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MONITORSTREAM

The Security Products group designed and manufactured the hardware
appliance and operating system platform; Consulting added the
monitoring and service desk software to the platform; and then Senetas
encryptors, built to the highest security standards, encrypt all information
passing between the customer and the secure Senetas facility.

The EAS platform and its first application as a service, MonitorStream,
offer a unique new business model for Senetas with the following
advantages:

® Provides a complete solution compared with Senetas being reliant
on selling only one companent of a third party’s wider offering;

® (Complements the existing Senetas business because it drives both
product and consulting sales;

® Produces annuity revenue streams for Senetas;

® Unique opportunity for Senetas because of its world-class encryption
expertise, consulting skills and inherent IP value;

® |ends itself to third party OEM partnerships driving both product and
consulting revenues and annuities.

Importantly, it also addresses one of the most challenging and
recognised problems of software applications delivered over the Cloud —
securing information.

“MonitorStream” has attracted a great deal of attention both
domestically and internationally. It is now installed and running at

a State government agency that has agreed to become our anchor
customer and reference site. IBM is jointly funding a marketing
campaign to promote the solution to mid-market companies. We are
quietly hopeful of developing long term annuity streams from this
product. Meanwhile work has already commenced on a new application
delivered as a service, which we anticipate will be ready to roll out in
18 — 24 months.

Encryption market place

The market is generally characterised by long sales cycles of 18 — 24
months, particularly with Government and Defence contracts, and all
procurement is via tender. Encryption is normally a part of the solution,
but never the only key investment area.

We see the market growing, as the securitisation of sensitive
information is increasingly taken more seriously. Another factor is the
general performance and speed of networks.

Senetas expects the market to grow into a billion dollar industry which
includes Cloud computing. The latest predictions from research firm
IDC, suggest organisations are experiencing unprecedented growth in
digital assets and electronic transactions, including financial, corporate,
government, national security and personally identifiable information —
IDC predicts an increase of 44 times in data storage for 2010 over 2009,
stating that 30 per cent of this data requires security protection.

Encryption is compliance-driven and the introduction of legislation is
seeing an increased uptake in the technology. Legislation in the US

is driving demand for encryption. Forty eight states have mandatory
disclosure on health and/or financial records and four states have
introduced mandatory encryption. Europe to date has one country,
Luxemburg, that has mandated encryption. In Switzerland Private Banks
are taking the initiative to secure their backbone networks and SANs
(Storage Area Networks). Many countries have proposed legislation
around mandatory disclosure and privacy of personally identifiable
information (including Australia) but they have not yet become law.

There are interesting banking developments in the Middle East where
central banks are looking at mandatory encryption laws for both internal
and external network connections.

Our products help protect transaction integrity and customer privacy and
our sales will increase with compliance and with regulation. The advent

of Cloud computing demands security. -
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When software is delivered as a service it increases the risks of
processing information beyond traditional corporate network borders
and across the Internet cloud.

Our clients for encryption and consulting include Australian Banks,
offshore Private Banks, the global SWIFT inter-bank network,
governments, statutory authorities, law enforcement, health and
defence agencies.

What we have done to grow the business
in 2009/10

Sales and Channels

We have grown our reseller network, by adding resellers in Germany,
Hungary and Croatia and Fulfilment Channels in Germany, Holland,
Turkey and Egypt. Europe remains our most competitive market: our
resellers in Europe have added sales capacity with IDQuantique growing
their sales force and extending their reach into new geographies in
other parts of Europe, including The Netherlands, where they have waon
and shipped our first encryptors to Russia.

We have appointed a reseller in the Philippines and have a new
partnership in Singapore with Verizon Business, part of the 100 Billion
global IT, security, and telecommunications carrier, who will resell
Senetas encryption products in Malaysia and Singapore with Vietnam
as an option. Senetas was part of an Australian Trade delegation
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with Austrade to Malaysia and Singapore, in which we met with

the financial services market. Teleconsult, Senetas’ partner in the
telecommunications space, has introduced us to opportunities in Brunei,
Singapore and Indonesia and we continue to work on these having
completed successful Proofs of Concept (POCs).

Our NECTEC relationship in Thailand has positioned us strongly. Shortly
we begin the pilot for the Thai Government's Smart e-Health project,
which will see all hospitals and medical centres encrypted back to a
backbone in Bangkok. We have successfully concluded POCs in Thailand
for both government and a telecommunications carrier and expect orders
to flow through this year.

We have expanded our New Zealand fulfilment channels working with
Gen-i and we have also secured a three year exclusive agreement with
Datacraft to bid our equipment for the New Zealand Government’s
layer 2 backbone across the North and South Islands.

Senetas has enjoyed its best year for security product sales within
Australia where we continue to win repeat business from federal
and state government agencies. We have added new domestic
sales personnel to further extend our sales coverage and capability
within Australia.

S
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We have established new contacts and expanded our Middle East sales
network to Bahrain and Jordan, positioning us to bid for more business
in this region. We have successfully demonstrated over many months,
in a POC (Proof of Concept) with CISCO, that we are able to run voice,
video and data across an MPLS network with our Multicast (Patent
pending) operating at line speed (1Gbps) and with the ability to self-
repair and recover when parts or all of the network go down — showing
our fault tolerance.

We have expanded our now “Certified” encryption training, impraving
material, documentation and delivery to our customers and to our
fulfilment channels.

Senetas through its SMART City association with eThekwini Council in
Durban, South Africa, secured all voice, video and data traffic, from the
Stadium to the Joint Operations Centre for the FIFA, World Cup Football.

Our media success has seen Senetas on CNBC, Brunei television and
radio, Singapore radio and newspapers in both Singapore and Brunei as
well as multiple publications across the US, UK and Europe.

Technology Achievements
® (ained new certification EAL4+ across all products

® |aunched the new CS-100 category killer offering switchable
Layer 2 / Layer 3 and crypto agility to deploy Japanese and Korean
government algorithms
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Embarked on the High Grade path with DSD

® Added significant upgrade features across our Ethernet product °
range including VLAN and Multicast (Patent pending) capability

® Maintained complete interoperability across all products

® |mproved manufacturing capability through enhanced manufacturing °
arrangements, by going full turnkey, allowing for more efficient
production of higher volumes. We produced and shipped more units

in 2010 than we have done at any time in the company’s history °

® Modified and improved our packaging and user materials.
Future focus for our Technology
® (Continue development on our new encryption platform

® (ontinue our High Grade collaboration with DSD

|
Senetas Engineering Manager John Weston and senior
engineer, Kan Wu, inspect the new CN 6100 encryptor

Develop an accredited Wireless and WiMax encryption solution

Commence investigation into higher speed Ethernet interfaces e.g.
40-100Ghps

Complete CAPS UK, BSI, NATO and Korean Government certification

Investigate alliances to incorporate our technology into infrastructure.

Strategic Focus

Our focus is to fundamentally improve our core business of
developing, manufacturing and selling leading edge High Speed
Encryption (HSE) equipment both domestically and internationally
and to continue to grow our niche consulting capabilities, whilst
looking for ways to mare closely align our HSE and Consulting
businesses

Strengthen existing Channel partners who operate in our key
markets

Look for new Channel partners who can offer coverage in key
geographies. We are targeting a stronger presence in the UK,
Eastern Europe and the Middle East

Target growth opportunities in the USA and Europe.

Continue to build and strengthen our ties with the Australian
Defence Department leveraging our planned High Grade and existing
Restricted encryptors

Ongoing investment in R & D to maintain our product leadership,
which will lead to stronger revenues in future years

Build brand awareness, through product demonstrations, Channel
Partner Training and Customer Training, PR programs. 15
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trusted to secure critical information
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DIRECTORS’
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Your Directors submit their report for the year
ended 30 June 2010.

Names, qualifications, experience and
special responsibilities

The following directors were in office for the entire
financial year and until the date of this report
unless otherwise noted:

Alan R. Stockdale Director (non-executive

chairman)

John H. Du Bois Director (executive)

Ronald Warner Director (non-executive)

James M. Connolly Director (non-executive)

Hon. Alan R. Stockdale, LLB; B.A. (Melb.) — Non
Executive Chairman

Hon. Alan Stockdale is Chairman of Senetas.

Alan Stockdale is a professional company
director. He is Chairman of the Medical Research
Commercialisation Fund Pty Ltd., a Director of the
New South Wales Treasury Corporation and the
Federal President of the Liberal Party of Australia.

He was previously Treasurer of Victoria 1992-1999;
Victorian Minister for Information Technology and
Multimedia 1996-1999; Chairman of ASX-listed
Axon Instruments Inc. 1999-2005; Chairman of
ASX-listed Symex Holdings Limited, 2000-2009;

a Director of ASX-listed Mariner Financial Limited,
2007-2009 and Chairman of Financial and Energy
Exchange Limited, 2007-2009. He was also an
Executive Director in the Investment Banking
Group of Macquarie Bank Limited 1999-2005;
Director of various Macquarie companies; a
Director of the Melbourne Football Club and

has more than 20 years experience in industrial
relations.

As a Government Minister, manager, director
and lawyer, Alan Stockdale has very extensive

experience of Australian business and Government.

John H. Du Bois IAC (Institute of Administration and
Commerce) INSEAD MBA — Chief Executive Officer

John Du Bois is Managing Director of Senetas and
has more than 25 years in business and the IT
industry.

He was previously Executive Vice President SAP
Asia responsible for South West Asia 1996 —2000.
Director SAP ANZ 2000-2003 and Vice President
Asia Pacific 2003-2006. His earlier appointments
include General Manager and Executive roles

in both CSC (Computer Sciences Corporation)

and IBM.

As an IT executive, John Du Bois has extensive
business management and sales and marketing
experience across the Asia Pacific Region and has

worked on a global basis for over 17 years.

Ronald Warner B.A.).D. (Hons) — Non Executive
Director

Ron Warner is a non-executive director. Mr Warner
is a senior corporate partner in the international
law firm of Locke Lord Bissell & Liddell, one of the
largest law firms in the USA, where he heads the
firm’s transactional practice for Western United
States.

Mr Warner received his Juris Doctorate degree with
honours from New York University School of law,
where he was appointed as an editor of the Law
Review, after receiving his Bachelor of Arts degree
from Tulane University.

In more than 30 years of practice, Mr Warner has
been responsible for negotiating and supervising
a large number of complex corporate transactions,
including mergers and acquisitions, and various
types of financings, from emerging company
growth financing through larger multi-national
public offerings.

Mr.Warner has also been involved as a principal
in the start-up and development of several
operating companies and serves on the Board of
Directors of Elite Interactive Solutions, Inc and the
Advisory Boards of a number of technology and
service companies in the United States and other
countries.

Major General James M. Connolly AO CSC (ret'd) —
Non Executive Director

Jim Connolly graduated from Royal Military College
Duntroon in 1965. He is a graduate of Command
and Staff College Camberley (psc —1976); Joint
Service Staff College Canberra (1986); the Royal
College of Defence Studies London (1991); and
University of New England (Corporate Director’s
Graduate Diploma Course —1999). He served as an
Infantry officer in the Australian Army until retiring
in 1999. His appointments as a general officer
were as Chief of Personnel of the Army; Chief

of Operations of the Australian Defence Force;
Director Defence Intelligence Organisation; and
Commander Australian Theatre.

He is now a beef producer in northern NSW. He
is currently a director on the boards of Aerospace
Australia Limited and Far North Coast Legacy.

Andrew R. Wilson BEcon, CA, ACIS — Company
Secretary, Chief Financial Officer

Andrew Wilson is the Company Secretary and
Chief Financial Officer of Senetas Corporation
Limited. He is a member of the Institute of
Chartered Accountants Australia and the Institute
of Chartered Secretaries Australia and has 17 years
experience in the finance industry. He commenced
his career with KPMG in the audit division focusing
on the banking and broking industries.

Senetas Corporation Limited
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He has worked in the United Kingdom with
Deutsche Bank and Natwest Bank Plc as part of
corporate restructure teams and has extensive
financial and administrative skills. He joined
Senetas in May 2000 as commercial manager.

Dividends paid and proposed

No dividends were proposed or declared for the
financial year ended 30 June 2010.

Corporate information

Senetas Corporation Limited is a company limited
by shares incorporated in Australia whose shares
are publicly traded on the Australian stock
exchange.

Corporate structure

Senetas Corporation Limited has a direct
controlling interest in each of the entities listed
in Note 21. No other entities are included in the
consolidated entity.

Nature of operations and principal activities

The principal activity of the entities within the
consolidated entity during the year was the sale
of IT security products providing network security
solutions to business and government around the
world.

The consolidated entity also provided IT
professional services in the fields of data
warehousing, business intelligence and enterprise
management.

Employees

The consolidated entity employed 56 employees as
at 30 June 2010 (2009: 67 employees).

Significant changes in the state
of affairs

There are no significant changes in the state of
affairs

Operating and financial review

Senetas Corporation Limited recorded a $1,030,175
profit before tax, despite lingering effects of the
global financial crisis in key markets. The result
was within 8% of the profit before tax reported in
FY2009.

Key highlights for the year include:

e Strong growth in product revenues —up 23%
with contribution up 70% on the back of strong
encryptor sales to the domestic market

e Consulting division impacted by one-off events

e Senetas introduces new business model with
annuity income stream

Senetas Corporation Limited
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e Company remains debt free

e Cash at bank has grown by 30% from 30 June
2009

Review of Operations

In a difficult trading environment Senetas had an
excellent year considering that the overall result
was impacted by the Global Financial Crisis (GFC),
discounting based on competition in a contracted
market and loss of a long standing Telstra contract.

Even against these adverse influences:

e Product sales revenue year-on-year increased
23%;

e Product sales contribution year-on-year
increased 70%;

e Consulting managed to secure new business
offsetting, in part, the impact of the loss of
Telstra revenues;

e Senetas had to absorb one-off redundancy costs
of $270,000; and

e Senetas began a whole new business: Software
as a Service

The improvement in the performance of the
Security Products Division is illustrated by the fact
that, had the Consulting Division maintained its
contribution of the previous corresponding period
and not incurred one-off redundancy costs, the
2010 profit before tax would have been more than
twice the 2009 result.

Senetas continued its focus on cost containment,
yet still maintained its commitment to research
and development, releasing a number of new
products and improving functionality of existing
encryption technology.

One of its most significant developments during
the fiscal year resulted from an 18-month
collaborative effort between the Consulting

and Security divisions of the company, which
saw development of a unique “application in an
encryptor” platform and the release of its first
solution to market — MonitorStream.

The company’s balance sheet remains strong, it is
debt free and holds $7m in cash reserves.

Security products

General Sales

The Security Products Division recorded its best
year in domestic sales, mostly to Australian
Government agencies, notwithstanding the
ongoing fallout from the GFC, which impacted
encryption sales in international markets where
project delays and price pressure continued.

Senetas produced and shipped more units in
2010 than at any time in the company’s history.
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Facilitating the increased product sales was an
enhanced manufacturing capability. Through its
custom manufacturer, Senetas has enhanced its
production capability with the implementation
of full turn-key manufacturing, which allows for
production of higher volumes more efficiently.

R&D

Engineering efforts to ensure the company
remained at the cutting edge of information
security saw Senetas awarded a patent for its
multiprotocol encryptor and a patent pending
for its new enhanced Ethernet encryptor with
Multicast functionality.

Designed to address the rapid growth of converged
network services, the so called “triple play” of voice,
video and data applications, the significance of
Senetas’ multicast innovation is that it solves the
problem of maintaining secrecy in large dynamic
groups that require a group key management
infrastructure to ensure that each encryptor can
share individual encryption keys with all members
of the group.

High Assurance Encryptor

In association with the Australian Defence Signals
Directorate, Senetas continues its development
plans for an Australian-designed encryptor suitable
for certification for use in the High Assurance
networks of the Federal Government and its
allies. It is expected the company’s new CN6100
encryption platform, currently in pre-production,
will form the basis for the High Assurance device,
as well as providing a new high speed platform
for commercial and government use in ‘restricted’
networks.

New Products

Other new product releases included a category
killer, the new rack-mounted CS100. Incorporating
future-proofing technology, the CS100 provides
high-speed real-time encryption, readily switchable
between the data link layer, Layer 2, or the network
layer, Layer 3. The result is that customers can

now achieve a lower cost Layer 3 encrypted data
stream, using the Senetas CS family, which is fully
compatible with Senetas CN Ethernet encryptors
operating at Layer 2.

Sales Capability

Senetas boosted its sales channel with the
addition of domestic sales resources in Australia,
the addition of sales resources by Swiss partner
idQuantique, the appointment of new resellers

in Singapore, Indonesia, The Philippines and
Germany. Meanwhile the company continues
direct representation in other geographies and

is competing for work in new geographies in the
ASEAN, Middle East, plus North and Central Africa.

Acquisition — Focus Europe

Another significant move late in the year was

the decision to purchase experienced UK-based
encryption resellers, Focus Europe, which will
become a 100% subsidiary, Senetas Europe Limited,
and will lead sales efforts and manage the existing
reseller network across the UK and Europe.

Consulting

The Consulting Division continues to face market
challenges with the loss of the Telstra contract;
however it has commenced efforts to diversify its
customer base and partner relationships. It has
already won new engagements in its Business
Intelligence and Tivoli practices.

After forming a new strategic relationship

with Novell as a Security Solutions partner the
Consulting Division has recently won two of
three government bids. Now it is adding Novell
consultants to its team as well as cross-training
some of its consultants in the Novell solutions.

Senetas is on the lookout for an acquisition to
increase the critical mass of its consulting business.

New business platform

The company sought to leverage its highly-
regarded Tivoli skill-sets by investing in the
development of an Encrypted Application Services
Platform —an application in an encryptor which has
been productised as MonitorStream and is already
installed at one client, a Victorian government
agency.

Over an 18 month in-house development
effort using leading products from IBM Tivoli
and Microsoft, Senetas has developed a world-
first secured software services platform, which
addresses one of the most-quoted problems of
software applications delivered over the Cloud
—securing information. The MonitorStream
application is securely embedded in Senetas’
tamper-proof encryption hardware and all data
transmitted between the client and the Senetas
data centre is encrypted while in motion.

Senetas believes the advantages of this new
business model are:

e The EAS Platform provides a complete solution
compared with Senetas being reliant on selling
one component of a third party’s wider offering;

e Complements the existing Senetas business
because it drives both product and consulting
sales;

e Produces annuity revenue streams for Senetas;

e Unique opportunity for Senetas because of its
world-class encryption expertise, consulting
skills and inherent IP value;

Senetas Corporation Limited
09/10 Annual Financial Report
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e Lends itself to third party OEM partnerships
driving both product and consulting revenues
and annuities.

There has been strong interest expressed in the
MonitorStream application from other domestic
and foreign agencies. It will be launched in
Singapore, the UK and Europe in the next financial
year.

The company plans to further leverage the new
secure EAS Platform and is currently developing
new solutions employing both Tivoli and Novell
software. It has the potential, through partnerships
with major application software vendors, to
generate ongoing royalty income for Senetas.

Business outlook

The company is well positioned to grow both its
Consulting and Security businesses given the
ongoing demand for information security. This is
being driven across global markets by the need
for organisations to secure their critical assets —
information, communication channels and critical
infrastructure — by the emergence of virtualisation
and Cloud computing (business software, services
and computing resources delivered via the
Internet) that has introduced new risks to digital
information and assets.

Increasingly sophisticated security threats, both
from inside an organisation’s network perimeter
and across the Cloud continue to compromise
corporate and personal information and result in
millions of dollars in losses, mostly unreported.

In addition the company would potentially benefit
from greater regulatory compliance, which is slowly
gaining momentum among the world’s legislators,
particularly the USA.While compliance rules force
agencies and organisations to demonstrate that
they are managing risk, and can require data
breaches to be publicly disclosed, the rise in attacks
on governments, financial systems and critical
State infrastructure continues virtually unabated
despite the lingering impact of the global financial
crisis (GFC), indeed, some would argue the GFC has
caused an upsurge in Cyber Crime as traditional
criminal activities prove less lucrative. Australia’s
proposed new privacy legislation has still not been
passed by Federal Parliament.

The worldwide market opportunity for Senetas is
large and growing. Market intelligence firm, IDC,
estimates the global Information Protection and
Control market will go from $US1.5 billion in 2010,
growing at 15% p.a. compound to reach $US2.3
billion by 2013. The broader IT Security Products
and Services market is estimated by IDC to grow
over 10% from $28.3 billion in 2010 to $US37.8
billion by 2013.

The company is well positioned to address this
market opportunity since, for over 11 years, it has

6 Senetas Corporation Limited
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enjoyed an unsurpassed international reputation
for designing and deploying its high throughput

/ low latency security products for governments
and enterprises. The Senetas Encryption Security
Platform, comprising the CN and CS family

of encryptors, including the MonitorStream
application platform, continues to be designed and
manufactured in Australia and used around the
world.

Senetas’ strength is its commitment to standards-
based, purpose-built solutions that enable
organisations to achieve their business goals
through high-speed network performance,
efficiency and security, without compromising
personal information or corporate IP.

Conclusion

Despite the loss of the Telstra contract, the
company has performed well despite the
remaining effects of the GFC.

The outlook for 2011 is relatively good with signs of
emerging recovery in several regions. The projected
growth in Australia and Asia is expected to provide
opportunities for sales. A slower rate of recovery in
the US, Europe and, to a lesser extent, the Middle
East, could delay recovery of sales growth in those
regions. This remains the central risk to growth in
all aspects of Senetas’ business.

If the world economy does pick up through the
2011, Senetas can expect a broader based growth
in sales and profitability.

Significant events after balance date

On the 28 June 2010 the Company entered into

a share purchase agreement to acquire 100% of
Focus Europe Limited. The transation is expected to
be completed on 30 September 2010. Details of the
business combination can be found in Note 25.

Likely developments and expected
results

This report omits information about likely
developments and expected future results
that in the opinion of the directors is likely to
unreasonably prejudice the group.

Indemnification and insurance of
directors and officers

Senetas has Director’s & Officer’s Liability
Insurance covering the directors and officers
against liability. The company also has Employment
Practices Insurance. The terms of the Insurance and
the Insurer are subject to a confidentiality clause
and are therefore not disclosed.

The group also indemnifies all Directors and the
Chief Executive Officer and the group Secretary
for any liability incurred by the officer as officers
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of the group to the full extent permitted by law.
In accordance with the group’s Constitution in
consideration of the Officer agreeing to continue
to act as an officer of the group, the group has
agreed to:

e indemnify the Officer against liabilities incurred
while acting as an officer of the Company;

e provide the Officer with insurance cover; and

e provide the Officer access to company
documents which relate to the obligations of
the officer contained in the Corporations Act for
a period of 7 years.

The group also has Professional Risk Insurance and
Public Liability Risk Insurance.

Remuneration report

The remuneration report has been audited

This Remuneration Report outlines the director
and executive remuneration arrangements of the
company and the group in accordance with the
requirements of the Corporations Act 2007 and the
regulations made under that Act. For the purposes
of this report, executives of the group include the
CEO and the four executives reporting directly to
him.These are the executives of the parent and the
group receiving the highest remuneration.

Remuneration philosophy

The performance of the company depends upon
the quality of its directors and executives. To
prosper, the company must attract, motivate and
retain highly skilled directors and executives.

To this end, the company embodies the following
principles in its remuneration framework:

e Provide competitive rewards to attract high
calibre executives;

e Link executive rewards to shareholder value;

e Have a significant portion of executive
remuneration ‘at risk’, dependent upon meeting
pre-determined performance benchmarks;

e Establish appropriate, demanding performance
hurdles in relation to at risk executive
remuneration; and

e Strongly encourage directors to sacrifice a
portion of their fees to acquire shares in the
company at market price.

Remuneration Policy

Remuneration policies are determined by the
Board which makes specific recommendations
for remuneration packages and other terms of
employment for executive directors and non-
executive directors.

Executive remuneration and other terms of
employment are reviewed annually by the CEO
with regard to performance. Remuneration
packages include superannuation, performance
related bonuses and an entitlement to participate
in the Senetas Directors and Employees Share
Option Plan.

Details of the nature and amount of each element
of the emoluments of each director of Senetas and
the consolidated entity and each executive of the
group and the consolidated entity receiving the
highest emoluments are set out in the following
tables on pages 12 & 13.

Remuneration and Nominations Committee

The Remuneration and Nominations Committee
of the Board of Directors of the company is
responsible for determining and reviewing
compensation arrangements for the directors and
the Chief Executive Officer (CEO).

The Remuneration and Nominations Committee
assesses the appropriateness of the nature and
amount of remuneration of directors and the
CEO on a periodic basis by reference to relevant
employment market conditions with the overall
objective of ensuring maximum stakeholder
benefit from the retention of a high quality board
and executive team.

Remuneration structure
Non-executive director remuneration

The Board seeks to set aggregate remuneration

at a level which provides the company with the
ability to attract and retain directors of the highest
calibre, whilst incurring a cost which is acceptable
to shareholders.

The Constitution and the ASX Listing Rules specify
that the aggregate remuneration of non-executive
directors shall be determined from time to time by
a general meeting. An amount not exceeding the
amount determined is then divided between the
directors as agreed. The latest determination was
at the Annual General Meeting held on 26 October
2007 when shareholders approved an aggregate
remuneration of $550,000 per year.

The amount of aggregate remuneration sought

to be approved by shareholders and the manner

in which it is apportioned amongst directors is
reviewed annually. The board considers advice from
external consultants as well as the fees paid to
non-executive directors of comparable companies
when undertaking the annual review process.

Each director receives a fee for being a director

of the company. An additional fee is paid to a
director who is the chairman of a board committee.
The payment of additional fees for chairing

a committee recognises the additional time
commitment required by directors who chair a
sub-committee.
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Non-executive directors have long been
encouraged by the board to hold shares in the
company (purchased by the director on market). It
is considered good governance for directors to have
a stake in the company on whose board he or she
sits. The non-executive directors of the company
can participate in the Employee Share Incentive
Plan which provides incentives where specified
criteria are met.

The remuneration of directors for the years ending
30June 2010 and 30 June 2009 is detailed on page
12 of this report.

Executive Remuneration
Objective

The company aims to reward executives, including
the CEO, with a level and mix of remuneration
commensurate with their position and
responsibilities within the company that:

e rewards executives for company, business unit
and individual performance against targets set
by reference to appropriate benchmarks;

e align the interests of executives and
shareholders;

e links executive rewards with the strategic goals
and performance of the company; and

e ensures total remuneration for executives is
competitive by market standards.

Structure

In determining the level and make-up of the CEQ’s
remuneration, the Remuneration and Nominations
Committee considers advice from external
consultants as well as market survey information
on remuneration for comparable roles.

In determining the level and make-up of the
remuneration for executives other than the CEO,
the CEO considers advice from external consultants
as well as remuneration paid to executives from
comparable companies using market based
surveys.

It is the policy of the Remuneration and
Nominations Committee that employment
contracts are entered into only with the Chief
Executive Officer and the Chief Financial Officer.
Details of these contracts are provided on page 11
of this report.

Executive remuneration consists of the following
key elements:
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e Fixed Remuneration

e Variable Remuneration
e Short Term Incentive (‘STI'); and
e Long Term Incentive (‘LTI’).

The mix between fixed and variable remuneration
is established for the CEO by the Remuneration and
Nominations Committee. Pages 12 to 13 of this
report details the fixed and variable components of
the executive remuneration.

Fixed Remuneration
Objective

Fixed remuneration is set at a level which is both
appropriate to the position and competitive in the
market.

Fixed remuneration is reviewed annually by the
Remuneration and Nominations Committee
having regard to company-wide, business unit
and individual performance, relevant comparative
remuneration in the market and internally and,
where appropriate, external advice on policies
and practices. As noted above, the Committee
has access to external advice independent of
management.

Structure

Executives are given the opportunity to receive
their fixed remuneration in a variety of forms
including cash and fringe benefits such as motor
vehicles and expense payment plans. It is intended
that the manner of payment chosen will be
optimal for the recipient without creating undue
cost for the company.

The fixed remuneration component for prescribed
persons is detailed on pages 12 to 13 of this report.

Variable Remuneration — Short Term Incentive
(sT1)

Objective

The objective of the STI program is to link executive
remuneration with the achievement of the

group’s operational targets. The total potential STI
available is set at a level so as to provide sufficient
incentive to achieve the operational targets and
such that the cost to the group is reasonable in the
circumstances.

Payments made are ususally delivered as a cash
bonus.

The aggregate of annual STl payments available
for the CEO is subject to the approval of the
Remuneration and Nominations Committee.
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Structure

Actual STI payments depend on the extent

to which specific operating targets set at the
beginning of the financial year are met.The
operational targets consist of a number of financial
and non-financial measures, typically including
measures such as contribution to net profit after
tax, customer service, risk management, product
management, and leadership/team contribution.

On an annual basis, after consideration of
performance against the STI measures, an overall
performance rating for the group is approved by
the Remuneration and Nominations Committee for
the CEO.The individual performance of the CEO is
also rated and these ratings are taken into account
when determining the amount, if any, of the STI
pool allocated to the CEO.

For executives other than the CEO, annual STI
payments are determined by consideration of
the overall performance rating for the group, plus
performance ratings for individual business units
and the performance of individual executives, as
approved by the CEO.

STl bonus for 2010 financial year.

For the 2009 financial year 100% of the cash
bonus as previously accrued in that period, vested
to executives and was paid in the 2010 financial
year.There were no forfeitures. The remuneration
committee (for the CEO) and the CEO (for other
executives) considered the STI payments for the
2010 year in July and August 2010. The maximum
STl cash bonus amount for the 2010 year of
$572,000 has been accrued on the basis that it

is probable that all executives will meet their
respective KPI's for the period. Any adjustments
between the actual amounts to be paid in August
and September 2010 as determined by the

CEO and the Remuneration Committee and the
amounts accrued will be adjusted in the 2011
financial year. The minimum amount of the STI
cash bonus, assuming that no executives meet
their respective KPI's for the 2010 financial year,
is nil.

There have been no alterations to the STl bonus
plans since their grant date.

Variable Remuneration — Long Term Incentive
(L)

Objective

The objective of the LTI plan is to reward executives
for their contribution to the creation of shareholder
wealth by linking rewards to improvements in the
financial performance of the company and aligning
their interests with shareholders.

As such LTI grants are only made to executives who
are able to have a direct impact on the group’s
performance against the relevant long-term
performance hurdle and thus the generation of
shareholder wealth.

Structure

LTI grants are delivered in the form of options,
shares or performance rights. These securities are
defined below:

An ordinary share (Share) is a share of stock giving
the stockholder the right to vote on matters

of corporate policy and the composition of the
members of the board of directors.

A call option (Option) is a financial instrument that
gives its owner the right, but not the obligation, to
purchase a Share at price set at the date of grant
(the exercise price).

A Performance Right is a grant of actual shares
of stock, the payment of which is contingent on
performance as measured against predetermined
objectives over a multi-year period of time.

Grant of performance rights during the year

On the 18 November 2009, following shareholder
approval, the group issued performance rights

to the CEO. Subject to the satisfaction of the
performance conditions described below, the CEO
will receive one fully paid ordinary share in the
company for each performance right granted. The
performance rights granted were provided at no
cost to the CEO. The performance rights granted
are conditional, non-transferable; they cannot be
hedged, sold, transferred, mortgaged, charged or
otherwise disposed of or dealt with.

The number of performance rights granted

was calculated by dividing the value of the LTI
component of his annual remuneration by the
volume weighed average price of the Company
shares over the 30 trading days prior to the Grant
Date. The LTI component of Mr Du Bois’annual
remuneration is $50,000 (6.1% of his Salary
Package). The following table sets out the number
of performance rights granted, performance,
vesting and performance period conditions.

Senetas Corporation Limited
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No. of Vesting Scale Performance Period ©®
Performance % of performance
Rights W4 Performance Condition @ rights that vest Start Finish
Less than 20.25% Nil
Share price growth test 20.25% 75%
299,026 Average compound i . Increases btw 75% & 100%  18/11/2009  17/11/2012
annual share price >20.25% < less 27% : ) )
on a straight-line basis
growth
27% or greater 100%
Less than 20.25% Nil
EPS growth test Average AUZ e
o) O,
299,026 compound annual share 5 20.25% < less 27% |ﬂcrease§ btw .75/0 &.100/2 30/6/2009 30/6/2012
price growth on a straight-line basis
27% or greater 100%
598,052

10

Notes

s

The actual number of Performance Rights was determined by dividing the value of the LTI component
$50,000 by the volume-weighted average price of Company shares over the 30 trading days prior to
the Grant Date. The weighted average Senetas share price in the 30 days prior to the AGM on the 18
November 2009 was 0.08360477.

. The performance rights will only vest (i.e. provide a share) to the extent that the performance conditions

applicable to those Performance Rights have been satisfied. There are two separate performance
conditions, with each performance condition applying to one half of the total number of Performance
Rights granted.

The performance conditions applicable to this grant of Performance Rights will each be measured over
3-year periods (each a “Performance Period”).

. Each performance right converts into one fully paid ordinary share upon vesting.

Grant of Shares during the year

During the year the company granted $1,000 worth of Senetas Shares to 55 staff resulting in the issue of
805,695 shares. No performance conditions were attached to this grant of shares. The shares cannot be sold
for 3 years from the grant date unless employment with the company ceases. In the event employment
with the company ceases they may be disposed of at the discretion of the holder. A total of 43,947 shares
were issued to executives who took up the offer. Details of the issue to executives are set out in the
remuneration tables on page 13 of this report.

Senetas Corporation Limited
09/10 Annual Financial Report



DIRECTORS’ REPORT

Group Performance

The table below also shows the Group’s performance for the past five years (including the current period).

2010 2009 2008 2007 2006
Net profit after tax 948,617 1,142,378 151,799 (15,638,139) 9,360,666
O30 Gl I L7 SIS T 461,522,263 460,716,568 460,716,568 460,497,024 462,728,081
basic earnings per share
EPS (cents) 021 025 0.03 (3.40) 2.02
Net tangible assets per share 191 1.69 143 134 445

(cents per share)

Employment contracts

Employment agreements are entered into with all executives. These agreements are similar to the
employment agreements used for all staff with the exception of the CEO and CFO who have notice periods
of twelve and six months respectively. The current employment contracts commenced on 1 May 2006 for Mr
Du Bois and 22 May 2000 for Mr Wilson.

Chief Executive Officer
Under the CEQ’s contract:

e Mr Du Bois receives fixed remuneration of $371,000 per annum and he is eligible to receive up to
$400,000 per annum in short term incentives;

* Mr Du Bois may resign from his position and thus terminate his contract by giving 6 months written
notice. On resignation any unvested options will be forfeited within one month of the resignation date;

e The company may terminate his employment by providing 12 months written notice or provide payment
in lieu of the notice period (based on the fixed component of Mr Du Bois’ contract). On termination or
notice by the company, any LTl options that have vested, or will vest during the notice period will be
released. LTl options that have not yet vested will be forfeited within one month of the termination date;

e The company may terminate the contract at any time without notice if serious misconduct has occurred.
Where termination with cause occurs, the CEO is only entitled to that portion of remuneration which is
fixed, and only up to the date of termination.

Chief Financial Officer

Mr. Wilson has a rolling contract. Mr Wilson may resign from his position and thus terminate his contract
by giving 3 months written notice. The company may terminate Mr Wilson’s employment agreement
with six months written notice or payment in lieu of notice (based on the fixed component of Mr. Wilson’s
remuneration). On resignation by Mr Wilson, any unvested LTI options will be forefeited within one month
of the resignation date. On termination or notice by the company, any LTI options that have vested, or will
vest during the notice period will be released. LTI options that have not yet vested will be forfeited within
one month of the termination date. The company may terminate the contract at any time without notice
if serious misconduct has occurred. Where termination with cause occurs, the CFO is only entitled to that
portion of remuneration which is fixed, and only up to the date of termination.

Senetas Corporation Limited
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Directors’ and executives’ emoluments

(a) Remuneration of directors and executives (these tables have been audited)

Consolidated

Post
Short-Term Employment Long-Term
%
Salary & Sales Travel Super- Long Service Share-based Performance
Fees Commission Cash Bonus” Allowance annuation Leave Payment (i Total Related
$ $ $ $ $ $ $ $ $

Directors
A.Stockdale (Non Executive Director — Chairman)

2010 135,000 = = = 12,150 = = 147,150 0.00%

2009 135,000 — — — 12,150 — — 147,150 0.00%
J.Du Bois (Chief Executive Officer/Director)

2010 356,628 = 335,000 = 14,372 6,248 26,509 738,757 48.93%

2009 358,274 = 360,000 = 12,726 6,912 45,025 782,937 51.73%
J.Connolly (Non Executive Director)

2010 73,395 = = 3,240 6,605 = = 83,240 0.00%

2009 73,127 = = 3,240 6,873 = = 83,240 0.00%
R.Warner (Non Executive Director)

2010 85,000 = = = = = = 85,000 0.00%

2009 85,000 = = = = = = 85,000 0.00%
Total Remuneration of Directors

2010 650,023 = 335,000 3,240 33,127 6,248 26,509 1,054,147 34.29%

2009 651,401 = 360,000 3,240 31,749 6,912 45,025 1,098,326 32.78%

() Cash bonus payments reward attainment of specific Key Performance Indicators (KPI’s) set for individual directors and executives.

Cash bonuses are paid in August each year for KPI's met in the financial period ending in June of that year.

(i) The options issued to J. Du Bois were sign on options—the 45,025 shown for 2009 are all sign on options. Performance rights granted
will vest (provide a share) only after performance criteria have been satisfied. Of the $26,509 for the year ended 30 June 2010,
$6,509 relates to the original sign on options, the balance of $20,000 are performance rights.

Senetas Corporation Limited
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(a) Remuneration of directors and executives (these tables have been audited)

Consolidated

Post
Short-Term Employment Long-Term
Sales %
Salary&  Commission Cash Travel Super- Long Service Share-based Performance
Fees (i Bonus' Allowance annuation Leave Payment ‘i Total Related
$ $ $ $ $ $ $ $ $
Executives
A.Wilson (Chief Financial Officer)
2010 165,789 = 60,000 = 14,461 3,126 1,000 244,376 24.55%
2009 167,524 — 60,000 — 12,726 2,756 — 243,006 24.69%
LWilson (General Manager — Consulting)
2010 195,717 = 137,000 = 14,283 3,268 = 350,268 39.11%
2009 197,274 = 191,941 = 12,726 4,142 = 406,083 47.27%
H.Marcinsky (General Manager — Product Sales)
2010 115,344 106,109 = = 11,716 1,903 1,000 236,072 44.95%
2009 115,945 83,404 = = 13,992 3,568 = 216,909 38.45%
J. Weston (Engineering Manager)
2010 147,018 = 40,000 = 13,539 2,531 1,000 204,088 19.60%
2009 132,326 = 30,000 = 12,726 7,461 = 182,513 16.44%

C.Campbell (Engineering Manager—-Product-resigned 15th December 2008)
2010 = = = = = = = = 0.00%
2009 117918 = = = 8,714 = = 126,632 0.00%

Total Remuneration of Executives
2010 623,868 106,109 237,000 - 53,999 10,829 3,000 1,034,805 33.16%
2009 730,988 83,404 281,941 - 60,884 17,927 - 1,175,143 31.09%

(i) Sales commission is calculated as a percentage of sales made and is paid in the month after the sale is made.

(if) Cash bonus payments reward attainment of specific Key Performance Indicators (KPI’s) set for individual directors and executives.
Cash bonuses are paid in August each year for KPI's met in the financial period ending in June of that year.

(iii) Share allocations made under the company’s ESOP scheme.

Senetas Corporation Limited
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(b) Directors’ and Executives’ Interests in the Securities of Senetas Corporation Limited

() At balance date the Directors’and Executives’ Interests in Shares of Senetas Corporation Limited (these tables have been

audited)
Balance Granted as On Exercise of  Shares Bought/ Balance
30 June 2010 01-Jul-09 Remuneration Options (Sold) 30-June-10
Ord Shares Ord Shares Ord Shares Ord Shares Ord Shares

Directors

J.H. Du Bois 200,000 = = = 200,000
A.R.Stockdale 1,000,000 - - - 1,000,000
R.Warner 100,000 — - — 100,000
Executives

AWilson = 14,649 = = 14,649
H. Marcinsky - 14,649 - - 14,649
LWilson - - - - -
J.Weston = 14,649 = = 14,649
Total 1,300,000 43,947 = = 1,343,947

Balance Granted as On Exercise of  Shares Bought / Balance
30 June 2009 01-Jul-08 Remuneration Options (Sold) 30-June-09
Ord Shares Ord Shares Ord Shares Ord Shares Ord Shares

Directors

J.H.Du Bois 200,000 - - - 200,000
A.R. Stockdale 1,000,000 = = = 1,000,000
R.Warner 100,000 = = = 100,000
Total 1,300,000 - - - 1,300,000

No other directors or executives hold shares in Senetas Corporation Limited

(ii) Shares issued on exercise of remuneration options (these tables have been audited)

No Shares were issued on exercise of remuneration options during the financial year ended 30 June 2010.

No Shares were issued on exercise of remuneration options during the financial year ended 30 June 2009.

(iif) Shares Granted as part of remuneration (these tables have been audited)

Value of rights

Value of

Fair Value per

Remuneration

Grant granted during options lapsed  right atgrant  Vesting Dates consisting of
30 June 2010 Grant Date Number the year during the year  date (Note 14) & Conditions shares for the year
$ $ $ $
AWilson 21-Dec-09 14,649 1,000 = 0.068 1) &) 0.41%
H.Marcinsky 21-Dec-09 14,649 1,000 - 0.068 (1) & (2) 0.42%
JWeston 21-Dec-09 14,649 1,000 - 0.068 (1) & (2) 0.49%
Total 43,947 3,000 -

(1) Shares are fully vested however, the shares cannot be sold before the earlier of 3 years or cessation of employment with
the company.

(2) There were no performance conditions attached to the issue of these shares

No Shares were granted during the financial year ended 30 June 2009.

Senetas Corporation Limited
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(b) Directors’ and Executives’ Interests in the securities of Senetas Corporation Limited (continued)
(iv) Options Granted as part of remuneration (these tables have been audited)
No options were granted as part of remuneration options during the financial year ended 30 June 2010.

No options were granted as part of remuneration options during the financial year ended 30 June 2009.

At balance date the Directors’ and Executives’ Interests in options Senetas Corporation Limited
(these tables have been audited)

Balance Granted as Exercised Lapsed during Balance
30 June 2010 01-Jul-09 Remuneration  during the year the year 30 June 10
J.H. Du Bois (CEO) 13,000,000 = = = 13,000,000
Total 13,000,000 = = = 13,000,000

(v) Performance rights granted as part of remuneration (these tables have been audited)

Remuneration

Value of rights Value of rights  Fair Value per consisting of
granted during lapsed during  right at grant rights for the
30 June 2010 Grant Date  Grant Number the year the year date (Note 14) Vesting Dates year
$ $ $ $
J.H.Du Bois 18-Nov-09 598,052 50,000 = 0.0836 (1) 3.59%
Total 598,052 50,000 - 3.59%

(1) The performance rights will only vest (i.e. provide a share) to the extent that the performance conditions applicable to
those performance rights have been satisfied. There are two separate performance conditions, with each performance
condition applying to one half of the total number of performance rights granted.

No performance rights were granted as part of remuneration options during the financial year ended 30 June 2009.

At balance date the Directors’ and Executives’ Interests in performance rights in Senetas Corporation Limited
(these tables have been audited)

Balance Granted as Exercised during  Lapsed during the Balance
30 June 2010 01-Jul-09 Remuneration the year year 30-June-10
J.H. Du Bois (CEO) = 598,052 = = 598,052
Total = 598,052 = = 598,052

Senetas Corporation Limited
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Environmental regulation and performance

The consolidated entity is not subject to any particular or significant environmental regulations.

Meetings of directors

The following table summarises the number of meetings of directors and their attendance.

Number of meetings Number of meetings

held while a director attended
AR.Stockdale 9 9
J.H. Du Bois 9 8
RWarner 9 9
J.M. Connolly 9 9

A total of 9 Directors’ meetings were held during the year ended 30 June 2010.

The company has an Audit and Risk Management Committee.
Members acting on the committee of the Board during the year were:

Number of meetings Number of meetings

held while a director attended
A.R.Stockdale 2 2
R.Warner (Chairman) 2 2
J.M.Connolly 2 2

Mr J. H. Du Bois attends Audit Committee meetings in the capacity of Chief Executive Officer.
A total of 2 meetings were held during the year ended 30 June 2010.

The company has a Remuneration and Nomination Committee.
Members acting on the committee of the Board during the year were:

Number of meetings Number of meetings

held while a director attended
J.M. Connolly (Chairman) 2 2
R.Warner 2 2

A total of 2 meetings were held during the year ended 30 June 2010.

More information about the board and the sub-committees are set out in the section titled ‘Corporate
Governance Statement”.
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The Directors received the following declaration from the auditors of Senetas Corporation Limited.

AUDITOR’S INDEPENDENCE DECLARATION TO THE DIRECTORS OF SENETAS
CORPORATION LIMITED

In relation to our audit of the financial report of Senetas Corporation and its controlled entities for the financial year ended
30 June 2010, to the best of my knowledge and belief, there have been no contraventions of the auditor independence
requirements of the Corporations Act 2007 or any applicable code of professional conduct

Ernst & Young

Ch |

David McGrégor
Partn
Melbourne, 30th August, 2010

Liability limited by a scheme approved under Professional Standards Legislation.

Non-Audit Services

The following non-audit services were provided by the entity’s auditor, Ernst & Young. The directors are satisfied that the
provision of non-audit services is compatible with the general standard of independence for auditors imposed by the
Corporations Act. The nature and scope of each type of non-audit service provided means that auditor independence was
not compromised.

Ernst & Young received or are due to receive the following amounts for the provision of non-audit services:

Tax compliance services $61,084
Advisory services $5,307

Signed in accordance with a resolution of the directors.

N .

A.R. Stockdale
Chairman
Melbourne, 30th August, 2010

Senetas Corporation Limited
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STATEMENT OF COMPREHENSIVE INCOME
For the year ended 30 June 2010

Notes Consolidated
2010 2009
$ $

Revenue from operating activities 4 15,580,363 15,605,130
Cost of sales (2,108,875) (1,401,964)
Gross profit 13,471,488 14,203,166
Other income 4 167,359 2,723
Employee benefits expense 4 (9,578,755) (9,978,023)
Depreciation and amortisation expense 4 (288,182) (350,314)
Write off of tangible assets (30,829) (17,055)
Other expenses 4 (2,710,906) (2,739,826)
Profit/(loss) before income tax 1,030,175 1,120,671
Income tax benefit/(expense) 5 (81,558) 21,716
Net profit/(loss) for the period 948,617 1,142,387
Total comprehensive income for the period 948,617 1,142,387
Profit for the period is attributable to:
Owners of the parent 948,617 1,142,387

948,617 1,142,387
Total comprehensive income for the period is
attributable to:
Owners of the parent 948,617 1,142,387

948,617 1,142,387
Earnings per share for profit from continuing
operations attributable to the ordinary equity holders 6
of the parent
e basic earnings per share (cents per share)-rounded 0.21 0.25
e diluted earnings per share (cents per share)-rounded 0.21 0.25
Earnings per share for profit attributable to the 6
ordinary equity holders of the parent
e basic earnings per share (cents per share)-rounded 0.21 0.25
e diluted earnings per share (cents per share)-rounded 0.21 0.25

The above statement of comprehensive income should be read in conjunction with the accompanying notes.
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STATEMENT OF FINANCIAL POSITION
As at 30 June 2010

Notes Consolidated
2010 2009
$ $
Assets
Current Assets
Cash and cash equivalents 7 6,944,933 5,340,792
Trade and other receivables 8 3,425,175 4,430,464
Inventories 9 973,906 1,137,562
Prepayments 79,022 116,183
Other assets 10 39,663 14,069
Total Current Assets 11,462,700 11,039,070
Non-current Assets
Deferred income tax asset 5 960,465 1,061,583
Property, plant and equipment 12 733,451 830,017
Intangible assets and goodwill 13 8,610,695 8,608,296
Total Non-current Assets 10,304,611 10,499,896
Total Assets 21,767,311 21,538,966
Liabilities
Current Liabilities
Trade and other payables 15 2,146,772 2,716,904
Unearned income 1,013,916 1,229,210
Provisions 16 967,110 998,758
Total Current Liabilities 4,127,798 4,944,872
Non-current Liabilities
Deferred income tax liabilities 5 79,819 99,380
Provisions 16 139,846 104,991
Total Non-current Liabilities 219,665 204,371
Total liabilities 4,347,463 5,149,243
Net assets 17,419,849 16,389,723
Equity
Equity attributable to equity holders of the
parent
Contributed equity 17 101,499,944 101,444,944
Accumulated losses (84,603,754) (85,552,371)
Reserves 510,799 484,290
Parent Interests 17,406,989 16,376,863
Non-controlling Interests 12,860 12,860
Total Equity 17,419,849 16,389,723

The above statement of financial position should be read in conjunction with the accompanying notes.
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STATEMENT OF CASH FLows
For the year ended 30 June 2010

Notes Consolidated
2010 2009
$ $

Cash flows from operating activities

Receipts from customers 16,115,193 15,715,282
Payments to suppliers and employees (14,718,595) (13,497,869)
Interest received 238,682 176,594
Receipt of government grants 162,946 =
Net cash flows from/(used in) operating activities 7 1,798,226 2,394,007
Cash flows from investing activities

Purchase of property, plant and equipment (167,301) (116,376)
Purchase of intangible assets (26,784) (32,002)
Net cash flows from/(used in) investing activities (194,085) (148,378)
equl‘jitlacl;enalsse/(decrease) in cash and cash 1604141 2245,629
Cash and cash equivalents at beginning of period 5,340,792 3,095,163
Cash and cash equivalents at end of period 7 6,944,933 5,340,792

The above statement of cash flows should be read in conjunction with the accompanying notes.
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STATEMENT OF CHANGES IN EQUITY

For the year ended 30 June 2010

Attributable to equity holders of

Owners of the

Non controlling

Senetas Corporation Ltd Parent Interest
Employee
Contributed Accumulated Benefits Non controlling

Equity Losses Reserve Total Interest Total Equity
Consolidated $ $ $ $ $ $
At 30 June 2008 101,444,944 (86,694,758) 439,265 15,189,451 12,860 15,202,311
Profit for the year - 1,142,387 - 1,142,387 - 1,142,387
Other comprehensive income = = = = = =
Total comprehensive income - 1,142,387 - 1,142,387 - 1,142,387
Transactions with owners - - 45,025 45,025 - 45,025
At 30 June 2009 101,444,944 (85,552,371) 484,290 16,376,863 12,860 16,389,723
Profit for the year - 948,617 - 948,617 - 948,617
Other comprehensive income - - - - - -
Total comprehensive income - 948,617 - 948,617 = 948,617
Transactions with owners 55,000 - 26,509 81,509 - 81,509
At 30 June 2010 101,499,944 (84,603,754) 510,799 17,406,989 12,860 17,419,849

The above statement of changes in equity should be read in conjunction with the accompanying notes.
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1 Corporate information

The financial report of Senetas Corporation Limited
(the Company) for the year ended 30 June 2010
was authorised for issue in accordance with a
resolution of the directors on 26th August, 2010.

Senetas Corporation Limited is a company limited
by shares incorporated in Australia whose shares
are publicly traded on the Australian stock
exchange.

The nature of the operations and principal
activities of the Group are described in the
directors’ report.

2 Summary of significant accounting
policies

Basis of preparation

The financial report is a general-purpose financial
report, which has been prepared in accordance
with the requirements of the Corporations Act
2001, Australian Accounting Standards and other
authoritative pronouncements of the Australian
Accounting Standards Board. The financial report
has also been prepared on a historical cost basis
except for financial assets held at fair value and is
presented in Australian dollars.

(@) Compliance with IFRS

The financial report complies with Australian
Accounting Standards as issued by the
Australian Accounting Standards Board and
International Financial Reporting Standards
(IFRS) as issued by the International
Accounting Standards Board.

(b) New accounting standards and
interpretations

Changes in accounting policy and disclosures.

The accounting policies adopted are consistent
with those of the previous financial year
except as follows:

The Group has adopted the following new and
amended Australian Accounting Standards
and AASB Interpretations as of 1 January 2009.

e AASB 2008-1 Amendments to Australian
Accounting Standard — Share-based
Payments: Vesting Conditions and
Cancellations effective 1 January, 2009

e AASB 7 Financial Instruments: Disclosures
effective 1 January, 2009

e AASB 8 Operating Segments effective 1
January, 2009

e AASB 101 Presentation of Financial
Statements (revised 2007) effective 1
January, 2009

Senetas Corporation Limited
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e AASB 123 Borrowing Costs effective 1
January, 2009

e AASB Interpretation 16 Hedges of a Net
Investment in a Foreign Operation effective
1 October, 2008

e AASB 2008-1 Amendments to Australian
Accounting Standard — Share-based
Payments: Vesting Conditions and
Cancellations [AASB 2] effective 1 January,
2009

e AASB 2008-5 Amendments to Australian
Accounting Standards arising from the
Annual Improvements Project effective 1
January, 2009

e AASB 2008-7 Amendments to Australian
Accounting Standards — cost of an
Investment in a Subsidiary, Jointly Controlled
Entity or Associate effective 1 January, 2009

e AASB 2009-3 Amendments to Australian
Accounting Standards — Embedded
Derivatives [AASB 139 and Interpretation 9]
effective 30 June, 2009

e AASB 2009-6 Amendments to Australian
Accounting Standards operative for periods
beginning or after 1 January 2009 that end
on or after 30 June 2009

When the adoption of the Standard or
Interpretation is deemed to have an impact on
the financial statements or performance of the
Group, its impact is described below:

AASB 8 Operating Segments

AASB 8 replaced AASB 114 Segment Reporting upon
its effective date. The Group concluded that the
operating segments determined in accordance
with AASB 8 are the same as the business
segments previously identified under AASB 114.
AASB 8 disclosures are shown in note 3, including
the related revised comparative information.

AASB 8 Operating Segments: clarifies that segment
assets and liabilities need only be reported

when those assets and liabilities are included in
measures that are used by the chief operating
decision maker. As the Group’s chief operating
decision maker does not review segment assets
and liabilities, the Group no longer discloses this
information in note 3.

AASB 101 Presentation of Financial Statements

The revised Standard separates owner and non-
owner changes in equity. The statement of changes
in equity includes only details of transactions

with owners, with non-owner changes in equity
presented in a reconciliation of each component

of equity and included in the new statement

of comprehensive income. The statement of
comprehensive income presents all items of
recognised income and expense, either in one
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2 Summary of

single statement or two linked statements. The
Group has elected to present one statement.

Annual Improvements Project

In May 2008 and April 2009 the AASB issued
omnibus of amendments to its Standards as part
of the Annual Improvements Project, primarily with
a view to removing inconsistencies and clarifying
wording. There are separate transitional provisions
and application dates for each amendment. The

in changes to accounting policies but did not
have any impact on the financial position or
performance of the Group.

Australian Accounting Standards and
Interpretations and International Financial
Reporting Standards and Interpretations that have
recently been issued or amended but are not yet
effective have not been adopted by the Group for
the annual reporting period ending 30 June 2010.
These are outlined in the table below.

Signiﬁcant adoption of the following amendments resulted
Accounting
Policies
(continued) * designates the beginning of the applicable annual reporting period.
Application date Application date
Reference Title and brief summary of standard* Impact on Group financial report for Group*
AASB 2009-5 Further Amendments to Australian .
: - The amendments and terminology and
Accounting Standards arising from the o
. 1Jan10 editorial changes are expected to have 1Jul 10
Annual Improvements Project. [AASB 5, 8, no or minimal effect on the arou
101,107,117,118,136 & 139] SR
AASB 2009-8 Amendments to Australian Accounting
Standards — Group Cash-settled Share- The Group currently does not have
based Payment Transactions [AASB 2] the type of share-based payment
- This standard makes amendments to transactions affected by the
Australian Accounting Standard AASB 2 1Jan10 amendments so these changes are likely 1Jul 10
Share-based Payment and supersedes to have no impact. Should this situation
Interpretation 8 Scope of AASB2 and change then the impact would be
Interpretation 11 AASB 2 - Group and reassessed.
Treasury Share Transactions.
AASB 2009-11 Amendments to Australian Accounting
Standards arising from AASB 9 [AASB
L Ehikn 3 05 UL, J0Ls, D0, 102, 1z, 12T, The changes arising from these
127,128,131,132,136,139,1023 & & g
; 1Jan13 amendments are expected to have no or 1Jul13
1038 and Interpretations 10 & 12] - The minimal effect on the Grou
revised Standard introduces a number of P-
changes to the accounting for financial
assets.
AASB 2009-12 Amendments to Australian Accounting
Standards [AASBs 5,8,108,110,112,
Lle, Lo o Do) A0 e s shig The changes arising from these
Interpretations 2,4, 16,1039 & 1052] 1Jan11 amendments are expected to have no or 1Julll

This amendment makes numerous
editorial changes to a range of
Australian Accounting Standards and
Interpretations.

minimal effect on the Group.
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(c)

(d)

Basis of consolidation

The consolidated financial statements
comprise the financial statements of Senetas
Corporation Limited (the company) and its
subsidiaries as at 30 June each year (‘the
Group’).

All intercompany balances and transactions,
income and expenses and profit and losses
resulting from intra-group transactions have
been eliminated in full.

Subsidiaries are fully consolidated from the
date on which control is obtained by the Group
and cease to be consolidated from the date on
which control is transferred out of the Group.

The acquisitions of subsidiaries of Senetas
Corporation Limited are accounted for using
the purchase method of accounting, which
measures the acquiree’s assets and liabilities
at their fair value at acquisition date. The
purchase consideration has been allocated to
the assets and liabilities on the basis of fair
value at the date of acquisition.

Non-controlling interests represent the portion
of profit or loss and net assets in Technal Pty
Ltd not held by the Group and are presented
separately in the statement of comprehensive
income and within equity in the consolidated
statement of financial position, separately
from the equity of the owners of the parent.

Investment in subsidiaries are carried at cost.

Significant accounting judgements,
estimates and assumptions

The carrying amounts of certain assets

and liabilities are often determined based

on estimates and assumptions, made by
management, of future events. The following
critical accounting policies have been
identified by management as being subject
to significant judgements, estimations and
assumptions. Actual results may differ from
these estimates under different assumptions
and conditions and may materially affect
financial results or the financial position
reported in future periods. The nature of these
assumptions and details may be found in the
relevant notes to the financial statements.

Impairment of goodwiill

The Group determines whether goodwill is
impaired at least on an annual basis. This
requires an estimation of the recoverable
amount of the cash-generating units to which
the goodwill is allocated. The assumptions
used in this estimation of recoverable amount
and the carrying amount of goodwill are also
discussed in note 13.

Senetas Corporation Limited
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(e)

Key assumptions used in value in use
calculations for the IBK and Senetas Security
cash generating units (CGU) for 30 June 2010
and 30 June 2009 are outlined in Note 13.

Provision for long service leave

The Group re-evaluates the provision for long
service leave on an annual basis. This requires
an estimation of factors such as expected
future wage and salary levels, experience of
employee departures and periods of service.

Deferred tax asset for tax loss

Unrecognised deferred income tax assets are
reassessed at each balance sheet date and are
recognised to the extent that it has become
probable that future taxable profit will allow
the deferred tax asset to be recovered.

Provision for slow moving items

Inventories are reviewed annually to identify
slow moving inventory. When these items

are identified we assess the remaining
technological useful life, we then estimate

the quantum of sales expected over that
remaining useful life. Where there is a shortfall
of estimated sales versus the quantity of
inventory on hand at the end of the period a
provision is raised.

Revenue Recognition

Revenue is recognised to the extent that it is
probable that the economic benefits will flow
to the Group and the revenue can be reliably
measured. The following specific recognition
criteria must also be met before revenue is
recognised:

Sale of goods

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

at the time of delivery of the goods to the
customer.

Rendering of services

Revenue from IT consultancy services is
recognised by reference to the stage of
completion.

Stage of completion is measured by reference
to labour hours incurred to date as a
percentage of total estimated labour hours for
each contract.

Where the contract outcome cannot be
measured reliably, revenue is recognised only
to the extent of the expenses recognised that
are recoverable.
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(f)

(g)

Where fees are fixed, no revenue is recognised
beyond the fixed fee.

The amounts received from certain customers
who pay in advance for the provision of
services is initially reflected as unearned
revenue until the revenue recognition criteria
(outlined above) has been met.

Royalties

Royalty income relating to the sale by a
licensee of licensed product is recognised

on an accruals basis in accordance with the
substance of the relevant agreement and
based on the receipt from the licensee of the
relevant information to enable calculation of
the royalty due.

Interest

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

Government grants

Government grants are recognised at their fair
value where there is reasonable assurance that
the grant will be received and all attaching
conditions will be complied with.

When the grant relates to an expense item,
it is recognised as income over the periods
necessary to match the grant on a systematic
basis to the costs that it is intended to
compensate.

Where the grant relates to an asset, the fair
value is credited to a deferred income account
and is released to the income statement over
the expected useful life of the relevant asset
by equal annual instalments.

Leases

The determination of whether an arrangement
is or contains a lease is based on the

substance of the arrangement and requires

an assessment of whether the fulfilment of
the arrangement is dependent on the use of a
specific asset or assets and the arrangement
conveys a right to use the asset.

Lessee — Operating lease

Operating lease payments are recognised as
an expense in the income statement on a
straight-line basis over the lease term. Lease
incentives are recognised in the income

(h)

()

statement as an integral part of the total lease
expense.

Cash and cash equivalents

Cash and short-term deposits in the balance
sheet comprise cash at bank and in hand

and short-term deposits with an original
maturity of six months or less that are readily
convertible to known amounts of cash and
which are subject to an insignificant risk of
changes in value.

For the purposes of the Statement of Cash
Flows, cash and cash equivalents consist of
cash and cash equivalents as defined above.

Trade and other receivables

Trade receivables, which generally have 30-90
day terms, are recognised and carried at
original invoice amount less an allowance for
any uncollectible amounts.

Collectability of trade receivables is reviewed
on an on-going basis. Individual debts that
are known to be uncollectible are written off
when identified. An impairment provision is
recognised when there is objective evidence
that the Group will not be able to collect the
receivable. Objective evidence of impairment
includes such things as the financial
difficulties of the debtor and disputes that
cannot be resolved.

Inventories

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

Costs incurred in bringing each product to its
present location and condition are accounted
for as follows:

Raw materials — purchase cost on a first-in,
first-out basis; Included in the cost of purchase
are other directly attributable costs as well as
the purchase price.

Finished goods — cost of direct materials and
external assembly costs.

Net realisable value is the estimated selling
price in the ordinary course of business,
less estimated costs of completion and the
estimated costs necessary to make the sale.

Foreign currency translation

Both the functional and presentation currency
of Senetas Corporation Limited and its
Australian subsidiaries is Australian dollars
(AS). Each entity in the Group determines its
own functional currency and items included
in the financial statements of each entity are
measured using that functional currency.

Senetas Corporation Limited
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()

Transactions in foreign currencies are initially
recorded in the functional currency at the
exchange rates ruling at the date of the
transaction. Monetary assets and liabilities
denominated in foreign currencies are
retranslated at the rate of exchange ruling at
the balance sheet date.

All exchange differences in the consolidated
financial report are recognised in the
statement of comprehensive income.

Non-monetary items that are measured in
terms of historical cost in a foreign currency
are translated using the exchange rate as at
the date of the initial transaction.

Non-monetary items measured at fair value

in a foreign currency are translated using the
exchange rates at the date when the fair value
was determined.

As at the reporting date all overseas
subsidiaries, with the exception of Senetas
Singapore, are dormant. However any assets
and liabilities of overseas subsidiaries are
translated into the presentation currency of
Senetas Corporation Limited at the rate of
exchange ruling at the balance sheet date and
the income statements are translated at the
weighted average exchange rates for the year.

Exchange differences resulting from the
translation of foreign operations are
recognised in equity.

On disposal of a foreign operation, the deferred
cumulative amount recognised in equity
relating to that particular foreign operation is
recognised in profit and loss.

Income tax and other taxes

Current tax assets and liabilities for the
current and prior periods are measured at
the amount expected to be recovered from or
paid to the taxation authorities. The tax rates
and tax laws used to compute the amount
are those that are enacted or substantively
enacted by the balance sheet date.

Deferred income tax is provided on all
temporary differences at the balance sheet
date between the tax bases of assets and
liabilities and their carrying amounts for
financial reporting purposes.

Deferred income tax liabilities are recognised
for all taxable temporary differences except:

e when the deferred income tax liability
arises from the initial recognition of
goodwill or of an asset or liability in
a transaction that is not a business
combination and that, at the time of the
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transaction, affects neither the accounting
profit nor taxable profit or loss; or

e when the taxable temporary difference is
associated with investments in subsidiaries,
associates and interests in joint ventures,
and the timing of the reversal of the
temporary differences can be controlled and
it is probable that the temporary differences
will not reverse in the foreseeable future.

Deferred income tax assets are recognised for
all deductible temporary differences, carry-
forward of unused tax credits and unused tax
losses, to the extent that it is probable that
taxable profit will be available against which
the deductible temporary differences, and
the carry-forward of unused tax credits and
unused tax losses can be utilised, except:

e when the deferred income tax asset
relating to the deductible temporary
difference arises from the initial recognition
of an asset or liability in a transaction that
is not a business combination and, at the
time of the transaction, affects neither the
accounting profit nor taxable profit or loss;
or

e when the deductible temporary difference
is associated with investments in
subsidiaries, associates or interests in joint
ventures, in which case a deferred tax asset
is only recognised to the extent that it is
probable that the temporary differences
will reverse in the foreseeable future and
taxable profit will be available against
which the temporary difference can be
utilised.

The carrying amount of deferred income tax
assets is reviewed at each balance sheet date
and reduced to the extent that it is no longer
probable that sufficient taxable profit will be
available to allow all or part of the deferred
income tax asset to be utilised.

Unrecognised deferred income tax assets are
reassessed at each balance sheet date and are
recognised to the extent that it has become
probable that future taxable profit will allow
the deferred tax asset to be recovered.

Deferred income tax assets and liabilities are
measured at the tax rates that are expected
to apply to the year when the asset is realised
or the liability is settled, based on tax rates
(and tax laws) that have been enacted

or substantively enacted at the balance

sheet date.

Income taxes relating to items recognised
directly in equity are recognised in equity and
not in profit or loss.
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Income tax and other taxes (continued)

Deferred tax assets and deferred tax liabilities
are offset only if a legally enforceable right
exists to set off current tax assets against
current tax liabilities and the deferred tax
assets and liabilities relate to the same taxable
entity and the same taxation authority.

Senetas is entitled to claim a tax concession
for eligible R&D expenditure in which Senetas
claims tax deductions at a rate of 125% for
eligible R&D expenditure (R&D Deduction).

The company estimates the current year R&D
Deduction by adopting prior years eligible R&D
expenditure as a reasonable estimate of the
current year eligible R&D expenditure on the
basis that the company’s R&D expenditure is
consistent with the prior year. The estimated
R&D Deduction may effect the balance of
taxable profit as at year end if it differs from
the actual R&D Deduction when the tax
return is prepared. The Company has made
the assessment there are sufficient tax losses
to be utilised for offset against a difference

in the taxable profit that may be caused

by a variance between the estimated R&D
Deduction and the actual R&D Deduction;
therefore, difference between the estimate
and the actual tax deduction will not affect
the tax related balances recorded on the
balance sheet at year end.

Tax consolidation legislation

Senetas Corporation Limited and its wholly-
owned Australian controlled entities have
implemented the tax consolidation legislation
as of 1 July 2002.

The head entity, Senetas Corporation

Limited and the controlled entities in the tax
consolidated group continue to account for
their own current and deferred tax amounts.
The Group has applied the group allocation
approach in determining the appropriate
amount of current taxes and deferred taxes to
allocate to members of the tax consolidated

group.
Other Taxes

Revenues, expenses and assets are recognised
net of the amount of GST except:

e when the GST incurred on a purchase of
goods and services is not recoverable from
the taxation authority, in which case the
GST is recognised as part of the cost of
acquisition of the asset or as part of the
expense item as applicable; and

e receivables and payables are stated with the
amount of GST included.

The net amount of GST recoverable from, or
payable to, the taxation authority is included
as part of receivables or payables in the
balance sheet.

Cash flows are included in the Statement

of Cash Flows on a gross basis and the

GST component of cash flows arising from
investing and financing activities, which is
recoverable from, or payable to, the taxation
authority are classified as operating cash flows.

Commitments and contingencies are disclosed
net of the amount of GST recoverable from, or
payable to, the taxation authority.

(m) Plant and equipment

(n)

Plant and equipment is stated at cost less
accumulated depreciation and any impairment
in value.

Depreciation is calculated either by reducing
balance or straight line basis over the
estimated useful life of the asset as follows:

e Leasehold improvements —the lease term
e Plant and equipment —over 3 to 15 years

e The assets’ residual values, useful lives and
amortisation methods are reviewed, and
adjusted if appropriate, at each financial
year end.

Derecognition and disposal

An item of plant and equipment is
derecognised upon disposal or when no future
economic benefits are expected from its use or
disposal.

Any gain or loss arising on derecognition of the
asset (calculated as the difference between the
net disposal proceeds and the carrying amount
of the item) is included in profit or loss in the
year the asset is derecognised.

Goodwill

Goodwill on acquisition is initially measured
at cost, being the excess of the cost of the
business combination over the acquirer’s
interest in the net fair value of the identifiable
assets, liabilities and contingent liabilities.

Following initial recognition, goodwill is
measured at cost less any accumulated
impairment losses.

Goodwill is reviewed for impairment, annually
or more frequently if events or changes in
circumstances indicate that the carrying value
may be impaired.

For the purpose of impairment testing,
goodwill acquired in a business combination is,
from the acquisition date, allocated to each of
the Group’s cash-generating units, or group

Senetas Corporation Limited
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(n)

()

Goodwill (continued)

of cash-generating units, that are expected to
benefit from the synergies of the combination,
irrespective of whether other assets or
liabilities of the Group are assigned to those
units or group of units. Each unit or group of
units to which the goodwill is so allocated
represents the lowest level within the Group
at which the goodwill is monitored for internal
management purposes.

Impairment is determined by assessing the
recoverable amount of the cash-generating
unit (group of cash-generating units), to

which the goodwill relates. Where the
recoverable amount of the cash-generating
unit (group of cash-generating units) is less
than the carrying amount, an impairment

loss is recognised. Where goodwill forms part
of a cash-generating unit (group of cash-
generating units) and an operation within that
unit is disposed of, the goodwill associated
with the operation disposed of is included in
the carrying amount of the operation when
determining the gain or loss on disposal of the
operation. Goodwill disposed of in this manner
is measured on the basis of the relative values
of the operation disposed of and the portion of
the cash-generating unit retained.

Impairment losses recognised for goodwill are
not subsequently reversed.

Intangible assets other than goodwill

Intangible assets acquired separately orin a
business combination are initially measured at
cost. The cost of an intangible asset acquired
in a business combination is its fair value as

at the date of acquisition. Following initial
recognition, intangible assets are carried at
cost less any accumulated amortisation and
any accumulated impairment losses. Internally
generated intangible assets, excluding
capitalised development costs, are not
capitalised and expenditure is charged against
profits in the year in which the expenditure is
incurred.

The useful lives of these intangible assets

are assessed to be either finite or indefinite.
Intangible assets with finite lives are
amortised over the useful life and assessed for
impairment whenever there is an indication
that the intangible asset may be impaired.
The amortisation period and the amortisation
method for an intangible asset with a finite
useful life is reviewed at least at each financial
year-end. Changes in the expected useful

life or the expected pattern of consumption

of future economic benefits embodied in

the asset are accounted for by changing the
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(p)

amortisation period or method, as appropriate,
which is a change in accounting estimate. The
amortisation expense on intangible assets
with finite lives is recognised in profit or loss.

A summary of the policies applied to the
Group’s intangible assets is as follows:

Software

The useful life of software is finite and
software assets are amortised on a straight
line basis over 3 years. All software assets

are acquired and the amortisation method is
reviewed annually, at each financial year-end,
for indications of impairment.

Gains or losses arising from derecognition

of an intangible asset are measured as the
difference between the net disposal proceeds
and the carrying amount of the asset and are
recognised in profit or loss when the asset is
derecognised.

Research and development costs

Research costs are expensed as incurred. An
intangible asset arising from development
expenditure on an internal project is
recognised only when the Group can
demonstrate the technical feasibility of
completing the intangible asset so that it will
be available for use and sale, its intention to
complete and its ability to use or sell the asset,
how the asset will generate future economic
benefits, the availability of resources to
complete the development and the ability to
measure reliably the expenditure attributable
to the intangible asset during its development.

Impairment of non-financial assets other
than goodwill

The Group assesses at each reporting date
whether there is any indication that an asset
may be impaired. If any such indication exists,
or when annual impairment testing for an
asset is required, the Group makes an estimate
of the asset’s recoverable amount. An asset’s
recoverable amount is the higher of its fair
value less costs to sell and its value in use and
is determined for an individual asset, unless
the asset does not generate cash inflows that
are largely independent of those from other
assets or groups of assets and the asset’s value
in use cannot be estimated to be close to its
fair value. In such cases, the asset is tested for
impairment as part of the cash-generating
unit to which it belongs. Where the carrying
amount of an asset or cash-generating unit
exceeds its recoverable amount, the asset or
cash-generating unit is considered impaired
and is written down to its recoverable amount.
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(p)

(q)

(s)

Impairment of non-financial assets other
than goodwill (continued)

In assessing value in use, the estimated future
cash flows are discounted to their present
value using a pre-tax discount rate that
reflects current market assessments of the
time value of money and the risks specific

to the asset. Impairment losses relating to
continuing operations are recognised as an
expense.

Trade and other payables

Trade payables and other payables are carried
at amortised cost and represent liabilities for
goods and services provided to the Group prior
to the end of the financial year that are unpaid
and arise when the Group becomes obliged

to make future payments in respect of the
purchase of these goods and services.

Employee leave benefits

Wages, salaries, annual leave and sick leave

Liabilities for wages and salaries, including
non-monetary benefits and annual leave
expected to be settled within 12 months of the
reporting date are recognised in other payables
or in provisions for annual leave in respect of
employees’ services up to the reporting date.
They are measured at the amounts expected
to be paid when the liabilities are settled.
Expenses for non-accumulating sick leave are
recognised when the leave is taken and are
measured at the rates paid or payable.

Long service leave

The liability for long service leave is recognised
in the provision for employee benefits and
measured as the present value of expected
future payments to be made in respect of
services provided by employees up to the
reporting date using the projected unit credit
method. Consideration is given to expected
future wage and salary levels, experience of
employee departures, and periods of service.
Expected future payments are discounted
using market yields at the reporting date

on national government bonds with terms
to maturity and currencies that match, as
closely as possible, the estimated future cash
outflows.

Share-based payment transactions

The company has established a Share/Option
Plan to issue and allot securities (shares

and options) to directors, employees and
contractors at the discretion of the Board of
Directors. The terms and exercise dates of
the options are set at the discretion of the

(t)

Board of the Directors. The total number of
securities that can be granted under the Plan
may not exceed 20% of the issued capital of
the company from time to time. The options
cannot be transferred and will not be quoted
on the ASX.

The cost of these equity-settled transactions
with directors and employees is measured
by reference to the fair value of the equity
instruments at the date at which they were
granted. The fair value is determined by an
external valuer using a binomial model.
Further details are provided in note 14.

In valuing equity-settled transactions,

no account is taken of any performance
conditions other than conditions linked to the
price of shares of the company.

The cumulative expense recognised for equity-
settled transactions at each reporting date
until vesting date reflects (i) the extent to
which the vesting period has expired and (ii)
the Group’s best estimate of the number of
equity instruments that will ultimately vest.
No adjustment is made for the likelihood of
market performance conditions being met as
the effect of these conditions are included in
the determination of fair value at grant date.
The income statement charge or credit for a
period represents the movement in cumulative
expense recognised at the beginning and end
of that period. There is a corresponding credit
to equity.

If the terms of an equity-settled award

are modified, as a minimum an expense

is recognised as if the terms had not been
modified. In addition, an expense is recognised
for any modification that increases the

total fair value of the share based payment
arrangement.

If an equity-settled award is cancelled it
is treated as if it had vested on the date
of cancellation, and any expense not yet
recognised for the award is recognised
immediately.

The dilutive effect, if any, of outstanding
options is reflected as additional share dilution
in the computation of earnings per share.

Contributed equity

Ordinary shares are classified as equity.
Incremental costs directly attributable to the
issue of new shares or options are shown in
equity as a deduction, net of tax, from the
proceeds.
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2 Summary of
Significant
Accounting
Policies
(continued)

(u) Earnings per share

Basic earnings per share is calculated as

net profit/(loss) attributable to members of
the parent, adjusted to exclude any costs of
servicing equity (other than dividends), divided
by the weighted average number of ordinary
shares.

Diluted earnings per share is calculated as net
profit/(loss) attributable to members of the
parent, adjusted for:

e costs of servicing equity (other than
dividends);

o the after tax effect of dividends and interest
associated with dilutive potential ordinary
shares that have been recognised as
expenses; and

e other non-discretionary changes in revenue
or expenses during the period that would
result from the dilution of potential
ordinary shares;

divided by the weighted average number of
ordinary shares and dilutive potential ordinary
shares, adjusted for any bonus element.
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3 Segment information

Identification of reportable segments

The Group has identified its operating segments
based on the internal reports that are reviewed
and used by the executive management team
(the chief operating decision makers) in assessing
performance and in determining the allocation of
resources.

The operating businesses are organised and
managed separately according to the nature of the
products and services provided, with each segment
representing a strategic business unit that offers
different products and serves different markets.
Discrete financial information about each of these
operating businesses is provided to the executive
management team on at least a monthly basis.
These operating segments are the sources of the
Group’s major risks and have the most effect on
the rates of return.

The products segment produces and distributes
high speed network encryption products providing
network security solutions to businesses and
governments around the world.

The services segment provides a variety of

IT professional services in the field of data
warehousing, business intelligence, enterprise
management and sells software associated with
these areas. It also continues to hold investments
in several IT infrastructure businesses.

Operating segments

Accounting policies

The accounting policies used by the Group in
reporting segments internally are the same as
those contained in Note 2 to the accounts and in
the prior period except as detailed below:

Corporate Charges

Corporate charges comprise non-segmental
expenses such as head office expenses and
interest. These are not allocated to each business
segment but are reported as “Other” because
management does not allocate these costs in
making its determination of the segment result.
They are not considered part of the core operations
of any segment

Income tax

The executive management reviews, on a monthly
basis, the performance of each segment by
analysing the segments net operating profit before
tax.

Assets & Liabilities

As the Group’s chief operating decision maker
does not review segment assets and liabilities, this
information is not disclosed here.

Major customers

The Group has a number of customers to which

it supplies both products and services. The Group
supplied a number of Government agencies, the
combined total of which accounted for 26 %
(2009: 42%) of external revenues. The next major
customer contributed 21% (2009: 27%) of external
revenue.

The following tables present revenue and profit information regarding operating segments for the years

ended 30 June 2010 and 2009.

Corporate
Year ended 30 June 2010 Products Services expense and other Total Operations
$ $ $ $

Revenue

Sales to external customers 8,167,262 7,153,525 - 15,320,787
Total segment revenue 8,167,262 7,153,525 - 15,320,787
Segment net operating

profit before tax 3,589,773 812,382 (3,371,980) 1,030,175
Interest income 5,560 - 254,016 259,576
Depreciation & Amortisation 199,714 - 88,468 288,182
Assets written off 30,829 - - 30,829
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3 Segment
information
(continued)

Corporate expense

Year ended 30 June 2009 Products Services and other Total Operations
$ $ $ $

Revenue

Sales to external customers 6,624,917 8,795,616 - 15,420,533
Total segment revenue 6,624,917 8,795,616 - 15,420,533
Segment net operating

profit before tax 2,103,342 2,063,706 (3,046,377) 1,120,671
Interest income 4212 - 180,385 184,597
Depreciation & Amortisation 262,635 - 87,679 350,314
Assets written off 4,301 - 12,754 17,055

Segment revenue reconciliation to the
statement of comprehensive income

Consolidated

2010 2009
$ $
Total segment revenue 15,320,787 15,420,533
Interest revenue 259,576 184,597
Other revenue from continuing operations 167,359 2,723
Total Revenue 15,747,722 15,607,853

Revenue from external customers by geographical locations is detailed below. Revenue is attributed to
geographic locations based on the location of the customers. The company does not have external revenues
from any external customers that are attributable to any foreign country other than as shown.

2010 2009
$ $
Australia 10,109,665 11,004,988
United States 3,876,597 3,478,966
Europe 864,430 577,093
Saudi Arabia 63,665 308,510
Other foreign countries 406,430 50,976
15,320,787 15,420,533

Segment net operating profit before tax reconciliation to the statement

of comprehensive income

2010 2009
$ $

Segment net profit before tax 1,030,175 1,120,671
Other intersegment
eliminations
Income tax benefit/(expense) (81,558) 21,716
Total net profit after tax
per the statement of
comprehensive income 948,617 1,142,387
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4 Revenues and expenses

Consolidated

2010 2009
$ $
(a) Revenue
Sale of goods 4,938,233 2,639,980
Product maintenance revenue 1,179,560 1,151,909
Provision of services 6,262,884 8,666,216
Royalties 2,940,110 2,962,428
Interest revenue:
Non-related parties 259,576 184,597
15,580,363 15,605,130
(b) Other income
Government grants® 162,946 -
Other income 4,413 2,723
167,359 2,723

During the 2010 year the company applied for an Australian Government Export Market Development

Grant (EMDG) which is designed to provide financial assistance to new and current exporters. The
purpose of the scheme is to encourage Australian businesses to develop export markets. The EMDG
scheme reimburses up to 50% of eligible export promotion expenses above a threshold of $150,000.

There are no unfulfilled conditions or contingencies attaching to these grants. The company also
received a grant under the Smart SMEs Market Validation Program. The Smart SMEs Market Validation
Program (MVP) is a $28 million grant program that seeks to engage with both government and business

to promote innovation. The program aims to support SMEs to develop innovative products, processes

and services focussed on meeting the future technology needs of Victorian public sector entities.
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4 Revenues and
expenses
(continued)

Consolidated

2010 2009

$ $
(c) Depreciation and amortisation expense
Depreciation:
Plant and equipment 249,806 310,151
Leasehold improvements 13,990 12,839
Amortisation:
Software 24,386 27,324

288,182 350,314

(d) Other expenses
Operating lease 385,490 381,612
Provision for impairment of receivables - 7,220
Foreign exchange (gain) or loss 28,283 (137,386)
Inventory written off / provision 101,500 169,694
Travel Expenditure 425,031 330,404
R & D expenditure 197,251 274,633
Marketing expenditure 229,268 278,104
Insurance expenditure 182,643 188,632
Telephone & internet expenditure 118,493 129,997
Other overhead expenses 1,042,947 1,116,916

2,710,906 2,739,826
(e) Employee Benefits expenses
Salaries & wages 8,641,165 9,248,130
Superannuation 569,388 620,206
Termination payouts 286,693 64,662
Share based payment expense 81,509 45,025

9,578,755 9,978,023
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5 Income tax

Consolidated
2010 2009
$ $

Major components of income tax expense for the years ended 30 June 2010 and 2009 are:
Current income tax

Current income tax charge 59,924 146,543
Deferred income tax

Relating to origination and reversal of

temporary differences 81,558 9,363
Tax losses booked (59,924) (177,622)
Income tax (benefit) / expense reported in

income statement 81,558 (21,716)

A reconciliation of income tax expense applicable to accounting profit /(loss) before
income tax at the statutory income tax rate to income tax expense at the Group’s
effective income tax rate for the years ended 30 June 2010 and 2009 is as follows:

Accounting (loss)/profit before tax 1,030,175 1,120,671

At the statutory income tax rate of 30%

(2009: 30%) 309,053 336,202
Expenditure not allowable for income tax 43818 17092
purposes

Capital items not allowable for income tax 29,647 21297
purposes

Tax losses booked (59,924) (177,622)
R& D claim (239,639) (364,861)
Other (1,397) 146,176
Income tax benefit reported in income

statement 81,558 (21,716)
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5 Income tax
(continued)

Balance sheet

Balance sheet

2010 2009
Consolidated $ $
Deferred tax assets
Accruals:
Stock obsolescence 60,000 30,000
Audit fees 31,050 20,221
Accounting and tax - 1,713
AGM costs 8,100 6,300
Employee benefits:
Bonus 252,881 299,060
Annual Leave 169,853 180,012
Long service leave 162,234 151,113
Superannuation - 19,713
Plant & equipment:
Amortised Business Costs WDV 5119 17,938
Patents WDV 18,433 16,868
Other:
Unrealised loss 11,092 10,201
FBT Accrual (105) -
Unearned Income 83,439 158,444
Tax losses 150,000 150,000
Other 8,370 -
960,465 1,061,583
Deferred tax liabilities
Prepayments 174 =
WIP (unbilled accounts receivable) 50,944 96,597
Unrealised gain 19,650 -
Interest receivable 9,051 2,783
79,819 99,380
Net deferred tax asset 880,646 962,203
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5 Income tax

(continued)

Income Income
2010 2009
Consolidated $ $
Deferred tax assets
Accruals:
Stock obsolescence (30,000) (25,500)
Audit fees (10,829) 6,779
Accounting and tax 1,713 3,330
AGM costs (1,800) (300)
Employee benefits:
Bonus 46,179 (48,443)
Annual Leave 10,160 (7,561)
Long service leave (12,121) (14,297)
Superannuation 19,713 (19,713)
Plant & equipment:
Amortised Business Costs WDV 12,819 34,167
Patents WDV (1,565) 6,000
Other:
Unrealised gain - 15,358
Unrealised Loss (891) (10,201)
FBT Accrual 105 -
Unearned Income 75,005 2,892
Tax losses (59,924) (177,622)
Other (7,004) -
42,560 (235,111)
Deferred tax liabilities
Prepayments 174 =
WIP (unbilled accounts receivable) (47,018) 64,451
Unrealised Loss 19,650 -
Interest receivable 6,268 2,401
(20,926) 66,852
Deferred tax (benefit) /expense 21,634 (168,259)

Deferred tax asset and liabilities

Consolidated

Deferred tax asset (non-current)

Deferred tax liability (non-current)

2010 2009
$

960,465 1,061,583
79,819 99,380

The Franking Account Balance for both 2009 and 2010 is $384,327.
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5 Income tax
(continued)

Tax consolidation

Senetas Corporation Limited and its 100% owned
Australian resident subsidiaries have formed a tax
consolidated group with effect 1 July 2002. Senetas
Corporation Limited is the head entity of the tax
consolidated group. Members of the group have
entered into a tax sharing agreement that provides
for the allocation of income tax liabilities between
the entities should the head entity default on its
tax payment obligations. No amounts have been
recognised in the financial statements in respect of
this agreement on the basis that that possibility of
default is remote.

The allocation of current taxes and deferred
taxes of subsidiaries have been allocated to the
subsidiaries via intercompany, in accordance with
company policy.

Tax effect accounting by members of the tax
consolidated group

Measurement method adopted under
AASB Interpretation 1052 Tax Consolidation
Accounting

The head entity and the controlled entities in the
tax consolidated group continue to account for
their own current and deferred tax amounts. The
Group has applied the group allocation approach

in determining the appropriate amount of current
taxes and deferred taxes to allocate to members

of the tax consolidated group. The current and
deferred tax amounts are measured in a systematic
manner that is consistent with the broad principles
in AASB 112 Income Taxes. The nature of the tax
funding agreement is discussed further below.

8 Senetas Corporation Limited
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In addition to its own current and deferred tax
amounts, the head entity also recognises current
tax liabilities (or assets) and the deferred tax assets
arising from unused tax losses and unused tax
credits assumed from controlled entities in the tax
consolidated group.

The group has estimated tax losses arising in
Australia of $11,412,652 (2009: $11,472,576) that
may be available indefinitely for offset against
future income tax payable. Of the total tax losses
available for offset against future income tax
payable, $150,000 tax effected has been recognised
as a deferred tax asset. The company considers
that the tax losses recognised will probably be
recovered in the next one to two years.

Nature of the tax funding agreement

Members of the tax consolidated group have
entered into a tax funding agreement. Under the
funding agreement the funding of tax within
the group is based on accounting profit. The tax
funding agreement requires payments to/from
the head entity to be recognised via an inter-entity
receivable (payable) which is at call. To the extent
that there is a difference between the amount
charged under the tax funding agreement and
the allocation under AASB Interpretation 1052,
the head entity accounts for these as equity
transactions with the subsidiaries.

The amounts receivable or payable under the tax
funding agreement are due upon receipt of the
funding advice from the head entity, which is
issued as soon as practicable after the end of each
financial year. The head entity may also require
payment of interim funding amounts to assist with
its obligations to pay tax instalments.
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6 Earnings per share

The following reflects the income and share data used in the basic and diluted earnings per share
computations:

Consolidated

2010 2009
$ $
Net pr.oﬁt/(loss) Vattnbu?able to equity holders of the parent 948,617 1142387
(used in calculating basic EPS)
Net profit/(loss) attributable to ordinary shareholders for 948,617 1142387

diluted earnings per share

No. of shares

No. of shares

(i)

Weighted average number of ordinary shares for basic
earnings per share

Effect of dilution:

Share options (i)

Adjusted weighted average number of ordinary shares for
diluted earnings per share

461,522,263

460,716,568

461,522,263

460,716,568

Exercisable options held by the CEO, Mr John Du Bois, are out-of-the-money during the year. The number

of exercisable options are therefore not included in the calculation of diluted earnings per share.
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7 Cash and cash equivalents

Consolidated Consolidated
2010 2009
$ $
Cash at bank and on hand 1,820,925 2,314,800
Short-term deposits 5,124,008 3,025,992
6,944,933 5,340,792

Cash at bank and on hand earns interest at floating rates based on daily bank deposit rates.

Short-term deposits are made for varying periods of between one day and six months depending on the
immediate cash requirements of the Group, and earn interest at the respective short-term deposit rates.

Reconciliation of cash

For the purposes of the Cash Flow Statement, cash and cash
equivalents comprise the following at 30 June:

Cash at bank and in hand 1,820,925 2,314,800
Short-term deposits 5,124,008 3,025,992
Total cash and short-term deposits 6,944,933 5,340,792

Reconciliation from the net profit/(loss) after tax to the net cash flows from operations

Net profit after tax 948,617 1,142,387
Adjustments for:

Depreciation and amortisation 288,182 350,314
Assets written off 30,829 17,055
Unrealised foreign currency (gain)/ loss (28,521) 34,008
Inventory written off 101,500 169,694
Bad debts written off - 7,220
Share based payments 81,509 45,025

Changes in assets and liabilities

(Increase)/decrease in trade and other receivables 1,005,290 (71,999)
(Increase)/decrease in inventories 62,156 (172,252)
(Increase)/decrease in prepayments 40,232 26,895
(Increase)/decrease in other assets (25,594) 22,730
(Decrease)/increase in trade and other payables (541,604) 484,570
(Decrease)/increase in deferred income tax assets 101,117 (88,569)
(Decrease)/increase in deferred income tax liability (19,569) 66,853
(Decrease)/increase in provisions 3,207 72,860
Inventory transferred to PP&E (33,829) (76,809)
(Decrease)/increase in unearned income (215,296) 364,025
Net cash (used in)/from operating activities 1,798,226 2,394,007
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8 Trade and other receivables (current)

Consolidated

2010 2009
$ $
Trade receivables 3,255,361 4,108,476
Allowance for impairment loss - -
3,255,361 4,108,476
Unbilled Account Receivables 0 169,814 321,988
3,425,175 4,430,464

(i) Consulting work completed not yet billed.

Movements in the allowance for impairment loss were as follows:

Consolidated

$
At 30 June 2009 -

Charge for the year =

Amounts adjusted/written off =
At 30 June 2010 -
As at 1 July 2008 =
Charge for the year (7,220)
Amounts adjusted/written off 7,220
At 30 June 2009 -

At 30 June 2010, the ageing analysis of trade receivables is as follows:

Days 0-30 31-60 61-90 90+ M
2010 Consolidated 3,128,942 63,343 63,076 -
2009 Consolidated 3,653,454 329,897 111,976 13,149

() Trade receivable outstanding beyond 91 days are past due

(i) The value of consolidated trade receivables that are past due and considered impaired was $o,

(2009 $0).

The fair value of trade and other receivables are deemed to approximate their carrying value.

For further information on risk disclosures refer Note 18
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E'II'IX'?I?IN(\: :E?\ILTS Consolidated
2010 2009
$ $
For the Year Ended Raw materials (at cost) 1,173,906 1,237,562
30 June 2010 Provision for obsolescence (200,000) (100,000)
Total inventories at lower of cost and
net realisable value 973,906 1,137,562

Inventory write-downs recognised as an expense totalled $101,500 (2009: $169,694) for the Group.

(i) Movements in the provision for obsolescence were as follows:

Consolidated

$
At 1July 2009 (100,000)
Charge for the year (100,000)
Amounts adjusted/written off -
At 30 June 2010 (200,000)
At 1July 2008 (15,000)
Charge for the year (154,117)
Amounts adjusted/written off 69,117
At 30 June 2009 (100,000)

10 Other assets (current)
Consolidated
2010 2009

$ $
Interest receivable 30,171 9,275
Security deposit 4,794 4,794
Sundry assets 4,698 -
39,663 14,069
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11 Other financial assets

The Group has the following unlisted investments. The fair value of the unlisted investments is nil (2009: nil)

% Equity interest

Investment® ($)

Country of
Name Incorporation 2010 2009 2010 2009
Mineral Resource Corp Inc. Canada 0.001% 0.001% = =
Axiom Navigational Inc. USA 5% 5% = =
YellowOnline.com Inc. USA 8% 8% = =
RealityBUY.com Inc. USA 1.5% 1.5% = =
Webspy Ltd. Australia 0.002% 0.002% = =
InfoProtect Technologies Plc @ UK 19.86% 19.86% = -
Total unlisted investment at fair value = =
@ Net carrying amount
12 Property, plant and equipment
Consolidated
Leasehold Plant and
improvements equipment Total
$ $ $
Year ended 30 June 2010
Qz;ri ‘i'l); tzigr?g' net ofaccumulated 67,937 759,009 826,946
Additions 6,580 160,721 167,301
Write offs (net) - (30,829) (30,829)
:r:izzfczrr;f plant and equipment from 5 33,829 33,829
Depreciation charge for the year (13,990) (249,806) (263,796)
At 30 June 2010, net of accumulated
depreciation 60,527 672,924 733,451
At 1 July 2009,
net of accumulated depreciation
Cost 145,634 2,461,451 2,607,085
Accumulated depreciation and impairment (77,697) (1,702,442) (1,780,139)
Net carrying amount 67,937 759,009 826,946
At 30 June 2010
Cost 152,215 2,467,979 2,620,194
Accumulated depreciation (91,687) (1,795,056) (1,886,743)
Net carrying amount 60,528 672,923 733,451

Senetas Corporation Limited

09/10 Annual Financial Report

43



NOTES TO THE
FINANCIAL
STATEMENTS

For the Year Ended
30 June 2010

12 Property,
plant and
equipment
(continued)

Consolidated

Leasehold Plant and

improvements equipment Total
Year ended 30 June 2009 $ $ $
ﬁi;ri ‘;‘:g tzigr?& net of accumulated 63,118 902,171 965,289
Additions 17,658 98,718 116,376
Write offs (net) - (8,536) (8,536)
:’r:?/zzizrr;f plant and equipment from . 76,807 76,807
Depreciation charge for the year (12,839) (310,151) (322,990)
At 30 June 2009,
net of accumulated depreciation 67,937 759,009 826,946
At 1July 2008
Cost 127,977 2,361,581 2,489,558
Accumulated depreciation (64,858) (1,456,340) (1,521,197)
Net carrying amount 63,118 905,242 968,360
At 30 June 2009
net of accumulated depreciation
Cost 145,634 2,461,451 2,607,085
Accumulated depreciation (77,697) (1,702,442) (1,780,139)
Net carrying amount 67,937 759,009 826,946

Property, plant and equipment are not subject to or pledged as collateral for any liabilities or contingent

liabilities.
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13 Intangible assets and goodwill

Goodwill® Software” Total
$ $ $

Year ended 30 June 2010

ﬁztloJ:;ycczuOr(r)]gulated amortisation and impairment 8,535,862 72434 8,608,296
Additions = 26,785 26,785
Intangible Assets written off (net) - - -
Amortisation - (24,386) (24,386)
At 30 June 2010,

net of accumulated amortisation and impairment 8,535,862 74,833 8,610,695
At 30 June 2010

Cost (gross carrying amount) 8,535,862 309,112 8,844,974
Accumulated amortisation and impairment - (234,279) (234,279)
Net carrying amount 8,535,862 74,833 8,610,695
Year ended 30 June 2009

ﬁztlcj:;ycfl?gi’lated amortisation and impairment 2R e eye oIS
Additions/ Transfer - 32,002 32,002
Intangible assets written off (net) - (8,519) (8,519)
Amortisation - (27,322) (27,322)
At 30 June 2009,

net of accumulated amortisation and impairment 8,535,862 72,434 8,608,296
At 30 June 2009

Cost (gross carrying amount) 8,535,862 282,327 8,818,189
Accumulated amortisation and impairment - (209,893) (209,893)
Net carrying amount 8,535,862 72,434 8,608,296

@ Purchased licences and software.

@ Relates to purchased goodwill only.

Software

Software is carried at cost less accumulated
amortisation and impairment losses. These
intangible assets have been assessed as having a
finite life. Those acquired prior to the financial year
beginning 1st July, 2007 are amortised using the
declining balance method at a rate of 40 percent.
Those purchased subsequent to this date are
amortised using the straight line method over

a period of 3 years. If an impairment indication
arises, the recoverable amount is estimated and an
impairment loss is recognised to the extent that
the recoverable amount is lower than the carrying
amount.

Impairment testing of goodwill

Goodwill acquired through business combinations
has been allocated to two individual cash
generating units, which is not larger than a
segment based on either the Group’s primary or
the Group’s secondary reporting segments, for
impairment testing as follows:

e |BK cash generating unit; and

e Senetas Security cash generating unit.
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13Intangible
assets and
goodwill
(continued)

IBK Cash Generating Unit

The recoverable amount of the IBK unit has
been determined based on a value in use
calculation using cash flow projections based

on financial budgets approved by senior
management for the 2011 financial year. The key
assumptions on which management has based
its cash flow projections when determining the
value in use of IBK cash generating unit (CGU)
are outlined below:

Management has assessed that reasonable
changes made in the key assumptions on which
the cash flow projections are based, will not
result in impairment.

Budgeted gross margins — the basis used to
determine the value assigned to the budgeted
gross margins is the average gross margins
achieved in the year immediately before the
budgeted year, increased for expected efficiency
improvements.

Revenue

Historic revenues of this business unit have
been used as a conservative estimate of future
cash flows. Implicit in this assumption is

that a core group of blue chip customers will
continue to roll out projects which employ IBK
consultants as they have done in the past.

Expenses

Expenses are assumed to remain constant. This
assumption reflects the resources employed by
this division in generating revenue.

Management have allocated an appropriate
share of corporate costs to the expenses of the
CGU in estimating its future cash flows.

Assets and Liabilities

Assets and liabilities that are specific to the
carrying value of the CGU are taken into
account;

Market related factors

Based on the information presently available,
management do not expect any significant
factors to affect the CGU in the future;

Based on the information presently available,
management expect the legal environment
relating to business unit to remain favourable.

Based on the information presently available,
management expect interest rates to remain
flat over the discount period. Recent interest
rate changes have been factored into the
calculation of the discount rate used.

Based on the information presently available,
management expect the economic environment
relating to the business unit will remain
stagnant over the life of the discount period.
This expectation has been factored into the
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calculation of the future expected cash flows in
the CGU.

Discount Rate

The pre-tax discount rate applied to cash flow
projections is 14% (2009: 13.5%).

Discount Period & Methodology

Management have estimated the cash flows
over a 5 year period and cash flows for that
period have been extrapolated at a growth rate
of nil% (2009: nil%). A terminal value has been
calculated using the perpetuity growth model
which accounts for the value of free cash flows
that are expected to be generated by the CGU in
the future.

The pre tax discount rate is applied to cash flow
projections to calculate the net present value of
projected cash flows.

Where the net present value of cash flows
exceed the carrying value of the business

unit, the business unit is not considered to

be impaired. Where the carrying value of the
business unit exceeds the net present value of
cash flows, the business unit is considered to be
impaired and an impairment loss is recognised.

Senetas Security Cash Generating Unit

The recoverable amount of the Senetas Security
unit has been determined based on a value

in use calculation using cash flow projections
based on financial budgets approved by senior
management for the 2010 financial year. The key
assumptions on which management has based
its cash flow projections when determining

the value in use of the Senetas Security cash
generating unit (CGU) are outlined below:

Management has assessed that reasonable
changes made in the key assumptions on which
the cash flow projections are based, will not
result in impairment.

Budgeted gross margins —the basis used to
determine the value assigned to the budgeted
gross margins is the average gross margins
achieved in the year immediately before the
budgeted year, increased for expected efficiency
improvements.

Revenue

Management have estimated future revenues
based on the expected revenues to be generated
through the implementation of a global channel
sales structure and the employment of a direct
sales force focused on the Australian and New
Zealand markets during 2010.

the pipeline of 2010 sales opportunities of each
revenue stream is calculated and a conversion
factor has been used to estimate the sales
revenue that is expected to be generated from
this pipeline.



NOTES TO THE
FINANCIAL
STATEMENTS

For the Year Ended
30 June 2010

13Intangible
Assets and
Goodwill
(continued)

e contracted revenues and existing orders have
also been taken into account in estimating
expected revenues.

Expenses

e direct and overhead expenses are expected to
remain constant over the life of the discount
period.

e estimates based on the historic cost of raw
materials and the assembly cost of producing
a finished unit have been used to calculate the
cost of goods sold.

e management expect research and development
cost to remain constant over the discount
period.

e management have allocated an appropriate
share of corporate costs to the expenses of the
CGU in estimating its future cash flows.

Assets and Liabilities

e Assets and liabilities that are specific to the
carrying value of the CGU are taken into
account;

Market related factors

e Based on the information presently available,
management do not expect that any significant
factors to affect the CGU in the future;

e Based on the information presently available,
management expect the legal environment
relating to business unit to remain favourable.

e Based on the information presently available,
management expect interest rates to remain
flat over the discount period. Recent interest
rate changes have been factored into the
calculation of the discount rate used.

e Based on the information presently available,

management expect the economic environment
relating to the business unit will remain
stagnant over the life of the discount period.
This expectation has been factored into the
calculation of the future expected cash flows in
the CGU.

The positive impact of the introduction of
regulation: such as the US PATRIOT Act, Global
Privacy Legislation, Payment Card Industry
(PCI) Data Security Standard and the Privacy
Act 1998.

Increased reliance on electronic communication
to transmit critical information at high volume
rates. IDC estimates that from 2006 to 2010
information added annually to the digital
universe will increase more than six fold.

Discount Rate

e The pre-tax discount rate applied to cash flow

projections is 16% (2009: 16%).

Discount Period & Methodology

* Management have estimated the cash flows

over a discount period of 5 years and cash flows
for that period have been extrapolated at a
growth rate of 3% (2009: 3%). A terminal value
has been calculated using the perpetuity growth
model which accounts for the value of free cash
flows that are expected to be generated by the
CGU in the future.

The post-tax discount rate is applied to cash
flow projections to calculate the net present
value of projected cash flows.

Where the net present value of cash flows
exceed the carrying value of the business

unit, the business unit is not considered to

be impaired. Where the carrying value of the
business unit exceeds the net present value of
cash flows, the business unit is considered to be
impaired and an impairment loss is recognised.

Carrying amount of goodwill allocated to each cash generating units

Consolidated

Senetas Security

Pty Ltd IBK Total
$ $ $
Year ended 30 June 2010
Goodwill (carrying amount) 6,453,002 2,082,860 8,535,862
Year ended 30 June 2009
Goodwill (carrying amount) 6,453,002 2,082,860 8,535,862
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14 Employee benefits

Employee share option plan

The following table illustrates the number (No.) and weighted average exercise prices (WAEP) of share
options and performance rights outstanding as at 30 June 2010:

2010 2010 2009 2009
No. WAEP No. WAEP
Outstanding at the beginning of 3554 99 0.520 13,000,000 0.520
the year
Granted during the year 598,052 NIL = =
Exercised during the year = = = =
Expired during the year = = = =
Forfeited during the year = = = =
Outstanding at the end of the
year () 13,598,052 0.497 13,000,000 0.520
)E/:Z:C'Sab'e at the end of the 13,000,000 0.520 13,000,000 0.520
(i) The outstanding balance as at 30 June 2010 is No employee share options were granted during
represented by: the year ended 30 June 2010.
* 598,052 performance rights over ordinary Accounting treatment for performance rights
shares with a weighted average exercise price granted during the year

of NIL, granted on 18 November 2009 subject
to share price and EPS hurdles, vesting over
three years. The weighted average fair value per
performance right is .0836.

The fair value of each performance rights
estimated was on the grant date by multiplying
the total number of performance rights granted by
the weighted average price of the Company shares

* 5,000,000 sign on options over ordinary shares over the 30 trading days prior to the grant date.
with a weighted average exercise price of $1.06 The inputs to this calculation were:
granted on 1 May 2006 and expiring on 30
June 2011.The weighted average fair value per a) LTI Remuneration component 598,052
option is .0388. b) Share price at grant date 8.36 CENTS

e 8,000,000 sign on options over ordinary shares
with a weighted average exercise price of $.189 . .
granted 26 October 2007 and expiring on 26 Ordlnary shares issued to employees
October 2012.The weighted average fair value

e e 805,695 fully paid ordinary shares were issued
per option is . .

to 55 employees with a weighted average fair
value of .068 granted on 21 December 2009.

8 Senetas Corporation Limited
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NOTES TO THE 15 Trade and other payables (current)

FINANCIAL
STATE M E NTS consolidated
2010 2009
For the Y Ended - g
or the Year Ende -
()
30 June 2010 Trade payables “ 428,532 469,105
Other payables @ 1,545,572 1,951,585
Net GST Payable (i 172,668 296,214
2,146,772 2,716,904

(i) Trade payables are non-interest bearing and are normally settled on 30-day terms.

(ii) Other payables are non-interest bearing and have an average term of 6 months and relate to general and
employee related accruals.

(iii) The net of GST payable and GST receivable is remitted to the ATO on a quarterly basis.
The fair value of trade and other payables are deemed to approximate their carrying value.

For further information on risk disclosures refer Note 18

16 Provisions

Consolidated

2010 2009
$ $
Annual Leave — current 566,175 600,040
Long service leave — current 400,935 398,719
967,110 998,759
Long service leave —non-current 139,846 104,991
Total 1,106,956 1,103,750

17 Contributed equity and reserves

Consolidated

2010 2009
$ $
Contributed Equity
Ordinary shares —issued and fully paid 101,499,944 101,444,944

Fully paid ordinary shares carry one vote per share and carry the right to dividends.

Movement in ordinary

shares on issue No. of shares $

At 30 June 2009 460,716,568 101,444,944
Employee Share Issue 805,695 55,000
At 30 June 2010 461,522,263 101,499,944

Employee benefits reserve

This reserve records fair value of equity benefits provided to employees and directors as part of their
remuneration. Refer to note 14 for further detail of this plan.
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18 Financial risk management
objectives and policies

The Group’s principal financial instruments
comprise of cash and short-term deposits, trade
receivables and trade payables. The Group manages
its exposure to key financial risks in accordance
with the Group’s financial risk management policy.
The objective of the policy is to support the delivery
of the Group’s financial targets whilst protecting
future financial security.

The Group has various other financial instruments
such as trade debtors and trade creditors, which
arise directly from its operations.

The Group does not enter into derivative
transactions at this point in time. As the group
has no borrowings, interest rate and currency risks
arise from the Group’s operations and its sources
of finance. Trading in derivatives has previously
been undertaken, specifically in forward currency
contracts. These derivatives provided economic
hedges, but did not qualify for hedge accounting
and were based on limits set by the Board.The
main risks arising from the Group’s financial
instruments are interest rate risk, foreign currency
risk, credit risk and liquidity risk. The Group uses
different methods to measure and manage
different types of risks to which it is exposed. These
include monitoring levels of exposure to interest
rate and foreign exchange risk and assessments of
market forecasts for interest rate, foreign exchange.
Ageing analyses and monitoring of specific

credit allowances are undertaken to manage
credit risk, liquidity risk is monitored through the
development of future rolling cash flow forecasts.

The main risks arising from the Group’s financial
instruments are foreign currency risk, credit risk,
and liquidity risk. The board reviews and agrees
policies for managing each of these risks and they
are summarised below.

Foreign currency risk

The Group does not have significant investments
in overseas operations and therefore did not seek
to hedge its exposure as it is not believed that the
balance sheet would be affected significantly by
movements in the US$/AS exchange rates.

However, the Group may have significant
transactional currency exposures from time to
time. Such exposure arises from sales or purchases
by an operating unit in currencies other than the
unit’s functional currency, particularly in US dollars.

Senetas Corporation Limited
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As at 30 June 2010, the group did not have any
outstanding derivative instruments.

As at 30 June 2010, the Group had the following
exposure to USS foreign currency.

Consolidated

2010 2009
$ $

Financial Assets
Cash & cash 440,527 54,429
equivalents
Trade & other 414,687 1,355,164
receivables

855214 1,409,593
Financial
Liabilities
Trade & other 15,923 75,128
payables
Net exposure 839,290 1,334,465

The following sensitivity analysis is based on the
foreign currency risk exposures in existence at the
balance sheet date.

As at 30 June 2010, had the Australian Dollar
moved, as illustrated in the table below, with all
other variables held constant, post tax profit/
loss would have been affected as per below. There
would be no effect on equity.

Increase/ Effect on
decrease in  profit/ loss
US dollarrate  before tax
$
2010
Consolidated +10% (76,299)
-10% 93,254
2009
Consolidated +10% (84,921)
-10% 103,792

Management believe the balance date risk
exposures are representative of the risk exposure
inherent in the financial instruments.

Credit risk

The Group trades only with recognised,
creditworthy third parties and as such, collateral
is not requested nor is it the Group’s policy to
securitise its trade and other receivables.

It is the Group’s policy that all customers who
wish to trade on credit terms are subject to credit
verification procedures.
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18 Financial risk
management
objectives
and policies
(continued)

In addition, receivable balances are monitored on
an ongoing basis with the result that the Group’s
exposure to bad debts is not significant.

For transactions that are not denominated in the
functional currency of the relevant operating unit,
the Group does not offer credit terms without the
specific approval of the Chief Financial Officer.

With respect to credit risk arising from the
financial assets of the Group, which comprise cash
and cash equivalents, trade receivables and other
receivables, the Group’s exposure to credit risk
arises from default of the counter party, with a
maximum exposure equal to the carrying amount
of these instruments.

The group does not hold any credit derivatives to
offset its credit exposure.

The Group’s credit risk exposure with respect of
its investment in unlisted entities has a maximum
exposure equal to the carrying amount.

All cash assets are held in the Australian banks
except for SGD $10,000 in the OCBC bank in
Singapore.

There are no significant concentrations of credit
risk within the Group.

Liquidity risk

The Group’s policy is to minimise the use of any
interest-bearing borrowings, with the objective of
maintaining continuity of funding and flexibility
primarily through the use of cash and short-term
deposits.

As such, the Group’s exposure to liquidity risk is
minimal.

The company monitors its capital using a ratio

of liquid assets over total liabilities. The group’s
policy is to maintain the ratio greater than 1:1. A
calculation of the liquid asset ratio is set out on the
following tables for the financial years ending 30
June 2010 and 30 June 2009.

2010 2009
$ $

Liquid Assets

Cash & cash equivalents 6,944,933 5,340,792
Trade and other receivables 3,425,175 4,430,464
Total Liquid Assets 10,370,108 9,771,256
Total Liabilities

Current liabilities 4,127,795 4,944,872
Non-current Liabilities 219,657 204,371
Total Liabilities 4,347,452 5,149,243
Excess of Liquid assets over total liabilities 6,022,656 4,622,013
Ratio of liquid assets to total liabilities 235:1 1.90:1

Senetas Corporation Limited
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18 Financial risk
management
objectives
and policies
(continued)

Maturity analysis of financial assets and
liabilities

The table below reflects all contractually fixed pay-
offs and receivables for settlement, repayments
and interest resulting from recognised financial
assets and liabilities as of 30 June 2010.The
undiscounted cash flows for the respective
upcoming fiscal years are presented. Cash flows
for financial assets and liabilities without fixed
amount or timing are based on the conditions
existing at 30 June 2010. The Group has no
derivative financial instruments at 30 June, 2010.

The risk implied from the values shown in the
table below, reflect a balanced view of cash inflows
and outflows. Trade payables and other financial
liabilities mainly originate from the financing

of assets used in ongoing operations such as
property, plant and equipment and investments

in working capital-e.g. inventories and trade
receivables. These assets are considered in the
Group’s overall liquidity risk. To monitor existing
financial assets and liabilities as well as to enable
an effective controlling of future risks, Senetas
Corporation Ltd has established risk reporting that
reflects expectations of management of expected
settlement of financial assets and liabilities.

Management aims to maintain sufficient net
liquid assets; assets in the form of cash and cash
equivalents, trade and other receivables due in less
than six months, to ensure that the value of these
assets exceeds financial liabilities on demand. The
table below demonstrates that this objective has
been achieved.

6tol2

30th June 2010 On Demand < 6 months months 1to 5 years > 5 years Total
Consolidated
Financial assets
Cash & cash 6,944,933 — - - - 6,944,933
equivalents
Tradg & other _ 3425175 _ - = 3,425,175
receivables

6,944,933 3,425,175 - - - 10,370,108
Consolidated
Financial Liabilities
Trade & other 2,146,772 _ _ _ = 2,146,772
payables
Net maturity 4,798,161 3,425,175 - - - 8223336

6to 12

30th June 2009 OnDemand < 6 months months lto5years >5years Total
Consolidated
Financial assets
Eeindr e 5,340,792 - - - - 5340792
equivalents
Trad.e&other _ 4430464 B _ _ 4,430,464
receivables

5,340,792 4,430,464 - - - 9,771,256
Consolidated
Financial liabilities
Trade & other 2.716,904 B _ _ _ 2,716,904
payables
Net maturity 2,623,888 4,430,464 - - - 7,054,352

Capital management

The primary objective of the Group’s capital
management is to ensure that it maintains healthy
capital ratios to support its business and maximise
shareholder value.

The Group manages its capital structure and
makes adjustments to it, in light of changes
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in economic conditions. To maintain or adjust

the capital structure, the Group may adjust the
dividend payment to shareholders, return capital to
shareholders or issue new shares. No changes were
made in the objectives, policies or processes during
the years ending 30 June 2010 and 30 June 2009.

Management currently has no plans to issue new
shares or to buy back shares
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18 Financial risk
management
objectives
and policies
(continued)

Interest rate risk

The following table sets out the carrying amount, by maturity, of the financial instruments that are exposed
to interest rate risk:

Year ended 30 June 2010

<1year >1-<2years >2-<3years >3—<4years >4-<5years > 5 years Total
$ $ $ $ $ $ $
Cash 6,944,933 = = = = = 6,944,933

Interest rate risk table

The following sensitivity analysis is based on the interest rate risk exposures in existence at the balance
sheet date.

At 30th June 2010, if interest rates had moved, as illustrated in the table below, with all other variables held
constant, post tax profit would have been affected as follows. There is no impact on equity. The only balance
sheet asset that the group held at 30 June 2010 which are exposed to interest rate risk was Cash.

Post Tax Profit Higher/(Lower)

2010 2009
$ $
Consolidated
+1% (100 basis points) 49,373 37,257
-0.5% (50 basis points) (24,686) (18,629)
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19 Commitments and contingencies

Operating lease commitments — Group as lessee

The Group has entered into commercial leases on office premises where it is not in the best interest of the
Group to purchase these assets.

These leases have an average life of between 1 and 5 years with renewal terms included in the contracts.
Renewals are at the option of the specific entity that holds the lease.

There are no restrictions placed upon the lessee by entering into these leases.

Future minimum rentals payable under non-cancellable operating leases as at 30 June are as follows:

Consolidated

2010 2009
$ $
Within one year 286,477 320,255
After one year but not more than five years 882,528 841,657
More than five years - -
1,169,005 1,161,912

Contingencies

On the 28 June 2010 the Company entered into a share purchase agreement to acquire 100% of Focus
Europe Limited. The Share Purchase Agreement provides for contingent consideration to be paid to 3 of the
shareholders for future services to be provided as employees. The total of this consideration component is
$316,364. Refer also to Note 22 and Note 25.

The share purchase agreement also provides for the payment of $47,273 in deferred consideration.

Other commitments

At 30 June 2010 the Group has not committed to any capital commitments, remuneration commitments or
any other expenditure other than that disclosed in the notes above.

Senetas Corporation Limited
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20 Parent entity information

Information relating to Senetas Corporation Ltd for the year ended 30 June 2010

Senetas Corp Ltd

2010 2009
$ $

Current Assets 8,245,742 7,450,721
Total Assets 22,074,414 21,376,208
Current Liabilities © (2,812,417) (2,905,457)
Total Liabilities (2,947,771) (3,066,259)
Issued Capital 101,499,945 101,444,945
Retained Earnings @ (82,884,100) (83,619,285)
Share based payments reserve 510,799 484,290
Total Shareholders Equity 19,126,644 18,309,949
Profit of the parent entity @ 735,182 1,563,736
Total comprehensive income of the

parent entity 735,182 1,563,736

(i) Amounts previously recognised as related party loans payable have been restated as equity of the
parent, Senetas Corporation Limited, via retained earnings. Amounts received by the parent from its
subsidiary Senetas Security Pty Ltd, have been recognised as dividend income. 2009 disclosures have
been restated to reflect theses changes in accounting recognition. The impact of the restatement on
the prior period accounts is as follows:

Balance sheet as at 30 June 2009 and Statement of comprehensive income
for the year ended 30 June, 2009

Current liabilities reduced by $9,423,222 and retained earnings increased by $9,423,222. Of the $9,423,222
increase in retained earnings, $7,258,586 was adjusted against opening retained earnings and $2,184,636
via the 30 June 2009 comprehensive income statement.

Dividend income from Senetas Security Pty Ltd increased from $0 to $2,184,636 and as a result the loss for
the year of $670,900 became a profit of $1,563,786.

The parent entity has not entered into any guarantees in relation to the debts of its subsidiaries.
The parent entity has no contingent liabilities.

The parent entity has no contractual commitments for the acquisition of property, plant or equipment.
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NOTES TO THE 21 Related party disclosure

FINANCIAL Senetas Corporation Ltd is the ultimate parent of the group and has the following related parties:
STATEMENTS
Senetas Corporation (S) Pte Ltd

Senetas Security Pty Ltd
For the Year Ended

20Jlne 2010 (i CTAM Inc Non-operating
Kusp Pty Ltd Non-operating
Technal Pty Ltd Non-operating
ePil Ltd Non-operating
Webcryp Pty Ltd Non-operating
Worldof.com Pty Ltd Non-operating
IWM No. 2 Pty Ltd Non-operating
Resdev No. 2 Pty Ltd Non-operating
Datum Group Operations Pty Ltd Non-operating
' Datum Group Holdings Pty Ltd Non-operating
' Datum Enterprise Solutions Pty Ltd Non-operating
' Datum Financial Solutions Pty Ltd Non-operating
' Pump Ultimate Media Productions Pty Ltd Non-operating
' Berty Technologies Consulting Pty Ltd Non-operating
' Berty Technologies Pty Ltd Non-operating
('Berty Group Holdings Pty Ltd Non-operating

(i) These investments are owned by Datum Group Operations —a controlled entity of
Senetas Corporation Ltd

(i) Investment held by Senetas Security Pty Ltd
The parent did not have any transactions or balances with any of these related parties during the year

(2009:nil). Nor were there any transactions or balances between subsidiaries. (2009:nil)

Terms and conditions of transactions with related parties

Outstanding balances at year-end are non interest-bearing and unsecured, with no fixed repayment terms.
There have been no guarantees provided or received for any related party receivables.

The fair value of intercompany balances are deemed to approximate their carrying value.
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22 Events after the balance sheet date

On the 28 June 2010 the Company entered into a share purchase agreement to acquire 100% of Focus
Europe Limited. The transaction is expected to be completed on the 30 September 2010. Details of the

business combination can be found in Note 25.

23 Auditors’ remuneration

Consolidated

2010 2009
$ $
Amounts received or due and receivable by Ernst & Young Australia for:
. . . : .
Z:t?tL;,di: ;:ertec\gs\sl\glci);;?:dﬁ::trigal report of the entity and any other 150,500 150,140
e other services in relation to the entity and any other entity in the
consolidated entity
e tax compliance 61,084 44350
e advisory related 5,307 10,025
216,892 204,515
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Details of directors & executives

24 Key Management Personnel

Position

NOTES TO THE

FINANCIAL

STATEMENTS SP—
A. Stockdale

For the Year Ended R.Warner

30 June 2010 1. Connolly
Executive Director
J.Du Bois
Executives
A.Wilson
L. Wilson
H. Marcinsky
J.Weston

(b) Option holdings of executives and directors

Director (non-executive chairman)

Director (non-executive)

Director (non-executive)

Chief Executive Officer

Chief Financial Officer
General Manager Consulting
General Manager — Product

General Manager — Engineering

(a) Remuneration by category: executives & directors

Consolidated

2010 2009
$ $
Short-term employee benefits 1,955,240 2,020,973
Post employment employee benefits 87,126 92,341
Other long-term employee benefits 17,078 24,839
Share-based payment 29,509 45,025

Balance at beg of

2,088,953 2,1

83,178

Balance at end of

period Granted as period
30 June 2010 01-Jul-09 Remuneration Forfeited 30-Jun-10 Exercisable Not Exercisable
J.H Du Bois 13,000,000 - - 13,000,000 13,000,000 -
Balance at beg of Balance at end of
period Granted as period
30 June 2009 01-Jul-08 Remuneration Forfeited 30-Jun-09 Exercisable Not Exercisable
J.H Du Bois 13,000,000 - - 13,000,000 13,000,000 -
(c) Performance rights holdings of executives and directors
Balance at beg of Balance at end of
period Granted as period
30 June 2010 01-Jul-09 Remuneration Forfeited 30-Jun-10 Exercisable Not Exercisable
J.H Du Bois - 598,502 - 598,502 - 598,502
Balance at beg of Balance at end of
period Granted as period
30 June 2009 01-Jul-08 Remuneration Forfeited 30-Jun-09 Exercisable Not Exercisable
J.H Du Bois -
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NOTES TO THE FINANCIAL STATEMENTS
For the Year Ended 30 June 2010
24 Key Management Personnel (continued)

(d) At balance date the executive interests in shares of Senetas Corporation Limited (these tables
have been audited)

Balance Granted as On Exercise of  Shares Bought/ As at the Date of Balance

01-Jul-09 Remuneration Options (Sold) Resignation 30-June-10
30 June 2010 Ord Shares Ord Shares Ord Shares Ord Shares Ord Shares Ord Shares
Directors
J.H. Du Bois 200,000 = = = = 200,000
AR.Stockdale 1,000,000 - - - - 1,000,000
R.Warner 100,000 — — — - 100,000
Total 1,300,000 - - - - 1,300,000

Other transactions and balances with executives and directors

Purchases

During the year, legal services have been provided to the Group by Locke Lord Bissell & Liddell LLP at normal
market prices, of which R.Warner is a partner.

Amounts recognised at the reporting date in relation to other transactions:

2010 2009
Revenues and expenses $ $
Legal fees 411 16,355
International travel 12,465 -
Telephone 101 -
Total 12,977 16,355
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NOTES TO THE 25 Business combination

FINANCIAL Onon 28 June 2010 Senetas entered a Share Purchase Agreement to acquire 100% of the voting shares of
STATEMENTS Focus Europe Limited, an unlisted private company based in the United Kingdom, specialising in selling and
implementing High Speed Encryption Solutions. The transaction is expected to complete once a commercial

contract is finalised by Focus Europe Limited; completion is expected to take place by 30 September 2010.
For the Year Ended
30 June 2010 The consideration to be transferred is $201,713. The share sale agreement also provides for contingent

payments to shareholders who have re-negotiated employment contracts with Senetas Europe Limited.
These contingent payments are linked to the shareholder’s future services to Senetas Europe Limited as
employees. These payments are not considered as part of the purchase price; rather they will be accounted
for as remuneration expense in the period incurred.

The key factors contributing goodwill of $229,091 are extending the Group’s direct sales presence into the
UK and European markets. UK representation will qualify our products for the process of CESG Assisted
Products Service (CAPS) certification. CAPS is a certification scheme exclusive to the UK Government market.
The achievement of UK CAPS certification will then enable UK government agencies to purchase the
Group’s encryption products.

The company will provisionally recognise the fair values of the identifiable assets and liabilities of Focus
Europe Limited based upon the best information available as of reporting date. This information is
based upon the financial position of Focus Europe Limited as at 31 March, 2010. The provisional business
combination accounting is as follows:

Consolidated

Fair value at
acquisition date  Carrying value
$ $
Cash and cash equivalents 155,153 155,153
Trade receivables 126,359 126,359
Other assets - 11,787
Inventories = =
Plant & equipment 280 280
281,792 293,579
Trade payables (127,128) (127,128)
Other payables (24,183) (24,183)
Non-interest bearing loan from shareholder (157,859) (157,859)
Total (309,170) (309,170)
:;(;Z;ional fair value of identifiable net (27.378)
Goodwill arising on acquisition 229,091

Acquisition date fair value of consideration transferred

Cash Paid 154,440
Deferred Consideration 47273
Consideration transferred 201,713
Payment for future services 316,364
Direct costs relating to the acquisition 50,000

Net cash inflow / (outflow) on acquisition

Net cash acquired 155,153

Cash paid (154,440)

Net cash inflow / (outflow) 713
6 Senetas Corporation Limited
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DIRECTORS’ DECLARATION
In accordance with a resolution of the directors of Senetas Corporation Limited, | state that:
(1) Inthe opinion of the directors:

(a) the financial statements and notes of the consolidated entity are in accordance with the
Corporations Act 2001, including:

(i) giving a true and fair view of the consolidated entity’s financial position as at 30 June 2010 and
of its performance for the year ended on that date; and

(if) complying with Accounting Standards (including the Australian Accounting Interpretations) and
Corporations Regulations 2001; and

(b) the financial statements and notes also comply with International Financial Reporting Standards as
disclosed in Note 2(a); and

(c) there are reasonable grounds to believe that the consolidated entity will be able to pay its debts as
and when they become due and payable.

(d) This declaration has been made after receiving the declarations required to be made to directors in
accordance with section 295A of the Corporations Act 2001 for the financial year ended 30 June 2010.

On behalf of the Board.

(B g

A.R. Stockdale
Chairman

Melbourne, 30 August, 2010
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Independent auditor’s report to members of Senetas Corporation Limited

We have audited the accompanying financial report of Senetas Corporation Limited, which comprises the statement of financial position
as at 30 June 2010, and the statement of comprehensive income, statement of changes in equity and statement of cash flows for the
year ended on that date, a summary of significant accounting policies, other explanatory notes and the directors’ declaration of the
consolidated entity comprising the company and the entities it controlled at the year’s end or from time to time during the financial year.

Directors’ Responsibility for the Financial Report

The directors of the company are responsible for the preparation and fair presentation of the financial report in accordance with the
Australian Accounting Standards (including the Australian Accounting Interpretations) and the Corporations Act 2001.This responsibility
includes establishing and maintaining internal controls relevant to the preparation and fair presentation of the financial report that is
free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making
accounting estimates that are reasonable in the circumstances. In Note 2, the directors also state that the financial report, comprising
the financial statements and notes, complies with International Financial Reporting Standards as issued by the International Accounting
Standards Board.

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial report. The
procedures selected depend on our judgment, including the assessment of the risks of material misstatement of the financial report,
whether due to fraud or error. In making those risk assessments, we consider internal controls relevant to the entity’s preparation and fair
presentation of the financial report in order to design audit procedures that are appropriate in the circumstances, but not for the purpose
of expressing an opinion on the effectiveness of the entity’s internal controls. An audit also includes evaluating the appropriateness

of accounting policies used and the reasonableness of accounting estimates made by the directors, as well as evaluating the overall
presentation of the financial report.

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

Independence

In conducting our audit we have met the independence requirements of the Corporations Act 2001. We have given to the directors of the
company a written Auditor’s Independence Declaration, a copy of which is included in the directors’ report. In addition to our audit of the
financial report, we were engaged to undertake the services disclosed in the notes to the financial statements. The provision of these
services has not impaired our independence.

Auditor’s Opinion
In our opinion:

1. the financial report of Senetas Corporation Limited is in accordance with the Corporations Act 2001, including:

(i) giving atrue and fair view of the financial position of the consolidated entity at 30 June 2010 and of its performance for the year
ended on that date; and

(if) complying with Australian Accounting Standards (including the Australian Accounting Interpretations) and the Corporations
Regulations 2001

2. the financial report also complies with International Financial Reporting Standards as issued by the International
Accounting Standards Board

Report on the Remuneration Report

We have audited the Remuneration Report included in the directors’ report for the year ended 30 June 2010. The directors of the
company are responsible for the preparation and presentation of the Remuneration Report in accordance with section 300A of the
Corporations Act 2001. Our responsibility is to express an opinion on the Remuneration Report, based on our audit conducted in
accordance with Australian Auditing Standards.

Auditor’s Opinion

In our opinion the Remuneration Report of Senetas Corporation Limited for the year ended 30 June 2010, complies with section 300A of
the Corporations Act 2001

Liability limited by a scheme approved under Professional Standards Legislation.

Ernst & Young David McGregor

Partner
30th August, 2010
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ASX ADDITIONAL INFORMATION
For the year ended 30 June 2010

Share register statistics as at 13th July 2010

Twenty largest shareholders as at the above date are as follows:

Number of

ordinary shares % of Issued

Rank Name held Capital
NERMONE NOMINEES PTY LTD 31,478,588 6.82
2 ZERO NOMINEES PTY LTD 8,517,170 1.85
3 NEFCO NOMINEES PTY LTD 6,607,141 143
4 MENROC PTY LTD 6,217,000 1.35
5 MR GRAHAM ROBERT TAYLOR <SUPERANNUATION FUND A/C> 6,050,000 1.31
6 MR JACK SZYDZIK 5,470,000 1.19
7 SUCCESS BREAKTHROUGH PTY LTD <JACKS SUPER FUND A/C> 5,015,000 1.09
8 DR SAMUEL KOK HIONG YAO + MRS PHAIK YOKE YAO 3,905,598 0.85
9 ANZ NOMINEES LIMITED <CASH INCOME A/C> 3,863,286 0.84
10  MRALFEO COLI + MRS JANETTE KAY COLI <COLI SUPER FUND A/C> 3,800,000 0.82
11  HSBC CUSTODY NOMINEES (AUSTRALIA) LIMITED 3,712,761 0.80
12 PERMAX PTY LTD 3,640,000 0.79
13 TRESDAM PTY LTD 3,537,766 0.77
14 MR OSCAR BARRANTES 3,000,001 0.65
15 MRS MARIA GRAZIA TASCONE 2,429,570 0.53
16 EKCTONG HOLDINGS PTY LIMITED 2,274,033 0.49
17 PLAISANCE PTY LTD 2,274,033 0.49
18 MRS LOUISE RACHAEL FORBES 2,200,000 0.48
19 MR ANDREW RANKIN 2,153,500 0.47
20 MRS ELENA GIURFO 2,037,667 0.44
Total Top Holders Balance 108,183,114 23.44

Share register statistics as at 30th June, 2010

Fully paid
ordinary shares
Distribution of Equity Securities Shareholders
Total Holders 5,766
Aggregate holding of the top 20 23.44%
Holders of less than a marketable parcel 3,013
Range of Holdings
Range of Fully Paid Ordinary Shares Shareholders %
1-1,000 328 0.04
1,001-5,000 984 0.68
5,001-10,000 1,088 1.97
10,001-100,000 2,659 20.72
100,001-and over 707 76.58
Total Holders 5,766 100.00
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SENETAS The Company is committed to implementing the highest standards of corporate governance. In
CORPORATE determining what those high standards should involve the Company has turned to the ASX Corporate
Governance Council’s Principles of Good Corporate Governance and Best Practice Recommendations. The
GOVE RNANCE Company is pleased to advise that the Company’s practices are largely consistent with those ASX guidelines.
STATEMENT As consistency with the guidelines has been a gradual process, where the Company did not have certain
policies or committees recommended by the ASX Corporate Governance Council (the Council) in place for
the entire reporting period, we have identified when such policies or committees were introduced.
Where the Company’s corporate governance practices do not correlate with the practices recommended by
the Council, the Company does not consider that the practices are appropriate for the Company due to the
size of Company operations.
Revised Corporate Governance Principals
Recommendation Section
Principal 1 - Lay solid foundations for management and oversight
Recommendation 1.1 Functions of the Board and Management 11
Recommendation 1.2 Evaluation of the performance of senior executives 1.2
Recommendation 1.3 Reporting on Principle 1 125
Principal 2 - Structure the board to add value
Recommendation 2.1 Independent Directors 2.1
Recommendation 2.2 Independent Chairman 2.1
Recommendation 2.3 Role of the Chairman and CEO 2.2
Recommendation 2.4 Establishment of Nomination Committee 3.2
Recommendation 2.5 Evaluation of Board Performance 24
Recommendation 2.6 Reporting on Principle 2 2.1,2.3.6,3.2.2 and the
Directors’ Report
Principle 3 - Promote ethical and responsible decision making 11
Recommendation 3.1 Directors’and Key Executives’ Code of Conduct 2.39
Recommendation 3.2 Company Security Trading Policy 1.1and 2.3.9
Recommendation 3.3 Reporting on Principle 3 241
Principle 4 — Safeguard integrity in financial reporting 31
Recommendation 4.1 Establishment of Audit Committee 31
Recommendation 4.2 Structure of Audit Committee 31
Recommendation 4.3 Audit Committee Charter 234
Recommendation 4.4 Reporting on Principle 4 234
Principle 5 — Make timely and balanced disclosures 238
Recommendation 5.1 Policy for Compliance with Continuous Disclosure 2338
Recommendation 5.2 Reporting on Principle 5 4
Principle 6 — Respect the Rights of Shareholders 4
Recommendation 6.1 Communications Strategy 241
Recommendation 6.2 Reporting on Principal 6 5
Recommendation 7.1 Policies on Risk Oversight and Management 3.2
Principle 7 — Recognise and Manage Risk 51&5.2
Recommendation 7.2 Risk Management Report 5,5.1 AND 5.2 and the
Remuneration Report
Recommendation 7.3 CEO & CFO Assurance
Recommendation 7.4 Reporting on Principle 7
Principle 8 — Remunerate fairly and responsibly
Recommendation 8.1 Establishment of Remuneration Committee
Recommendation 8.2 Executive and Non-Executive Director Remuneration
Recommendation 8.3 Reporting on Principle 8
6 Senetas Corporation Limited
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1.2

Board of Directors
Functions of the Board and Management

The Board’s role is to govern the Company
rather than to manage it. In governing the
Company, the Directors must act in the best
interests of the Company as a whole. It is the
role of senior management to manage the
Company in accordance with the direction and
delegations of the Board and the responsibility
of the Board to oversee the activities of
management in carrying out these delegated
duties.

In carrying out its governance role, the main
task of the Board is to drive the performance
of the Company. The Board must also ensure
that the Company complies with all of its
contractual, statutory and any other legal
obligations, including the requirements of
any regulatory body. The Board has the final
responsibility for the successful operations of
the Company.

To assist the Board to carry out its functions, it
has developed a Code of Conduct to guide the
Directors, the Chief Executive Officer, the Chief
Financial Officer and other key executives in
the performance of their roles. More detail

on the roles of the company’s Board and
Management of the company is available on
the company’s website www.senetas.com

by selecting the investor relations menu and
selecting corporate governance.

Evaluation of the performance of Senior
Executives

1.2.1 Evaluation of senior executives

All senior executives at the company are
subject to an annual performance review. In
each year during the budgeting process, the
CEO sets senior executive key performance
targets. These targets are aligned to the overall
business goals and the Company’s

2.1

requirements of the position. In the case of the
CEO these targets are negotiated between the
Remuneration Committee and signed off by
the whole Board.

Annual performance reviews are conducted
inJuly and August each year where an
evaluation of the executive’s performance
against agreed targets are measured. Short
term incentives are dependent on the outcome
of these evaluations. In the case of the CEO,
the Remuneration Committee will evaluate
the CEQ’s performance and will make a
recommendation to the whole Board for
discussion of the outcomes and approval of
the Committee’s recommendations.

1.2.5 Compliance Statement

In July this year, all senior executives at the
company had their performance evaluated.

A statement of the matters reserved for

the Board and other information regarding
general board Matters is publicly available
on the company’s website www.senetas.com
by selecting the investor relations menu and
selecting corporate governance.

Composition of the Board

The Company recognises the importance of
Non-Executive Directors and the external
perspective and advice that Non-Executive
Directors can offer. To add value to the
Company, the Board has been formed so
that it has effective composition, size and
commitment to adequately discharge its
responsibilities and duties. Directors are
appointed based on the specific governance
skills required by the Company and on the
independence of their decision-making and
judgment.The names of the Directors and
their qualifications and experience are stated
in the Directors’ report. The composition of the
Board is as follows:

Name Position Date appointed Independent
Alan R. Stockdale Director (non-executive chairman) March 2006 YES
John H. Du Bois Director (CEO) January 2007 NO
Ronald Warner Director (non-executive) December 2000 YES
James M. Connolly Director (non-executive) November 2005 YES

Senetas Corporation Limited 6
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2.2

An Independent Director:
1. is a Non-Executive Director and:

2. is not a substantial shareholder of the
Company or an officer of, or otherwise
associated directly with, a substantial
shareholder of the Company;

3. within the last three years has not been
employed in an executive capacity by the
Company or another group member, or
been a Director after ceasing to hold any
such employment;

4. within the last three years has not been a
principal of a material professional adviser
or a material consultant to the Company
or another group member or an employee
materially associated with the service
provided;

5. is not a material supplier or customer of the
Company or another group member, or an
officer of or otherwise associated directly
or indirectly with a material supplier or
customer;

6. has no material contractual relationship
with the Company or other group member
other than as a Director of the Company;

7. has not served on the Board for a period
which could, or could reasonably be
perceived to, materially interfere with the
Director’s ability to act in the best interests
of the Company; and

8. is free from any interest and any business
or other relationship which could, or could
reasonably be perceived to, materially
interfere with the Director’s ability to act in
the best interests of the Company.

Responsibilities of the Board

In general, the Board is responsible for, and
has the authority to determine, all matters
relating to the policies, practices, management
and operations of the Company. It is required
to do all things that may be necessary to be
done in order to carry out the objectives of the
Company.

Without intending to limit this general role
of the Board, the principal functions and
responsibilities of the Board include the
following.

1. Leadership of the Organisation: overseeing
the Company and establishing codes that
reflect the values of the Company and guide
the conduct of the Board, management and
employees.

66 Senetas Corporation Limited
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2. Strategy Formulation: working with senior
management to set and review the overall
strategy and goals for the Company and
ensuring that there are policies in place to
govern the operation of the Company.

3. Overseeing Planning Activities: overseeing
the development of the Company’s strategic
plan and approving that plan as well as the
annual and long term budgets.

4.Shareholder Liaison: ensuring effective
communications with shareholders through
an appropriate communications policy
and promoting participation at general
meetings of the Company.

5. Monitoring, Compliance and Risk
Management: overseeing the Company’s
risk management, compliance, control and
accountability systems and monitoring
and directing the financial and operational
performance of the Company.

6.Company Finances: approving expenses
in excess of those approved in the annual
budget and approving and monitoring
acquisitions, divestitures and financial and
other reporting.

7.Human Resources: appointing, and, where
appropriate, removing the Chief Executive
Officer (CEQ) and Chief Financial Officer
(CFO) as well as reviewing the performance
of the CEO and monitoring the
performance of senior management in their
implementation of the Company’s strategy.

8.Ensuring the Health, Safety and Well-Being
of Employees: in conjunction with the
senior management team, developing,
overseeing and reviewing the effectiveness
of the Company’s occupational health and
safety systems to ensure the well-being of
all employees.

9. Delegation of Authority: delegating
appropriate powers to the CEO to ensure
the effective day-to-day management
of the Company and establishing and
determining the powers and functions of
the Committees of the Board.

Full details of the Board’s role and
responsibilities are contained in the Company’s
Corporate Governance Manual a copy of which
is available from the Company’s website.
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2.3 Board Policies

2.3.1 Conflicts of Interest

Directors must:

e disclose to the Board actual or potential
conflicts of interest that may or might
reasonably be thought to exist between the
interests of the Director and the interests
of any other parties in carrying out the
activities of the Company; and

e if requested by the Board, within seven days
or such further period as may be permitted,
take such necessary and reasonable steps to
remove any conflict of interest.

If a Director cannot or is unwilling to remove
a conflict of interest then the Director must,
as per the Corporations Act, absent himself or
herself from the room when discussion and/
or voting occurs on matters about which the
conflict relates.

2.3.2 Commitments

Each member of the Board is committed to
spending sufficient time to enable them to
carry out their duties as a Director of the
Company.

2.3.3 Confidentiality

In accordance with legal requirements and
agreed ethical standards, Directors and key
executives of the Company have agreed to
keep confidential, information received in the
course of the exercise of their duties and will
not disclose non-public information except
where disclosure is authorised or legally
mandated.

2.3.4 Continuous Disclosure

The Board has designated the Company
Secretary as the person responsible for
overseeing and coordinating disclosure

of information to the ASX as well as
communicating with the ASX. In accordance
with the ASX Listing Rules the Company
immediately notifies the ASX of information:

1. concerning the Company that a reasonable
person would expect to have a material
effect on the price or value of the
Company’s securities; and

2. that would, or would be likely to, influence
persons who commonly invest in securities
in deciding whether to acquire or dispose of
the Company’s securities.

Upon confirmation of receipt from the ASX,
the Company posts all information disclosed in
accordance with this policy on the Company’s
website in an area accessible by the public.

Full details of the company’s continuous
disclosure policies and procedures are
contained in the Company’s Corporate
Governance Manual, a copy of which is
available from the Company’s website.

2.3.5 Education and Induction

New Directors undergo an induction process
in which they are given a full briefing on the
Company. This includes meetings with key
executives, tours of the premises, an induction
package and presentations. Information
conveyed to new Directors include:

e details of the roles and responsibilities of
a Director with an outline of the qualities
required to be a successful Director;

e formal policies on Director appointment
as well as conduct and contribution
expectations;

e details of all relevant legal requirements;
e acopy of the Board Charter;

e Guidelines on how the Board processes
function;

e details of past, recent and likely future
developments relating to the Board
including anticipated regulatory changes;

e background information on and contact
information for key people in the
organisation including an outline of their
roles and capabilities;

* an analysis of the Company;

e asynopsis of the current strategic direction
of the Company including a copy of the
current strategic plan and annual budget;
and

e a copy of the Constitution of the Company.

In order to achieve continuing improvement
in Board performance, all Directors are
encouraged to undergo continual professional
development. Specifically, Directors are
provided with the resources and training to
address skills gaps where they are identified.

2.3.6 Independent Professional Advice

The Board collectively and each Director has
the right to seek independent professional
advice at the Company’s expense, up to
specified limits, to assist them to carry out
their responsibilities.

2.3.7 Related Party Transactions

Related party transactions include any
financial transaction between a Director and
the Company and will be reported in writing to
Board meetings. Unless there is an exemption
under the Corporations Act from the

Senetas Corporation Limited 6
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requirement to obtain shareholder approval
for the related party transaction, the Board
cannot approve the transaction.

2.3.8 Shareholder Communication

The Company respects the rights of its
shareholders and to facilitate the effective
exercise of those rights the Company is
committed to:

1. communicating effectively with
shareholders through releases to the
market via ASX, the Company’s website,
information mailed to shareholders and the
general meetings of the Company;

2. giving shareholders ready access to
balanced and understandable information
about the Company and corporate
proposals;

3. making it easy for shareholders to
participate in general meetings of the
Company; and

4. requesting the external auditor to attend
the annual general meeting and be
available to answer shareholder questions
about the conduct of the audit and the
preparation and content of the auditor’s
report.

The Company also makes available a telephone
number and email address for shareholders to
make enquiries of the Company.

Full details of the company’s communications
policies and procedures are contained in the
Company’s Corporate Governance Manual, a
copy of which is available from the Company’s
website.

2.3.9 Trading in Company Shares

The Company has a Share Trading Policy
under which Directors and certain employees
and their associates may only trade in the
Company’s securities during the 30 days,
commencing 24 hours after each of the
following (“trading window”):

¢ the release by the Company of its half-
yearly results to the ASX;

e the release by the Company of its annual
results to the ASX; and

o the close of the general meeting of the
Company.

In addition, consistent with the law, designated
officers are prohibited from trading in the
Company’s securities while in the possession
of unpublished price sensitive information
concerning the Company. Unpublished price
sensitive information is information regarding
the Company, of which the market is not
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aware, that a reasonable person would expect
to have a material effect on the price or value
of the Company’s securities.

Notice of an intention to trade must be given
prior to trading in the Company’s securities

as well as a confirmation that the person is
not in possession of any unpublished price
sensitive information. The completion of any
such trade by a Director must also be notified
to the Company Secretary who in turn advises
the ASX.

Full details of the company’s share trading
policy and procedures are contained in the
Company’s Corporate Governance Manual, a
copy of which is available from the Company’s
website.

2.4 Board Performance Evaluation

The Board conducts an evaluation of its
performance on a biennial basis. No evaluation
of the Board performance was undertaken

this year. The Board may consider using an
independent consultant to facilitate the
evaluation of the Board’s performance. The
Board’s performance is measured against both
qualitative and quantitative indicators. The
objective of an evaluation is to provide best
practice corporate governance to the Company.

2.4.1 Attestations by CEO and CFO

In accordance with the Board'’s policy and
section 295A of the Corporations Act 2001,
the CEO and the CFO made the attestations
recommended by the ASX Corporate
Governance Council in Principal 7.3 as to the
Company’s system of risk management and
internal control and its effective operation in
relation to financial reporting risks.

Board Committees
Audit & Risk Management Committee

The Committee was formed by resolution of
the Board in 1999. Below is a summary of the
role, composition and responsibilities of the
Committee. Including the Committee’s Charter
further detail is available on the company’s
website www.senetas.com by selecting

the investor relations menu and selecting
corporate governance.

3.1.1 Role

The Audit Committee is responsible for
reviewing the integrity of the Company’s
financial reporting and overseeing the
independence of the external auditors.
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3.2

3.1.2 Composition

The Committee consists of 3 members.
Members are appointed by the Board from
amongst the Non-Executive Directors, all

of whom are also independent. The current
members of the Committee are Mr. Warner
(Chairman), Mr. Stockdale and Mr Connolly.
All members can read and understand
financial statements and are otherwise
financially literate. The details of the member’s
qualifications may be found in their Director
Profiles in a section titled Biographies.

The Committee held meetings throughout
the year and details of attendance of the
members of the Committee are contained in
the Directors’ Report.

3.1.3 Responsibilities

The Committee reviews the audited annual
and half-yearly financial statements and any
reports which accompany published financial
statements before submission to the Board
and recommends their approval.

The Committee also recommends to the Board
the appointment of the external auditor and
each year, reviews the appointment of the
external auditor, their independence, the
audit fee, and any questions of resignation or
dismissal.

The Committee is also responsible for
establishing policies on risk oversight and
management.

Remuneration & Nomination Committee

The Committee was formed by resolution of
the Board in 1999.

3.2.1 Role

The role of the Committee is to assist the
Board in fulfilling its responsibilities to
establish appropriate remuneration levels and
incentive policies for employees. The role of the
Committee is also to help achieve a structured
Board that adds value to the Company by
ensuring an appropriate mix of skills are
present in Directors on the Board at all times.

3.2.2 Composition

Mr. Connolly (Chairman) and Mr. Warner are
the current members of the Committee, both
of whom are Independent Directors.

The Committee held meetings throughout
the year and details of attendance of the
members of the Committee are contained in
the Directors’ Report.

33

3.2.3 Responsibilities

The responsibilities of the Committee

include setting policies for senior officers’
remuneration, setting the terms and
conditions of employment for the Chief
Executive Officer, reviewing and making
recommendations to the Board on

the Company’s incentive schemes and
superannuation arrangements, reviewing

the remuneration of both Executive and
Non-Executive Directors and making
recommendations to the Board on any
proposed changes. Also included is to
undertake an annual review of the Chief
Executive Officer’s performance; setting of the
Chief Executive Officer goals for the coming
year and reviewing progress in achieving these
goals.

The responsibilities of the Committee also
include devising criteria for Board membership,
regularly reviewing the need for various skills
and experience on the Board and identifying
specific individuals for nomination as Directors
for review by the Board. The Nomination
Committee also oversees management
succession plans including the CEO and his/
her direct reports and evaluates the Board’s
performance and makes recommendations for
the appointment and removal of Directors.

Criteria for selection of Directors

Directors are appointed based on the specific
governance skills required by the Company.
Given the size of the Company and the
business that it operates, the Company aims
at all times to have at least one Director with
experience in the IT industry, appropriate to
the Company’s market. In addition, Directors
should have the relevant blend of personal
experience in:

e accounting and financial management;
e legal skills;and
e CEO-level business experience

Risk Management Policies

The Board oversees the establishment,
implementation and annual review of

the Group’s risk management system.
Management has established and
implemented the risk management system
for assessing, monitoring and managing
operational, financial reporting and
compliance risks for the consolidated entity.
The CEO and the CFO have declared in writing
to the Board that the financial reporting, risk
management and associated compliance and
controls have been assessed and found to be
operating efficiently and effectively during the
year. All risk assessments covered the whole
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financial year and the period up to the signing
of the annual financial report for all material
operations of the company.

The Board is responsible for the overall
internal control framework, but recognises
that no cost-effective internal control system
will preclude all errors and irregularities.

The company places considerable reliance

on the skill, experience and judgement of its
employees to make decisions within the policy
framework and to communicate openly on all
risk related matters.

The board delegates to management the
responsibility for implementing an effective
risk management system.

Risk Profile:

The Company faces a range of risks in its
business activities. These include (but are
not limited to) strategic, market operational,
compliance and financial risks. The Audit and
Risk committee are responsible for regularly
reviewing and updating the Company’s risk
profile.

The Group’s internal compliance and control
systems include:

e The Board establishes the company’s goals
and objectives through the Board approval
of annual budgets and strategic plans;

e Annual Board & Management Strategy
meetings, encompassing the company’s
mission, strategy, the review of business
strengths, threats, weaknesses and
opportunities;

e Regular board reporting — goals and
objectives are monitored through regular
reporting to the Board on key areas
including Finance and Administration
(including Human Resources), Corporate,
Company Secretarial, Legal, Engineering and
Consulting;

e Reforecasts of expected business
performance are conducted regularly
with the objective of comparing expected
outcomes vs. budgeted outcomes and
actual results. Forecast cash flows
reports are updated to reflect changed
expectations;

e Where businesses are being acquired or
divested the board may appoint a due
diligence sub-committee to oversee the
process to ensure the following:

 financial exposures are controlled with
policies concerning investment activities
closely monitored;

Senetas Corporation Limited
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e business transactions are properly
authorised and executed;

e the quality and integrity of personnel is
maintained;

 financial reporting accuracy and
compliance with the financial reporting
regulatory framework; and

e Preparation of consulting project plans
designed to ensure that the quality of
consulting work is maintained and risks are
managed;

* Management assesses its risk profile
annually through the segment unit
business planning, budgeting, forecasting
and reporting and performance
management processes;

Risk management is embedded within day-
to-day management of the business, via such
means as weekly regular sales management,
engineering & project meetings, executive
meetings, distribution of daily cash reports,
engineering flash reports, weekly consulting
key performance indicator reports, weekly
engineering meetings.

Further detail on Financial Risk Management
is contained in Note 18 FINANCIAL RISK
MANAGEMENT OBJECTIVES AND POLICIES of
the Annual Financial Report.

Remuneration Policy

The Company’s Remuneration Policy, objectives
and Annual emoluments are disclosed in

the Company’s Annual Remuneration Report
which is part of the company’s Annual
Directors’ Report.

Senior Executive Remuneration Policy

The Company is committed to remunerating
its senior executives in a manner that is
market-competitive and consistent with best
practice as well as supporting the interests
of shareholders. Consequently, under the
Senior Executive Remuneration Policy the
remuneration of senior executives may be
comprised of the following:

e fixed salary that is determined from
a review of the market and reflects
core performance requirements and
expectations;

e a performance bonus designed to reward
actual achievement by the individual of
performance objectives and for materially
improved Company performance;

e statutory superannuation.
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5.1.1 Objective

By remunerating senior executives through
performance and long-term incentive plans

in addition to their fixed remuneration, the
Company aims to align the interests of senior
executives with those of shareholders and
increase Company performance. Details of
the amount of remuneration, including both
monetary and non-monetary components, for
each of the four highest paid (Non-Director)
Executives during the year (discounting
accumulated entitlements) are contained in the
financial statements.

The objective behind using this remuneration
structure is to drive improved Company
performance and thereby increase shareholder
value as well as aligning the interests of
executives and shareholders.

Non-Executive Director Remuneration
Policy

Non-Executive Directors are paid their fees out
of the maximum aggregate amount approved
by shareholders for the remuneration of Non-
Executive Directors. Non-Executive Directors do
not receive performance based bonuses.

Non-Executive Directors are entitled to
statutory superannuation.

5.2.1 Current Director Remuneration

The aggregate amount of remuneration paid
to Non-Executive Directors was approved by
shareholders in 2007 and is currently $550,000.
The details the remuneration received by all of
the Company’s Directors are contained in the
financial statements.

For further information in relation to the
remuneration of Directors, refer to the Directors’
Report contained in the Annual Report.

Company Code of Conduct

As part of its commitment to recognising

the legitimate interests of stakeholders, the
Company has established a Code of Conduct
to guide compliance with legal and other
obligations to legitimate stakeholders. These
stakeholders include employees, clients,
customers, government authorities, creditors
and the community as a whole. The Company
Code of Conduct was adopted by resolution of
the Board on 23 June 2004. This Code includes
the following:

Responsibilities to Shareholders and the
Financial Community Generally

The Company complies with the spirit as well
as the letter of all laws and regulations that
govern shareholders’ rights. The Company

has processes in place designed to ensure

the truthful and factual presentation of the
Company’s financial position and prepares and
maintains its accounts fairly and accurately

in accordance with the generally accepted
accounting and financial reporting standards.

Responsibilities to Clients, Customers and
Consumers

Each employee has an obligation to use their
best efforts to deal in a fair and responsible
manner with each of the Company’s clients,
customers and consumers. The Company for
its part is committed to providing clients,
customers and consumers with fair value.

Employment Practices

The Company endeavours to provide a safe
workplace in which there is equal opportunity
for all employees at all levels of the Company.
The Company does not tolerate the offering or
acceptance of bribes or the misuse of Company
assets or resources.

Obligations Relative to Fair Trading and Dealing

The Company aims to conduct its business fairly
and to compete ethically and in accordance
with relevant competition laws. The Company
strives to deal fairly with the Company’s
customers, suppliers, competitors and other
employees and encourages its employees to
strive to do the same.

Responsibilities to the Community
As part of the community the Company:

e is committed to conducting its business in
accordance with applicable environmental
laws and regulations and encourages
all employees to have regard for the
environment when carrying out their jobs;

e encourages all employees to engage in
activities beneficial to their local community;
and

e supports community charities.
Responsibility to the Individual

The Company is committed to keeping private
information from employees, clients, customers,
consumers and investors confidential and
protected from uses other than those for which
it was provided.
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Conflicts of Interest

Employees and Directors must avoid conflicts
of interest as well as the appearance of
conflicts between personal interests and the
interests of the Company.

How the Company Complies with Legislation
Affecting its Operations

Within Australia, the Company strives to
comply with the spirit and the letter of all
legislation affecting its operations. Outside
Australia, the Company will abide by local
laws in all countries in which it operates.
Where those laws are not as stringent as the
Company’s operating policies, particularly

in relation to the environment, workplace
practices, intellectual property and the giving
of “gifts”, Company policy will prevail.

How the Company Monitors and Ensures
Compliance with its Code

The Board, management and all employees of
the Company are committed to implementing
this Code of Conduct and each individual is
accountable for such compliance. Disciplinary
measures may be imposed for violating the
Code.
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