Ceramic FueL CeLLs LimiTep

AIM Admission Document 27 February 2006

Further to last week’s announcement that Ceramic Fuel Cells Limited (CFCL) has applied to
list on the AIM Market of the London Stock Exchange after raising just over $87 million (£37
million) from UK and European institutional investors (“UK Placement”), CFCL has now lodged
an AIM ‘Admission Document’.

CFCL has applied to have its current shares, plus the shares issued under the UK Placement,
admitted to the AIM market, with a target listing date on or around Thursday 2 March 2006.
The funds committed under the UK Placement are conditional upon the Company listing on
AIM by 17 March 2006.

CFCL will remain listed on ASX (code CFU). The Company'’s proposed AIM code is also CFU.

Libertas Capital is the Company’s nominated adviser and joint UK broker together with
Ambrian Partners.

Note: CFCL is lodging the Admission Document with the ASX to provide shareholders with
general information on the Company and the UK Placement, not as an offer or invitation to
subscribe for securities. The Company is no longer accepting subscriptions for the UK
Placement.

ENDS

Ceramic Fuel Cells Ltd (CFCL) is a publicly listed company (ASX code CFU) and world leader in developing solid
oxide fuel cells. CFCL’s fuel cells have the potential to meet significant market demand in Europe, UK and Asia for
clean, efficient and reliable electricity for use on site and sale back into the power grid. With 100 skilled staff and
extensive patented technology, CFCL is pursuing partnerships for manufacture, production and use of its fuel cells in
delivering electricity in homes, offices and industry around the world.

For further information, contact:

Andrew Neilson

Legal and Commercial Manager (Company Secretary) Phone +61 (3) 9554 2300
investor@cfcl.com.au www.cfcl.com.au

David Allen

Executive Director Phone: +61 (2) 9229 2760

Inteq Limited (Corporate Advisers & Lead Manager to the Australian Placement)
inteq@integ.com.au
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Schedule of patents and patent applications held by CFCL (as of 3 January 2006)

and USA. Applications pending in
Canada, Europe, India and Japan.
(PCT published as WO 01/13452)

(BoP)

CFCL Countrylcountries and status Title
Reference (and example of publication) (and technology category) | Year of expiry
P099 Patents granted in Australia and USA.| Composite electrodes for 2006 (AU)
(PCT published as WO 87/02715) use in solid electrolyte 2008 (US)
devices
(8C)
P101 Patents granted in Australia, Europe | Fuel cell interconnect 2016
(France, Germany, Italy and UK), device
New Zealand, USA and Japan. (SO)
(PCT published as WO 96/28855)
P102 Patents granted in Australia, UK, An electrical interconnect 2016
Germany and USA. Application for a planar fuel cell
accepted in Japan. (SC)
(PCT published as WO 97/35349)
P103 Patents granted in Australia, New A fuel cell assembly 2018
Zealand and USA. Applications (SO)
pending in Europe and Japan.
(PCT published as WO 98/57384)
P104 Patents granted in Australia, New Electrical conductivity in a 2018
Zealand and USA. Applications fuel cell assembly
pending in Europe and Japan. (SO)
(PCT published as WO 99/13522)
P105 Patents granted in Australia, UK, A heat resistant steel 2018
and USA. Applications pending in (CM)
Japan and Germany.
(PCT published as WO 99/25890)
P106 Applications pending in Canada, Liquid phase reactor 2022
Europe, India, Japan and USA. (CM)
Application accepted in Australia.
(PCT published as WO 02/076609)
P107 Patents granted in Australia, New Electrically conductive 2019
Zealand, Europe (France, Germany, ceramics
Italy, Netherlands, UK, Switzerland (CM)
and Liechtenstein) and USA.
Applications pending in Canada and
Japan.
(PCT published as WO 00/40520)
P108 Patent granted in Australia. A fuel gas separator 2020
Applications pending in Brazil, (SC)
Canada, Europe, Japan and USA.
(PCT published as WO 00/76015)
P109 Patents granted in Australia, China Fuel cell system 2020
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CFCL Countrylcountries and status Title
Reference (and example of publication) (and technology category) | Year of expiry
P111 Patents granted in Australia and Air-side solid oxide fuel 2020
South Africa. Applications pending cell components
in Canada, Europe and Japan. (SO)
(PCT published as WO 00/75389)
P112 Patents granted in Australia and Fuel cell assembly 2020
Singapore. Applications pending in (SO)
Canada, Europe, Japan and USA.
(PCT published as WO 01/24300)
P114 Patents granted in South Africa and Laminated structure and 2020
Australia. Applications pending in method of forming same
Canada, Europe, Japan and USA. (CSF)
(PCT published as WO 01/49485)
P115 Patents granted in Australia and Surface treated electrically 2021
USA. Applications pending in conductive metal element
Brazil, Canada, Cuba, Japan and and method of forming
South Korea. same (CM)
Application accepted in Europe.
(PCT published as WO 01/72508)
P116 Applications pending in Brazil, Fuel cell system 2022
Canada, China, Europe, Japan, (BoP)
Norway and USA. Application
accepted in Australia.
(PCT published as WO 02/067351)
P117 Applications pending in Australia, Solid oxide fuel cell stack 2022
Canada, Europe, Japan, Russian configuration
Federation, Singapore and USA. (SO)
(PCT published as WO 03/007413)
P118 Patent granted in South Africa. A fuel cell gas separator 2022
Applications pending in Australia, plate (SC)
Canada, Europe, Japan, Mexico,
South Korea and USA.
(PCT published as WO 03/007403)
P119 Applications pending in Australia, Seal for a fuel cell stack 2022
Brazil, Canada, Europe, India, (SO)
Japan, Singapore and USA.
(PCT published as WO 03/007400)
P120 Applications pending in Australia, Fuel cell system and 2022
Canada, China, Europe, Indonesia, method for recycling
Japan, Malaysia and USA. exhaust (BoP)
(PCT published as WO 03/019707)
P123 Applications pending in Australia, A fuel gas separator plate 2023

Canada, Europe, Japan, Malaysia
and USA.
(PCT published as WO 03/073533)

(SO
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CFCL Countrylcountries and status Title
Reference (and example of publication) (and technology category) | Year of expiry

P124 Patent granted in Pakistan. Solid oxide fuel cell 2023
Applications pending in Australia, (SC)
Canada, Europe, Japan, Taiwan
and USA.
(PCT published as WO 03/075388)

P126 Applications pending in Australia, Fuel cell system 2023
Canada, Europe, Japan, Malaysia (BoP)
and USA.
(PCT published as WO 03/098728)

P127 Applications pending in Australia, Desulfurisation of fuel 2023
Canada, Europe, Japan and USA. (BoP)
(PCT published as WO 03/063282)

P128 Applications pending in Australia, Thermal management of 2023
Canada, Europe, Japan and USA. fuel cells
(PCT published as WO 03/065488) (BoP)

P132 Applications pending in Argentina, Method of operating a fuel 2024
Australia, Canada, Europe, Japan, cell
Malaysia and USA. (BoP)
(PCT published as WO 04/064184)

P135 Applications pending in Australia, Method of operating a fuel 2023
Canada, Europe, Japan and USA cell
(Published as WO 03/092102) (BoP)

P138 PCT application pending for all Fuel cell system 2025
permissible countries (BoP)
(PCT/AU2005/001107)

Pl141 Australian provisional patent Steam generator -
applications pending. Completion (SO)
due 19 July 2006.

Key to technology category:

CM - Cell materials; CSF — Cell structure and fabrication; SC — Stack configuration and non-cell
materials; BoP — Balance of plant and control systems
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PART V

FINANCIAL INFORMATION

A. Accountants’ Report on Ceramic Fuel Cells Limited

PRICEVWATERHOUSH(QOPERS

The Directors

Ceramic Fuel Cells Limited
170 Browns Road

Noble Park

Victoria 3174

Australia

The Directors

Libertas Capital Corporate Finance Limited (the “Nominated Adviser™)
16 Berkeley Street

London W1J 8DZ

PricewaterhouseCoopers
Securities Limited

ACN 003 311 617

ABN 54 003 311 617

Holder of Australian Financial
Services Licence No 244572

Freshwater Place

2 Southbank Boulevard
SOUTHBANK VIC 3006
GPO Box 1331L
MELBOURNE VIC 3001
DX 77
Website:www.pwc.com/au
Telephone 61 3 8603 1000
Facsimile 61 3 8603 1999
Direct Phone 61 3 8603 3651
Direct Fax 61 3 8613 4258

United Kingdom
24 February 2006
Dear Sirs
Ceramic Fuel Cells Limited

Introduction

We report on the financial information set out in section B of Part V. This financial information has
been prepared for inclusion in the admission document dated 24 February 2006 (the “Admission
Document”) of Ceramic Fuel Cells Limited (the “Company”) on the basis of the accounting policies
set out in Note 1 to the financial information. This report is required by Item 20.1 of Annex 1 of the
AIM Rules and for no other purpose.

Responsibility
The directors of the Company are responsible for preparing the financial information on the basis of

preparation set out in note 1 to the financial information and in accordance with accounting principles
generally accepted in Australia.

It is our responsibility to form an opinion as to whether the financial information gives a true and fair
view, for the purposes of the Admission Document, and to report our opinion to you.

Basis of opinion

We conducted our work in accordance with the Standards for Investment Reporting issued by the
Auditing Practices Board in the United Kingdom. Our work included an assessment of evidence
relevant to the amounts and disclosures in the financial information. It also included an assessment of
significant estimates and judgements made by those responsible for the preparation of the financial
information and whether the accounting polices are appropriate to the Company’s circumstances,
consistently applied and adequately disclosed.

Liability limited by a scheme approved under Professional Standards Legislation
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We planned and performed our work so as to obtain all the information and explanations which we
considered necessary in order to provide us with sufficient evidence to give reasonable assurance that
the financial information is free from material misstatement whether caused by fraud or other
irregularity or error.

Opinion

In our opinion, the financial information gives, for the purposes of the Admission Document, a true
and fair view of the state of affairs of the Company as at the dates stated and of its losses and cash
flows for the three years ended 30 June 2005 in accordance with the basis of preparation set out in
note 1 and in accordance with the accounting policies set out in note 1.

Declaration

For the purposes of paragraph (a) of Schedule Two of the AIM rules we are responsible for this report
as part of the AIM Admission Document and declare that we have taken all reasonable care to ensure
that the information contained in this report is, to the best of our knowledge, in accordance with the
facts and contains no omission likely to affect its import. This declaration is included in the AIM
Admission Document in compliance with Schedule Two of the AIM Rules.

Yours faithfully,

Jock O’Callaghan
Authorised Representative of
PricewaterhouseCoopers Securities Limited
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B. Historical Financial Information of Ceramic Fuel Cells Limited

STATEMENTS OF FINANCIAL PERFORMANCE

for the years ended 30 June 2003, 30 June 2004, 30 June 2005

2004
A8

356,492

(10,180,454)
(5,405,047
(330,498)
(19,664)

2005
A$

978,349

(11,915,180)
(5,297,025)
(1,004,325)

(1,650)

Note 2003
A$
Revenue from ordinary activities 3 1,570,352
Expenses
Research & Development I(c) (14,232,384)
General & Administration I(c) (5,570,412)
Sales & Marketing 1(c) (257,023)
Borrowing costs 4 -
Profit/(loss) from ordinary activities before
income tax expense 4  (18,489,467)
Income tax expense 5 —

(15,579,171)

(17,239,831)

Profit/(loss) from ordinary activities after

income tax expense 22 (18,489,467) (15,579,171) (17,239,831)

Profit/(loss) from extraordinary items after

income tax expense — - —

Net Profit/(loss) (18,489,467) (15,579,171) (17,239,831)

Net Profit/(loss) attributable to outside equity

interest — - —

Net Profit/(loss) attributable to members of

Ceramic Fuel Cells Limited 16 (18,489,467) (15,579,171) (17,239,831)

Total revenues, expenses and valuation

adjustments attributable to members of

Ceramic Fuel Cells Limited recognised

directly in equity 15(b) - (2,813,060) (10,421)

Total changes in equity other than those resulting

from transactions with owners as owners (18,489,467) (18,392,231) (17,250,252)
A cents A cents A cents

Basic earnings per share 24 (23.11) (18.44) (15.66)

The above statements of financial performance should be read in conjunction with the accompanying
notes.

Analysis of the impact of adopting Australian equivalents to International Financial Reporting
Standards has not identified any differences between AGAAP and AIFRS which would result in a
material adjustment to the Net Profit/(Loss) of the Company if its performance for the years ended
30 June 2003, 2004 and 2005 had been prepared under AIFRS. Analysis has also indicated that there
are no material differences between AIFRS and IFRS which would impact the financial statements.
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STATEMENTS OF FINANCIAL POSITION

at 30 June 2003, 30 June 2004, 30 June 2005

Note 2003 2004 2005
A$ A$ A$
Current Assets
Cash assets 6,17 8,457,334 21,249,037 5,301,263
Receivables 7,17 128,865 59,195 214,764
Other 8 275,416 266,150 1,069,586
Total Current Assets 8,861,615 21,574,382 6,585,613
Non-Current Assets
Plant and equipment 9 7,122,095 4,895,849 3,020,020
Leasehold improvements 10 732,144 32,034 118,464
Intangibles 11 1,000 1,000 1,000
Total Non-Current Assets 7,855,239 4,928,883 3,139,484
Total Assets 16,716,854 26,503,265 9,725,097
Current Liabilities
Payables 12, 17 855,281 1,223,188 1,038,932
Provisions 13 310,441 424,898 547,915
Deferred (Unearned) Revenue - - 157,000
Total Current Liabilities 1,165,722 1,648,086 1,743,847
Non-Current Liabilities
Provisions 14 74,297 75,575 151,898
Total Non-Current Liabilities 74,297 75,575 151,898
Total Liabilities 1,240,019 1,723,661 1,895,745
Net Assets 15,476,835 24,779,604 7,829,352
Equity
Contributed equity 15(b) 69,235,636 94,117,576 94,407,155
Retained profits 16  (53,758,801) (69,337,972) (86,577,803)
Total Equity 15,476,835 24,779,604 7,829,352

The above statements of financial position should be read in conjunction with the accompanying notes.

Analysis of the impact of adopting Australian equivalents to International Financial Reporting
Standards has not identified any differences between AGAAP and AIFRS which would result in a
material adjustment to the financial position of the Company if its performance for the years ended
30 June 2003, 2004 and 2005 had been prepared under AIFRS. Analysis has also indicated that there
are no material differences between AIFRS and IFRS which would impact the financial statements.
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STATEMENT OF CASHFLOWS

for the years ended 30 June 2003, 30 June 2004, 30 June 2005

Note 2003 2004 2005
A$ A$ A$
Inflow! ( Outflow)
Cash Flows from Operating Activities (GST inclusive)

Cash receipts in the course of operations 1,013,447 748,475 961,562
Cash payments in the course of operations (17,523,147) (13,050,318) (16,229,480)
(16,509,700) (12,301,843) (15,267,918)

Grant revenue 825,000 - 142,387
Interest received 890,873 398,777 637,649
Interest paid - - (1,650)

Net cash inflow/(outflow) from operating activities 22 (14,793,827) (11,903,066) (14,489,532)

Cash Flows from Investing Activities

Proceeds from sale of plant and equipment 479 7,344 5,140
Payments for plant and equipment (3,164,818) (130,547) (709,552)
Decrease/(increase) in security deposits 49,141 52,500 (7,396)
Net cash outflow from investing activities (3,115,198) (70,703) (711,808)

Cash Flows from Financing Activities

Proceeds from issue of shares — 27,455,000 -
Share issue costs (200,000)  (2,669,864) (154,436)
Deferred share issue costs - - (591,998)
Proceeds from issuing convertible notes - 2,800,000 -
Repayment of convertible notes - (2,800,000) -
Interest paid on convertible notes - (19,664) -
Net cash inflow from financing activities (200,000) 24,765,472 (746,434)
Net Increase/(Decrease) in Cash Held (18,109,025) 12,791,703  (15,947,774)
Cash at the beginning of the financial year 26,566,359 8,457,334 21,249,037
Cash at the End of the Financial Year 6 8,457,334 21,249,037 5,301,263

The above statements of cash flows should be read in conjunction with the accompanying notes.
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NOTES TO THE FINANCIAL INFORMATION

Note 1. Summary of Significant Accounting Policies

The financial information has been prepared in accordance with Australian Accounting Standards,
other authoritative pronouncements of the Australian Accounting Standards Board, Urgent Issues
Group Consensus Views and the Corporations Act 2001. 1t is prepared in accordance with the historical
cost convention and does not take into account changing money values or, except where stated, current
valuations of assets. Unless otherwise stated, the accounting policies adopted have been consistently
applied to the years ended 30 June 2003, 2004 and 2005.

Information about how the transition to Australian equivalents to IFRS is being managed, and the key
differences in accounting policies that are expected to arise, is set out in [Note 1(t)]. Information about
the known or reliably estimable material impacts on the financial report, had it been prepared using the
Australian equivalents to IFRS, is set out in Note 28.

(a)

(b)

Principles of consolidation

The consolidated financial statements incorporate the assets and liabilities of all entities
controlled by Ceramic Fuel Cells Limited (“company” or “parent entity”) as at 30 June 2005 and
the results of all controlled entities for the year then ended. Ceramic Fuel Cells Limited and its
controlled entities together are referred to in this financial report as the consolidated entity. The
effects of all transactions between entities in the consolidated entity are eliminated in full.

Outside equity interests in the results and equity of controlled entities are shown separately in the
consolidated statements of financial performance and statements of financial position
respectively.

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

Any investments in associates are accounted for in the consolidated financial statements using the
equity method. Associates are those entities over which the consolidated entity exercises
significant influence, but not control. Under the equity method, the consolidated entity’s share of
the post-acquisition profits or losses of associates is recognised in the consolidated statement of
financial performance, and its share of post-acquisition movements in reserves is recognised in
consolidated reserves. The cumulative post-acquisition movements are adjusted against the cost of
the investment.

Going concern

As the company progresses its commercialisation plans for its fuel cell technology, it will be
required to raise additional capital to continue as a going concern.

As part of its plans to manage its capital structure, the company has, subsequent to the end of the
2005 financial year, issued A$8.2 million of convertible notes with a maturity date of 2 August
2008 unless redeemed or converted sooner (refer to Note 27 for details of the notes issued). In
addition to this the company intends to raise additional capital as part of the company’s planned
admission to the Alternative Investment Market of the London Stock Exchange plc. The
company is working towards completing the raising and AIM admission.

In the event that this capital raising does not proceed then the continuing viability of the company
and the ability to continue as a going concern and meet its debts and commitments as they fall
due would be dependent upon the company being successful in:

(i) Negotiating additional equity funding from alternative sources; and

(i) Managing its existing cash and future cash flows to enable its obligations to be met.

59



(c)

(d)

(e)

)

(g2)

(h)

Based upon its current cash resources and intended plans, the directors believe that further capital
will need to be raised by the end of March 2006 when existing cash resources, plus those raised by
the convertible note issue subsequent to year end, will be substantially exhausted. However, the
directors believe that the company can successfully raise additional funding prior to the end of
March 2006 and manage its existing cash and future cash flows, to enable its obligations to be met
for at least the next 12 months. The financial report has been prepared on a going concern basis
on the assumption that the AIM admission and fund raising is successful.

Expenses classification

The statement of financial performance continues to be reported on the basis of the function of
expenses incurred, rather than by their nature. The main reasons for the classification of expenses
into the functional sub-categories of Research & Development (R&D), General & Administration
(G&A) and Sales & Marketing (S&M) are as follows:

® readers of the consolidated entity’s statements of financial performance will gain a better
understanding of progress towards achievement of its business plans than they would
otherwise have gained if reporting remained based upon the nature of costs; and

® these classifications are widely recognised within the Australian and international financial
community.

Research & Development expense, as denoted in the statement of financial performance, includes
the cost of all research and development projects, incorporating direct labour and direct material
costs, as well as parent entity depreciation and amortisation charges, but excludes indirect project
support costs and otherwise apportionable overheads, which are borne within the General &
Administration expense classification. Sales & Marketing expense includes depreciation costs
attributable to Ceramic Fuel Cells (Europe) Limited.

Comparatives

All figures stated under the heading 2004 pre-date the establishment of Ceramic Fuel Cells
(Europe) Limited, hence these amounts relate solely to the reporting entity Ceramic Fuel Cells
Limited.

Income tax

Tax effect accounting procedures are followed whereby the income tax expense in the statement of
financial performance is matched with the accounting profit after allowing for permanent
differences. The future tax benefit relating to tax losses is not carried forward as an asset unless
the benefit is virtually certain of realisation. Income tax on cumulative timing differences is set
aside to the deferred income tax or the future income tax benefit accounts at the rates which are
expected to apply when those timing differences reverse.

Foreign currency transactions

Foreign currency transactions are initially translated into Australian currency at the rate of
exchange at the date of the transaction. At balance date, amounts payable in foreign currencies
are translated to Australian currency at rates of exchange current at that date. Resulting exchange
differences are recognised in determining the profit or loss for the year.

Revenue recognition

Amounts disclosed as revenue are net of duties and taxes paid or received. Grant revenue is
recognised only when received. Revenue from field trial contracts is recognised progressively
throughout the period of the field trial. The amount of contract revenue recognised at reporting
date is proportional to the amount of costs incurred at reporting date and the total estimated cost
of the completed field trial.

Receivables

All debtors are recognised at the amounts receivable as they are due for settlement, being no more
than 30 days from the date of recognition. Collectability of debtors is reviewed on an ongoing
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(i)

()

(k)

()

basis. Debts which are known to be uncollectable are written off. A provision for doubtful debts
is raised when some doubt as to collection exists.

Recoverable amount of non-current assets

The recoverable amount of an asset is the net amount expected to be recovered through the cash
inflows and outflows arising from its continued use and subsequent disposal. Where the carrying
amount of a non-current asset is greater than its recoverable amount, the asset is written down to
its recoverable amount. Non-current assets are recorded at cost and no adjustments were made to
assets to reduce their carrying value to recoverable value, nor were any revaluations made, during
the year. Profits and losses on the disposal of property, plant and equipment are taken into
account in determining the operating profit for the year.

Depreciation of plant and equipment

Depreciation is calculated on a straight-line basis to write off the net cost or re-valued amount of
each item of plant and equipment over its expected useful life to the consolidated entity. Estimates
of remaining useful lives are made on a regular basis for all assets and, as at 30 June 2005, range
from 2.5 to 10.0 years (2004: 2.5 to 6.7 years; 2003: 2.5 to 7.0 years).

Leasehold improvements

The cost of improvements to or on leasehold properties is amortised over the unexpired period of
the lease, or the estimated useful life of the improvement to the company, whichever is the shorter.
Leasehold improvements not already completely written down at the reporting date are being
amortised over 6 months and 23 months for the company’s Browns Road and Summit Road
premises respectively (2003: 6 months and 11 months, 2004: 8 months and 11 months).

Leased non-current assets

A distinction is made between finance leases which effectively transfer from the lessor to the lessee
substantially all the risks and benefits incidental to ownership of leased non-current assets, and
operating leases under which the lessor effectively retains substantially all such risks and benefits.

Finance leases are capitalised. A lease asset and liability are established at the present value of
minimum lease payments. Lease payments are allocated between the principal component of the
lease liability and the interest expense. The lease asset is amortised on a straight-line basis over the
term of the lease or, where it is likely that the company will obtain ownership of the asset, the life
of the asset.

Incentives received on entering into operating leases are recognised as liabilities. Lease payments
are allocated between rental expense and reduction of the liability.

Other operating lease payments are charged to the statement of financial performance in the
periods in which they are incurred, as this represents the pattern of benefits derived from the
leased assets.

(m) Intangible assets and expenditure carried forward

Intellectual property

Intellectual property consists of the actual cost incurred in purchasing (for a nominal sum) the
beneficial interest in the company’s intellectual property, which previously resided in the
company’s members.

Research and development

Only those research and development fixed assets and expenditures which will provide future
economic benefits to the company in excess of 12 months are capitalised and depreciated over the
life of the individual asset or research project. Items capitalised are at the value of their
components and do not include labour. Payments for consumable items used in research activities
are written off to the statement of financial performance in the periods in which they are incurred.
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(n)

(0)

(p)

(q)

Patents

Costs associated with patents are written off to the statement of financial performance in the
periods in which they are incurred.

Deferred share issue costs

Costs incurred in relation to planned equity raisings are capitalised as deferred expenditure in the
statement of financial position pending the finalisation of the intended equity raising.

Employee entitlements

(i) Wages, salaries and annual leave

Liabilities for wages and salaries, including non-monetary benefits, expected to be settled
within 12 months of the reporting date are recognised in accruals in respect of employee’s
services up to the reporting date and are measured at the amounts expected to be paid when
the liabilities are settled. Liabilities for non-accumulating sick leave are recognised when the
leave is taken and measured at the rates payable.

(ii) Long service leave

The liability for long service leave expected to be settled within 12 months of the reporting
date is recognised in the provision for employee benefits and is measured in accordance with
(1) above. The liability for long service leave expected to be settled more than 12 months from
the reporting date 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. Consideration is given to expected future wage and
salary levels, experience of employee departures and periods of service and any known
impending changes to relevant legislation. Expected future payments are discounted using
interest rates on national government guaranteed securities with terms to maturity that
match, as closely as possible, the estimated future cash outflows.

(iii) Employee benefit on-costs
Employee benefit on-costs, namely payroll tax and workers’ compensation insurance, are
recognised and included in employee benefit liabilities and costs when the employee benefits
to which they relate are recognised as liabilities.

(iv) Equity-based compensation benefits
Equity-based compensation benefits are presently held by current and former directors and
employees under the Ceramic Fuel Cells Limited Share Option Plan. Information relating to
this plan is set out in Note 15(d). No accounting entries have been made in relation to the
plan and, as at the date of this report, no options have been exercised.

Trade and other creditors

These amounts represent liabilities for goods and services provided to the company prior to the
end of the financial year and which are unpaid. The amounts are unsecured and are usually paid
within 30 days of recognition.

Maintenance and repairs
Routine maintenance, repair and minor renewal costs are charged as expenses as incurred.

Cash

For the purpose of the statement of cash flows, cash includes cash on hand, deposits at call and
investments which are readily convertible to cash on hand and are subject to an insignificant risk
of change in value.
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(r) Borrowing costs

(s)

(1)

Borrowing costs are recognised as expenses in the period in which they are incurred. Borrowing
costs include interest payable on convertible notes up to and including the date of repayment of
the principal sum outstanding.

Earnings per share

Basic earnings per share is determined by dividing net profit/(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.

Impact of adopting Australian equivalents to International Financial Reporting Standards

The Australian Accounting Standards Board (AASB) is adopting International Financial
Reporting Standards (IFRS) for application to reporting periods beginning on or after 1 January
2005. The AASB has issued Australian equivalents to IFRS, and the Urgent Issues Group has
issued interpretations corresponding to IASB interpretations originated by the International
Financial Reporting Interpretations Committee or the former Standing Interpretations
Committee. The adoption of Australian equivalents to IFRS will be first reflected in the
company’s financial statements for the half-year ending 31 December 2005 and the year ending 30
June 2006.

In complying with Australian equivalents to IFRS for the first time, hereinafter referred to as
AIFRS, the consolidated entity will be required to restate its comparative financial statements to
amounts reflecting the application of AIFRS to that comparative period. Any adjustments
required on transition to AIFRS will, in the main, be made, retrospectively, against opening
retained earnings as at 1 July 2004.

The consolidated entity is managing the transition to AIFRS utilising both internal and external
resources. Internally, management responsibility for ensuring compliance with all existing and
future accounting standards resides with the Chief Financial Officer. Progress reporting by
management to directors is via the Board Audit Committee, which oversees all of the consolidated
entity’s external financial reporting responsibilities.

A timetable reflecting scope, resources and priorities has been prepared to manage the transition
and progress is currently on schedule. All relevant AIFRS have been analysed and a number of
accounting policy changes which will be required have been identified. In some cases choices of
accounting policies may be available, including elective exemptions under Accounting Standard
AASB 1 First-time Adoption of Australian Equivalents to International Financial Reporting
Standards. These choices have been analysed to determine the most appropriate accounting
policies for the consolidated entity.

Analysis carried out since the release of the company’s financial report for the year ended 30 June
2004 has concluded that the only significant changes that will be required to the company’s
existing accounting policies are those which were previously advised, namely:

(i) Taxation
Under the new AASB 112 Income Taxes, deferred tax balances are determined using the
balance sheet method which calculates temporary differences based on the carrying amounts
of an entity’s assets and liabilities in the statement of financial position and their associated
tax bases. Current and deferred taxes attributable to amounts recognised directly in equity
are also recognised directly in equity. In addition, tax assets are recognised when recovery is
probable.

This will result in a change to the current accounting policy, under which deferred tax
balances are determined using the income statement method, in which items are only tax-
effected if they are included in the determination of pre-tax accounting profit/(loss), current
and deferred taxes cannot be recognised directly in equity, and tax assets may only be
recognised when recovery is assured beyond a reasonable doubt and/or is virtually certain.
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(ii) Equity-based compensation benefits
Under the new AASB 2 Share-based Payment, equity based compensation to employees will
be recognised as an expense in respect of the services received.

This will result in a change to the current accounting policy, under which no expense has
been recognised with regards to equity-based compensation in the form of share options.
However, equity-based compensation in the form of shares has previously been recognised
as an expense in the statement of financial performance when the shares have been granted.
The group has elected to use an exemption under AASB 1 by not applying AASB 2 Share-
based Payment to options that were granted on or before 7 November 2002 or granted after
7 November 2002 but vested before 1 January 2005.

(iii) Recoverable amount of non-current assets

Under the new AASB 136 Impairment of Assets, when the carrying amount of an individual
asset or a group of assets (a cash generating unit) is greater than its recoverable amount, then
discounted cash flows must be used to calculate the resulting decrement. This will result in a
change to the current accounting policy, under which the cash flows used to determine the
lower of an asset’s carrying amount or net recoverable amount are undiscounted.

(iv) Foreign exchange contracts

Under the new AASB 132 Financial Instruments: Disclosure and Presentation, if, in the
future, the company enters into foreign exchange contracts to hedge exposure to foreign
currencies, then such derivatives must be recognised in the statement of financial position at
fair value; strict criteria must be met to apply hedge accounting. The portion of the gain or
loss on forward exchange contracts that is determined to be effective in hedging the foreign
exchange exposure can be recognised directly in equity. If hedge accounting is not applied,
or a hedge is determined to be ineffective, the gain or loss on the forward contracts will be
recognised in the statement of financial performance. To date the consolidated entity has not
undertaken any foreign currency hedging.

(v) Financial instruments

The company will be taking advantage of the exemption available under AASB 132
Financial Instruments: Disclosure and Presentation and AASB 139 Financial Instruments:
Recognition and Measurement to apply these standards only from 1 July 2005. This allows
the company to apply previous Australian Generally Accepted Accounting Principles
(AGAAP) to the comparative information for financial instruments within the scopes of
AASB 132 and AASB 139 for the 30 June 2005 financial report.

The financial impacts of applying AIFRS to the financial statements as at 30 June 2005 are discussed
at Note 28.

Note 2. Segment Information

The consolidated entity has, throughout the reporting period, operated exclusively within the single
business segment of ceramic (solid oxide) fuel cell technology.

Reporting by geographical segment is required where the results achieved by, or the resources
contributed to, such segments are financially material. During the reporting period the company
created a presence in the United Kingdom through the establishment of its 100 per cent. owned
subsidiary, Ceramic Fuel Cells (Europe) Limited. Thus, whilst the company has been actively pursuing
its commercial objectives within the United Kingdom and Europe during the year ended 30 June 2005,
these activities do not require separate geographical segment reporting as at reporting date.

It is envisaged that future reporting by geographical segment may be required, subject to materiality.
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Note 3. Revenue

2003 2004 2005
A$ A$ A3
Revenue from operating activities
R&D Start grant 750,000 - -
Field trial income - - 168,000
Export Market Development Grant - - 142,387
750,000 - 310,387
Revenue from outside the operating activities
Interest 810,262 326,859 652,602
Proceeds on sale of non-current assets 479 7,344 5,139
Sundry income 3,856 19,286 10,679
Foreign exchange gains (net) 5,755 3,003 (458)
820,352 356,492 667,962
Total revenue from ordinary activities 1,570,352 356,492 978,349
Note 4. Profit from Ordinary Activities
2003 2004 2005
A$ A$ A$
Net gains and expenses
Profit/(loss) from ordinary activities before income tax
expense includes the following specific net gains and expenses:
Net gains
Foreign exchange: Net gains on foreign currency accounts
payable (net loss in 2005 — see below) 5,755 3,003 -
Expenses
Net loss on disposal of plant and equipment 284,770 55 333,724
Depreciation
Plant and equipment 2,283,584 2,304,074 2,088,877
Amortisation
Leasehold improvements 1,174,091 737,118 69,540
Borrowing costs
Interest charges paid - - 1,650
Interest paid on convertible notes fully repaid - 19,664 -
Other Provisions
Employee entitlements 480,058 433,256 593,751
Rental expense relating to operating leases
Minimum lease payments 529,600 567,940 573,392
Lease incentive expensed - - -
Total rental expense relating to operating leases 529,600 567,940 573,392
Redundancy payments 1,106,865 49,460 112,353
Foreign exchange: Net losses on foreign currency accounts
payable (net gain in 2004 and 2003 — see above) - - 458
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Note 5. Income Tax

2003 2004 2005
A$ A$ AS$
(a) The income tax expense for the financial year differs
from the amount calculated on the operating profit/(loss).
The differences are reconciled as follows:
Profit/(loss) from ordinary activities before income tax
expense (18,489,467) (15,579,171) (17,239,831)
Income tax calculated @ 30% (5,546,840)  (4,673,751)  (5,171,949)
Tax effect of permanent differences:
R&D tax concession (1,157,513) (846,750)  (1,050,675)
Sundry non-deductible items 673 352 2,610
Income tax adjusted for permanent differences (6,703,680)  (5,520,149)  (6,220,014)
Effect of lower rates of tax on overseas losses - — 50,919
Income tax benefit not recognised 6,703,680 5,520,149 6,169,095
Income tax attributable to operating profit - - -
(b) The directors estimate that the potential future
income tax benefit at 30 June in respect of tax losses not
brought to account, calculated @ 30% is: 19,715,028 25,235,178 31,071,240

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, and

(i1) the consolidated entity continues to comply with the conditions for deductibility imposed by tax
legislation, and

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

Note 6. Current Assets — Cash Assets

2003 2004 2005

A$ A$ A$

Cash at bank and on hand 480,315 14,283,087 171,491
Deposits at call 5,977,019 6,965,950 401,640
Investments 2,000,000 - 4,728,132
Balance as per statement of cash flows 8,457,334 21,249,037 5,301,263

Deposits at call

During 2005 the deposits at call bore floating interest rates between 4.83% and 7.07% (2003: 3.39% and
5.85%; 2004: 4.21% and 5.74%).
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Note 7. Current Assets — Receivables

2003 2004 2005

A$ A$ A$

Trade debtors - - 125,000
GST/VAT paid on purchases 56,112 59,195 74,811
Sundry debtors 72,753 - 14,953
128,865 59,195 214,764

Sundry debtors

At 30 June 2005, interest earned on investments but not yet received was A$14,953 (2003: A$71,918;
2004: A$Nil). Interest is not charged on outstanding amounts, nor is collateral obtained or applicable.

Note 8. Current Assets — Other

2003 2004 2005

A3 AS A$

Security deposits 213,859 161,359 168,755
Prepayments 61,557 104,791 181,701
Deferred share issue costs — — 719,130
275,416 266,150 1,069,586

Security deposits

(1) At 30 June 2005, two deposits totalling A$95,000 are being held as security for a performance
guarantee of A$90,000 issued to the landlord of the company’s Browns Road, Noble Park

premises.

(i1)) At 30 June 2005, one deposit of A$63,000 is being held as security for a performance guarantee
of A$60,000 issued to the landlord of the company’s Summit Road, Noble Park premises.

Deferred share issue costs

The amount of A$719,130 represents costs incurred to reporting date regarding the company’s
intention to raise additional capital via its planned admission to the Alternative Investment Market of

the London Stock Exchange.
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Note 9. Non-Current Assets — Plant and Equipment

2003 2004 2005
A3 A3 A$

(a) Plant and equipment
Plant and equipment — at cost 13,582,428 13,632,417 13,396,062
Less: Accumulated depreciation (6,460,333)  (8,736,568) (10,376,042)

7,122,095 4,895,849 3,020,020

Plant and
Details equipment
A$
(b) Reconciliation
Carrying amount at 30 June 2002 7,038,839
Additions 2,796,515
Disposals (Written Down Value) (285,249)
Transfers In/(Out) (Written Down Value) (144,426)
Depreciation expense (Note 4) (2,283,584)
Carrying amount at 30 June 2003 7,122,095
Additions 85,227
Disposals (Written Down Value) (7,399)
Depreciation expense (Note 4) (2,304,074)
Carrying amount at 30 June 2004 4,895,849
Additions 551,912
Disposals (Written Down Value) (338,864)
Depreciation expense (Note 4) (2,088,877)
Carrying amount at 30 June 2005 3,020,020
Note 10. Non-Current Assets — Leasehold Improvements
2003 2004 2005
A$ A3 AS$
(a) Leasehold Improvements
Leasehold improvements — at cost 4,777,905 4,814,912 4,970,883
Less: Accumulated amortisation (4,045,761)  (4,782,878)  (4,852,419)
732,144 32,034 118,464
Leasehold
Details Improvements
A$
(b) Reconciliation
Carrying amount at 30 June 2002 1,455,749
Additions 364,785
Transfers In/(Out) (Written Down Value) 85,701
Amortisation expense (Note 4) (1,174,091)
Carrying amount at 30 June 2003 732,144
Additions 37,008
Amortisation expense (Note 4) (737,118)
Carrying amount at 30 June 2004 32,034
Additions 155,970
Amortisation expense (Note 4) (69,540)
Carrying amount at 30 June 2005 118,464
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Note 11. Non-Current Assets — Intangible Assets

Intellectual property
Less: Accumulated amortisation

Note 12. Current Liabilities — Payables

Trade creditors and accruals
GST received on grant revenue

Note 13. Current Liabilities — Provisions

Employee benefits (Note 21)

Note 14. Non-Current Liabilities — Provisions

Employee benefits (Note 21)
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2003 2004 2005
AS$ AS AS$
1,000 1,000 1,000
1,000 1,000 1,000
780,281 1,223,188 1,038,932
75,000 - -
855,281 1,223,188 1,038,932
2003 2004 2005
AS$ AS AS$
310,441 424,898 547,915
2003 2004 2005
AS A$ A3
74,297 75,575 151,898




Note 15. Contributed Equity
(a) Share capital
At 30 June 2005, the share capital account of Ceramic Fuel Cells Limited (the company) consisted of

110,136,448 fully paid up, ordinary shares (2003: 27,496,448; 2004: 109,836,448).

(b) Movements in ordinary share capital

Movements in ordinary share capital of the company during the past three years were as follows:

Date

01-07-2002

30-06-2003

14-11-2003
14-11-2003

14-11-2003
14-11-2003
27-11-2003
22-01-2004

06-05-2004
24-06-2004

30-06-2004

24-09-2004

30-06-2005

Details

Opening balance
No movement

Balance

Additional investment by Energex Limited
Additional investment by Metasource Pty
Limited

Bonus issue to Energex Limited

Bonus issue to Metasource Pty Limited
Issued for services rendered

Additional investment by Jirgen Graf und
Partner GbR

Private placement

Initial public offering

Less: Transaction costs arising on share issues

Balance

Issued for services rendered

Less: Transaction costs arising on share issues

Balance

(c¢) Ordinary shares

Number
of Shares

27,496,448

27,496,448
2,000,000
2,000,000

26,250,000

26,250,000

200,000
90,000

10,550,000
15,000,000

109,836,448

300,000

110,136,448

0.50

0.50

0.50
0.50

1.00
1.00

1.00

Issue Price
A3

69,235,636

69,235,636

1,000,000

1,000,000

100,000

45,000
10,550,000

15,000,000

96,930,636

(2,813,060)

94,117,576

300,000

94,417,576

(10,421)

94,407,155

Ordinary shares entitle the holder to participate in dividends, and the proceeds on winding up of the

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

Previously, restrictions on the transfer of shares existed to the effect that existing shareholders were
given pre-emptive rights the sale of shares. This right was extinguished on 18 September 2003.

On a show of hands every holder of ordinary shares present at a meeting of the company, either
personally or by duly authorised representative, proxy or attorney, is entitled to one vote, and upon a
poll each share is entitled to one vote.
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(d) Share options

2003

Unissued ordinary shares of Ceramic Fuel Cells Limited under option at 30 June 2003 totalled 635,500
as follows:

Issued under the CFCL Share Option Plan to directors
Number of shares: 75,000

Consideration of grant of option: A$Nil

Consideration for exercise of option: A$4.00 per share

When exercisable: Immediately, provided that, at the time of exercise:

(a) the option has not lapsed; and

(b) shares are quoted on a stock market of an Approved Stock Exchange; or

(i) if a takeover scheme or takeover announcement or scheme or arrangement is made or
undertaken in respect of CFCL and the Board reasonably determines exercise to be
appropriate; or

(i1) if an entity becomes entitled to 50 per cent. or more of the company’s shares, and the Board
reasonably determines exercise to be appropriate; or

(iii) in any other circumstance if the Board in its absolute discretion determines;
and in each case the options must be exercised within 30 days after the Board notifies members of

its determination.

Issued under the CFCL Share Option Plan to specific employees
Number of shares: 472,500

Consideration of grant of option: A$Nil

Consideration for exercise of option: A$4.00 per share

When exercisable: All options are now fully vested and the conditions for exercise are the same as those
for directors.

Issued under the CFCL Share Option Plan to general employees

Number of shares: 88,000

Consideration of grant of option: ASNil

Consideration for exercise of option: A$4.00 per share

When exercisable: Conditions for exercise are the same as those for directors.

No option holder has any right under the options to participate in any other share issue of the
company or of any other entity.
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2004

Unissued ordinary shares of Ceramic Fuel Cells Limited under option at 30 June 2004 totalled
5,919,499, of which 644,500 have been issued under the Ceramic Fuel Cells Limited Share Option Plan
and 5,274,999 were issued under the Private Placement completed 6 May 2004, as follows:

Issued under the CFCL Share Option Plan
To current and former directors
Number of shares: 75,000

Consideration for grant of option: ASNil

Consideration for exercise of option: A$1.50 per share

When exercisable: Immediately, provided that, at the time of exercise:

(a) the option has not lapsed; and

(b) shares are quoted on a stock market of an Approved Stock Exchange; or

(1) if a takeover scheme or takeover announcement or scheme or arrangement is made or
undertaken in respect of CFCL and the Board reasonably determines exercise to be
appropriate; or

(i) if an entity becomes entitled to 50 per cent. or more of the company’s shares, and the Board
reasonably determines exercise to be appropriate; or

(iii) in any other circumstance if the Board in its absolute discretion determines;
and in each case the options must be exercised within 30 days after the Board notifies members of

its determination.

Since 30 June 2004 the entire 75,000 options have been escrowed as a condition of admitting the
company to the official list of the ASX. They are unable to be exercised before 5 July 2006.

To current and former employees and contractors
Number of shares: 569,500
When exercisable: All options are now fully vested and the conditions for exercise are the same as those

for directors.

Issued under the Private Placement completed 6 May 2004
Number of shares: 5,274,999

Consideration for grant of option: A$Nil

Consideration for exercise of option: A$1.00 per share

When issued: 6 May 2004

When exercisable: Any time from the date of issue until 6.00 p.m. (Sydney time) on 31 March 2006.

No option holder has any right under the options to participate in any other share issue of the
company or of any other entity.
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2005

Unissued ordinary shares of Ceramic Fuel Cells Limited under option at 30 June 2005 totalled
5,860,999, of which 586,000 have been issued under the Ceramic Fuel Cells Limited Share Option Plan
and 5,274,999 were issued under the Private Placement of 6 May 2004, as follows:

Issued under the CFCL Share Option Plan
To current and former directors

Number of shares: 75,000

Consideration for grant of option: ASNil

Consideration for exercise of option: A$1.50 per share

When exercisable: Immediately, provided that, at the time of exercise:

(a) the option has not lapsed; and

(b) shares are quoted on a stock market of an Approved Stock Exchange; or

(i) if a takeover scheme or takeover announcement or scheme or arrangement is made or
undertaken in respect of CFCL and the Board reasonably determines exercise to be
appropriate; or

(i1) if an entity becomes entitled to 50 per cent. or more of the company’s shares, and the Board
reasonably determines exercise to be appropriate; or

(iii) in any other circumstance if the Board in its absolute discretion determines;
and in each case the options must be exercised within 30 days after the Board notifies members of

its determination.

During the current reporting period the entire 75,000 options were escrowed as a condition of
admitting the company to the official list of the ASX. They are unable to be exercised before 5 July
2006.

To current and former employees and contractors
Number of shares: 511,000

When exercisable: All options are fully vested and the conditions for exercise are the same as those for
directors.

Issued under the Private Placement of 6 May 2004
Number of shares.: 5,274,999

Consideration for grant of option: ASNil

Consideration for exercise of option: A$1.00 per share

When issued: 6 May 2004

When exercisable: Any time from the date of issue until 5.00 p.m. (Sydney time) on 31 March 2006.

No option holder has any right under the options to participate in any other share issue of the
company or of any other entity.

Further information relating to the Ceramic Fuel Cells Limited Share Option Plan, including details

of consideration for exercise, numbers of options issued, exercised and lapsed during the financial year
and options outstanding as at the end of the financial year are set out in Note 21.
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Note 16. Retained Profits/(Losses)

2003 2004 2005
A$ A$ A$

Retailed profits/(losses) at the beginning of the
financial year (35,269,334) (53,758,801) (69,337,972)
Net profit/(loss) attributable to members of
Ceramic Fuel Cells Limited (18,489,467) (15,579,171) (17,239,831)
Retained profits/(losses) at the end of the
financial year (53,758,801) (69,337,972) (86,577,803)

Note 17. Financial Instruments

(a) Interest rate risk exposures

The consolidated entity’s exposure to interest rate risk and the effective weighted average interest rate
for each class of financial asset and financial liability, by maturity period, is set out in the preceding
table. For interest rates applicable to specific assets or liabilities, refer to individual notes to the
financial statements.

Exposures arise predominantly from assets and liabilities bearing variable interest rates, as the
consolidated entity intends to hold fixed rate assets and liabilities to maturity.

2003
Fixed
Floating Interest Non-
Interest Maturing interest
Note Rate  in <1 year bearing Total
Financial Assets
Cash at bank and on hand 6 480,315 - - 480,315
Deposits at call 6 5,977,019 — — 5,977,019
Investments 6 - 2,000,000 - 2,000,000
Receivables 7 — — 128,865 128,865
Security deposits 8 - 210,500 3,359 213,859
6,457,334 2,210,500 132,224 8,800,058
Weighted average interest rate 4.58% 5.16%
Financial Liabilities
Trade & Other creditors and accruals 12 — — 855,281 855,281
- - 855,281 855,281
Weighted average interest rate - -
Net financial assets (liabilities) 6,457,334 2,210,500 (723,057) 7,944,777
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2004

Financial Assets

Cash at bank and on hand 6
Deposits at call 6
Investments 6
Receivables 7
Security deposits 8

Weighted average interest rate

Financial Liabilities
Trade & Other creditors and accruals 12

Weighted average interest rate
Net financial assets (liabilities)

2005

Financial Assets

Cash at bank and on hand 6
Deposits at call 6
Investments 6
Receivables 7
Security deposits 8

Weighted average interest rate

Financial Liabilities
Trade & Other creditors and accruals 12

Weighted average interest rate
Net financial assets (liabilities)

(b) Credit risk exposures

Fixed
Floating Interest Non-
Interest Maturing interest
Rate  in <1 year bearing Total
14,283,087 - — 14,283,087
6,965,950 - - 6,965,950
- - 59,195 59,195
- 158,000 3,359 161,359
21,249,037 158,000 62,554 21,469,591
4.68% 5.23%
- - 1,223,188 1,223,188
- - 1,223,188 1,223,188
21,249,037 158,000 (1,160,634) 20,246,403
Fixed
Floating Interest Non-
Interest Maturing interest
Rate  in <1 year bearing Total
171,491 - - 171,491
401,640 - - 401,640
- 4,728,132 - 4,728,132
- - 214,764 214,764
- 158,000 10,755 168,755
573,131 4,886,132 225,519 5,684,782
4.42% 5.53%
- - 1,038,932 1,038,932
- - 1,038,932 1,038,932
573,131 4,886,132 (813,413) 4,645,850

The credit risk on financial assets of the company which have been recognised in the statement of
financial position is generally the carrying amount, net of any provisions for doubtful debts.

(¢) Net fair value of financial assets and liabilities
The net fair value of cash and cash equivalents and non-interest bearing monetary financial assets and
financial liabilities of the company equals their carrying amounts. None of the financial assets and
financial liabilities are ‘traded’ on organised markets. The company does not have any ‘off-balance

sheet’ financial instruments.
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Note 18. Director and Executive Disclosures

Directors

The following persons were directors of Ceramic Fuel Cells Limited during the financial year ended
30 June 2005:

Chairman
J W Dinsdale

Non-Executive Directors

CM Adam

D Carruthers (appointed 1 September 2004)

J P Dempsey

J G Pullar (appointed 23 November 2004)

B D Braithwaite was a Non-Executive Director from 23 November 2004 to the date of his resignation
of 30 June 2005.

J A Hamilton was a Non-Executive Director from 22 April 2002 to the date of his resignation of
22 November 2004.

S A M Pitkin was a Non-Executive Director from 14 April 2000 to the date of her resignation of
22 November 2004.

Executives (other than directors) with the greatest authority for strategic direction and management

The following persons were the thirteen executives with the greatest authority for the strategic direction
and management of the company (“specified executives™) at any time during the financial year, each of
whom were, or remain, employed by Ceramic Fuel Cells Limited (CFCL):

Period of service as a Specified
Name Position Executive

Current Specified Executives

B L Dow Chief Executive Officer 20 June 2005 to 30 June 2005

B Bilton Chief Executive Officer (Europe) 1 September 2004 to 30 June 2005
K Foger Chief Technology Officer Entire year

P R McDonell Human Resources Manager 10 January 2005 to 30 June 2005
A D Neilson Legal & Commercial Manager 26 July 2004 to 30 June 2005

D N S Peck Business Development Manager Entire year

J C Rajoo Chief Operations Officer 5 July 2004 to 30 June 2005

N A Sherburn Chief Financial Officer Entire year

Former Specified Executives (currently employed by CFCL)

D R Chapman Chief Engineer 1 July 2004 to 14 July 2004

B M Murrihy Operations Manager — 1 July 2004 to 14 July 2004

Research & Production

Former Specified Executives (no longer employed by CFCL)

A J Conduit Chief Executive Officer 1 July 2004 to 31 December 2004
C Csorba Human Resources Manager 1 July 2004 to 10 September 2004
B A Thomas Manufacturing Manager 1 July 2004 to 14 July 2004

Remuneration of directors and executives
Principles used to determine the nature and amount of remuneration

Non-Executive Directors

Fee payments to non-executive directors reflect the demands which are made on, and the
responsibilities of, the directors. Remuneration of non-executive directors is determined by the
company in general meeting. Remuneration consists of an annual fee plus statutory superannuation.
Annual fees of A$45,000, plus A$10,000 for the chairing of a board sub-committee, were determined
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at the Annual General Meeting held on 22 November 2004. There is no “at risk” remuneration
component (bonuses and other performance based rewards are not applicable), hence there is no link
between remuneration and the company’s financial performance. Non-executive directors are eligible
to participate in the Ceramic Fuel Cells Limited Share Option Plan. Three former non-executive
directors hold options over ordinary shares — refer section entitled Share-Based Compensation:
Options below.

Principles used to determine the nature and amount of remuneration

Chairman

The remuneration of the Chairman was negotiated by the Board with Mr Dinsdale on an at arms
length basis, and the terms contained therein reflect the importance placed by directors upon the
necessity of raising new funds and upon progress towards commercialisation so as to ensure the
continuing viability of the company. Mr Dinsdale’s current remuneration terms were approved at the
Annual General Meeting of shareholders held on 22 November 2004. Mr Dinsdale’s remuneration
currently comprises four components: a base payment, a performance bonus based upon achieving
significant objectives for the year ended 30 June 2005, a fundraising fee based upon funds raised up to
30 June 2005, and further incentives based on achieving significant sustainable business success, further
details of which are to be found within the Employment Agreements section of this note.

Executive Pay
The company has entered into individual employment agreements with each of its specified executives.

Executive pay and reward has two components:
® Annual remuneration; and

® Long-term incentive via participation in the Ceramic Fuel Cells Limited Share Option Plan.

No specified executive currently has an “at risk” remuneration component, thereby ensuring that the
company’s labour costs remain quantifiable at all times, hence there is no link between remuneration
and the company’s performance.

® Annual remuneration: is based upon market rates (current at the time of hire) applicable to each
individual’s role and responsibilities within the company. Annual remuneration is expressed in
terms of a Total Salary Package (TSP), which includes statutory superannuation. The
performance of individual executives against previously agreed key performance indicators is
reviewed at least annually by their manager, during which time performance goals and objectives
are established for subsequent performance period/s. Information from the review process is then
taken into account, along with such factors as increases in the cost of living and market parity, in
determining the individual’s remuneration for the next financial year. Remuneration increases
based upon changes in individual roles which increase an individual’s level of responsibility, or
recognise an increased level of skill necessary to perform a role, may be approved at any time by
the Chief Executive Officer acting within the level of authority delegated to him by the Board.
The Board reviews and approves executive remuneration annually.

®  Share options: membership of the Ceramic Fuel Cells Limited Share Option Plan is open to all
full time and part time permanent and long-term contract executives. None of the specified
executives listed above have options over the company’s shares.

Details of remuneration

Details of the remuneration of each director of Ceramic Fuel Cells Limited, and of each of the thirteen
specified executives of the company, for the year ended 30 June 2005, as well as comparatives for the
prior twelve months period, are set out in the tables below. The total income paid or payable, or
otherwise made available, to directors of the company in connection with the management of the
affairs of the company for the year to 30 June 2003 was A$623,899. The directors’ remuneration figure
for 2003 excludes the value of options over shares granted to directors, none of which were exercisable.
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The amounts disclosed for remuneration of directors and specified executives for the three years ending
30 June 2003, 2004 and 2005 exclude insurance premiums of A$22,391, A$60,377 and A$144,268
respectively, paid by the company in respect of directors’ and officers’ liability insurance contracts, as
the contracts do not specify premiums paid in respect of individual directors and officers. Information
relating to the insurance contracts is set out in the director’s report.

Directors of Ceramic Fuel Cells Limited

2005 Post
employ-
Primary Equity ment
Non-
Cash mon-
salary Cash etary Superan-
Name & fees  bonus benefits  Shares Options nuation Total
A$ A A$ A$ A$ A$ A$
Directors
J W Dinsdale, Chairman' 244,018 - - - - 1,982 246,000
C M Adam 32,083 - - - - 27,867 59,950
B D Braithwaite
(from 2311112004 — 30/6/2005 ) — — - - - 29913 29913
D Carruthers
(from 119/2004 — 30/6/2005 ) 18,333 - - - — 31,625 49,958
J P Dempsey — — - - — 49,050 49,050
J A Hamilton
(from 11712004 — 22/11/2004)? - — - - — - —
S A M Pitkin
(from 11712004 — 22/11/2004) - - - - - 19,323 19,323
J G Pullar
(from 2311112004 — 30/6/2005 ) 27,443 - - - - 2,470 29,913
Total 321,877 — - - — 162,230 484,107
1. Mr Dinsdale may be entitled to equity in Ceramic Fuel Cells Limited in accordance with the terms of his remuneration

package approved by shareholders at a general meeting on 22 November 2004, the details of which are to be found in

the Employment Agreements section of this note.

2. J A Hamilton waived his entitlement to fees for the year ended 30 June 2005 (as he did for the entire term of his

directorship).
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Directors of Ceramic Fuel Cells Limited

2004

Name

Current Directors
Executive Directors

J W Dinsdale'?
Non-Executive Directors
CM Adam

J P Dempsey

J A Hamilton®

S A M Pitkin

Former Directors
Non-Executive Directors
K J Croagh

(from 11712003 — 20/2/2004)

R D C Garland

(from 11712003 — 31/1/2004)

Total

Post
employ-
Primary Equity ment
Non-
Cash mon-
salary Cash etary Superan-
& fees  bonus benefits  Shares Options’ nuation Total
A$ A$ A$ A$ A$ A$ A$
238,018 271,000 — 300,000 - 1,982 811,000
5,000 - - - 4,375 16,800 26,175
- - - - - 21,800 21,800
15,000 - - - - 6,800 21,800
16,146 - - - - - 16,146
11,667 - - - - 1,050 12,717
285,831 271,000 — 300,000 4,375 48,432 909,638

1. As part of his remuneration Mr Dinsdale agreed to accept 300,000 fully paid ordinary shares in the company. These
shares have been accrued at 30 June 2004. On 17 September 2004 the Directors resolved to issue these shares to Mr

Dinsdale.

2. Mr Dinsdale is entitled to further equity in the company in accordance with the terms of his remuneration package
approved by shareholders at a general meeting on 14 February 2003, the details of which are to be found in the
Employment Agreements section of this note.

3. J A Hamilton waived his entitlement to fees for the year ended 30 June 2004 (as he also did for the year ended 30 June

2003).

4. This figure represents the change in value of existing share options due to the repricing of certain options by directors
(from an exercise price of A$4.00 per share to an exercise price of A$1.50 per share) on 6 May 2004. The options have
been valued using a Black-Scholes option valuation model.
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Specified executives of the consolidated entity

2005 Post
employ-
Primary ment Other
Non-
Cash mon-
salary Cash etary Superan-
Name & fees  bonus benefits nuation Options Total
A$ AS$ A$ A$ A$ A$ A$
Current Specified Executives
B L Dow
(from 20/6/2005 — 30/6/2005 ) 11,088 - 1,003 - - 53 12,144
B Bilton
(from 1/19/2004 — 30/6/12005 ) 164,296 - — 13,794 - 3,678 181,768
K Foger 126,686 — 23,866 40,000 — 5,348 195,900
P R McDonell
(from 10/1/2005 — 30/6/2005 ) 51,552 - - 4,341 - 487 56,380
A D Neilson
(from 261712004 — 30/6/2005 ) 124,289 - - 10,509 - 299 135,097
D N S Peck 103,244 - - 9,083 - 2,871 115,198
J C Rajoo
(from 51712004 — 30/6/12005 ) 136,079 — 24,894 20,000 - 891 181,864
N A Sherburn 167,826 23,544 21,138 11,585 - 807 224,900
Former Specified Executives (currently employed by CFCL)
D R Chapman
(from 11712004 — 14712004 ) 4,391 - 111 360 - 48 4910
B M Murrihy
(from 11712004 — 14712004 ) 4,416 - 179 842 - 68 5,505
Former Specified Executives (no longer employed by CFCL)
A J Conduit
(from 11712004 — 31112/2004 ) 85,402 - - 4827 73422 — 163,651
C Csorba
(from 11712004 — 10/9/2004 ) 19,382 - - 2,037 21,645 300 43,364
B A Thomas
(from 11712004 — 14712004 ) 825 - - 349 - 70 1,244
Total 999,476 23,544 71,191 117,727 95,067 14,920 1,321,925
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Specified executives of Ceramic Fuel Cells Limited

2004 Post
employ-
Primary Equity ment  Other
Non- Salary
Cash mon- contin-
salary Cash etary Superan-  uance
Name & fees  bonus benefits Shares’ Options’ nuation insurance Total
A$ A$ A$ A$ A$ A$ A$ A$
Current Specified Executives
A J Conduit
(from 311712003 —
301612004 ) 210,021 - - - - 6418 — 216,439
K Foger 130,775 — 23,768 200,000 — 53,000 3,400 410,943
N A Sherburn 164,223 25,000 25,992 - — 11,002 450 226,667
D R Chapman
(from 1819/12003 —
301612004 ) 127,718 - - - - 8,251 561 136,530
C Csorba
(from 2/12/2003 —
30/6/2004 ) 62,767 - - - - 5,357 3,906 72,030
B M Murrihy
(from 25/9/12003 —
301612004 ) 85,841 - - - - 24,123 4,375 114,339
D N S Peck
(from 1/8/2003 —
301612004 ) 96,124 - - - - 8,326 1,327 105,777
B A Thomas 104,338 - - - - 9,083 1,049 114,470
Former Specified Executives
S Baker
(from 117/2003 —
27111/12003) 37,682 - - - - 3,750 329 41,761
M Peck
(from 117/2003 —
161912003 ) 62,100 - - - - - - 62,100
Total 1,081,589 25,000 49,760 200,000 — 129,310 15,397 1,501,056

1. On 27 November 2003 the company issued 200,000 fully paid ordinary shares to Dr Foger as consideration for services
rendered to the company. Further details regarding the shares are included in the Issue of Shares section of Note 21 to

the Financial Statements.

2. On 27 November 2003 Dr Foger renounced his entitlement to 120,000 options previously granted to him. Further details
regarding the options are included in the Share-Based Compensation: Options section of this note.

Employment agreements

Remuneration and other terms of employment for the Chairman and the specified executives are
formalised in written agreements, the major remuneration provisions of which are set out below (as at

30 June 2005):

J W Dinsdale, Chairman

Current terms of appointment as Chairman approved by shareholders at a general meeting on

22 November 2004:

—  Term of appointment expires on 9 December 2005.

—  No entitlement to an early termination payout in the event he ceases to be the Chairman of the
Board of Directors before the end of the term of the agreement.

—  Remuneration components, payable to Mr Dinsdale or his nominee, are as follows:
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Base Pay: Payment of A$20,000 per month and reimbursement of all reasonable expenses
incurred on behalf of the company.

Performance Bonus: At the discretion of the Board — up to 50 per cent. of the Base Pay for
the period 1 July 2004 to 30 June 2005 (capped at A$120,000 and payable in the form of 1/3
cash and 2/3 fully paid ordinary shares at an issue price of A$1.00 per share), based on the
company developing and adopting a new business plan in 2003/04 (the third component of
Mr Dinsdale’s remuneration package approved by shareholders on 14 February 2003) and
the company achieving significant revenue, sales, technical and manufacturing objectives set
out in the business strategy as discussed in the prospectus, for the period to 30 June 2005.

Fundraising Fee: A success fee in relation to the total equity up to A$60,000,000 raised by the
company (by issuing ordinary or preference shares) prior to 30 June 2005 being an amount
equal to 1.5 per cent. of such funds raised on terms acceptable to the Board payable on final
closure. This fee is not payable on funds raised from Metasource Pty Limited (or its related
parties) or Energex Limited and is not payable on funds raised in the form of debt or hybrid
debt/equity instruments. This success fee will be payable 1/3 in cash and 2/3 in ordinary fully
paid shares in the company. The maximum number of shares that may be issued for the
Fundraising Fee is 600,000 at an issue price of A$1.00 (assuming A$60,000,000 is raised).

Incentives: Several tranches of Incentives are payable at the discretion of the Board in
recognition of the Company achieving significant sustainable business success or
appreciation in shareholder value. The incentives are payable as 1/3 cash and 2/3 ordinary
fully paid shares in the Company. The maximum amounts of these fees, and indicative
performance milestones, are set out below. (The Board retains discretion to pay the
Incentives, or part thereof, where it believes Mr Dinsdale has made a significant lasting
contribution to the Company achieving significant sustainable business success or
appreciation in shareholder value, even if the indicative performance measures below have
not been met).

Milestone 1
Maximum Fee: A$200,000

Indicative Measure: Application Development Partner/s secured with total contract
revenue to CFCL greater than A$10 million.

Milestone 2

Maximum Fee: A$300,000

Indicative Measure: An announcement that an unconditional contract has been signed
(or, if the contract is conditional, that such conditions have been
satisfied or waived) for a Manufacturing Development Joint
Venture with total contract revenue to CFCL greater than
AS$25 million.

Milestone 3

Maximum Fee: A$400,000

Indicative Measure: Sales of the Company’s fuel cells either directly or through

development partners has exceeded 10MW.

The maximum number of shares that may be issued for the Incentives is 600,000, at an issue
price of A$1.00 (assuming all the milestones are met).

The Incentives cease on 22 November 2007. If Mr Dinsdale ceases to be Chairman of CFCL
before this time (other than for poor performance or misconduct) the Board retains
discretion to continue to award the payments to him or his nominee, if all other conditions
for the payments are met.
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Mr Dinsdale has agreed to waive the Incentives should the level of commitment required of
him diminish below, on average, 2/3 of a full time commitment, such that his efforts would
be directed solely to fundraising rather than broader business objectives.

For all components, ordinary fully paid shares in the Company would be issued at a price of
AS$1.00 per share. Any shares to be issued as part of this package will be issued within three years
of the date of approval of the package, namely before 22 November 2007. The shares will be
issued for no cash consideration, within 14 days of the relevant trigger event. The Company will
not give Mr Dinsdale any loan or other financial assistance to acquire the shares.

All contracts with executives may be terminated early as follows: by the executive — by the giving of the
required period of notice; by the company - by the giving of notice or by payment in licu of notice or
by part payment and part notice. Other than statutory entitlements and payments in lieu of notice, no
termination payments apply.

B L Dow, Chief Executive Officer
Period: 20/6/2005 to 30/6/2005

® Employment contract: 3 years fixed term ending 19/6/2008
® Annual Total Salary Package (TSP): A$375,000 reviewable at least annually

® Incentive Plan: Issue of CFCL share options under the CFCL Share Option Plan, upon
achievement of milestones to be agreed with the Board. The number of options is likely to be in
the order of 25 per cent. of base annual pay, however the actual number and terms of offer are to
be agreed with the Board.

® Notice period: 3 months.

B Bilton, Chief Executive Officer [Ceramic Fuel Cells ( Europe) Limited]
Period: 1/9/2004 to 30/6/2005

® Employment contract: 2 years fixed term ending 31/8/2006

® Annual TSP of £82,200 reviewable at least annually, comprising: Salary of £75,000 per annum,
car allowance of £400 per month and medical insurance premium allowance of £200 per month.

® Notice period: 3 months.

K Foger, Chief Technology Officer
Period: 1/7/2004 to 30/6/2005

® Employment contract: “permanent” ongoing position
® Annual TSP of A$195,000 reviewable at least annually
® Notice period: 3 months.

P R McDonell, Human Relations Manager
Period: 10/1/2005 to 30/6/2005

® Employment contract: “permanent” ongoing position
® Annual TSP of A$110,000 reviewable at least annually
® Notice period: 1 month.

A D Neilson, Legal and Commercial Manager ( Company Secretary)
Period: 26/7/2004 to 30/6/2005

® Employment contract: “permanent” ongoing position
® Annual TSP of A$136,002 reviewable at least annually
® Notice period: 1 month.
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D N S Peck, Business Development Manager
Period: 1/7/2004 to 30/6/2005

® Employment contract: “permanent” ongoing position
® Annual TSP of A$110,000 reviewable at least annually
® Notice period: 2 months.

J C Rajoo, Chief Operations Officer
Period: 5/7/2004 to 30/6/2005

® Employment contract: “permanent” ongoing position
® Annual TSP of A$175,000 reviewable at least annually
® Notice period: 1 month.

N A Sherburn, Chief Financial Officer
Period: 1/7/2004 to 30/6/2005

® Employment contract: “permanent” ongoing position
® Annual TSP of A§193,001 reviewable at least annually
® Notice period: 3 months
[ J

A bonus of A$23,544 was approved by directors in September 2004 and is not a component of
Mr Sherburn’s annual remuneration package. The bonus was awarded in recognition of his extra
efforts and professionalism as part of the process of the company’s capital raising programme.
The quantum of the bonus was established by the Board having due regard to Mr Sherburn’s
remuneration package and the degree of skill and effort contributed by him over and above that
which could reasonably be expected from an executive officer in his position.

Share-Based Compensation: Options

The terms and conditions of each grant of options held by current and former directors and specified
executives at any time during the year ended 30 June 2005 are as follows:

Exercise
Exercise  price at  Value per
Grant Expiry  priceat 30 June option at Date
Name date date grant 2005 grant date exercisable
A$ A$ A$
Current Directors
C M Adam? 25 May 2001 24 May 2011 4.00 1.50 3.24  From 5 July 2004
Former Directors
K J Croagh® 22 May 2000 4 Jul 2007 4.00 1.50 3.16 From 5 July 2004
R D C Garland®* 23 Mar 2001 4 Jul 2007 4.00 1.50 3.21 From 5 July 2004

1. The options held by C M Adam, K J Croagh and R D C Garland have been placed in escrow, as a condition of admitting
the company to the official list of the ASX, and cannot be exercised before 5 July 2006.
C M Adam resigned as a director on 22 August 2005.

3. Due to the above-mentioned escrow period, on 24 June 2004 the Board resolved to extend the expiry date of the options
of Messrs Croagh and Garland which, under the terms of the Ceramic Fuel Cells Limited Share Option Plan Rules,
would have expired 12 months from the date of listing such that they now expire 12 months from the end of the escrow
period, i.e. on 4 July 2007.

As at the reporting date, options then on issue will have no effect on the future remuneration of
directors and specified executives.

The terms and conditions of each grant of options held by current and former directors and specified
executives at any time during the year ended 30 June 2004 are as follows:
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Name

Current Directors
CM Adam

Former Directors
K J Croagh’
R D C Garland?

Grant
date

25 May 2001

22 May 2000
23 Mar 2001

Current Specified Executives

K Foger

15 May 2000

Expiry
date

24 May 2011

4 Jul 2007
4 Jul 2007

27 Nov 2003

Exercise
price at

grant
A$

4.00

4.00
4.00

4.00

Exercise
price at
30 June

2004
A$

1.50

N/A

Value per
option at
grant date
A$

3.24

3.16
3.21

3.16

Date
exercisable

From 5 Jul 2004!

From 5 Jul 2004!
From 5 Jul 2004!

The options were
never exercisable

1. The options held by C M Adam, K J Croagh and R D C Garland have been placed in escrow, as a condition of admitting
the company to the official list of the ASX, and cannot be exercised before 5 July 2006.

2. Due to the above-mentioned escrow period, on 24 June 2004 the Board resolved to extend the expiry date of the options
of Messrs Croagh and Garland which, under the terms of the Ceramic Fuel Cells Limited Share Option Plan Rules,
would have expired 12 months from the date of listing such that they now expire 12 months from the end of the escrow
period, ie on 4 July 2007.

3. On 6 May 2004 the Board varied the exercise price of these options — all the other terms, then in existence, of these
options remained unchanged.

As at the reporting date, options then on issue will have no effect on the future remuneration of

directors and specified executives.

Equity instrument disclosures relating to directors and executives

Options provided as remuneration

No director had been granted, offered or promised any options over ordinary shares in the company

during the year.

No specified executive had been granted or offered any options over ordinary shares in the company

during the year.

Shares provided on exercise of remuneration options

No options over ordinary shares had been exercised by directors or specified executives as at 30 June

2005.
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Option holdings

The numbers of options over ordinary shares in the company held during the financial years ended 30
June 2004 and 30 June 2005 by each director of Ceramic Fuel Cells Limited, and by each specified

executive of the company, are as follows:

2005

Name

Current Directors
C M Adam*?

Former Directors
K J Croagh!
R D C Garland'

Balance
at the start
of the year

25,000

25,000
25,000

Granted
during the
year as
remun-
eration

Exercised
during
the year

Other
changes
during
the year

Balance
at the end
of the year

25,000

25,000
25,000

Vested and
exercisable
at the end
of the year

1. The options held by C M Adam, K J Croagh and R D C Garland have been placed in escrow, as a condition of admitting
the company to the official list of the ASX, and cannot be exercised before 5 July 2006.

2. C M Adam resigned as a director on 22 August 2005.

2004

Name

Current Directors
C M Adam!

Former Directors
K J Croagh'
R D C Garland'

Balance
at the start
of the year

25,000

25,000
25,000

Current Specified Executives

K Foger

120,000

Granted
during the
year as
remun-
eration

Exercised
during
the year

Other
changes
during
the year

(120,000)

Balance
at the end
of the year

25,000

25,000
25,000

Vested and
exercisable
at the end
of the year

1. The options held by C M Adam, K J Croagh and R D C Garland have been placed in escrow, as a condition of admitting
the company to the official list of the ASX, and cannot be exercised before 5 July 2006.
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Share holdings

The numbers of ordinary shares in the company held during the financial years ended 30 June 2004
and 30 June 2005 by each director of Ceramic Fuel Cells Limited, and by each specified executive of
the company, are as follows:

2005
Received
during the Received Other
Balance  year on the during the changes Balance

at the start exercise year as during at the end
Name of the year of options remuneration the year  of the year
Current Directors
D Carruthers - — — 10,000 10,000
J W Dinsdale! - - 300,000 - 300,000
Specified Executives
K Foger 200,000 - - - 200,000
Total 200,000 - 300,000 10,000 510,000
1. Mr Dinsdale may become entitled to further equity in the company in accordance with the terms of his remuneration

package approved by shareholders at a general meeting on 22 November 2004, the details of which are to be found in
the Employment Agreements section of this note.

2004
Received
during the Received Other
Balance  year on the during the changes Balance

at the start exercise year as during at the end
Name of the year of options remuneration the year  of the year
Current Directors
J A Hamilton - — - 3,000 3,000
Specified Executives
K Foger - - - 200,000 200,000
Total - - - 203,000 203,000

1. As part of his remuneration Mr Dinsdale agreed to accept 300,000 fully paid ordinary shares in the company. These
shares have been accrued at 30 June 2004. On 17 September 2004 the Directors resolved to issue these shares to Mr
Dinsdale.

2. Mr Dinsdale is entitled to further equity in the company in accordance with the terms of his remuneration package
approved by shareholders at a general meeting on 14 February 2003, the details of which are to be found in the
Employment Agreements section of this note.

Loans to directors and executives

No loans were made to directors or to specified executives during the financial years ended 2003, 2004
or 2005 and to the dates of the corresponding audit reports.
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Note 19. Remuneration of Auditors

During the year the following remuneration was paid or
payable to PricewaterhouseCoopers’ Australian firm for:

Assurance services
1. Audit services
Audit and review of financial reports and other audit work
under the Corporations Act 2001
For the half-year (ended 31 December)
For the full year (ended 30 June)

2. Other assurance services
Due diligence services

Total remuneration for assurance services

Taxation services
Review of company income tax returns
Other tax compliance services

Total remuneration for taxation services

Advisory services
Other advisory services

Total remuneration for advisory services

Total remuneration for all services
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2003 2004 2005
AS$ A$ A$

- 30,000 20,250
36,000 50,000 53,000
36,000 80,000 73,250
- 113,171 320,000

- 113,171 320,000
36,000 193,171 393,250
13,345 14,980 19,000
— 13,160 7,960
13,345 28,140 26,960
25,000 13,500 11,010
25,000 13,500 11,010
74,345 234,811 431,220




Note 20. Commitments for Expenditure

Capital commitments
Commitments for the acquisition of plant and equipment
contracted for at the reporting date but not recognised as
liabilities, payable:

Within one year

Later than one year but not later than 5 years

Later than 5 years

Lease commitments
Commitments in relation to leases contracted for at the
reporting date but not recognised as liabilities, payable:
Within one year
Later than one year but not later than 5 years
Later than 5 years

Representing:
Non-cancellable operating leases

Operating leases

Commitments for minimum lease payments in relation

to non-cancellable operating leases are payable as follows:
Within one year
Later than one year but not later than 5 years
Later than 5 years

Commitments not recognised in the financial statements

2003 2004 2005
AS$ A$ A$
12,804 57,420 22,302
12,804 57,420 22,302
369,114 524,103 410,869
- 151,857 236,444
369,114 675,960 647,313
369,114 675,960 647,313
369,114 524,103 410,869
- 151,857 236,444
369,114 675,960 647,313

Under the terms of the operating lease in relation to its Browns Road, Noble Park premises, the
consolidated entity has the option to renew for a further period. There is currently no option for a

further term on the consolidated entity’s Summit Road, Noble Park premises.

Finance leases

Total commitment for minimum lease payments in relation to finance leases at 30 June 2005 is ASNil

(2003 and 2004: A$Nil)

Note 21. Employee Benefits

Employee benefit and related on-costs liabilities
Included in accruals (Note 12)
Provision for employee benefits — current (Note 13)
Provision for employee benefits — non current (Note 14)

Aggregate employee benefit and related on-cost liabilities

Employee numbers

Number of full-time equivalent employees at reporting date:

2003 2004 2005
AS$ AS A$
190,464 412,535 172,567
310,441 424,898 547,915
74,297 75,575 151,898
575,202 913,008 872,380
84 91 106

As explained in Note 1(n)(ii), the amount for long service leave that is expected to be settled more than
12 months from the reporting date is measured at its present value. The following assumptions were

adopted in measuring present value:

Weighted average rates of increase in annual employee
benefits to settlement of the liabilities

Weighted average discount rates

Weighted average terms to settlement of the liabilities
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2003

4%
5.38%

9.9 years

2004

4%
5.74%
9.2 years

2005

4%
5.10%
9.0 years



Ceramic Fuel Cells Limited Share Option Plan

The establishment of the Ceramic Fuel Cells Limited Share Option Plan was approved by special
resolution at the annual general meeting of the company held on 26 November 1999. All full time and
part time permanent employees, including non-executive directors but excluding casual and short-term
contract employees, are eligible to participate in the plan upon successful completion of their
employment probationary period. Refer to Note 15(d) for details of options over ordinary shares
granted to employees.

Set out below are summaries of options granted under the plan at 30 June 2005:

Exercise Balance at Issued Exercised  Lapsed® Balance at
Expiry Price 30 June during during during 30 June
Grant Date Date A$ 2004 the year  the year  the year 2005
15 May 2000 14 May 2010 4.00 60,000 - - - 60,000
15 May 2000 14 May 2010 1.50 60,000 - - - 60,000
22 May 2000 4 Jul 2007 1.50 25,000 - - - 25,000
25 Jul 2000 24 Jul 2010 4.00 85,500 - - (68,500) 17,000
25 Jul 2000 24 Jul 2010 1.50 141,000 - - (1,000) 140,000
23 Feb 2001 22 Feb 2011 4.00 7,000 - - (2,000) 5,000
23 Feb 2001 22 Feb 2011 1.50 1,000 - - - 1,000
23 Mar 2001 4 Jul 2007 1.50 25,000 - - - 25,000
25 May 2001 24 May 2011 1.50 25,000 - - - 25,000
27 Jul 2001 26 Jul 2011 4.00 41,000 - - (17,000) 24,000
27 Jul 2001 26 Jul 2011 1.50 3,000 - - - 3,000
26 Oct 2001 25 Oct 2011 1.50 1,000 - - - 1,000
6 May 2004 5 May 2014 2.01 170,000 - - - 170,000
1 Sep 2004 31 Aug 2014 0.77 - 30,000 - - 30,000
Total 644,500 30,000 - (88,500) 586,000
1. All options have been issued for no consideration

2. All options are fully vested at the date of this report

3. Lapsed includes options renounced

Share Option Plan Repricing

On 6 May 2004 the company decided to vary the exercise price of the options held by certain members
of the CFCL Share Option Plan (principally existing employees). For these members the exercise price
of their options was reduced from A$4.00 per share to AS$1.50 per share. All other terms and
conditions of the options then in existence remained unchanged. The number of options affected by
this change was 281,000 of the 644,500 options then on issue.

Issue of Shares

During the year ended 30 June 2004, 200,000 ordinary shares at A$0.50 per share were issued to the
company’s Chief Technical Officer, Dr Karl Foger, to acknowledge the considerable contribution made
by Dr Foger to the technical progress of the company. Dr Foger gave up 120,000 options over shares
in the company’s share option plan.
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Note 22. Reconciliation of Profit from Ordinary Activities after Income Tax to Net Cash Inflow from

Operating Activities

Operating profit after income tax

2003
AS$

2004 2005
AS A$

(18,489,467) (15,579,171) (17,239,831)

Depreciation and amortisation (Note 4) 3,457,675 3,041,192 2,158,417
Shares issued for services rendered - 100,000 —
Net loss/(gain) on sale of non-current assets 284,770 55 333,724
Change in operating assets and liabilities
Decrease/(increase) in sundry debtors 274,469 69,670 (155,569)
Decrease/(increase) in other operating assets 134,220 (43,234) (76,910)
Increase/(decrease) in trade creditors and accruals (272,146) 392,687 134,297
Increase/(decrease) in other provisions (183,348) 115,735 199,340
Increase/(decrease) in other creditors - - 157,000

Net cash inflow/(outflow) from operating activities (14,793,827) (11,903,066) (14,489,532)

Note 23. Contingent Liability
The company has the following contingent liability:

R&D Start Grant

Under an agreement with the Industry Research and Development Board (IR&D Board) acting on
behalf of the federal government, the company received a A$15 million grant under the R&D Start
Grant programme. The company has received the full amount of the grant. The agreement runs until
2009 and imposes certain obligations upon the company. If the company was to breach the agreement
or become insolvent, the IR&D Board may elect to terminate the agreement. In the event of such a
termination or in other specific circumstances, the agreement provides that the IR&D Board may
choose to require the repayment of any or all of the grant, with or without interest.

At 30 June 2005 the maximum amount of this liability would have been A$20.17 million (2004:
A$18.98 million; 2003: A$17.9 million).

Note 24. Earnings Per Share

2003 2004 2005
A Cents A Cents A Cents
Basic earnings per share (23.11) (18.44) (15.66)
Number Number Number
Weighted average number of shares
Weighted average number of shares used as the
denominator in calculating basic earnings per share 79,996,448 84,487,842 110,065,763

A$ A$ A$
Earnings used in calculating basic earnings per share

Net Profit/(Loss) (18,489,467) (15,579,171) (17,239.,831)

There were no extraordinary items, nor net loss attributable to outside equity interest, to be taken into
account in determining earnings used in calculating basic earnings per share.
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Information concerning the classification of securities

(a) Options Issued Under the CFCL Share Option Plan

Options granted to employees under the Ceramic Fuel Cells Limited Share Option Plan are
considered to be potential ordinary shares but, because their conversion to ordinary shares would
decrease the net loss from continuing ordinary operations per share, they are not considered to be
dilutive and no calculation of diluted earnings is required. The options have not been included in
the determination of basic earnings per share. Details relating to the options are set out in
Note 21.

(b) Options Issued to Subscribers Under the Private Placement Completed 6 May 2004

Options granted to subscribers under the Private Placement completed 6 May 2004 are considered
to be potential ordinary shares but, because their conversion to ordinary shares would decrease
the net loss from continuing ordinary operations per share, they are not considered to be dilutive
and no calculation of diluted earnings is required. The options have not been included in the
determination of basic earnings per share. Details relating to the options are set out in Note 15(d).

Comparative Information

The basic earnings per share amounts disclosed for the years ended 30 June 2003 and 30 June 2004 have
been adjusted for the bonus share issues to Metasource Pty Limited and Energex Limited of 14
November 2003 (refer to Note 15(b)).

Note 25. Related Party

Ownership Structure

The wholly-owned group consists of the parent, Ceramic Fuel Cells Limited, and its wholly-owned
controlled entity, Ceramic Fuel Cells (Europe) Limited, which was incorporated on 29 July 2004 in the
United Kingdom. The share capital of Ceramic Fuel Cells (Europe) Limited consists of one fully paid
ordinary share, for which Ceramic Fuel Cells Limited paid the consideration of £1.

Group Transactions

The parent entity loss for 2005 includes an amount of A$175,066 (2004 and 2003: ASNil) which was
charged by Ceramic Fuel Cells (Europe) Limited on an arms-length basis for the provision of
consultancy services related to the promotion and development of export markets on Ceramic Fuel
Cells Limited’s behalf.

At balance date the amount of A$510,117 (2004 and 2003: AS$Nil) was owed to Ceramic Fuel Cells
Limited by Ceramic Fuel Cells (Europe) Limited.

Related Party Receivable

The directors of Ceramic Fuel Cells Limited are satisfied as to the recoverability of A$510,117 being a
receivable from its subsidiary Ceramic Fuel Cells (Europe) Limited as at 30 June 2005. They have
indicated that repayment of this amount will be subordinated in favour of all other creditors for a
period of 15 months from 12 September 2005.

Issue of Convertible Notes

In March/April 2004 the company issued convertible notes with a principal value of A$2,800,000.
These notes were issued in equal proportions to Metasource Pty Limited and Energex Limited under
a A$4,000,000 convertible note facility entered into in October 2003.

On 6 May 2004 the company repaid A$2,500,000 of the notes on issue. The outstanding A$300,000 was
repaid on 28 June 2004 and the returned notes were marked as cancelled at this point.
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The convertible notes were secured by a fixed and floating charge over the assets and undertakings of
the Company. Interest on the notes was paid at the rate of 7.5 per cent. per annum on the principal
value of the notes.

Note 26. Investments in Controlled Entity

Country of Class of
Name of entity incorporation Shares Equity holding
2003 2004 2005
% % %
Ceramic Fuel Cells
(Europe) Limited United Kingdom Ordinary - - 100

Acquisition of controlled entity

Ceramic Fuel Cells (Europe) Limited was incorporated on 29 July 2004, at which time the parent entity
acquired 100 per cent. of its issued share capital. The consideration for the purchase of the single, £1
share was cash.

The operating results of this controlled entity have been included in the consolidated statement of
financial performance since the date of acquisition.

Note 27. Event Occurring After Reporting Date

On 2 August 2005 the company issued A$8,200,000 of secured convertible notes. The notes have a
maturity date of 2 August 2008 and bear interest at a fixed rate of 10 per cent. per annum, payable
quarterly in arrears. The noteholders may elect to convert their notes into fully paid ordinary shares in
the company at any time prior to the maturity date at A$0.50 per share.

The company may redeem the notes prior to the maturity date after having given the noteholders 90
days notice of the intention to redeem. The noteholders may elect to convert their notes during this
period.

The notes are secured by a fixed and floating charge over the assets of the company.
The financial effects of this transaction have not been brought to account at 30 June 2005.

No other matter or circumstance has arisen since 30 June 2005 that has significantly affected, or may
significantly affect:

(a) the consolidated entity’s operations in future financial years; or
(b) the results of those operations in future financial years; or

(c) the consolidated entity’s state of affairs in future financial years.

Note 28. Financial Impacts of Adopting Australian Equivalents to International Financial Reporting
Standards

The changes in accounting for Taxation, Equity-based compensation benefits and Recoverable amount
of non-current assets, as discussed in Note 1(t), will not have any material effect upon the retained
earnings of the group as of 1 July 2004 or on the reported profit of the group for the year ended 30
June 2005.

Although the preceding statement is based on management’s best knowledge of expected standards
and interpretations, as well as current facts and circumstances, these may change. For example,
amended or additional standards and interpretations may be issued by the AASB and the IASB.
Therefore, until the consolidated entity prepares its first full AIFRS financial statements, the possibility
cannot be excluded that material impacts may yet arise on transition to AIFRS.
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C. Unaudited Cashflow Statement For The Six Months Ended 31 December 2005

The cashflow statement below has been extracted without material adjustment from the quarterly report
of the Company as submitted to the Australian Stock Exchange.

“Name of entity
CERAMIC FUEL CELLS LIMITED

ABN 82 055 736 671 Quarter ended (“current quarter™)
31 DECEMBER 2005

Consolidated statement of cash flows

Cash flows related to operating activities
Current Year to date
quarter (6 months)
$A4°000 $A4°000

1.1 Receipts from customers 50 175
1.2 Payments for (a) staff costs' (2,125) (4,346)
(b) advertising and marketing’ (151) (293)
(c) research and development’ (1,226) (2,113)
(d) leased assets — —
(e) other working capital (526) (1,176)
1.3 Dividends received - -
1.4 Interest and other items of a similar nature received 110 228
1.5 Interest and other costs of finance paid - -
1.6 Income taxes paid - -
1.7 Other
— Net GST Received/(Paid) 189 359
— Sundry income received 4 24
Net operating cash flows (3,675) (7,142)
Notes
1. ‘Staff costs’ includes all company labour and associated headcount costs, and therefore incorporates all Research &

Development (R&D) staff, Sales & Marketing (S&M) staff and General & Administrative (G&A) staff.
‘Advertising and marketing’ excludes all S&M staff costs (as per note 1 above).

‘Research and development’ costs includes all R&D costs as defined in Note 1(c) to the Financial Statements for the year
ended 30 June 2005, but excludes all R&D staff costs (as per note 1 above).
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Current Year to date
quarter (6 months)
3A4°000 3A4°000

1.8 Net operating cash flows (carried forward) (3,675) (7,142)

Cash flows related to investing activities

1.9 Payment for acquisition of:
(a) businesses (item 5) - -
(b) equity investments - -
(c) intellectual property - -
(d) physical non-current assets (44) 91)
(e) other non-current assets - -

1.10 Proceeds from disposal of:
(a) businesses (item 5) - -
(b) equity investments - -
(c) intellectual property - -
(d) physical non-current assets 2 65
(e) other non-current assets — —

1.11 Loans to other entities - -
1.12 Loans repaid by other entities - -
1.1

3 Other — Security deposits decreased (increased) (1) (1)
Net investing cash flows (43) (27)
1.14 Total operating and investing cash flows (3,718) (7,169)

Cash flows related to financing activities

1.15 Proceeds from issues of shares, options, etc. - -
1.16 Proceeds from sale of forfeited shares - -
1.17 Proceeds from borrowings (convertible notes) - 8,200
1.18 Repayment of borrowings (insurance premiums) (63) (63)
1.19 Dividends paid - -
1.20 Other — Convertible notes issue costs - (532)
Other — Interest paid on convertible notes (174) (294)
Other — Interest paid on insurance premiums funding 3) 3)
Other — AIM costs (685) (857)
Net financing cash flows (925) 6,451
Net increase (decrease) in cash held (4,643) (718)
1.21 Cash at beginning of quarter/year to date 9,226 5,301
1.22 Exchange rate adjustments to item 1.20 - -
1.23 Cash at end of quarter 4,583 4,583

Payments to directors of the entity and associates of the directors

Payments to related entities of the entity and associates of the related entities
Current
quarter
$A4°000

1.24 Aggregate amount of payments to the parties included in item 1.2 107
1.25 Aggregate amount of loans to the parties included in item 1.11 -

1.26 Explanation necessary for an understanding of the transactions
Directors’ fees.
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Non-cash financing and investing activities

2.1 Details of financing and investing transactions which have had a material effect on consolidated
assets and liabilities but did not involve cash flows

Convertible Notes

During the quarter convertible notes with a value of $150,000 were converted into equity, thereby
reducing the Company’s liabilities by the same amount. These conversions resulted in the issue of a
further 300,000 ordinary shares.

Insurance Premiums Funding

During the quarter the company established and fully drew an insurance premium funding loan of
$284,000. This draw down was a non-cash transaction. This loan will be repaid, in equal instalments,
by 30 June 2006.

2.2 Details of outlays made by other entities to establish or increase their share in businesses in which
the reporting entity has an interest
NIL

Financing facilities available
Add notes as necessary for an understanding of the position. (See AASB 1026 paragraph 12.2 ).

Amount Amount
available used
3A4°000 3A4°000

3.1 Loan facilities - -

3.2 Credit standby arrangements - -

Reconciliation of cash

Reconciliation of cash at the end of the quarter (as shown in the consolidated statement of cash flows)
to the related items in the accounts is as follows.

Current Previous

quarter quarter

34000 34000

4.1 Cash on hand and at bank 223 128
4.2 Deposits at call 179 336
4.3 Bank overdraft - —
4.4 Other — Bank bills (maturing < 12 months) 4,181 8,762
Total: cash at end of quarter (item 1.23) 4,583 9,226

Acquisitions and disposals of business entities
Acquisitions  Disposals

(Item (Item
1.9(a)) 1.10(a))
5.1 Name of entity Not Not

applicable  applicable
5.2 Place of incorporation or registration
5.3 Consideration for acquisition or disposal
5.4 Total net assets
5.5 Nature of business
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Compliance statement

1  This statement has been prepared under accounting policies which comply with accounting
standards as defined in the Corporations Act (except to the extent that information is not required
because of note 2) or other standards acceptable to ASX.

2 This statement does give a true and fair view of the matters disclosed.

Sign here: e Date: 30 January 2006

Director

Print name: David Carruthers

w

Notes
The quarterly report provides a basis for informing the market how the entity’s activities have been
financed for the past quarter and the effect on its cash position. An entity wanting to disclose
additional information is encouraged to do so, in a note or notes attached to this report.

The definitions in, and provisions of, AASB 1026.: Statement of Cash Flows apply to this report
except for the paragraphs of the Standard set out below.

6.2 —reconciliation of cash flows arising from operating activities to operating profit or loss
9.2 — itemised disclosure relating to acquisitions

9.4 — itemised disclosure relating to disposals

12.1(a) - policy for classification of cash items

12.3 — disclosure of restrictions on use of cash

13.1 — comparative information

Accounting Standards. ASX will accept, for example, the use of International Accounting
Standards for foreign entities. If the standards used do not address a topic, the Australian
standard on that topic (if any) must be complied with. ”
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D. Australian GAAP and International Financial Reporting Standards

The company’s financial statements have been prepared under the historic cost convention and in
accordance with the requirements of the accounting standards and other authoritative
pronouncements of the Australian Accounting Standards Board, Urgent Issues Group Consensus
Views and the Corporations Act 2001. These are collectively referred to as Australian Generally
Accepted Accounting Principles (AGAAP).

There are no significant differences between AGAAP and the International Financial Reporting
Standards (IFRS) issued by the International Accounting Standards Board, as far as they are relevant
to the company’s historic financial statements other than those outlined below:

Taxation

—  Under IAS 12 Income Taxes, deferred tax balances are determined using the balance sheet method
which calculates temporary differences based on the carrying amounts of an entity’s assets and
liabilities in the statement of financial position and their associated tax bases. Current and
deferred taxes attributable to amounts recognised directly in equity are also recognised directly in
equity. In addition, tax assets are recognised when recovery is probable.

—  This is different from the AGAAP policy, under which deferred tax balances are determined using
the income statement method, in which items are only tax-effected if they are included in the
determination of pre-tax accounting profit/(loss), current and deferred taxes cannot be recognised
directly in equity, and tax assets may only be recognised when recovery is assured beyond a
reasonable doubt and/or is virtually certain.

—  Although the Company has significant accumulated losses, under both IAS 12 and AGAAP these
would not be recognised at this time. Accordingly, the differences in accounting standards would
not result in a material adjustment to the Net Profit/Loss of the Company or financial position
of the Company as set out in the Statement of Financial Position and Statement of Financial
Performance for the years ended 30 June 2003, 2004 and 2005.

Equity-based compensation benefits

—  Under IFRS 2 Share-based Payment, equity based compensation to employees will be recognised
as an expense in respect of the services received.

—  This is different from the AGAAP policy, under which no expense has been recognised with
regards to equity-based compensation in the form of share options. However, equity-based
compensation in the form of shares has previously been recognised as an expense in the statement
of financial performance when the shares have been granted.

—  IFRS 1 First Time Adoption of International Financial Reporting Standards provides an exemption
from applying IFRS 2 Share-based Payment to options that were granted on or before
7 November 2002 or granted after 7 November 2002 but vested before 1 January 2005. The
application of this exemption applies to all share options issued by the Company up to 30 June
2005 and hence there would be no material adjustment to the Net Profit/Loss of the Company or
financial position of the Company as set out in the Statement of Financial Position and
Statement of Financial Performance for the years ended 30 June 2003, 2004 and 2005.

Recoverable amount of non-current assets

—  Under IAS 36 Impairment of Assets, when the carrying amount of an individual asset or a group
of assets (a cash generating unit) is greater than its recoverable amount, then discounted cash
flows must be used to calculate the resulting decrement. This will result in a change to the
AGAAP policy, under which the cash flows used to determine the lower of an asset’s carrying
amount or net recoverable amount are undiscounted.

—  This differences would not result in a material adjustment to the Net Profit/Loss of the Company

or the financial position of the Company as set out in the Statement of Financial Position and
Statement of Financial Performance for the years ended 30 June 2003, 2004 and 2005.
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Financial instruments

IAS 32 Financial Instruments: Disclosure and Presentation and IAS 39 Financial Instruments:
Recognition and Measurement establish principals for recognising financial assets and financial
liabilities (including derivatives) and for the presentation and disclosure of financial instruments.

IAS 32 requires that compound financial instruments, such as convertible notes which contain
both a liability and equity component, should have those components separately classified in the
Statement of Financial Position. The liability component is measured at its fair value and the
equity component is assigned the residual amount after deducting from the fair value of the
instrument as a whole, the amount separately determined for the liability component. The liability
component is initially recognised at its determined fair value less transaction costs. After initial
recognition it is measured at amortised value using the effective interest method which results in
an expense being recognised on a level yield to maturity basis.

Under AGAAP the instrument would be treated as a single liability and the transaction costs
would be treated as a deferred expense and amortised over the life of the liability. Interest
payments would be expensed on a time basis.

IFRS 1 provides an exemption from applying this requirement of IAS 32 where the liability
component is no longer outstanding at the date of transition to IFRS. As a result, the application
of this exemption would result in their being no material adjustment to the Net Profit/Loss of the
Company or financial position of the Company as set out in the Statement of Financial Position
and Statement of Financial Performance for the years ended 30 June 2003, 2004 and 2005.
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PART VI

ADDITIONAL INFORMATION

1. Incorporation and Status of the Company

The Company was incorporated, under the Corporations Law of Victoria, in the State of Victoria on
6 July 1992 as a limited company under the name of Ceramic Fuel Cells Limited (which is also the
Company’s commercial name) with registered number ABN 82 055 736 671. The liability of the
members of the Company is limited. The principal legislation under which the Company operates is
the Australian Corporations Act 2001.

The Company’s principal place of business and registered office is at 170 Browns Road, Noble Park,
Victoria 3174, Australia, telephone +613 9554 2300. The Company is domiciled in Victoria, Australia.

In August 2004 the Company established a wholly-owned subsidiary, Ceramic Fuel Cells (Europe)
Limited (Company No. 05192743), incorporated in the United Kingdom. The Company has no other
subsidiaries.

2.  Share Capital of the Company

The Company has only one class of shares, namely the Ordinary Shares. All of the issued Ordinary
Shares are fully paid. As at 30 June 2005, being the date of the latest available annual audited accounts
of the Company, a total of 110,136,448 Ordinary Shares were issued and outstanding and unissued
Ordinary Shares under option totalled 5,860,999.

2.1 Movements in share capital

Movements in ordinary share capital of the Company during the past three financial years were as
follows:

Issue Ordinary
Price per Share
Number of  Ordinary Capital
Ordinary Share Account

Date Details Shares A$ A$
1 Jul 2002 Opening balance 27,496,448 69,235,636

No movement - -
30 Jun 2003  Balance 27,496,448 69,235,636
14 Nov 2003  Additional investment by Energex Limited 2,000,000 0.50 1,000,000
14 Nov 2003  Additional investment by Metasource Pty Limited 2,000,000 0.50 1,000,000
14 Nov 2003  Bonus issue to Energex Limited 26,250,000 — —
14 Nov 2003  Bonus issue to Metasource Pty Limited 26,250,000 — —
27 Nov 2003  Issued for services rendered to Dr. Karl Foger 200,000 0.50 100,000
22 Jan 2004  Additional investment by Jiirgen Graf und

Partner GbR 90,000 0.50 45,000
6 May 2004  Private placement 10,550,000 1.00 10,550,000
24 Jun 2004  Initial public offering 15,000,000 1.00 15,000,000

96,930,636

Less: transaction costs arising on share issue - (2,813,060)
30 Jun 2004 Balance 109,836,448 94,117,576
24 Sep 2004  Issued for services rendered to J W Dinsdale

and Associates Pty Limited 300,000 1.00 300,000

94,417,576

Less: transaction costs arising on share issue - (10,421)

30 Jun 2005 Balance 110,136,448 94,407,155
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As at the date of this document, a total of 113,176,448 Ordinary Shares were issued and outstanding.

2.2 Options

As at the date of this document, unissued Ordinary Shares under option totalled 6,125,199, of which
options over 850,200 have been granted under the Share Option Plan (detailed in paragraph 10 below)
and options over 5,274,999 Ordinary Shares have been granted under the private placement of 6 May
2004.

Details of options as at 30 June 2005, are as follows. To the extent that any options were granted subject
to conditions (including performance conditions), all have since become fully capable of exercise, save

as set out below.

Expiry Exercise Balance at
Grant Date Date price (A$) 30 June 2005

Issued under the Share Option Plan to current and former employees and former directors

15 May 2000 14 May 2010 4.00 60,000
15 May 2000 14 May 2010 1.50 60,000
22 May 2000 4 Jul 2007 (*) 1.50 25,000
25 Jul 2000 24 Jul 2010 4.00 17,000
25 Jul 2000 24 Jul 2010 1.50 140,000
23 Feb 2001 22 Feb 2011 4.00 5,000
23 Feb 2001 22 Feb 2011 1.50 1,000
23 Mar 2001 4 Jul 2007 (*) 1.50 25,000
25 May 2001 4 Jul 2007 (*) 1.50 25,000
27 Jul 2001 26 Jul 2011 4.00 24,000
27 Jul 2001 26 Jul 2011 1.50 3,000
26 Oct 2001 25 Oct 2011 1.50 1,000
6 May 2004 5 May 2014 2.01 170,000
1 Sep 2004 31 Aug 2014 0.77 30,000

General options issued to subscribers to the Private Placement completed 6 May 2004
6 May 2004 31 Mar 2006 1.00 5,274,999

Total Number of Options as at 30 June 2005 5,860,999

(*)These three tranches of 25,000 options were issued to three directors who have since resigned from the Company. As a
condition of the Company’s listing on the official list of ASX, these options may not be exercised by the optionholders until 5
July 2006.

After the end of the 2005 financial year, ending on 30 June 2005, an additional 430,200 options were
granted to employees under the Share Option Plan. These options were granted on 12 October 2005,
with an expiry date of 11 October 2015 and an exercise price of A$0.58. The options become
exercisable only after 12 October 2008, and the number of options which become exerciseable from this
date, if any, depends upon the achievement of escalating performance hurdles based on compound
share price growth per annum, measured by reference to the exercise price and the date of the offer
(12 October 2005), as follows:

Compound share price growth p.a. % of options that vest
Less than 15% 0
15% 50%
20% 75%
25% 100%
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2.3 Convertible notes

On 2 August 2005 the Company issued A$8,200,000 of secured convertible notes. The Convertible
Notes have a maturity date of 2 August 2008 and bear interest at a fixed rate of 10 per cent. per annum,
payable quarterly in arrears. The holders of Convertible Notes (the “Noteholders”) may elect to
convert their Convertible Notes into fully paid Ordinary Shares at any time prior to the maturity date
at A$0.50 per share. The Company may redeem the Convertible Notes prior to the maturity date after
having given the noteholders 90 days notice of the intention to redeem. The Noteholders may elect to
convert their Convertible Notes during this period. The Convertible Notes are secured by a fixed and
floating charge over the assets of the Company. The financial effects of this transaction have not been
brought to account at 30 June 2005, but the net proceeds received are reflected in the Unaudited
Cashflow Statement set out in Part V of this document. As at the date of this document,
152 Convertible Notes had been converted into Ordinary Shares, leaving A$6,680,000 worth of
Convertible Notes outstanding (each with a face value of A$10,000).

2.4 General

On 1 February 2006 the Shareholders passed the following resolution: “That for the purpose of ASX
Listing Rule 7.1, approval is given to the allotment and issue of Shares at a minimum issue price equal
to 80 per cent. of the average market price of the Company’s Shares over the last five trading days prior
to the day on which the issue is made, to raise up to A$85,000,000 by way of a placement to investors
that may be identified by the Company or the Company’s UK Brokers and to Participating
Shareholders”.

(In the resolution ‘UK Brokers’ refers to Libertas Capital Securities Limited and Ambrian and
‘Participating Shareholders’ means those Shareholders where it is permissible for the offer of
placement shares to be made and accepted and who have indicated an interest in participating in the
placement of shares by completing and returning to the Company’s share registry a Notice of Intention
which accompanied the Notice of Extraordinary General Meeting sent to shareholders on 23
December 2005, a copy of which is available at www.cfcl.com.au.)

Any allotments of Ordinary Shares pursuant to this resolution must be made on or before 30 April
2006.

Shareholder approval was required as the issue of up to $85 million of Ordinary Shares will exceed
15 per cent. of the Company’s capital. ASX Listing Rule 7.1 prohibits a company without shareholder
approval from issuing more than 15 per cent. of its capital in any 12 month period (the “15%
Prohibition™), unless an exception applies. As an exception did not apply the Company convened an
Extraordinary General Meeting on 1 February 2006 and Shareholder approval was obtained for the
issue of Ordinary Shares to raise up to A$85,000,000 by way of the Placing and Australian Placing. To
the extent that the number of Placing Shares under the Placing exceeds those approved by the
Shareholders, the Company will issue the balance of those Placing Shares up to the limit permitted by
the 15% Prohibition.

Save as disclosed in this document (including paragraphs 9 and 10 of this Part VI, regarding the
material contracts and Share Option Plan) (i) there are no acquisition rights or obligations over
unissued share capital or an undertaking to increase the issued share capital (ii) no share or loan capital
of the Company is proposed to be issued or is under option or is the subject of an agreement,
conditional or unconditional, to be put under option and (iii) no share or loan capital of the Company
has been issued for cash or other consideration within the period covered by the historical financial
information in this document and no such issue is proposed.

There are no Ordinary Shares held by or on behalf of the Company itself or by any member of the
Group.

Application for Admission is being made in respect of all of the Ordinary Shares in issue immediately
following Admission, and a further application will be made in respect of the Ordinary Shares to be
issued under the Australian Placing, as set out in paragraph 9 of Part I of this document. The Ordinary
Shares have traded on the official list operated by ASX since 5 July 2004.

Other than as set out above, the Ordinary Shares have not been admitted to dealing on any recognised
investment exchange, no application for such admission has been made and there are no other intended
arrangements for dealings in the Ordinary Shares.
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The Ordinary Shares are in registered form and may only be held in uncertificated form.

The Ordinary Shares have been created by the Board under the Corporations Act.

3. Australian Company Law and Regulation

3.1 General

The Company is obliged to comply with the Corporations Act, which is the principal Australian
legislation in respect of the regulation of Australian companies. The Corporations Act is administered
and enforced by the Australian Securities and Investments Commission. Further, by virtue of being
listed on the official list of ASX, the Company is subject to the ongoing obligations comprised in the
ASX Listing Rules. The following is a brief summary of certain provisions of the Corporations Act
and the ASX Listing Rules in so far as they apply to the Company. This should be read in conjunction
with the summary of the material provisions of the Constitution set out in paragraph 5 below.

3.2 Share capital

Pursuant to the Corporations Act, Australian companies are no longer required to have a par value for
their issued ordinary shares nor have a specified authorised share capital. Consequently, there is no
limit in the Corporations Act and often no limit in a company’s constitution on the power of the
directors to issue ordinary shares in a company. However, subject to certain exceptions (including those
in respect of pro rata issues and issues under employee schemes), Rule 7.1 of the ASX Listing Rules
prohibits a company which is listed on the official list of the ASX from issuing ordinary shares or
options representing more than 15 per cent. of its issued capital in any 12 month period without
approval of its members. Such approval of members requires an ordinary resolution, which is passed
by a simple majority of persons present or in the case where a poll is called, by the number of votes
(including proxy votes) cast in favour of the resolution where each shareholder has one vote for each
fully paid share. The resolution approving the issue of the Placing Shares is detailed in paragraph 2.4
above.

3.3 Transactions affecting share capital

The Corporations Act contains various provisions in respect to the maintenance of a company’s share
capital. These provisions include the regulation of share capital reductions, share buybacks and the
provision of financial assistance to acquire shares in a company.

3.4 Issue and transfer of shares

A shareholder in a company listed on the official list of ASX may transfer shares by the electronic
system operated by ASX called CHESS. CHESS is regulated by the ASTC Settlement Rules.

There are no statutory pre-emptive rights on the issue or transfer of securities of a listed entity.

3.5 Variation of rights

Under the Corporations Act, a company may only vary the rights attaching to shares by a special
resolution of the Company and either a special resolution at a meeting of the shareholders or by
written consent of shareholders holding at least 75 per cent. of the votes in the class of shares affected.

3.6 Disclosure of ownership interest

Under the Corporations Act, a shareholder who has an interest in five per cent. or more of the total
number of votes in a company must disclose that interest to the company within two business days after
acquiring that interest, and, under the ASX Listing Rules, a copy of the disclosure notice must be
served on ASX.

3.7 General meetings and notices

Each shareholder is entitled to receive notice of, and to attend and vote at, general meetings of a
company and to receive all financial reports and other documents required to be sent to shareholders
under a company’s constitution, the Corporations Act and the ASX Listing Rules.
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Under the Corporations Act, notices of general meeting must be provided to shareholders not less than
28 days in advance of the general meeting.

3.8 Market misconduct

The Corporations Act establishes a regime for certain prohibited conduct in relation to securities,
which includes a prohibition on market manipulation, false trading and market rigging and a
prohibition on insider trading.

3.9 Shareholder disclosure requirements and takeover regulations

The takeover provisions of the Corporations Act apply to dealings in the Ordinary Shares and other
securities. The Corporations Act regulates the acquisition of a “relevant interest” in shares carrying
voting rights in a company incorporated in Australia. A “relevant interest” is the right to vote or
dispose of a share, and the acquisition of such relevant interest is forbidden if the acquirer (or any
other person) would thereby acquire the right to vote more than 20 per cent. of the issued voting share
capital of the Company. Similarly, the acquisition is forbidden if any person who already has more than
20 per cent., but less than 90 per cent., of the voting power gains increased voting power in the target
company.

There are several exceptions which allow acquisitions which would otherwise be prohibited from taking
place. These exceptions include acquisitions:

® under a formal rights issue or takeover offer in which all shareholders in the company can
participate;
®  with the formal approval of the shareholders given at a general meeting of the company; and

® in 3 per cent. increments every six months (provided that the acquirer has had voting power of at
least 19 per cent. in the target company for at least six months).

4. The City Code

The Company is incorporated in Australia, has its head office and place of central management in
Australia and is resident in Australia. Accordingly, transactions in Ordinary Shares will not be subject
to the provisions of the City Code on Takeovers and Mergers (the “City Code”). There are, however,
provisions under Australian law and regulations applicable to the Company that are similar or
analogous to certain provisions of the City Code as described in paragraph 3.9 above.

5.  Constitution and Rights Attaching to Ordinary Shares

The rights and liabilities attaching to all Ordinary Shares are set out in the Constitution and in certain
circumstances are regulated by the Corporations Act, the ASX Listing Rules, the ASTC Settlement
Rules and the general law.

A summary of the principal rights attaching to all Ordinary Shares and the key provisions of the
Constitution is below.

5.1 Voting
The Constitution provides that, at a general meeting:
® on ashow of hands, each Shareholder present has one vote; and

® ona poll, every Shareholder present has one vote for each fully paid share held and for each partly
paid Ordinary Share, a fraction of a vote equivalent to the proportion which the amount paid up
or agreed to be considered as paid represents to the total issue price of that share at the time the
poll is taken. As at the date of this document there are no partly paid Ordinary Shares.
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5.2 General meetings and notices

A notice of a general meeting is to specify the time and place of the meeting, the general nature of the
business to be transacted at the meeting and any other matters required by law. Such notice must be
accompanied by a proxy form.

Two Shareholders present constitute a quorum for a meeting. No business may be transacted at any
meeting, except the election of a Chairman and the adjournment of a meeting, unless a quorum is
present at the commencement of a meeting.

5.3 Dividends

The Corporations Act provides that dividends can only be paid out of the profits of a company. The
ASX Listing Rules then establish a timetable for determining the record date and dividend payment
date.

Subject to the rights of shares issued with any special or preferential rights, the profits of the Company
which the directors may from time to time determine to distribute are divisible amongst the
Shareholders in proportion to the shares held by them respectively and will be paid in proportion to
the amounts paid, or credited as paid, on the issue price of those shares.

Subject to the ASX Listing Rules, payment of any dividend may be made in any manner and by any
means as determined by the Board. Payment may be made to the Shareholder entitled to the dividend
or, in the case of joint holders, to the Shareholder whose name stands first in the share register in
respect of the joint holding.

Dividends that are not claimed after 12 months from the dividend payment date will constitute
unclaimed moneys that are dealt with in accordance with the Unclaimed Moneys Act 1962 (Victoria).

5.4 Power to issue different classes of shares

Subject to the ASX Listing Rules, the Board may issue such number of Ordinary Shares as it
determines. The Board may issue shares in the Company with different class rights on the terms and
conditions and for the consideration it thinks fit.

5.5 Transfer of Ordinary Shares
A Shareholder may transfer Ordinary Shares by:

® any computerised or electronic system recognised by the ASX Listing Rules or the Corporations
Act; or

@ an instrument in writing or in any other form that the directors approve.
If permitted by the ASX Listing Rules or the ASTC Settlement Rules the directors may:
(a) request the application of a holding lock to prevent a transfer of Ordinary Shares; or

(b) decline to register a transfer of Ordinary Shares.

5.6 Unmarketable parcels of Ordinary Shares

Subject to the ASX Listing Rules, the Company may sell Ordinary Shares of a Shareholder who holds
less than a marketable parcel of Ordinary Shares, being Ordinary Shares with a market value less than
AS$500 by giving that Shareholder at least 42 days’ notice.

5.7 Winding-up rights

If the Company is wound up, whether voluntarily or otherwise, the liquidator may divide among all or
any of the Shareholders as the liquidator thinks fit the whole or any part of the assets of the Company,
and may vest any part of the assets of the Company in trustees on any trusts for the benefit of all or
any of the Shareholders as the liquidator thinks fit.
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5.8 Directors

The number of directors must not be less than three nor more than ten unless otherwise determined by
general meeting.

Each director will hold office until the director vacates the office or is removed under the Constitution. The
Constitution provides that, at each annual general meeting, one-third of the directors (or if the number of
directors is not a multiple of three, then the nearest one-third), any other director who has held office for
three years or more and any director who has been appointed by the directors in the preceding year, must
retire from office. A Managing Director (if appointed) is exempted from retirement by rotation. The
Company does not currently have a Managing Director. A retiring director is eligible for re-election.

A Shareholder who holds 20 per cent. or more of the issued share capital of the Company may appoint
a director to the Board (“Appointee Director”). An Appointee Director may be removed or replaced
at the discretion of the appointing Shareholder. If the appointing Shareholder ceases to hold at least
20 per cent. of the issued share capital of the Company, the Appointee Director ceases to hold office
as a director of the Company. In addition, pursuant to Share Subscription Agreements entered into in
December 2001 between the Company and each of Energex Limited and Metasource Pty Limited, each
of those Shareholders may appoint a certain number of directors to the Board based on the number of
Ordinary Shares held by the relevant Shareholder. Based on the current number of Ordinary Shares
held by Energex Limited and Metasource Pty Limited, both currently have the right, under the Share
Subscription Agreement and the Appointee Director rights, to appoint one director to the Board.
Energex Limited has exercised this right in appointing Mr. Dempsey to the Board.

Questions arising at a meeting of directors will be decided by a majority vote. The chairman of the
meeting has a casting vote in the event that there is an equality of votes.

5.9 Amending the Constitution

In accordance with the Corporations Act, the Constitution may only be amended by a special
resolution passed by at least 75 per cent. of the shareholders present and voting at a general meeting
of the Company.

5.10 Change of control

There are no provisions in the Constitution which would have the effect of delaying, deferring or
preventing a change of control of the Company.

6. Management’s and Other Interests

The interests of the Management and their immediate families (all of which are beneficial unless
otherwise stated) and of connected persons within the meaning of section 346 of the Companies Act
1985 (UK) in the issued share capital of the Company and the existence of which is known to them or
could, with reasonable diligence, be ascertained by the Management, as at the date of this document
and as expected to be immediately following Admission are as follows:

At the date of Immediately following
this document Admission

Number Percentage Number Percentage
of Ordinary of Ordinary  of Ordinary  of Ordinary
Name Shares Shares Shares Shares
J Dinsdale 300,000 0.27% 300,000 0.10%
J Dempsey Nil Nil Nil Nil
D Carruthers 25,000 0.02% 25,000 0.01%
M Dureau Nil Nil Nil Nil
B Dow Nil Nil Nil Nil
T Sherburn Nil Nil Nil Nil

As at the date of this document no Director has been granted Share Options and Brendan Dow and
Tony Sherburn have been granted 44,500 Share Options.
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Management are aware of the following persons who at the date of this document have, or who are
expected to have immediately following Admission, an interest (within the meaning of Part VI of the
Companies Act 1985 of the UK) of five per cent. or more in the Ordinary Shares:

At the date of Immediately following
this document Admission

Number Percentage Number Percentage
of Ordinary of Ordinary  of Ordinary  of Ordinary
Name Shares Shares Shares Shares
Metasource Pty Limited(¥) 38,250,000 33.80% 38,250,000 13.27%
Energex Limited 36,800,783 32.52% 36,800,783 12.77%
Aegon Asset Management UK Plc Nil Nil 18,823,529 6.53%
Greater Europe Fund Limited Nil Nil 15,294,118 5.31%

(*) Metasource Pty Limited is a subsidiary of Woodside Petroleum Limited.

Save as disclosed in this paragraph, Management are not aware of any person who will, immediately
following Admission, be interested directly or indirectly in five per cent. or more of the issued share
capital of the Company or could directly or indirectly, jointly or severally, exercise control over the
Company.

7.  Service Agreements/Letters of Appointment

(a) Chairman

Mr Dinsdale has been appointed as Non-Executive Chairman of the Company for a term of 3 years
from 1 July 2005. If Mr Dinsdale’s appointment as Chairman ends earlier for any reason there will not
be an early termination or retirement payout or any compensation.

The package for this role consists of a Non-Executive Chairman’s fee of A$90,000 per annum, plus
legislated superannuation contributions (currently 9 per cent. of his salary) and a reimbursement of all
reasonable travel, accommodation and other expenses incurred by Mr Dinsdale in attending meetings
of the Company or the Board or of any committees of the Board or whilst engaged on the business of
the Company.

The Company has also engaged J] W Dinsdale and Associates Pty Limited (“J W Dinsdale and
Associates”) to provide consulting services to assist the Company in preparing for Admission including
communicating to, negotiating with, and raising funds from, participants/investors in the financial
markets (“Services”). J W Dinsdale and Associates is a company controlled by Mr Dinsdale and
therefore, is considered to be a “related party” of the Company for the purposes of the ASX Listing
Rules, the Corporations Act and the AIM Rules.

As consideration for the Services J W Dinsdale and Associates will receive:

(i) for the period 1 July 2005 to 28 February 2006 (or such later date as agreed by the Board),
A$1,000 per day on which J W Dinsdale and Associates provides the Services up to a maximum
of A$12,500 per month; and

(i) a commission, being a percentage of the equity capital raised by the Company up to a maximum
of A$85 million (“Commission”). The level of Commission depends on when Admission occurs
and the Company receives cleared funds as a consequence of the Services. If these events occur
before close of business on 31 January 2006, the Commission is one percent. If these events occur
after close of business on 31 January 2006, the Commission is half of one percent.

The Commission is not payable on funds raised in the form of debt or hybrid debt/equity instruments,

including the Convertible Notes on issue and the shares issued on conversion of those Convertible
Notes.
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This Commission will be payable as to one-third in cash (“Cash”) and as to two-thirds in Ordinary
Shares (“Commission Shares”). The Commission will be payable to J W Dinsdale and Associates as
follows:

1. Shortly after Admission (on a date to be agreed by the Board), the Cash and one third of the
Commission payable in Commission Shares. The number of Commission Shares to be issued will
be determined by the following formula:

_ 1/3 x Commission
No of Shares = VWAP

VWAP = The volume weighted average share price of the Ordinary Shares as traded on the
official list of ASX for the 30 day period ending on the date of Admission.

2. On or about 31 December 2006 or such later date as agreed by the Board, provided Mr Dinsdale
is Chairman of the Company on that date, the remaining one third of the Commission payable in
Commission Shares. The number of Commission Shares will be equal to the same number of
Commission Shares as determined in (1) above.

The Commission will be calculated on the Australian dollar equivalent of the equity capital raised. For
the purpose of the calculation, the amount of equity capital raised will be converted from Pounds
Sterling into Australian dollars on the same basis as used by the Company for recording the amount
of equity capital raised as a consequence of Admission in the monthly management accounts of the
Company as on the date the Ordinary Shares are admitted to trading on AIM.

The Commission Shares will rank pari passu with existing fully paid Ordinary Shares in the Company,
except they shall be subject to any escrow or like arrangements imposed by the rules of AIM, the ASX
or any other stock exchange on which the Company is listed.

The maximum commission payable is A$850,000, of which A$283,333 would be paid in Cash. It is not
possible to calculate the total amount of Commission Shares that may be issued, as this depends on
the market price as set out in (1) above.

Details of any securities issued to J W Dinsdale and Associates under these terms, and the basis of
calculating the number of Commission Shares issued, will be published in each annual report of the
Company for financial periods in which Commission Shares are issued. All Commission Shares will be
issued by 31 December 2006, or such later date as the Board and J W Dinsdale and Associates agree,
being not later than 30 June 2007.

(b) Non-Executive Directors

Under the Constitution, the non-executive directors are entitled to receive such remuneration for their
services as the Board decides, up to an aggregate amount for all non-executive directors as approved by
Shareholders from time to time. Fees payable to non-executive directors must be a fixed sum and not
a commission on or percentage of profit or operating revenue. The directors may grant special
remuneration to any director who performs any special or extra services for or at the request of the
Company.

The current amounts payable (per annum) to the Non-Executive Directors are:

Each Non-Executive Director: A$45,000;
The Chairman of the Audit Committee (David Carruthers): an additional A$10,000;
The Chairman of the Technical Committee (Michael Dureau): an additional A$10,000;
Non-Executive Chairman of the Board: A$90,000;

Plus statutory superannuation and any other statutory entitlements calculated on the above amounts,
up to a maximum aggregate amount of A$475,000 per annum for all Non-Executive Directors.

The Non-Executive Directors are appointed pursuant to letters of offer from the Company, which set
out the term of appointment, time commitment expected of the Director and remuneration, and
require the Director to disclose any interests in securities and relevant contracts of the Company. The
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appointment is subject to the provisions of the Constitution set out in paragraph 5.8 above. The
Company has also entered a deed with each Director regarding access to Board papers, indemnity and
insurance.

Save as disclosed above, there are no service contracts in existence between any Director and the
Company.

The aggregate remuneration and benefits in kind paid to directors (including former directors) in
respect of the year ended 30 June 2005 was A$484,107.

None of the Non-executive Directors’ letters of appointment provide for the payment of compensation
or the provision of benefits upon termination.

(c) Executives and Senior Management Team

The Company has entered into individual employment agreements with each of the Executives and the
members of the Senior Management Team.

Annual remuneration is based upon market rates (current at the time of hire) applicable to each
individual’s role and responsibilities within the company. Annual remuneration is expressed in terms of
a Total Salary Package (“TSP”), which includes statutory superannuation. Managers may also be
entitled to a cash bonus as a short term incentive, and participation in the Share Option Plan as a long-
term incentive.

The performance of individual executives against previously agreed key performance indicators is
reviewed at least annually by their manager, during which time performance goals and objectives are
established for subsequent performance period/s. Information from the review process is then taken
into account, along with such factors as increases in the cost of living and market parity, in determining
the individual’s remuneration for the next financial year. Remuneration increases based upon changes
in individual roles which increase an individual’s level of responsibility, or recognise an increased level
of skill necessary to perform a role, may be approved at any time by the Chief Executive Officer acting
within the level of authority delegated to him by the Board. The Board reviews and approves executive
remuneration annually.

Details of payments to the Executives and Senior Management Team, extracted from Note 19 to the
Company’s accounts for the 2005 financial year, are set out below:

Post
employ-
Primary ment Other
Non- Superan-
Cash mon- Termin- nuation/
salary Cash etary Superan- ation Pension
Name & fees  bonus benefits nuation benefits scheme Total
A$ A$ A$ A$ A$ A$ A$
B L Dow
(from 20/6/2005 — 30/6/2005 ) 11,088 - 1,003 - - 53 12,144
B Bilton
(from 119/2004 — 30/6/12005 ) 164,296 - — 13,794 - 3,678 181,768
K Foger 126,686 — 23,866 40,000 — 5,348 195,900
P R McDonell
(from 10/1/2005 — 30/6/2005 ) 51,552 - - 4,341 - 487 56,380
A D Neilson
(from 261712004 — 30/6/2005 ) 124,289 - - 10,509 - 299 135,097
J C Rajoo
(from 51712004 — 30/6/12005 ) 136,079 — 24,894 20,000 - 891 181,864
N A Sherburn 167,826 23,544 21,138 11,585 - 807 224,900

Remuneration and other terms of employment for the senior managers are formalised in written
agreements, the major remuneration provisions of which are set out below (as at 30 June 2005).
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All contracts with executives may be terminated by the executive by the giving of the required period
of notice (set out below), or by the Company by the giving of notice or by payment in lieu of notice or
by part payment and part notice. Other than statutory entitlements, payments in lieu of notice and
severance payments on redundancy, no termination payments apply.

B L Dow, Chief Executive Officer

Employment contract: 3 years fixed term ending 19/6/2008
Annual Total Salary Package (TSP): A$375,000 reviewable at least annually

Incentive Plan: Issue of Share Options under the CFCL Share Option Plan, upon achievement of
milestones to be agreed with the Board. The contract provides that the Incentive Plan would
reward Mr. Dow with the issue of options up to the equivalent of 25 per cent. of his annual base
pay with a maximum opportunity over the three year term equivalent to 80 per cent. of his annual
base pay. The number of Share Options and terms of offer are to be agreed with the Board.

Notice period: 3 months.

B Bilton, Chief Executive Officer ( Ceramic Fuel Cells ( Europe) Limited)

Employment contract: 2 years fixed term ending 31/8/2006.

Annual TSP of £82,200 reviewable at least annually, comprising: salary of £75,000 per annum, car
allowance of £400 per month and medical insurance premium allowance of £200 per month.

Notice period: 3 months.

K Foger, Chief Technology Officer

Employment contract: “permanent” ongoing position
Annual TSP of A$195,000 reviewable at least annually

Notice period: 3 months.

P R McDonell, Human Relations Manager

Employment contract: “permanent” ongoing position
Annual TSP of A$110,000 reviewable at least annually

Notice period: 1 month.

A D Neilson, Legal and Commercial Manager ( Company Secretary)

Employment contract: “permanent” ongoing position
Annual TSP of A$136,002 reviewable at least annually

Notice period: 1 month.

J C Rajoo, Chief Operations Officer

Employment contract: “permanent” ongoing position
Annual TSP of A$175,000 reviewable at least annually

Notice period: 1 month.

N A Sherburn, Chief Financial Officer

Employment contract: “permanent” ongoing position
Annual TSP of A$193,001 reviewable at least annually
Notice period: 3 months.

A bonus of A$23,544 was approved by the Directors in September 2004 and is not a component
of Mr Sherburn’s annual remuneration package.
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8.  Additional Information about the Management

In addition to directorships of the Company (where relevant), members of the Management hold or
have held the following directorships or have been partners in the following partnerships within the five
years prior to the date of this document:

Director/ Executive Current Directorships/ Partnerships ~ Past Directorships/Partnerships
J Dinsdale Australian Fibre Networks Pty Australian Institute of Advanced
Limited Learning Pty Limited
Australian Listening Library I-Tel Pty Limited.
International Fibre Networks Pty Internet Training and Support Pty
Limited Limited
International Telecommunications
Pty Limited
Megadata (Sales) Pty Limited
J W Dinsdale and Associates Pty
Limited
Euro Fibre Net Limited (UK)
J Dempsey Australian Tracking Systems Pty L & M Davies Pty Limited

D Carruthers

Limited

Energex Limited

J H Management Pty Limited
Seasafe Pty Limited

TCA Pty Limited

TCA Solutions Pty Limited
(formerly Sinclair Wealth
Management Pty Limited)

Rocky Point Organics Pty Limited

BP Capital BV

Deutche BP Ireland Limited

SEMF Holdings Limited

SEMF Pty Limited

Financial Executives International of
Australia

Clinical Trials Victoria Limited

M Dureau Organic Resource Technologies A.C.N. 050 242 772 Pty Limited
Limited Alstom Power Limited
API Foundation Pty Limited Alstom Power Project Management
Australian National Committee Pty Limited
Of Cigre Limited Alstom Power Site Services Pty
Bruce Dureau Pty Limited Limited
Redr Australia Limited Babcock Engineering Australia Pty.
San Solutions Pty Limited Limited
Trynomen Pty Limited The Northern Medical Research
Typower Pty Limited Foundation
Aepi Development Pty Limited Tycab Australia Pty Limited
The Australian Power Institute Tycan Australia Pty Limited
Limited Tyree Holdings Pty. Limited
Tyree Industries Pty. Limited
Tyree Optech Pty. Limited
Tyree Transformers Aust Pty.
Limited
Tytronics Pty. Limited
Universal Network Technologies Pty.
Limited
B Dow Nil Torin Industries Pty Limited
Ziehl-Ebm Australia Pty Limited
Ziehl-Ebm Superannuation Pty
Limited
Torin Industries (Malaysia) Sdn Bhd
T Sherburn Nil Nil

111



Save as disclosed below, no member of the Management:
(1) has any unspent convictions in relation to indictable offences;
(i) had any bankruptcy order made against him or entered into any voluntary arrangements;

(i11) has been a director of a company which has been placed in receivership, compulsory liquidation,
administration, been subject to a voluntary arrangement or any composition or arrangement with
its creditors generally or any class of its creditors whilst he was a director of that company or
within the 12 months after he ceased to be a director of that company;

(iv) has been a partner in any partnership which has been placed in compulsory liquidation,
administration or been the subject of a partnership voluntary arrangement whilst he was a
partner in that partnership or within the 12 months after he ceased to be a partner in that
partnership;

(v) has been the owner of any assets or a partner in any partnership which has been placed in
receivership whilst he was a partner in that partnership or within the 12 months after he ceased to
be a partner in that partnership;

(vi) has been publicly criticised by any statutory or regulatory authority (including recognised
professional bodies); or

(vii) has been disqualified by a court from acting as a director of any company or from acting in the
management or conduct of the affairs of a company.

Julian Dinsdale was a director of a company known as Communications Solutions Group Pty Limited
from 4 December 1995 to 28 August 1996. Mr Dinsdale ceased to be a director on 28 August 1996,
when the company was sold. Records maintained by the Australian Securities and Investment
Commission indicate the company, by then known as CSG Communications Pty Limited, was placed
in liquidation in May 1997. Mr Dinsdale had no involvement with the company after 28 August 1996
and is not aware of the circumstances in which the company was placed in liquidation.

Save as disclosed in this document, no Director or Executive is or has been interested in any transaction
which is or was unusual in its nature or conditions or significant to the business of the Company and
which was effected by the Company and remains in any respect outstanding or unperformed.

No loans made or guarantees granted or provided by the Company to or for the benefit of any Director
or Executive are outstanding.

9. Material contracts

The following contracts, not being contracts entered into in the ordinary course of business, have been
entered into by the Group within the period of two years immediately preceding the date of this
document or if applicable, earlier and are, or may be, material:

9.1 August 2005 Convertible Note terms and charge

As described in paragraph 2.3 above, on 2 August 2005 the Company issued 820 Convertible Notes, to
raise A$8.2 million before costs. The principal terms of the Convertible Notes are:

Face Value: A$10,000 per Convertible Note

Maturity Date: three years from the issue date, being 2 August 2008

Interest: Fixed interest rate of 10 per cent. per annum paid quarterly in arrears.
Conversion: Noteholders may convert all or some of their Convertible Notes into

Ordinary Shares prior to the maturity date at A$0.50 per share. The
Company is then obliged to apply for quotation of such Ordinary Shares on
the official list of ASX.

Redemption: The Company may redeem the Convertible Notes prior to the Maturity Date
by giving not less than 90 days notice to Noteholders.

Security: On 13 July 2005, the Company has entered into a fixed and floating charge
(the “Charge”) in favour of each Noteholder from time to time. The
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Company has charged to the Noteholders all its present and future assets and
undertaking including any uncalled or unpaid capital, in order to secure the
repayment of all money that the Company is or at any time may become
actually or contingently liable to pay to or for the account of the Noteholders
pursuant to the Convertible Notes. The Charge will be released immediately
upon the conversion or payment in full of the secured money.

The Charge is a first ranking charge and takes priority over all other security
interests granted or created by the Company (other than a security interest
which arises by operation of law to secure the payment of taxes or money for
services performed in relation to property while the money the payment of
which is secured by that security interest is not due for payment, and any
other security interest approved in writing by the Noteholders).

The Charge operates as a floating charge over the Company’s intellectual
property (broadly defined, including business names, trade marks,
confidential information and patents) and redundant assets (being any
leasehold interest, machinery, plant or equipment no longer required by the
Company in connection with its business), and as a fixed charge over other
assets charged.

9.2 Inteq agreement

On 18 August 2005, the Company and Inteq Limited ACN 055 971 232 (“Inteq”) entered into an
agreement under which Inteq agreed to provide the Company with corporate, strategic and financial
advisory services, including relating to the Company’s proposed Admission and the Australian Placing
and in relation to raising finance for the Company’s proposed European fuel cell manufacturing plant.
The Company has agreed to pay Inteq a combination of hourly rates, fixed monthly retainer, and a
commission on funds raised as follows:

® standard hourly charge-out rates for services relating to the planning, market testing and
structuring of the proposed capital raising and preparing documentation, and, from 1 December
2005 for a minimum period of three months, a fixed retainer of A$25,000 per month (in place of
hourly rates) for services of project management and marketing assistance for the raising;

® a management fee comprising: for project managing the raising, a commission of 1.5 per cent. of
the aggregate capital committed pursuant to the Placing and, as manager of the Australian
Placing, a commission of 0.5 per cent. of the aggregate capital committed pursuant to the
Australian Placing, subject to a minimum management fee of A$350,000; and

® a placement fee of 3.75 per cent. of the capital (if any) received by the Company from other
investors introduced by Inteq and agreed by the Company who are not existing Shareholders or
clients of Libertas Capital Securities Limited or Ambrian.

The Company will also pay GST (where applicable) and Inteq’s disbursements including Inteq’s
reasonable legal fees up to a total of A$10,000 plus GST.

The agreement contains certain undertakings and indemnities from the Company in favour of Inteq
(and certain undertakings by Inteq in favour of the Company). The agreement has no set term and may
be terminated by either party on one month’s notice, with certain residual entitlements to fees then due
and payable and the management fee and placement fee under certain circumstances for up to twelve
months from termination.

9.3 Shareholder letter agreements

The Company was party to a shareholders’ agreement dated 18 December 1998 with its then
shareholders (the “Shareholders’ Agreement”). On 18 September 2003, the parties to the Shareholders’
Agreement entered into a Deed of Termination to terminate the Shareholders’ Agreement and under
which the parties entered into the following further agreements:

® letter agreements between the Company and each of Energex Limited, BHP Billiton Limited,
CSIRO, Western Power, Strategic Industry Research Foundation Limited, Meridian Energy
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Limited, Residual Business Management Corporation and the Commonwealth of Australia (the
“Foundation Shareholders”) dated 15 August 2003 (the “Foundation Letter Agreements”);

® letter agreements between the Company and each of Metasource Pty Limited, Capital Lambda
Nominees Pty Limited, Mitsui & Co (Australia) Limited and Jiirgen Graf und Partner GbR (the
“Non-Foundation Shareholders”) dated 15 August 2003 (“Non-Foundation Letter Agreements”);
and

® [etter agreement between the Company and Meridian Energy Limited dated 15 August 2003 (the
“Meridian Letter Agreement”).

(Residual Business Management Corporation and CSIRO are no longer Shareholders and the terms of
the Foundation Letter Agreements executed by them have expired.)

Each letter agreement contains identical confidentiality provisions that impose standard mutual
confidentiality obligations upon the parties. In addition, each letter agreement provides that the
Company must:

® provide ongoing reports (at least every six months) to those Shareholders listed above with regard
to the Company’s ongoing R&D activities; and

® convene annual meetings of Shareholders for the purpose of discussing the technical progress of
the Company’s R&D activities.

The Company believes that it meets these obligations by distributing its half-yearly report to all
Shareholders and by updating all Shareholders on the Company’s R&D activities at each annual
general meeting of the Company.

Further, the letter agreements grant certain marketing and distribution rights to the relevant
Shareholders. These rights are summarised below:

® [Each Foundation Letter Agreement gives each Foundation Shareholder an opportunity to
negotiate with the Company in relation to the grant of marketing and distribution rights for the
products of the Company, except for in New Zealand, until 31 December 2006; and

® The Meridian Letter Agreement grants Meridian Energy Limited the right to exclusively market
and distribute the Company’s fuel cell products in New Zealand until 31 December 2006.

9.4 R&D start grant

The Company and the Industry Research and Development Board on behalf of the Commonwealth
of Australia (the “Commonwealth”) entered into an R&D Start Grant Agreement on 12 April 1999
(the “R&D Start Grant”). Under the R&D Start Grant, the Commonwealth agreed to pay the
Company a total of A$15 million towards the development of an SOFC system with power-generation
capacity of up to 100kW (the “Project”). The Commonwealth agreed to advance the funding to the
Company, if the Company:

@ met certain corporate and development milestones by specific deadlines;

® provided adequate reports to the Commonwealth on the progress of the Project;
® contributed approximately A$37.7 million to the Project; and

@ paid for at least half of the expenditures in relation to the Project.

The Commonwealth paid the Company the aggregate of the A$15 million advance in quarterly
instalments between May 1999 and March 2002, with a final retention payment in June 2003.

After setting initial milestones and deadlines in the R&D Start Grant, the parties agreed to the
extension of certain deadlines by entering into Deeds of Amendment on 12 October 1999 and
1 October 2000. The parties have also subsequently agreed to vary certain rights and obligations in
relation to the R&D Start Grant by entering into a Deed of Amendment on 9 January 2004.

The terms of the R&D Start Grant (as amended) provide that the Company must continue to meet
certain key obligations until 12 April 2009, including:
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® using all reasonable efforts to obtain a commercial return from the intellectual property in the
Project;

® not selling, transferring or otherwise disposing of (other than by licensing), or creating an
encumbrance (other than a floating charge) over, the intellectual property in the Project without
the Commonwealth’s prior written consent (which must not be unreasonably withheld); and

® ensuring that no entity acquires (directly or indirectly) control of more than 50 per cent. of the
voting Ordinary Shares in the Company or control of more than 50 per cent. of the membership
of the Board without the Commonwealth’s prior written consent (which must not be
unreasonably withheld).

If the Company does not meet its obligations under the R&D Start Grant (as amended), the
Commonwealth may demand that the Company repay some or all of the A$15 million grant with
interest.

9.5 Property leases
The Company occupies the following premises in Noble Park, Victoria, Australia:

170-176 Browns Road

The Company’s main development site and office is located at 170-176 Browns Road, Noble Park and
covers an area of approximately 4,500m?.

The Company has agreed to enter into a lease dated 23 December 2005 with City Suburban Securities
Pty Limited as lessor in respect of these premises for a term of two years. The rental for the year to 31
December 2006 is A$28,954 (plus GST) per month, adjusting to A$30,112 (plus GST) per month for
calendar 2007.

21-23 Summit Road

The premises located at 21-23 Summit Road, Noble Park covers an area of approximately 3,350m?. The
Company entered into a lease dated 21 May 2001 with Ezra Developments Pty Limited as lessor in
respect of these premises.

The term of the lease expires on 31 May 2007.

The current rental is A$20,868.82 per calendar month. The rental payable from 1 June 2006 is
A$21,494.88 per calendar month.

The Company has agreed to sub-lease a portion (approximately 2200m?) of these premises, on a month
to month basis commencing from 1 December 2005, for a rental of A$10,633 per month (A$127,600
per year) plus outgoings.

UK Office

The Company has entered an agreement to lease a serviced office in Chester, UK, for a rental of £1,819
per month. The term of the agreement expires on 12 September 2006.

9.6 NOMAD and Broker arrangements

On 2 November 2005, the Company entered into an engagement letter with Libertas Capital Corporate
Finance Limited and Libertas Capital Securities Limited, as supplemented by a nominated adviser and
broker agreement dated 24 February 2006. The Company has appointed Libertas Capital Corporate
Finance Limited to provide corporate finance advice in the UK and to act as nominated adviser, and
Libertas Capital Securities Limited to act as broker to the Company for the purposes of the AIM
Rules. The Company has agreed to pay Libertas Capital Corporate Finance Limited a one-off
corporate finance fee of £125,000 (less pre-paid amounts) on Admission, and to pay Libertas Capital
Corporate Finance Limited and Libertas Capital Securities Limited a joint fee of £40,000 per annum
for the services of nominated adviser and broker, plus expenses. Subject to earlier termination in certain
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limited circumstances, the arrangements will continue for an initial period of 12 months and thereafter
until such time as one or both of the appointments are terminated on one month’s notice.

On 2 November 2005, the Company entered into an engagement letter with Ambrian whereby the
Company has appointed Ambrian to act as broker to the Company for the purposes of the AIM Rules.
This appointment is in addition to the appointment of Libertas Capital Securities Limited as broker as
detailed in the preceding paragraph. The Company has agreed to pay Ambrian a fee of £3,500 per
month up to Admission, and then £25,000 per annum after Admission for its services, plus expenses.
The arrangements will continue until such time as the appointment is terminated on one month’s
notice.

9.7 Placing Agreement

The Company has entered into a placing agreement dated 24 February 2006 (the “Placing Agreement”)
between the Company, Ambrian, Libertas Capital Securities Limited and Libertas Capital Corporate
Finance Limited. Libertas Capital Securities Limited and Ambrian have each agreed to use their
reasonable endeavours to procure placees, as agent for the Company, to subscribe for the Placing
Shares at the Placing Price. The Placing Agreement is conditional upon, inter alia, Admission
occurring on or before 2 March 2006 (or such later date as Libertas Capital Securities Limited and
Ambrian may decide, being not later than 17 March 2006). The Placing Agreement contains warranties
by the Company in favour of Libertas Capital Securities Limited and Ambrian in relation to the
accuracy of the information in this document and other matters relating to the Company and its
business. The Company has also agreed to indemnify Libertas Capital Corporate Finance Limited,
Libertas Capital Securities Limited and Ambrian in respect of certain liabilities they may incur in
respect of the Placing.

The Company has agreed to pay a commission to Libertas Capital Corporate Finance Limited,
Libertas Capital Securities Limited and Ambrian with an aggregate value of 3.75 per cent. of the gross
value at the Placing Price of the Placing Shares.

9.8 Treasury services agreement

On 9 November 2004 the Company entered an agreement with Oakvale Capital Limited (“Oakvale”)
for Oakvale to provide services to the Company relating to treasury management, financial risk
management, foreign exchange and funds management and related financial matters. The Company
agreed to pay Oakvale a fixed fee for the services. The agreement is for an initial term of 12 months
after which either party may terminate on three months’ notice. A non-executive Director, Mr. David
Carruthers, has declared an interest in this matter by virtue of an arrangement whereby Mr. Carruthers
may receive a commission from Oakvale. Mr. Carruthers’ interest was disclosed to Directors prior to
the Company entering discussions with Oakvale, and Mr. Carruthers did not participate in the
Company’s decision to enter an agreement with Oakvale.

9.9 Lock-in agreements

The Company has entered into lock-in agreements with Libertas Capital Securities Limited, Ambrian
and each of Julian Dinsdale and David Carruthers (the “Covenantors”),pursuant to which the
Covenantors have each undertaken to the Company, Libertas Capital Securities Limited and Ambrian
not to dispose of any Ordinary Shares held by them for a period of 12 months from Admission, and
to procure that their related parties do likewise, save in limited circumstances permitted by the AIM
Rules and thereafter not to dispose of any such shares without first consulting the Company’s
broker(s).

9.10 Chairman fundraising services agreement

The Company has entered an agreement with J W Dinsdale and Associates Pty Limited to provide
consulting services to assist the Company in its fundraising and Admission. The material terms of this
contract are set out in paragraph 7(a) above.
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9.11 European advisory agreement

On 16 August 2005 the Company entered an agreement with M.M. Warburg & Co.
Kommanditgesellschaft auf Aktien (“Warburg”) of Hamburg, Germany, by which Warburg agreed to
provide advice to the Company relating to European financial markets including equity raising and
debt. The Company agrees to pay Warburg:

® hourly charge-out rates based on the time spent on providing services, up to a maximum of
€15,000 per month; and

® a commission of 3.5 per cent. of new equity invested in the Group and 1.75 per cent. for debt
finance provided to the Company (if required by the Company) by investors or lenders from
Germany and neighbouring countries agreed by Warburg and the Company (“Warburg
Investors™). The commission is not payable on investments by existing Shareholders. The monthly
fees for certain stages of the services are rebateable against the commission. The commission
remains payable if the Company terminates the agreement (except for Warburg’s breach) and then
within 18 months completes a transaction with a Warburg Investor.

The agreement is for a period of 12 months and may be terminated by either party on four weeks’
notice. The agreement contains certain undertakings and indemnities from the Company in favour of
Warburg in respect of information provided by the Company to Warburg and claims by third parties
against Warburg.

9.12 FM Consulting

On 19 October 2005 the Company entered an agreement with FM Consulting Pte Limited (“FM
Consulting”) of Singapore, by which FM Consulting agrees to provide consulting services to the
Company by introducing the Company to certain potential investors in the Company and potential
purchasers of the Company’s fuel cell systems identified by FM Consulting and agreed by the
Company (“FM Consulting Party”). If an FM Consulting Party invests in the Company prior to or as
part of the Placing, the Company agrees to pay FM Consulting a commission of 3 per cent. on funds
invested by the FM Consulting Party and to issue to FM Consulting options over Ordinary Shares
(depending on the scale of the investment by the FM Consulting Party). If the FM Consulting Party
also places a volume order for the Company’s fuel cell systems, the Company agrees to pay FM
Consulting a cash fee, depending on the scale of the order payable as and when the order is fulfilled.

If the FM Consulting Party does not invest in the Company but does place a volume order for the
Company’s fuel cell systems, the Company agrees to issue to FM Consulting options over Ordinary
Shares, depending on the scale of the order. In this case no commission or cash fee is payable.

In either case the agreement provides that the issue of any options by the Company is subject to Board
approval and may be the subject of regulatory approval and/or approval by the Shareholders.

9.13 EP&F Capital

The Company entered an agreement with EP&F Capital plc (“EP&F”) effective from 1 September
2005 under which EP&F agreed to provide consulting services to the Company in relation to the
Company’s fundraising and Admission, including introducing the Company to, and advising the
Company on arrangements with, suitable nominated advisers, brokers and research analysts, advising
the Company on United Kingdom capital markets practice, assisting with fundraising efforts and
associated services. The Company agrees to pay EP&F:

® a retainer of £5,000 per month (plus VAT) for the duration of the capital raising, then a retainer
of £3,000 (plus VAT) per month from Admission for a minimum period of three months; and

® asuccess fee of 0.4 per cent. of the aggregate capital committed pursuant to the Placing.

The agreement continues for a minimum period of three months from Admission and may be
terminated by either party on one month’s notice. If the Company terminates the agreement (other
than for EP&F’s negligence or breach) the Company agrees to pay a break fee of £50,000 (less any
retainer fees or success fees already paid). The agreement contains certain undertakings and
indemnities from the Company in favour of EP&F in respect of information provided by the Company
to EP&F and claims by third parties against EP&F.
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10. Share Option Plan

The Company adopted the Share Option Plan in 1999. The Share Option Plan is designed to provide
eligible employees, contractors and directors with the opportunity to participate in the growth and
success of the Company and to provide an incentive for such participants to have a greater involvement
with, and to focus on the long- term goals of the Company. The Directors believe that this is important
for the long-term development of the Company.

Details of grants of share options are set out in paragraph 2.2 above. The exercise price (or the formula
for determining the exercise price) and any performance conditions for each option is determined by
the Board prior to an individual grant.

The Share Option Plan rules prohibit the granting of options if the total of the number of Ordinary
Shares which would be issued if all outstanding options were exercised and if the number of Ordinary
Shares issued during the previous five years pursuant to the exercise of options under the Share Option
Plan or under any other employee share scheme adopted by the Company exceeds 10 per cent. of the
total number of issued Ordinary Shares at the time of the offer of options.

Exercise conditions may include performance criteria set by the Board. In addition, options may be
exercised at any time, subject to approval by the Board, if a takeover occurs or if an entity becomes
entitled to 50 per cent. or more of the Ordinary Shares. To facilitate the exercise of options the Board
may permit participants to transfer their options to a company established ‘plan administrator’ who
would exercise the option, sell the resultant shares and return the net proceeds to the participant.

11. Litigation

No governmental, legal or arbitration proceedings are active, pending or threatened against, or being
brought by, the Company or any member of the Group which are having, may have or have had during
the 12 months preceding the date of this document a significant effect on the Group’s financial position
or profitability.

12. Working capital

Management are of the opinion, having made due and careful enquiry that, after taking into
consideration the net proceeds receivable by the Company from the Placing, the Group will have
sufficient working capital for its present requirements, that is for at least the 12 month period following
Admission.

13. Taxation

The following paragraphs are intended only to provide a general outline of the taxation implications
to UK residents of an investment in the Ordinary Shares.

13.1 UK taxation geneval

The statements set out below are intended only as a general guide to the tax position based on current
UK tax legislation and published HM Revenue & Customs practice and apply only to certain
categories of UK persons. The summary does not purport to be a complete analysis or listing of all the
potential tax consequences of holding Ordinary Shares. Prospective purchasers of Ordinary Shares are
advised to consult their own tax advisers concerning the consequences under any tax laws of the
acquisition, ownership and disposition of Ordinary Shares, and the effect, if any, of the UK/Australia
Double Taxation Convention 2003. Shareholders who may be subject to tax in any jurisdiction other
than the United Kingdom should consult their professional advisers without delay.

The statements do not cover all aspects of UK taxation that may be relevant to, or the actual tax effect
that any of the matters described herein will have on, the acquisition, ownership or disposition of
Ordinary Shares by particular investors. The statements apply only to Shareholders who are the
beneficial owners of the Ordinary Shares but are not applicable to all categories of Shareholders, and
in particular are not addressed to:

® Shareholders who do not hold their Ordinary Shares as capital assets;
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® Shareholders who own (directly or indirectly) 10 per cent. or more of the Company;

® special classes of Shareholders such as dealers in securities or currencies, broker-dealers, or
investment companies;

® Shareholders who hold Ordinary Shares as part of straddles, hedging or conversion transactions;
or

® Shareholders who hold Ordinary Shares in connection with a trade, profession or vocation carried
on in the UK (whether through a branch or agency or otherwise).

Except where indicated, the statements below in respect of the taxation of dividends and distributions
and the taxation of chargeable gains only cover the principal UK tax consequences of holding
Ordinary Shares for holders who are resident in the UK for tax purposes or (in the case of individuals)
ordinarily resident in the UK for tax purposes holding Ordinary Shares as investments although it
should be noted that special rules, which are not covered, apply to such holders of Ordinary Shares
who are not domiciled in the UK.

13.2 UK taxation of dividends and distributions (including Australian withholding taxes)

The Company will not be required to withhold UK tax from dividends paid on the Ordinary Shares.
A UK holder, or a holder of Ordinary Shares who is carrying on a trade, profession or vocation in the
UK through a branch or agency in connection with which the Ordinary Shares are held will, depending
upon the holder’s particular circumstances, be subject to UK income tax or corporation tax as the case
may be on the amount of any dividends paid by the Company. An individual Shareholder who is
resident in the UK for tax purposes and who receives a dividend from the Company will be taxable at
the Schedule F ordinary rate (10 per cent. in 2005-06) and/or (depending on the amount of the holder’s
overall taxable income) at the Schedule F upper rate (32.5 per cent. in 2005-06). As these dividends are
foreign income for the purposes of UK taxation, they are subject to a different tax regime from that
applying to dividends received from UK companies, and there will be no notional tax credit attaching
to the dividends. A Shareholder resident outside the UK may also be subject to foreign taxation on
dividend income under local law.

Dividends paid to a UK resident company Shareholder will be assessable income of the Shareholder.

Dividends may be subject to Australian dividend withholding tax (“WHT?”). If the Company pays
Australian corporate tax on its earnings then it will accumulate “franking credits” that allow it to pay
franked dividends to shareholders. To the extent of their franking, any dividends that are paid to UK
residents will ordinarily not be subject to WHT. Any unfranked portion of dividends paid to UK
residents will ordinarily be subject to 15 per cent. WHT.

If the dividend has been subject to WHT, the amount of the dividend received plus the WHT will be
included in the assessable income of the UK Shareholder. In these circumstances the Shareholder
should be entitled to a credit for the foreign tax paid. The credit would be limited to the lesser of the
WHT or the UK tax payable on the combined amounts of the dividend plus WHT. If the WHT exceeds
the UK tax payable on the dividend, the excess is neither creditable nor repayable.

If a UK resident company Shareholder is unable to use the aforementioned foreign tax credits (for
example because of tax losses) it may be able to claim a tax deduction for the Australian withholding
tax, such that it effectively brings into charge to UK tax only the actual dividend received.

If the dividend has not been subject to WHT, then the amount of the dividend received will be included
in the assessable income of the UK Shareholder.

13.3 UK taxation of chargeable gains

A disposal, or deemed disposal, of Ordinary Shares by a Shareholder who is either resident or
ordinarily resident for tax purposes in the UK in the relevant year of assessment will, depending on the
Shareholder’s circumstances and subject to any available exemption or relief, give rise to a chargeable
gain or allowable loss for the purposes of the taxation of chargeable gains in the UK. Broadly,
Shareholders who are not resident and are not ordinarily resident for tax purposes in the UK will not
be liable for UK tax on capital gains realised on the disposal of their Ordinary Shares unless such
Ordinary Shares are used, held or acquired for the purposes of a trade, profession or vocation or, in
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the case of companies only, a permanent establishment, carried on in the UK through a branch or
agency or for the purpose of such branch or agency. Such Shareholders may be subject to foreign
taxation on any gain under local law.

A Shareholder who is an individual and who has, on or after 17 March 1998, ceased to be resident or
ordinarily resident for tax purposes in the UK for a period of less than five complete tax years and who
disposes of the Ordinary Shares during that period may also be liable to UK taxation of chargeable
gains (subject to any available exemption or relief) as if, broadly, the disposal was made in such
Shareholder’s year of return to the UK unless the Ordinary Shares were acquired at a time when the
Shareholder was neither resident nor ordinarily resident in the UK.

For UK Shareholders who are individuals, taper relief may reduce the proportion of any gain realised
on the disposal of the Ordinary Shares that is subject to capital gains tax. In most cases, the Ordinary
Shares will be treated as “non-business assets” under the taper relief rules and will qualify for a
reduction of 5% of the gain for each whole year for which the Ordinary Shares have been held in excess
of three whole years. The maximum reduction available is 40% of the gain after ten complete whole
years of holding.

UK Shareholders who are individuals are entitled to an annual exempt amount (£8,500 in 2005-06) of
total net capital gains.

A UK Shareholder that is a company is entitled to an indexation allowance, which eftectively applies
to increase the tax basis in the Shares in line with the rate of increase in the UK Retail Prices Index.
Indexation allowance may reduce a capital gain but may not create or increase any allowable loss.

There may be Australian capital gains tax implications for certain UK investors, in particular those
who acquire a holding of above 5 per cent. of the Company’s Ordinary Shares. Such investors should
consult with a tax adviser experienced in Australian taxation matters for further information on the
applicability of the Australian capital gains tax to their shareholding.

13.4 UK stamp duty

The following comments are intended as a guide to the general stamp duty and stamp duty reserve tax
position and do not relate to persons such as market makers, brokers, dealers, intermediaries and
persons connected with voluntary arrangements or clearance services, to whom special rules apply.

No UK stamp duty or stamp duty reserve tax will be payable on the issue of the Placing Shares. There
should in most circumstances be no requirement to pay stamp duty on any transfer of the Shares,
providing any instrument transferring the shares is executed and retained outside the United Kingdom.
Provided that the Ordinary Shares are not registered in any register of the Company kept in the UK,
any agreement to transfer the Ordinary Shares will not be subject to UK stamp duty reserve tax.

13.5 UK inheritance tax

The Ordinary Shares will not be assets situated in the UK for UK inheritance tax purposes. A gift of
such assets on the death of an individual holder who is domiciled, or is deemed to be domiciled under
certain rules relating to long residence or previous domicile, may (subject to certain exemptions and
relief) give rise to a liability to UK inheritance tax. Transfers of Ordinary Shares during a persons
lifetime may also give rise to a potential inheritance tax charge, depending upon the manner in which
the transfer is effected and the status of the recipient.

It is the responsibility of all persons to satisfy themselves of the particular taxation treatment that
applies to them by consulting their own professional tax advisers before investing in Ordinary Shares.
Taxation consequences will depend on particular circumstances.

Neither the Company nor any of its officers, employees, agents and advisers accept any liability or
responsibility in respect of taxation consequences connected with an investment in Ordinary Shares.

120



14. Related Party Transactions

The Group consists of the parent, being CFCL, and its wholly-owned controlled entity, Ceramic Fuel
Cells (Europe) Limited, which is incorporated in the UK. The share capital of Ceramic Fuel Cells
(Europe) Limited consists of one fully paid ordinary share of £1 registered in the name of and
beneficially owned by CFCL.

The parent entity loss for 2005 includes an amount of A$175,066 (2004 — A$Nil) which was charged
by Ceramic Fuel Cells (Europe) Limited on an arms-length basis for the provision of consultancy
services related to the promotion and development of export markets on CFCL’s behalf. At 30 June
2005 the amount of A$510,117 was owed to CFCL by Ceramic Fuel Cells (Europe) Limited on an on
demand basis. The Directors of CFCL are satisfied as to the recoverability of this amount. The
Directors have indicated that repayment of this amount will be subordinated in favour of all other
creditors of Ceramic Fuel Cells (Europe) Limited for a period of 15 months from 12 September 2005.

The Company has entered an agreement with JW Dinsdale and Associates Pty Limited, an entity
controlled by the Chairman, and which is considered to be a “related party” of the Company for the
purposes of the ASX Listing Rules and the Corporations Act. The material terms of the agreement are
disclosed in paragraph 7(a) above. The Board considers that the fundraising consulting remuneration
is a fair and reasonable amount, on terms that are no more favorable to JW Dinsdale and Associates
Pty Limited than arms’ length commercial terms.

David Carruthers is interested in a treasury services agreement entered into on 9 November 2004 as
described in paragraph 9.8 above.

15. General

(a) The total costs and expenses relating to the Admission are estimated to be £3.5 million
(A$8.2 million).

(b) The reports in Parts III to IV of this document are included, in the form and context in which
they are included, with the consent of each of EMPA Materials Science & Technology and Davies
Collison Cave, which have authorised the contents of their reports for the purposes of the AIM
Rules.

(c) Each of PricewaterhouseCoopers Securities Limited, EMPA Materials Science & Technology,
Davies Collison Cave, Libertas Capital Corporate Finance Limited, Libertas Capital Securities
Limited and Ambrian Partners Limited has given and not withdrawn its written consent to the
inclusion in this document of reference to its name in the form and context in which it appears.

(d) PricewaterhouseCoopers Securities Limited has given and not withdrawn its consent to the
inclusion in this document of its Accountants’ Report on Ceramic Fuel Cells Limited in the form
and context in which it appears and has authorised the contents of its report for the purposes of
item 23.1 of Annex 1 of the AIM Rules.

(e) The accounting reference date of the Company is 30 June.

(f) Save as disclosed in this document, Management are unaware of any exceptional factors which
have influenced the Company’s activities.

(g) Save as disclosed in this document, there are no patents or other IP rights, licences, industrial,
commercial or financial contracts or new manufacturing processes which are or may be of

fundamental importance to the Company’s business.

(h) Save as disclosed in this document, there have been no significant changes in the trading or
financial position of the Company since 30 June 2005.
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In addition to the Company’s professional advisers otherwise disclosed, its trade suppliers and as
disclosed elsewhere in this document, the following persons have directly or indirectly in the last
twelve months received or are contractually entitled to receive, directly or indirectly, from the
Company on or after Admission fees totalling £10,000 or more, securities in the Company to such
value calculated by reference to the Placing Price or any other benefit with a value of £10,000 or
more at the date of Admission:

Fees Paid

(including GSTIVAT

where applicable)

Name Relationship A
Martin Place Securities Placement fee on Convertible

Notes and investor relations services 52,635

Lewis Securities Placement fee on Convertible Notes 46,200

Clayton Utz Legal services 37,213

Quaestor Financial Services Group Placement fee on convertible notes 31,350

Buse Heberer Fromm Legal services 26,991

Equity Development Limited Research services 26,909

Save as disclosed in this document the Company had no principal investments for each financial
year covered by the historical financial information and there are no principal investments in
progress and there are no principal future investments on which the Board has made a firm
commitment.

The Company’s auditors for the period covered by the historical financial information set out in
Part V of this document were PricewaterhouseCoopers of Freshwater Place, 2 Southbank
Boulevard, Southbank, Victoria 3006, Australia who are members of the Institute of Chartered
Accountants in Australia.

The Company has made statements in Part I of this document regarding its competitive position
on the basis of the status of its technology and products and its customer relationships as at the
date of this document. Your attention is drawn to the Risk Factors set out in Part II of this
document.

Save as disclosed in this document, Management are not aware of any environmental issues that
may affect the Company’s utilisation of its tangible fixed assets.

None of the Company’s major Shareholders have different voting rights.

Save as disclosed in this document, Management are unaware of:

(i) any significant trends in production, sales and inventory and costs and selling prices since
30 June 2005 to the date of this document; and

(i1) any trends, uncertainties, demands, commitments or events that are reasonably likely to have
a material effect on the Company’s prospects for the current financial year.

The Company is not aware of any arrangements which may at a subsequent date result in a change
of control of the Company.

There are no mandatory takeover bids outstanding in respect of the Company and none has been
made either in the last financial year of the current financial year of the Company.

No public takeover bids have been made by third parties in respect of the Company’s issued share
capital in the current financial year nor in the last financial year.

The Placing Shares represent 60.7 per cent. of the Company’s issued share capital on Admission.
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(t) All third party sourced information contained in this document has been accurately produced
and, so far as the Company is aware and is able to ascertain from information published by such
third parties, no facts have been omitted which would render the reproduced information
inaccurate or misleading.

16. Availability of this document

Copies of this document are available free of charge at the offices of Field Fisher Waterhouse at 35
Vine Street, London, EC2N 2AA during normal business hours on any weekday (Saturdays and public
holidays excepted) and shall remain available for at least one month after Admission.

24 February 2006
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