. An exception is made for certain temporary
differences arising from the initial recognition of an asset or a liability. No deferred tax asset or
liability is recognised in relation to these temporary differences if they arose in a transaction,
other than a business combination, that at the time of the transaction did not affect either
accounting profit or taxable profit or loss.

Deferred tax liabilities and assets are not recognised for temporary differences between the
carrying amount and tax bases of investments in controlled entities where the parent entity is
able to control the timing of the reversal of the temporary differences and it is probable that the
differences will not reverse in the foreseeable future.

Current and deferred tax balances attributable to amounts recognised directly in equity are also
recognised directly in equity.

Solar Sailor Holdings Limited and its wholly-owned Australian controlled entities have elected
not to implement tax consolidation legislation to date. The Company is presently seeking advice
with the likely implementation date from 1 July 2007. The Australian Taxation Office has not as
yet been notified of this.

Inventories

Inventories are measured at the lower of cost and net realisable value.

Property, Plant and Equipment

Each class of property, plant and equipment is carried at cost, less where applicable, any
accumulated depreciation and impairment loss.

Plant and equipment

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

The cost of fixed assets constructed within the consolidated group includes the cost of
materials, direct labour, borrowing costs and an appropriate proportion of fixed and variable
overheads.

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.
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SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

The cost of fixed assets constructed within the consolidated group includes the cost of
materials, direct labour, borrowing costs and an appropriate proportion of fixed and variable
overheads.

Depreciation

(e)

The depreciable amounts of all fixed assets including buildings and capitalised lease assets, but
excluding freehold land, are depreciated on a straight line basis over their estimated useful lives
to the consolidated group commencing from the time the asset is held ready for use. Leasehold
improvements are depreciated over 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
Leasehold Improvements 2.5%
Plant and Equipment 9.0%
Leased Plant and Equipment 9.0%
Solar Sailor vessel 10.0%

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

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.

Leases

Leases of fixed assets where substantially all the risks and benefits incidental to the ownership
of the asset, but not the legal ownership that are transferred to entities in the consolidated
group, are classified as finance leases.

Finance leases are capitalised at the lease’s inception at the lower of the fair value of the leased
property and the present value of the minimum lease payments. The corresponding rental
obligations, net of finance charges, are included in other long-term payables. Each lease
payment is allocated between the liability and finance cost. The finance cost is charged to the
income statement over the lease period so as to produce a constant periodic rate of interest on
the remaining balance of the liability for each period. The property, plant and equipment
acquired under finance leases is depreciated over the shorter of the asset’s useful life and the
lease term.

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.
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SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

()

(9)

Intangibles

Research Expenditure
Research costs are charged to operating profit from ordinary activities before income tax as
incurred.

Patents and Trademarks
Patents and Trademarks are valued in the accounts at cost of acquisition and will be amortised
over 20 years, being the period in which their benefits are expected to be realised.

Employee Benefits

(i) Wages and salaries, annual leave and sick leave

Liabilities for wages and salaries, including non-monetary benefits, annual leave and
accumulating sick leave expected to be settled within 12 months of the reporting date are
recognised in other payables in respect of employees' services up to the reporting date and are
measured at the amounts expected to be paid when the liabilities are settled plus related on-
costs.

(i) Long service leave

The liability for long service leave is recognised in the provision for employee benefits and
measured as the present value of expected future payments to be made in respect of services
provided by employees up to the reporting date using the projected unit credit method.
Consideration is given to expected future wage and salary levels, experience of employee
departures and periods of service. Expected future payments are discounted using market
yields at the reporting date on national government bonds with terms to maturity and currency
that match, as closely as possible, the estimated future cash outflows.

(iii) Retirement benefit obligations
Contributions are made by the consolidated group to employee superannuation funds and are
charged as expenses when incurred.

(iv) Share-based payments
Share based compensation benefits are provided to employees and executives. Information
relating to such benefits in set out in Note 18.

Shares and options granted before 7 November 2002 and/or vested before 1 January 2005

No expense is recognised in respect of the options or shares issued to employees for nil
consideration. Shares issued following the exercise of options are recognised at that time and
the proceeds received allocated to share capital.

Shares and options granted after 7 November 2002 and vested after 1 January 2005

The fair value of options granted under the Value AIFRS Employee Option Plan is recognised
as an employee benefit expense with a corresponding increase in equity. The fair value is
measured at grant date and recognised over the period during which the employees become
unconditionally entitled to the options.

The fair value at grant date is determined using a Black-Scholes option pricing model that takes
into account the exercise price, the term of the option, the impact of dilution, the share price at
grant date and expected price volatility of the underlying share, the expected dividend yield and
the risk free interest rate for the term of the option.
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SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(9)

(h)

)]

(k)

Employee Benefits (continued)

The fair value of the options granted is adjusted to reflect market vesting conditions, but
excludes the impact of any non-market vesting conditions (for example, profitability and sales
growth targets). Non-market vesting conditions are included in assumptions about the number
of options that are expected to become exercisable. At each balance sheet date, the entity
revises its estimate of the number of options that are expected to become exercisable. The
employee benefit expense recognised each period takes into account the most recent estimate.

Upon the exercise of options, the balance of the share-based payments reserve relating to
those options is transferred to share capital and the proceeds received, net of any directly
attributable transaction costs, are credited to share capital.

Under the employee share scheme, shares issued to employees for no cash consideration vest
immediately on grant date. On this date, the market value of the shares issued is recognised as
an employee benefits expense with a corresponding increase in equity.

Cash and Cash Equivalents

For the purposes of the statement of cash flows, cash and cash equivalents includes cash on
hand and at call deposits with banks or financial institutions, net of bank overdrafts.

Comparative figures and period of accounting

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

Revenue
Revenue from the sale of goods is recognised upon the delivery of goods to customers.

Revenue from the rendering of a service, such as charter ticket sales, is recognised upon the
delivery of the service to the customers.

Revenue from grants and sponsorship is recognised on an accruals basis over the period
relating to the grant or sponsorship.

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

Goodwill and intangible assets that have an indefinite useful life are not subject to amortisation
and are tested annually for impairment or more frequently if events or changes in circumstances
indicate that they might be impaired. Other assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount may not be recoverable.

An impairment loss is recognised for the amount by which the asset’s carrying amount exceeds
its recoverable amount. The recoverable amount is the higher of an asset’s fair value less costs
to sell and value in use. For the purposes of assessing impairment, assets are grouped at the
lowest levels for which there are separately identifiable cash inflows which are largely
independent of the cash inflows from other assets or groups of assets (cash-generating units).

Non-financial assets other than goodwill that suffered an impairment are reviewed for possible
reversal of the impairment at each reporting date.
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SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

U]

(m)

(n)

Earnings per share

(i) - Basic earnings per share

Basic earnings per share is determined by dividing the loss after income tax attributable to
members of the Company, excluding any costs of servicing equity other than ordinary shares,
by the weighted average number of ordinary shares outstanding during the financial year,
adjusted for bonus elements in ordinary shares issued during the year.

(ii) - Diluted earnings per share

Diluted earnings per share adjusts the figures used in the determination of basic earnings per
share to take into account the after income tax effect of interest and other financing costs
associated with dilutive potential ordinary shares and the weighted average number of shares
assumed to have been issued for no consideration in relation to dilutive potential ordinary
shares.

Segment reporting

A business segment is a group of assets and operations engaged in providing products or
services that are subject to risks and returns that are different to those of other business
segments. A geographical segment is engaged in providing products or services within a
particular economic environment and is subject to risks and returns that are different from those
of segments operating in other economic environments.

Revenues, expenses and assets are recognised net of the amount of associated GST, unless
the GST incurred is not recoverable from the taxation authority. In this case it is recognised as
part of the cost of acquisition of the asset or as part of the expense.

Receivables and payables are stated inclusive of the amount of GST receivable or payable.
The net amount of GST recoverable from, or payable to, the taxation authority is included with
other receivables or payables in the balance sheet.

Cash flows are presented on a gross basis. The GST components of cash flows arising from
investing or financing activities which are recoverable from, or payable to the taxation authority,
are presented as operating cash flow.

Foreign currency translation

(i) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using
the currency of the primary economic environment in which the entity operates (‘the functional
currency’). The consolidated financial statements are presented in Australian dollars, which is
Solar Sailor Holdings Limited’s functional and presentation currency.

(i) Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting
from the settlement of such transactions and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognised in the income
statement, except when deferred in equity as qualifying cash flow hedges and qualifying net
investment hedges.

Translation differences on non-monetary financial assets and liabilities are reported as part of
the fair value gain or loss. Translation differences on non-monetary financial assets and
liabilities such as equities held at fair value through profit or loss are recognised in profit or loss
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SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

NOTE 1: STATEMENT OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

(n)

Foreign currency translation (continued)

as part of the fair value gain or loss. Translation differences on non-monetary financial assets
such as equities classified as available-for-sale financial assets are included in the fair value
reserve in equity.

NOTE 2: FINANCIAL RISK MANAGEMENT

The Group's activities expose it to a variety of financial risks; market risk (including currency risk, fair
value interest rate risk and price risk), credit risk, liquidity risk and cash flow interest rate risk.

Risk management is carried out by the Managing Director under policies approved by the Board of
Directors. The Board identifies, evaluates and hedges significant financial risks. The Board provides
principles for overall risk management.

(a)

(b)

(c)

(d)

Market risk

Foreign exchange risk
Foreign exchange risk arises when the future commercial transactions and recognised assets
and liabilities are denominated in a currency that is not the entity’s functional currency.

The Group operates internationally and is exposed to foreign exchange risk arising from
currency exposures to the US dollar. The company presently has US denominated cash
holdings to cover present US denominated existing liabilities.

Interest rate risk

The group’s interest rate risk arises from fixed interest on long term borrowings. The group does
not presently have any borrowings and, therefore, does not have exposure to interest rate risk.

Credit Risk
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 value, net of any provisions for
doubtful debts of those assets, as disclosed in the Balance Sheet and Notes to the Financial
Statements.
Except for the following concentrations of credit risks, the consolidated group does not have any
material credit risk exposure to any single debtor or group of debtors under financial instruments
entered into by the consolidated group:
(i) Current Receivable — UOV LLC : US$397,000 or A$467,714.

Under AIFRS, this balance has been fully provided for in the Financial Statements.
Liquidity risk
Prudent liquidity risk management implies maintaining sufficient cash. The company maintains

flexibility through capital raising programmes as required and manages liquidity through
appropriate budgeting processes.
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SOLAR SAILOR HOLDINGS LIMITED
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AND CONTROLLED ENTITIES

NOTE 3: CRITICAL ACCOUNTING JUDGEMENTS AND ESTIMATES

Estimates and judgements are continually evaluated and are based on historical experience and other
factors, including expectations of future events that may have a financial impact on the entity and that
are believed to be reasonable under the circumstances.

(a)

Critical accounting estimates and assumptions

The Group makes estimates and assumptions concerning the future. The resulting
accounting estimates will, by definition, seldom equal the related actual results. The
estimates and assumptions that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial year are discussed below.

Assumptions in relation to Solar Sailor Vessel

1. Charter revenue at 2007 income levels, increasing at 5% p.a;

2. Sponsorship revenue at current income levels of $20,000 p.a. increasing at 5% p.a;
3. Repairs and maintenance at current rates; and

4. Continuation of Captain Cook Cruises agreement at current rates.

Assumptions in relation to Patents
1. Delivery of first vessel for San Francisco in 2008 at proposed rates;
2. Delivery of vessel for Gold Coast in 2008 at proposed rates; and

3. Operating according to approved expenditure budget for the period to December 2008.

Due to commercial in confidence reasons, the Board is unable to stipulate the amount of
proposed contract rates in relation to the patent assumptions.

Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
Note $ $ $ $
NOTE 4: REVENUE

From continuing operations
Sales of solar panels - (1,815) - -
Cruise revenue 41,191 42,429 - -
Sponsorship 40,000 24,119 - -
Fees for tenders and studies 199,823 - - -
Interest received 4(a) 78,430 31,967 76,749 30,233
Foreign exchange gain / (loss) (91,974) 32,251 (95,142) 32,251
Management fee - - 200,000 100,000
Other - 385 - -
267,470 129,336 181,607 162,484

(a) Interest revenue from

- other persons 78,430 31,967 76,749 30,233
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AND CONTROLLED ENTITIES

NOTE 5:

EXPENSES

Loss before income tax includes the
following specific expenses:

Amortisation of non current
assets

- formation costs

- patents

Depreciation of non current
assets

- plant and equipment

- Solar Sailor vessel

Research and development

Remuneration of the
Auditors of Company for:
- auditing of the financial reports

Finance costs
- Director related entities
Convertible note
Loan
Non related parties

Rental expense on operating

lease for premises

- Director related entities
Sydney Office

Significant revenues and

expenses

- Impairment losses on loans
to Advanced
Technology Watercraft

- Impairment losses on Solar
Cats Investments

- Impairment losses/(reversal
of impairment losses)
on loans to UOV

Total impairment loss/(gain)

Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006

Note $ $ $ $
24,139 25,374 - -
6,662 7,960 - -
192,110 191,327 - -
222,911 224,661 - -
91,670 143,972 -
12,150 11,366 12,150 11,366

- 3,333 - 3,333

- 4,167 - 4,167

103 155 - -

103 7,655 - 7,500
10,404 10,404 - _

- - 578,200 992,192

60,000 - 60,000 -
(76,196) 543,910 (76,196) 543,910
(16,197) 543,910 562,004 1,536,102
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Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
$ $ $ $
NOTE 6: INCOME TAX EXPENSE
The prima facie tax payable/(credit)
on profit (loss) before tax is
reconciled to the income tax as
follows:
Tax at Australian rate 30% (2006:
30%) (296,794) (547,802) (193,272) (558,863)
Add: Tax effect of:
- Research and development (8,816) (18,298) - -
- Entertainment 4,053 598 - -
(301,557) (565,502) (193,272) (558,863)
Tax refund from last year - 8,120 - -
Deferred tax asset benefit not
brought to account 301,557 565,502 193,272 558,863
- 8,120 - -

The Directors estimate that the
potential deferred tax asset at 30"
June 2007 in respect of tax losses
not brought to account is
1,767,074 1,408,781 491,319 475,292

This benefit for tax losses will only be obtained if:

(i) the consolidated entity derives future assessable income of a nature and of an amount
sufficient to enable the benefit from the deductions for the losses to be realised, or
(i) the losses are able to be transferred to an eligible entity in the consolidated entity, and

(iii) the consolidated entity continued to comply with the conditions of deductibility imposed
by tax legislation, and

(iv) no changes in tax legislation adversely affect the consolidated entity in realising the
benefit from the deductions for the losses.

Solar Sailor Holdings Limited has not implemented the tax consolidation legislation of 1 July

2003.
Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
$ $ $ $

NOTE 7: CASH AND CASH
EQUIVALENTS

Petty cash - - - -
Cash at bank 1,412,380 1,552,724 1,353,458 1,500,633

1,412,380 1,552,724 1,353,458 1,500,633
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Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
$ $ $ $
NOTE 7: CASH AND CASH
EQUIVALENTS (CONTINUED)
Reconciliation of Cash
Cash at the end of the financial year
as shown in the Statement of Cash
Flows is reconciled to the related
items in the Statement of Financial
Position as follows:
Cash and cash equivalents 1,412,380 1,552,724 1,353,458 1,500,633
Cash per cash flow statements 1,412,380 1,552,724 1,353,458 1,500,633

Cash deposits are at call bearing interest between 3.52% to 5.00%. Term deposits interest rates
ranging from 6.00% to 6.30% per annum.

NOTE 8: TRADE RECEIVABLES AND
OTHER RECEVABLES

CURRENT
Trade debtors 56,543 14,264 1,911 6,270
56,543 14,264 1,911 6,270
NON-CURRENT
Amounts receivable:
Loans to other entities 467,714 566,409 467,714 566,409
Provision for impairment (467,714) (543,910) (467,714) (543,910)
- 22,499 - 22,499

Loans to wholly-owned entities 8(a) - 1,614,350 1,449,098

- 22,499 1,614,350 1,471,597

(a) Loans to wholly-owned entities
Opening -
Loan advanced during year
To Advanced Technology

1,449,098 1,618,631

Watercraft Pty Ltd - - 638,243 733,789
To Olympia# Pty Ltd - - 144,185 44,161
To Solar Sailor Pty Ltd - - 21,273 81,685

- - 803,701 859,635

Loan repaid during year
From Advanced Technology
Watercraft Pty Ltd - - (54,815)
From Olympia# Pty Ltd (5,434) (1,976

)
From Solar Sailor Pty Ltd - - - (35,000)
(60,249) (36,976)

Provision — Advanced Technology
Watercraft Pty Ltd -

(578,200)  (992,192)

Closing - 1,614,350 1,449,098
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NOTE 9: OTHER CURRENT ASSETS

CURRENT
Prepayments
Deposits

Note

NOTE 10: OTHER FINANCIAL ASSETS

NON CURRENT
Unlisted investments, at cost

Shares in controlled entities
Shares in other entities

(a) Shares in other entities

Solar Sailor USA Inc
Solar Coast Cats Pty Ltd
UQOV LLC

NOTE 11: CONTROLLED ENTITIES

(a) Controlled entities and contribution

to consolidated profit/(loss)

Parent entity

Solar Sailor Holdings Limited

Subsidiaries of Solar Sailor Holdings

Limited

Solar Sailor Pty Ltd

Advanced Technology Watercraft Pty Ltd

Olympia# Pty Ltd

The proportion of ownership interest is equal to the proportion of voting power held.
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Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
$ $ $ $
4,755 14,228 4,755 5,926
- 1,210 - -
4,755 15,438 4,755 5,926
- - 241,714 241,714
30 31 - -
30 31 241,714 241,714
% %
Country of Owned Owned Class of
Incorporation 2007 2006 Share
USA 96.67% 96.67% Various
Australia 28.33% 33.33% Ordinary
USA 25.00% 49.00% Ordinary
% %
Country of Owned Owned Class of
Incorporation 2007 2006 Share
Australia N/A N/A Ordinary
Australia 100% 100% Ordinary
Australia 100% 100% Ordinary
Australia 100% 100% Ordinary
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Patents Formation IP Total
NOTE 12: INTANGIBLE ASSETS $ $ $ $
Consolidated
At 1 July 2005
Cost 414,239 33,685 7,262 455,186
Accumulated amortisation & impairment (155,854) (33,685) (7,262) (196,801)
Net book amount 258,385 - - 258,385
Year ended 30 June 2006
Opening net book amount 258,385 - - 258,385
Additions 57,518 - - 57,518
Amortisation charge (25,374) - - (25,374)
Closing net book amount 290,529 - - 290,529
At 30 June 2006
Cost 471,757 33,685 7,262 512,704
Accumulated amortisation & impairment (181,228) (33,685) (7,262) (222,175)
Net book amount 290,529 - - 290,529
Year ended 30 June 2007
Opening net book amount 290,529 - - 290,529
Additions 18,777 - - 18,777
Amortisation charge (24,139) - - (24,139)
Closing net book amount 285,167 - - 285,167
At 30 June 2007
Cost 490,534 33,685 7,262 531,481
Accumulated amortisation & impairment (205,367) (33,685) (7,262) (246,314)
Net book amount 285,167 - - 285,167
Parent
At 1 July 2005
Cost - 33,685 - 33,685
Accumulated amortisation & impairment - (33,685) - (33,685)
Net book amount - - - -
Year ended 30 June 2006
Opening net book amount - - - -
Additions - - - -
Amortisation charge - - - -
Closing net book amount - - - -
At 30 June 2006
Cost - 33,685 - 33,685
Accumulated amortisation & impairment - (33,685) - (33,685)
Net book amount - - - -
Year ended 30 June 2007
Opening net book amount - - - -
Additions - - - -
Amortisation charge - - - -
Closing net book amount - - - -
At 30 June 2007
Cost - 33,685 - 33,685
Accumulated amortisation & impairment - (33,685) - (33,685)

Net book amount - - - _
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NOTE 13: PROPERTY, PLANT & EQUIPMENT

Consolidated

At 1 July 2005
Cost
Accumulated depreciation
Net book amount

Year ended 30 June 2006
Opening net book amount
Additions
Depreciation charge
Closing net book amount

At 30 June 2006
Cost
Accumulated depreciation
Net book amount

Year ended 30 June 2007
Opening net book amount
Additions/ (Disposals)
Depreciation charge
Closing net book amount

At 30 June 2007
Cost
Accumulated depreciation
Net book amount

The parent entity held no property, plant and equipment during the years ended 30 June 2006 and 30

June 2007.

NOTE 14: TRADE PAYABLES AND

OTHER PAYABLES

CURRENT

Trade creditors

Sundry creditors & accruals
Other

31

Solar Sailor Plant and

vessel equipment Total

$ $ $

1,900,957 64,496 1,965,453

(930,979) (33,209) (964,188)

969,978 31,287 1,001,265

969,978 31,287 1,001,265

20,125 6,914 27,039

(191,327) (7,960) (199,287)

798,776 30,241 829,017

1,921,082 71,410 1,992,492

(1,122,306) (41,169) (1,163,475)

798,776 30,241 829,017

798,776 30,241 829,017

- (1,310) (1,310)

(192,110) (4,421) (196,531)

606,666 24,510 631,176

1,921,082 70,100 1,991,182

(1,314,416) (45,590) (1,360,006)

606,666 24,510 631,176
Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
$ $ $ $
61,625 67,425 12,260 52,299
22,650 143,208 22,650 143,208
20,000 138,123 - 104,460
104,275 348,756 34,910 299,967
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NOTE 15: FINANCIAL
LIABILITIES

NON-CURRENT
Amount payable:
Director related entities

(a) Loans from Director related
entities
Loan advanced during year
By entity related:R Dane
Loan repaid during year
By entity related :D Kelly
By entity related:R Dane

(b) Interest rate risk exposures

Economic Economic Parent Parent

Entity Entity Entity Entity

2007 2006 2007 2006

$ $ $ $

15(a) - - - -
- 250,000 - 250,000

Loans from directors, repaid during the year, were unsecured and carried an interest rate of 10.0%

(2006: 10.0%).

Entity
NOTE 16: ISSUED CAPITAL

(a) Share capital
Ordinary shares

(b) Other equity securities
Convertible notes

(c) Ordinary shares

1 July 2004

104,628 on 15 October 2004
1,000 on 15 October 2004
250,000 on 20 April 2005
125,000 on 4 May 2005
Transaction costs

30 June 2005

2007
Shares

16(c) 8,598,970

16(d)

Notes

Parent Entity Parent
2006 2007 2006
Shares $ $
8,036,470 8,492,493 7,648,753
8,492,493 7,648,753
Issue price

Number $/share $
6,873,782 3,833,332
104,628 $4.00 418,515
1,000 $2.00 2,000
250,000 $4.00 1,000,000
125,000 $4.00 500,000
N/A N/A (37,500)
7,354,410 5,716,347
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NOTE 16: ISSUED CAPITAL (CONTINUED)

(c) Ordinary shares (continued)

C/Fwd 30 June 2005
30 August 2005

20 October 2005
30 November 2005
17 March 2006

29 May 2006

30 June 2006
Transaction costs

30 June 2006

C/Fwd 30 June 2006
16 October 2006

18 October 2006

30 June 2007

(d) Convertible note

Notes

Conversion of
convertible note

Issue price

Number $/share $
7,354,410 5,716,347
235,400 $0.85 200,000
9,375 $4.00 37,500
5,000 $4.00 20,000
200,000 $4.00 800,000
32,285 $2.44 78,725
200,000 $4.00 800,000
- (3,819)
8,036,470 7,648,753
8,036,470 7,648,753
375,000 1.50 562,500
187,500 1.50 281,240
8,598,970 8,492,493

No convertible notes were on issue or converted to ordinary shares during the year ended 30 June 2007.

Details of Shares Issued during the Year

Ordinary shares participate in dividends and the proceeds on winding up of the parent entity in

proportion to the number of shares held. At shareholders meetings each ordinary share is entitled to
one vote when a poll is called, otherwise each shareholder has one vote on a show of hands.

On 16 and 18 October 2006 375,000 and 187,500 ordinary shares were issued at $1.50 per share

from the exercise of options.
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NOTE 17: ACCUMULATED LOSSES
AND RESERVES

(a) Accumulated losses
At the beginning of the
financial year

Net operating loss attributable to
members of the parent entity

At the end of the financial year

(b) Reserves — share based
payments

At the beginning of the financial year
Share based payments

At the end of the financial year

Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006

$ $ $ $
(6,136,371)  (4,318,485) (5,585,944) (3,723,067)
(989,314) (1,817,886) (644,239) (1,862,877)
(7,125,685) (6,136,371) (6,230,183) (5,585,944)
863,364 575,500 863,364 575,500
55,604 287,864 55,604 287,864
918,968 863,364 918,968 863,364

NOTE 18: SHARE BASED PAYMENTS

(a) Options issued to directors

Options were issued to directors in the year as part of remuneration as approved by shareholders at
the 2005 Annual General Meeting. Details of options issued can be found in the directors’ report on
Pages 8 to 10. Total expense recognised for options issued to directors during the year was $55,604

(2006: $287,864).

Fair value of options granted

Fair value of options granted was determined using a Black-Scholes option pricing model. Inputs to
the model for options granted during the year included:

Options allotted to Mr D Franks
(i)  Options granted for consideration Nil
(i)  Options vested Each Month
(iiiy  Exercise price $4.00 **
(iv)  Share price at grant $4.00

(v) Various expiry dates 31 Dec 2007
(vi)  Volatility 18%
(vii) Risk free rate of 5.32%
(viii)  Dividend yield Nil

* for terms and conditions of consultancy agreement with Hon R Hawke, refer to Pages 7 and 8

Hon R Hawke

Nil

* * * * * *

** for terms and conditions of consultancy agreement with Mr D Franks refer to Pages 9

34



SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

KEY MANAGEMENT Economic Economic

PERSONNEL COMPENSATION Entity Entity

2007 2006
$ $

Short-term employee benefits 259,412 307,632
Post-employment benefits 30,821 6,880
Share-based payments 55,604 287,865

Parent
Entity
2007

$

109,412
17,321
55,604

Parent
Entity
2006
$

124,453
6,880
287,865

345,837 602,377

182,337

419,198

RELATED PARTY
TRANSACTIONS

Transactions between related parties are on
normal commercial terms and conditions no
more favourable than those available to
other parties unless otherwise stated.
Transactions with related parties

(a) The consolidated group incurred 42,000 42,000
professional fees at arms length
commercial terms to Franks &
Associates Pty Ltd. David Franks, a
Director and the Company
Secretary, is a Director of Franks &
Associates Pty Ltd (excluding GST).

The consolidated group incurred 13,121 14,593
Directors & Officers and Keyperson

Insurance premiums (excluding

GST) at arms length commercial

terms through a related party of

David Franks, a Director and

Company Secretary (excluding

GST).

(b) The consolidated group incurred 35,962 14,717
professional legal fees at arms
length commercial terms to Holding
Redlich. lan Robertson, a Director, is
Managing Partner of the Sydney
Office of Holding Redlich (excl GST)

c)The consolidated group incurred
interest expenses to the following:

Related entities of Mr R Dane, a
director 7,500 7,500
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Economic Economic Parent Parent

Entity Entity Entity Entity

2007 2006 2007 2006

NOTE 20: RELATED PARTY $ $ $ $

TRANSACTIONS (CONTINUED)

(d) The consolidated group paid
Heuristico Trust, a director related
entity of Mr R Dane, for services in
relation to office administration,
running costs including cars,
airfares, wages subcontractors and
marketing and other expenses of the - 416,887 - -
consolidated group.

(e)The direct, indirect and beneficial holdings of directors who held office during the year and their
director-related entities in the share and share options of the Company as at 30 June 2007 were:

Shares: 2,163,479 (2006: 2,289,064)
Options over ordinary shares: 3,030,710 (2006: 2,894,094)

Directors and their related entities who held office during the year were allotted 0 and 236,616
options vested to acquire shares of the Company.

Directors and their related entities who held office during the year sold 22,500 shares (with 103,085
shares included in the 2006 comparative now no longer directors due to their resignation in 2006)
and 0 (with 100,000 options included in the 2006 comparative now no longer directors due to their
resignation in 2006) options to acquire shares of the Company were cancelled.

Shareholders, including Directors, within the consolidated group are able to purchase charters on
Solar Sailor owned by the consolidated group at 15% discount from normal retail charter price.

36



SOLAR SAILOR HOLDINGS LIMITED
ACN 086 377 148
AND CONTROLLED ENTITIES

NOTE 21: CASH FLOW INFORMATION

(a) Reconciliation of Cash Flow from
Operations with Operating Loss
from ordinary activities after
Income Tax

Operating loss after income tax
Non-cash flows in operating loss
from ordinary activities
Amortisation of intangibles
Depreciation
Diminution
Employee shares
Sponsorship income
Foreign exchange movement
Management fee
Other

Changes in assets and liabilities,
net of the effects of purchase and
disposals of subsidiaries
(Increase) decrease in trade
receivables
(Increase) decrease in
prepayments
Increase (decrease) in trade
creditors and accruals
Increase (decrease) in
borrowings for interest expense

Cash flows from operations

Non Cash Activities

Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006

$ $ $ $
(989,314) (1,817,886) (644,239) (1,862,877)
24,139 25,374 - -
198,772 199,287 - -
(16,197) 543,910 562,004 1,536,102
55,604 287,864 55,604 287,864
(20,000) - - -
95,142 (32,251) 95,142 (32,251)

- - (200,000) (100,000)

2,179 1,620 4,940 1,979
3,703 1,831 4,359 (5,926)
10,683 (14,228) 1,171 1,831
(189,954) (41,446)  (204,056) (9,208)
(825,243) (845,925)  (325,075) (182,486)

On 29 May 2006, 32,285 ordinary shares were issued as payment to directors for fees for the period
from 1 July 2003 to 30 November 2005 as approved by shareholders at the 2001 and 2005 Annual

General Meetings.

There were no material non-cash activities during the year ended 30 June 2007.
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NOTE 22: STATEMENT OF OPERATIONS BY SEGMENTS
(a) Primary Reporting - Business

Total Revenue

2007 2006
$ $
Manufacturing 203,062 (1,755)
R&D 1,555 458
Charter Operations 212,186 76,446
Corporate Office 181,607 162,484
Inter-segment elimination (330,940) (108,297)
267,470 129,336
Income Tax
Credit/(Expense) Operating Profit After
Segment Attributable Income Tax Attributable
Results To Shareholder To Shareholder
2007 2006 2007 2006 2007 2006
$ $ $ $ $ $
Manufacturing (371,561) (506,836) - - (371,561) (506,836)
Research & Development (32,486) (189,902) - 8,120 (32,486) (181,782)
Charter Operations (325,977) (158,583) - - (325,977) (158,583)
Corporate Office (259,290) (970,685) - - (259,290) (970,685)
Income tax credit/(exp)
(989,314) (1,826,006) - 8,120 (989,314) (1,817,886)
Total Assets Total Liabilities
2007 2006 2007 2006
$ $ $ $
Manufacturing 71,941 25,293 24,563 -
Research & Development 324,934 300,221 5,793 -
Charter Operations 633,051 863,659 39,009 76,720
Corporate Office 1,360,125 1,535,329 34,910 272,036

2,390,051 2,724,502 104,275 348,756
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NOTE 22: STATEMENT OF OPERATIONS BY SEGMENTS (CONTINUED)

(a) Primary Reporting - Business Segments (continued)

Acquisitions of Depreciation, write off
Property, Plant, assets and
Equipment and Amortisation
Intangibles Expense
2007 2006 2007 2006
$ $ $ $
Manufacturing 449 5,490 1,292 1,885
R&D 18,777 57,518 24,139 25,374
Charter Operations (1,759) 21,549 197,480 197,402
Corporate Office - - - -
17,467 84,557 222,911 224,661

(i) Accounting Policies

Segment information is prepared in conformity with the accounting policies of the entity as disclosed in
Note 1 and accounting standard, AASB 114 Segment Reporting. The business segments identified in
the primary reporting disclosures and the geographical segments are not materially different to the
industry and geographical segments identified in previous years.

Segment revenues, expenses, assets and liabilities are those that are directly attributable to a
segment and the relevant portion that can be allocated to the segment on a reasonable basis.
Segment assets include all assets used by a segment and consist primarily of operating cash,
receivables, inventories, intangibles, property, plant and equipment and goodwill and other intangible
assets, net of related provisions. While most of these assets can be directly attributed to individual
segments, the carrying amount of certain assets used jointly by segments are allocated based on
reasonable estimates of usage. Segment liabilities consist primarily of trade and other creditors,
employee entitiements and other provisions. Segment assets and liabilities do not include income
taxes.

(ii) Inter-segment Transfers

Segment revenues, expenses and results include transfers between segments. Such transfers are
priced on an arm’s length basis and are eliminated on consolidation.

(iii) Business categories
Manufacturing refers to the manufacture of solar panels, design and engineering work.

Research & Development refers to the work undertaken in researching and developing solar panels,
hybrid power systems and other uses of the Company’s technology.

Charter operations refers to the charter of the Sydney Solar Sailor vessel through Captain Cook
Cruises (NSW) Pty Ltd.

Corporate Office refers to administration and financing of the group structure at a corporate level.
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NOTE 22: STATEMENT OF OPERATIONS BY SEGMENTS (CONTINUED)

(b) Secondary Reporting - Geographic Segments

The consolidated group operates in one geographic area, being Australia.

NOTE 23: REMUNERATION OF AUDITORS

During the year, the following fees were paid or payable for services provided by the auditor of the

parent entity, its related practices and non-related audit firms:

Economic Economic Parent Parent
Entity Entity Entity Entity
2007 2006 2007 2006
$ $ $ $
Audit services
WHK Howarth
Audit and review of financial reports 12,150 11,366 12,150 11,366
and other audit work under
Corporations Act 2001
Total remuneration for audit services 12,150 11,366 12,150 11,366

No payments for services other than audit were made to the auditors during the year (2006: nil).
NOTE 24: COMMITMENTS

There are no reportable commitments at the year ended 30 June 2007 (2006: nil).

NOTE 25: CONTINGENT LIABILITIES

At the start of the June 2005 financial year, a potential dispute with a third party located in the United
States of America relating to claims of compensation came to the attention of SS USA Inc and the
consolidated group. The Company retained US counsel and at this stage it is not possible to predict
an outcome. Our legal advice is that the claims are without merit.

NOTE 26: EVENTS SUBSEQUENT TO REPORTING DATE

The Directors are now undertaking the next phase in the consolidated group’s development, in the
form of:

i) the continued use for Solar Sailor as a charter vessel operating through Captain Cook Cruises
(NSW) Pty Ltd for marketing, research and development and testing of components of the
integrated HMP systems;

i) the commercialisation of the consolidated group's technology through the conversion of the
strong expressions of interest received to date into sales for vessel designs and hybrid power
systems, with the signing of the first stage of development of a ferry for San Francisco;

iii) the development of the patent technology through other forms of applications, such as small
unmanned ocean vehicles, the extension of the current patent to incorporate new
developments achieved over the last 12 — 18 months and applications in large vessels such
as water tanker ships; and

iv) the continuation of seeking strategic investors and partners.
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NOTE 27: EARNINGS PER SHARE

Economic Economic
Entity Entity
2007 2006
$ $
Basic earnings per share (11.7) (23.8)
Undiluted earnings per share (11.7) (23.8)
(a) Reconciliation of earnings used in calculating earnings per share
Loss used in calculating both basic and diluted EPS was $989,314 (2006: $1,817,886).
(b) Weighted average number of shares used as denominator
Economic Economic
Entity Entity
2007 2006
$ $
Weighted average number of ordinary shares used as the denominator in 8,438,182 7,622,105
calculating basic earnings per share
Adjustments for calculation:
Options 4,643,210 4,406,594
Weighted average number of ordinary shares used as the denominator in
calculating diluted earnings per share 13,081,392 12,028,699

In calculating diluted earnings per share, as the Entity is in Loss position for the year, there is no

change between basic and diluted earnings per share.

NOTE 28: COMPANY DETAILS
The registered office of the company is:
Solar Sailor Holdings Limited

Suite 206 ‘The Bentleigh’

1 Katherine Street

Chatswood NSW 2067

The principal place of business is:
Solar Sailor Holdings Limited

9 Rembrandt Drive
Middle Cover NSW 2068
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DIRECTORS’ DECLARATION

The directors of the Company declare that:

1. the financial statements and notes set out on Pages 14 to 41 are in accordance with the
Corporations Act 2001, including:

(i) complying with Accounting Standards, the Corporations Regulations 2001 and
other mandatory professional reporting requirements; and

(i)  giving a true and fair view of the Company’s and consolidated entity’s financial
position as at 30 June 2007 and of their performance, as represented by the results
of their operations and their cash flows, for the financial year ended on that date; and

2.In the 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.

3.the audited remuneration disclosures set out on Pages 6 to 11 of the director’s report and Notes

18 to 20 of the Financial Statements comply with Accounting Standards AASB 124 Related
Party Disclosures and the Corporations Regulations 2001.

This declaration is made in accordance with a resolution of the Board of Directors dated 20 August
2007.

Dr obe;'-t Ijéne
Managing Director

Chairman d

Dated this 20" day of August 2007.
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