Advanced Nanotechnology Limited
ACN 079 845 855

Annual Report — 30 June 2007




ADVANCED NANOTECHNOLOGY LIMITED

ANNUAL REPORT — 30 JUNE 2007

CORPORATE INFORMATION

Advanced Nanotechnology Limited

ACN: 079 845 855
ABN: 54 079 845 855

Directors

David Charles Griffiths (Non-Executive Chairman)

William Harold Clough AO, OBE (Non-Executive Director)
Robert Michael Alexander Mangioni (Non-Executive Director)
Bruce John Cameron (Non-Executive Director)

Paul Gerard McCormick (Chief Executive Officer)

Company Secretary
Deana Cesari (Chief Financial Officer)

Registered Office

108 Radium Street

Welshpool WA 6106
Telephone: +61 (8) 9458 0800
Facsimile: +61 (8) 9458 0810

Solicitors

Watson Mangioni Lawyers Pty Limited
Level 13, 50 Carrington Street
Sydney NSW 2000

Telephone: +61 (2) 9262 6666
Facsimile: +61 (2) 9262 2626

Freehills

QV1 Building

250 St Georges Terrace
PERTH WA 6000

Telephone: +61 (8) 9211 7777
Facsimile: +61 (8) 9211 7878

Share Registrar

Computershare Investor Services Pty Limited
Level 2, 45 St Georges Terrace

Perth WA 6000

GPO Box D182

Perth WA 6000

Telephone: 1300 557 010

Facsimile: +61 (8) 9323 2033

Auditor

Ernst & Young

11 Mounts Bay Road

Perth WA 6000

Telephone: +61 (8) 9429 2222
Facsimile: +61 (8) 9429 2436

Website
www.advancednanotechnology.com

Page 2



ADVANCED NANOTECHNOLOGY LIMITED

ANNUAL REPORT — 30 JUNE 2007

CONTENTS PAGE
CHAIRMAN’'S AND CEQ'’S REPORT 4
DIRECTORS’' REPORT 6
CORPORATE GOVERNANCE STATEMENT 23
FINANCIAL REPORT
Income Statement 27
Balance Sheet 28
Cash Flow Statement 29
Statement of Changes in Equity 30
Notes to the Financial Statements 31
Note 1. Corporate information 31
Note 2. Summary of significant accounting policies 31
Note 3. Financial risk management objectives and policies 41
Note 4. Segment information 41
Note 5. Revenues and expenses 44
Note 6. Income tax 45
Note 7. Loss per share 46
Note 8. Cash and cash equivalents 47
Note 9. Trade and other receivables 48
Note 10. Inventories 48
Note 11. Prepayments 48
Note 12. Other financial assets (current) 48
Note 13. Other financial assets (non-current) 48
Note 14. Investment in subsidiaries 49
Note 15. Property, plant and equipment 49
Note 16. Intangible assets 49
Note 17. Share based payment plans 50
Note 18. Trade and other payables 52
Note 19. Interest bearing loans and borrowings 52
Note 20. Provisions 53
Note 21. Other liabilities 54
Note 22. Government grants 54
Note 23. Contributed equity and reserves 54
Note 24. Financial instruments 56
Note 25. Remuneration of auditors 59
Note 26. Contingent assets and liabilities 59
Note 27. Commitments for expenditure 60
Note 28. Key management personnel 60
Note 29. Related party disclosures 63
Note 30. Events occurring after reporting date 63
Directors’ Declaration 64
INDEPENDENT AUDIT REPORT TO THE MEMBERS 65
AUDITOR’S INDEPENDENCE DECLARATION 67
AUSTRALIAN SECURITIES EXCHANGE LIMITED (ASX) ADDITIONAL INFORMATION 68

Page 3



ADVANCED NANOTECHNOLOGY LIMITED ANNUAL REPORT — 30 JUNE 2007

CHAIRMAN'’S AND CEO’S REPORT

On behalf of the Board of Directors of Advanced Nanotechnology Limited (Advanced Nano or the Company), we are pleased to present
our financial year 2007 report to shareholders.

Over the past year, Advanced Nano has continued to develop and expand its product range and has achieved a number of key
milestones.

Highlights for the year included:

Strategic Alliance with Energenics

. In June 2007, Advanced Nano and Energenics, a Singapore-based supplier of alternative energy solutions and technologies,
entered into a strategic alliance which is aimed at penetrating the global fuel-borne catalyst markets. All conditions for the strategic
alliance were completed in July 2007.

. Energenics has subscribed for the first tranche of $3,000,000 of new Advanced Nano shares at a price of $0.22 per share. The
13,636,364 shares were issued on 25 July 2007, along with 4,545,455 free options having an exercise price of $0.308 per share.
Energenics has agreed to subscribe for a further $3,000,000 placement of shares and options under the same terms and conditions
as the first tranche of shares and options within two years, or earlier if certain sales targets are met. Advanced Nano received its
first purchase order from Energenics in September 2007.

- Energenics’ investment in Advanced Nano underscores their confidence in the Company’s technology and also provides Advanced
Nano with extra capital for funding growth in this and other markets.

First Commercial Sales of ZinClear-IM™

. First commercial sales of Advanced Nano’s new ZinClear-IM™ product to customers in Australia, North America and India were
achieved in the second half of financial year 2007. The Company is very pleased with the early sales success. Sales are expected
to increase significantly over the next twelve to twenty-four months as a result of recent marketing activities and as potential
customers complete their formulation development and trials.

Establishment of US Subsidiary

. Advanced Nano Inc., a 100% owned subsidiary of Advanced Nano, was established in May 2007 in New Jersey, USA. Led by a
manager with over 20 years experience in the US personal care market, Advanced Nano Inc. provides the platform from which the
important US market will be accessed.

Commercial Ready Grant

. In October 2006, Advanced Nano was awarded a grant of $1,947,755 under the Australian Government’s Commercial Ready
Program. The grant will fund, on a dollar-for-dollar basis for two and half years, the development of a range of transparent functional
coatings and films, which will incorporate Advanced Nano nanopowders as key ingredients.

Relocation of Product Development Laboratories

. In May 2007, Advanced Nano relocated its research and product development laboratories to a new 300 square metre technical
centre at Technology Park, Perth. The move to Technology Park has enabled the expansion of facilities to accommodate the
increased research and development activities associated with our Commercial Ready projects as well as increased technical
support for sales and marketing.

Lux Research Rating
. In October 2006, Advanced Nano was named in the top 25% of “Most Well Rounded Nanotechnology Start-Ups” by New York-
based, Lux Research.

Sales of the Company’s ZinClear® range of products continued to show good growth during financial year 2007 driven by better market
penetration of our customers’ products, the acquisition of new customers, and solid underlying growth for broad spectrum, mineral-only
sunscreen products globally. Advanced Nano expects further market share growth for mineral UV absorbers and mineral-based cosmetic
products thanks to their favourable toxicological profile. This was somewhat offset by disappointing sales of Alusion®, which was
adversely affected by the discontinuation of a customer's major cosmetic product line in the US, and less than expected sales of
Cercat™ to Oxonica plc as a result of the termination of Oxonica’s supply agreement with Petrol Ofisi, Turkey.

An important milestone in financial year 2007 was the launch of the Company’s new ZinClear-IM™ product, which utilises the Company’s
new Index-Match™ technology to enable high transparency in larger micron-sized particles. Following successful product scale-up trials
in the second quatrter, first sales have been made to customers in Australia, North America and India.

A second milestone event was the establishment of our US subsidiary, Advanced Nano Inc. This US company will provide the local sales
and marketing infrastructure needed to facilitate direct growth into the large North American personal care market. Changes to
distribution channels and the holding of US-based stock are expected to significantly improve customer service and minimise delays that
can be experienced with shipping direct from Western Australia to our North American customers’ premises.

The Company’s restructure of sales and marketing around the key market segments that Advanced Nano is targeting with its commercial
products is expected to have a very positive effect. By concentrating our efforts on specific market segments the Company has been
able to combine its technical excellence with significantly increased and focused sales and marketing activities, providing our customers
and prospective customers with the technical backup and application support required for their product development, and Advanced
Nano with a better window to the market.

During financial year 2007, Advanced Nano significantly increased its distribution network for industrial products with distributors recently
appointed in China, Taiwan, and North America. Discussions have also been initiated with several chemical distributors in South East
Asia and we expect to appoint additional distributors in several countries next year. Advanced Nano is actively working with several of
our distributors to develop new tailor-made nanoparticle dispersions and masterbatches to target new application areas including
abrasion resistance, conductive coatings, and plastics additives.

Page 4



ADVANCED NANOTECHNOLOGY LIMITED ANNUAL REPORT — 30 JUNE 2007

CHAIRMAN'’S AND CEQO’S REPORT continued

Product development activities during financial year 2007 have concentrated mainly on the products being developed under the
Company’'s Commercial Ready grant. New products at an advanced stage of development include AlPearl™, a new platelet-like alumina
based product for use as pearlescent pigment substrates, and transparent alumina patrticles for wear resistant applications. Samples are
currently being evaluated by potential customers. With these applications there is typically a shorter testing time-frame to approve new
products than in the industrial UV blocking area where exposure times of two to three years can be required.

New product development activities in 2008 will continue to focus on opportunities in the areas of nanoparticle-based transparent
functional coatings and films (supported by the Commercial Ready grant) and on the development of new clean-burn catalysts with
Energenics.

Following its review of opportunities for future growth of its fuel-borne catalyst technologies, Advanced Nano entered into a five-year
supply agreement with Singapore-based Energenics in June 2007. Energenics Managing Director, Ronen Hazarika, is the original
inventor of certain fuel borne catalyst technology and Advanced Nano is the original producer of the nanocatalyst used for Mr. Hazarika's
invention. Combining these strengths is expected to provide strong upside for the Company. The 2008 financial year is expected to be a
transition year in this area with the cessation of sales to Oxonica plc being offset by product and market development activities and sales
to Energenics.

The Company has continued to increase production capacity to meet market demand, while at the same time developing new production
processes and increasing process efficiency to reduce future capital expenditure requirements and variable manufacturing costs. By
implementing a range of process efficiency improvements, the Company achieved a number of variable cost reductions in financial year
2007. In addition, the Company is on track to putting in place a Good Manufacturing Practice (GMP) system for its ZinClear® products to
meet the requirements of large US customers. We expect that our ZinClear-IM™ manufacturing process will satisfy overseas customers’
GMP requirements by the end of the 2008 financial year and this will provide a strong endorsement in addition to our existing 1ISO quality
certification.

The Company continues to explore opportunities for strategic alliances and other business development activities to facilitate rapid
growth for its nanomaterials products including examining the option of developing the capacity to manufacture its products overseas.

The Company believes that implementation of its current commercialisation activities, expanded distribution networks, the strategic
alliance with Energenics, and ongoing product development activities will form the basis for growth in future years.

Finally, on behalf of the Board, we would like to thank Mr. Harold Clough, who stepped down as Chairman in March 2007, for his
valuable contribution during six and a half years of guiding the Company. The Board would also like to thank our staff for their dedication
and performance throughout the year.
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DIRECTORS’ REPORT

Your Directors present their report on Advanced Nanotechnology Limited (Advanced Nano or the Company) for the year ended 30
June 2007.

DIRECTORS AND SECRETARY

DIRECTORS

The names and details of the Company’s Directors in office during the financial year and until the date of this report are as follows.
Directors were in office for this entire period unless otherwise stated.

NAMES, QUALIFICATIONS, EXPERIENCE AND SPECIAL RESPONSIBILITIES

Mr. David Charles Griffiths (Non-Executive Chairman)
BEc (Hons), MEc, FAICD

David Griffiths was appointed as a non-executive director on 11 December 2003 and Chairman on 15 March 2007. Mr. Griffiths was
also Chairman of the Audit Committee from its inception until 15 March 2007.

Mr. Griffiths has more than 15 years experience in equity capital markets, mergers and acquisitions and the corporate advisory sector.
He is a former Division Director of Macquarie Bank Limited and Executive Chairman of Porter Western Limited. Mr. Griffiths is also the
Pro Chancellor of The University of Western Australia.

Mr. Griffiths has also served as a director of the following other listed companies over the past three years:
. Great Southern Limited*— director and chairman since 4 July 2005;

=  ARC Energy Limited* — director and chairman since 8 July 2005;

. Automotive Holdings Group Limited* — director since 27 February 2007; and

. ThinkSmart Limited* — director since 4 June 2007 (date ThinkSmart Limited listed on the ASX).

* denotes current directorship

Mr. William Harold Clough AO, OBE (Non-Executive Director)
BE(Hons), MS(Calif), Hon FIEAust, CPEng, Hon DE(UWA), FTSE, FAICD, FAIM

Harold Clough was appointed as a non-executive director on 10 January 2000 and was Chairman until 15 March 2007. Mr. Clough was
Chairman of the Audit Committee from 15 March 2007 to 21 August 2007.

Mr. Clough is highly distinguished in Australia’s engineering industry. He joined the Clough family company in 1954 and served as
Managing Director until 1988. Mr. Clough’s contribution to the development of Australia’s trade relations and the advancement of the
engineering profession has been extensively acknowledged by a range of prestigious awards including the Queen’s Honours in 1977,
1979 and 1990. He was acknowledged as WA Citizen of the Year in Industry and Commerce in 1983, and won the Australasian
Institution of Electrical Engineers James N Kirby Award, and the Institution of Engineers Australia Peter Nicol Russell Memorial Medal
in 1993, as well as the Australian Institute of Company Directors (WA) inaugural gold medal for contributions to engineering, industry
and commerce in 1994. In 1997, Mr. Clough received a Services to Construction Award from the Australian Contractors’ Association,
in recognition of his lifelong contribution to the construction industry. In April 2000, Mr. Clough was named one of Australia’s Export
Heroes and in 2005 was awarded the Sir Edward Weary Dunlop Medal for improving Australia-Asia relations.

Mr. Clough has also served as a director of the following other listed companies over the past three years:
= Clough Limited* — director since 12 March 1998 (date Clough Limited listed on the ASX).
* denotes current directorship

Mr. Robert Michael Alexander Mangioni (Non-Executive Director)
BA, LLB

Robert Mangioni was appointed as a non-executive director on 4 November 2004 and is also a member of the Audit Committee.
Mr. Mangioni is a director of the Sydney based law firm Watson Mangioni Lawyers Pty Limited. Mr. Mangioni has over 20 years
experience in the practise of law in Australia and London. He holds a Bachelor of Arts and a Bachelor of Laws from the University of

New South Wales. He has extensive experience in commercial law including corporate governance, market regulation, takeovers and
public floats.

Mr. Mangioni has not served as a director of any other listed companies over the past three years.

Mr. Bruce John Cameron (Non-Executive Director)
BE (Hons), BCS, FAICD, FAIM

Bruce Cameron was appointed as a non-executive director on 18 December 2006 and Chairman of the Audit Committee on 21 August
2007.

Mr. Cameron is the managing director of Camco Engineering Pty Ltd, a privately owned and operated engineering, machining and
fabrication business. Mr. Cameron has over 30 years experience in manufacturing and engineering and has developed specialist skills
in production management, strategic planning, business process design, and information technology.

Mr. Cameron has not served as a director of any other listed companies over the past three years.
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DIRECTORS’ REPORT continued

DIRECTORS AND SECRETARY continued

DIRECTORS continued

Dr. Paul Gerard McCormick (Chief Executive Officer)
B.S., M.S,, PhD, FAA, FTSE

Paul McCormick was appointed as a director on 10 January 2000 and to the position of Chief Executive Officer on 24 November 2000.

Dr. McCormick is one of the originators of the MCP™ nanoparticle technology and founded Advanced Nano in 1997 to commercialise
the MCP™ manufacturing process. In 2000 he led the successful negotiations that resulted in the establishment of Advanced Nano
Technologies Pty Ltd (ANT), the joint venture with Samsung Corning Co. Ltd. Prior to joining Advanced Nano, Dr. McCormick was an
internationally recognised researcher in the areas of mechanochemical processing and synthesis of nanopowders. His previous
positions have been in senior research management roles in academia, including Director of both the Western Australian Centre for
Microscopy and Microanalysis and the Research Centre for Advanced Mineral and Materials Processing. In August 2007, Dr.
McCormick was appointed to the board of the Australian Nano Business Forum, the peak national body representing and promoting
Australian industries and companies involved in nanotechnology.

Dr. McCormick has not served as a director of any other listed companies over the past three years.
COMPANY SECRETARY

Ms. Deana Cesari (Chief Financial Officer)
CA, B.Comm

Deana Cesari was appointed as Company Secretary on 4 August 2004.
Ms. Cesari is responsible for the Group’s accounting, financial and secretarial functions. She has over 15 years experience in financial

and commercial roles including positions with KPMG, Orbital Corporation Limited, Perth (group financial controller and company
secretary), and Orbital Fluid Technologies, Virginia, USA (commercial director and general manager).

INTERESTS IN THE SHARES AND OPTIONS OF THE COMPANY AND RELATED BODIES
CORPORATE

As at the date of this report, the interests of the Directors in the shares and options of Advanced Nanotechnology Limited were:

Number of Number of
Director Shares Held Options Held
DC Giriffiths 2,200,000 250,000 ()
WH Clough 5,000,000 250,000 ()
RMA Mangioni 1,600,000 250,000 (1)
BJ Cameron Nil Nil (@
PG McCormick 3,679,043 5,911,157  (3)4)

(1) Options were granted on 17 February 2005 and vested on 22 February 2007. These options expire on 21 February 2010 and
have an exercise price of 30.8 cents per option.

(2) The Board intends to issue 250,000 options to acquire shares in the Company to Mr. Cameron under the same terms and
conditions as those held by existing directors (exercise price of 30.8 cents per option and expiring on 21 February 2010). The
proposed option issue is subject to shareholder approval, which is anticipated will be sought at Advanced Nano’s 2007 annual
general meeting.

(3) Dr. McCormick has the right to acquire, under an Inventors Call Option Deed, 13,902,165 shares held by the University of
Western Australia. As at the date of this report, Dr. McCormick has not exercised this right.

(4) Options were granted on 9 November 2006 to replace options that expired on 28 June 2006. These options vested on 24
February 2007, expire on 23 February 2010 and have an exercise price of 30.8 cents per option.

PRINCIPAL ACTIVITIES

The principal activities during the year of the entities within the consolidated entity were the development, production and sale of metal
oxides powders and dispersions. To date, Advanced Nano’s commercialised products include powders and dispersions of zinc oxide,
aluminium oxide and cerium oxide.

There have been no significant changes in the nature of those activities during the year.
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DIRECTORS’ REPORT continued

OPERATING AND FINANCIAL REVIEW

GROUP OVERVIEW

Advanced Nano was formed in 1997 to commercialise nanopowder technology originally developed by the University of Western
Australia and subsequently in joint venture with Samsung Corning Co. Ltd, of Korea (May 2000 to January 2005).

Advanced Nano's core skills include the development, scaling-up, manufacturing and marketing of innovative products based on
proprietary advanced materials technologies. The Company believes it has established a sustainable competitive advantage through its
ability to produce nanopowder solutions tailored to solve customers’ problems.

The Group focuses on developing strong business partnerships with market leaders in key market segments. Advanced Nano
currently sells in sunscreen, colour cosmetics, coatings and fuel-borne catalysts markets. Initiatives have commenced for applications
in pigments, plastics and ceramic products.

Advanced Nano'’s global marketing is performed via a network of industry experts around the world, supported by dedicated business
development specialists and a strong technical service team. This approach successfully combines world-leadership industry expertise
with good geographical penetration for each targeted end-use.

The Group has recently opened a wholly owned subsidiary in the United States to increase our service level to this market and
enhance our strategic link with key North American customers. The Company has already seen benefits from this initiative.

TECHNOLOGICAL EDGE

Advanced Nano's MCP™ technology is a platform technology based on a solid-state process for the manufacturing of a wide range of
nanopowders. Dry milling is used to induce chemical reactions through ball-powder collisions that result in nanoparticles forming within
a salt matrix. Particle size is defined by the chemistry of the reactant mix, milling and heat treatment conditions. Particle
agglomeration is virtually eliminated by the salt matrix, which is subsequently removed by a washing procedure.

Key advantages of the MCP™ technology include:

. Small discrete particles. MCP™ produces nanoparticles with a low level of agglomeration (the particles do not clump together),
satisfying quality requirements for applications that require such low levels of particle agglomeration;

- Narrow size distribution. The MCP™ technology inherently produces nanoparticles with a narrow size distribution. This means
the nanoparticles are all approximately the same size, an important attribute required for many applications;

. Size and shape control. A key attribute of the MCP™ technology is that it allows control of particle size to meet customers’
particle size requirements. By controlling surface chemistry it is also possible to produce particles with well defined shapes, such
as rods or plates; and

. Cost. The MCP™ technology utilises standard industrial process equipment and standard industrial chemicals, which the
Company expects will provide a relatively low cost base for its high quality products.

Advanced Nano has also developed proprietary downstream processing techniques that allow the MCP™ nanopowders to be
dispersed into a wide range of materials. Those dispersion processes give us the ability to sell true nano-dispersions, which is a critical
differentiation factor as even minor levels of agglomeration can severely negatively affect product performance.

MARKET SEGMENTS

Advanced Nano has aligned its product development, sales and marketing activities around four key market segments to best resolve
customers’ needs in those technically-demanding applications:

. Personal Care;

. Industrial Coatings and Textiles;

. Plastics and Polymers; and

- Environmental and Emerging Technologies.

Personal Care
Advanced Nano'’s Personal Care business currently includes two product lines: ZinClear® and Alusion®.

. ZinClear® products are dispersions of broad spectrum, mineral-only UV filters in cosmetic emollients used for sunscreen,
skincare, and pharmaceutical formulations. The ZinClear® product line currently includes ZinClear® and ZinClear-S™, stable
dispersions of transparent zinc oxide nanopowders, and ZinClear-IM™, stable dispersions of transparent micron-sized
nanostructured zinc oxide powders; and

= Alusion® product range includes plate-shaped particles used to enhance colour cosmetics formulations to mask wrinkles and fine
lines.

Advanced Nano's sales of its ZinClear® range of products increased by 33% in financial year 2007, driven by better market penetration
of our customers’ products, the acquisition of new customers, and solid underlying growth for broad spectrum, mineral-only sunscreen
products globally. Advanced Nano expects further market share growth for mineral UV absorbers and mineral-based cosmetic products
thanks to their favourable toxicological profile.

Sales of Alusion® for the 2007 financial year were adversely affected by the one-time effect of the discontinuation of a customer’s major
cosmetics line in the US. We now expect our Alusion® sales to grow driven by new product launches in the US and Asia.
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DIRECTORS’ REPORT continued

OPERATING AND FINANCIAL REVIEW continued

Personal Care continued

An important milestone underlining activity in financial year 2007 was the launch of the Company’s new ZinClear-IM™ product, which
utilises the Company’s new Index-Match™ technology to enable high transparency in larger micron-sized particles. Following
successful product scale-up trials in the second quarter, first sales have been achieved to customers in Australia, North America and
India.

Our ZinClear® product range is being used increasingly in daily-use cosmetic products. Zinc oxide is expected to become an essential
product for daily wear cosmetics as it enables formulation with excellent UVA protection and very low irritancy. zinClear® market
potential in Asia is considerable, due to a growing appetite from Asian consumers for daily protection from UVA light to prevent skin
tanning. Advanced Nano has therefore invested its marketing efforts in selecting and training new distributors across Asia.

Industrial Coatings and Textiles

Advanced Nano’s NanoZ® product range includes transparent zinc oxide powders and dispersions used in coating, plastics and related
industries to protect against UV, stabilise colour, block wood tanning, increase plastics clarity, or provide non-chemical biocide
performance.

Advanced Nano significantly increased its distribution network for industrial products during the 2007 financial year with distributors
recently appointed in China, Taiwan, and North America. Discussions have also been initiated with several chemical distributors in
South-East Asia and we are currently expecting to appoint additional distributors next year.

In November 2006, Advanced Nano released a water-based UV absorber (NanoZ-AQ™) at the Eurocoat trade show. This product
generated the most interest of any new product exhibited by our distributor at the recent European coatings show (May 2007) with over
forty leads generated for NanoZ™.

In financial year 2007, Advanced Nano also started developing “multi-purpose” NanoZ™ dispersions usable in a wide variety of coating
systems that provide additional benefits beyond UV blocking such as antimicrobial and tannin blocking properties.

As part of our customers’ extensive product development processes, both solvent based NanoZ™ and the newer NanoZ-AQ™ are
currently undergoing exposure trials in transparent wood and plastics coatings with several medium sized and global multinational
European paint companies.

With the support of Advanced Nano's Commercial Ready grant, work has also started on several scratch and wear-resistant coating
applications such as required for electronic products (keyboards and mobile phones) as well a range of other products. This segment is
attractive as it provides clear benefits to customers and a shorter testing time-frame to approve new products than in the UV blocking
area where typically exposure times of two to three years are required.

Advanced Nano is also working with a number of textile customers and specifiers around the world to evaluate NanoZ™ UV
performance in textile applications (for example, sportswear). Results to date are promising for fabrics, such as cotton, that have
inherently poor UV blocking properties.

Plastics and Polymers

Advanced Nano allocated new resources in financial year 2007 to develop applications in plastics, latex and rubber applications.
Although still in an early stage, Advanced Nano believes the prospects for business in this market are attractive with a wide range of
large-volume technical applications being investigated.

Advanced Nano’s industrial grade nano-zinc oxide, Nanoz® displays excellent UV blocking, low photocatalytic activity and low
migration properties. Potential markets are anticipated in plastic applications where the use of existing organic UV absorbers is limited
due to problems associated with high mobility, volatility, incompatibility with other additives, as well as high toxicity. Competitive
inorganic UV absorbers tend to be limited by high opacity which also affect product colour.

Applications with excellent potential include packaging of UV-sensitive food, such as meat and vitamins, due to the limited food
approval status of many organic UV absorbers. Greenhouse and agricultural film are also potentially large target markets, as
competitive organic UV absorbers tend to offer insufficient long-term performance due to their high mobility in the final product.
Applications such as commercial light stabilisers in outdoor, structural and automotive plastics are also believed to show significant
potential.

Distributors for Advanced Nano’s plastics additives have been appointed in USA, Europe, Australia, China, and Taiwan, with
negotiations currently underway for additional distribution arrangements in South-East Asia.
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DIRECTORS’ REPORT continued

OPERATING AND FINANCIAL REVIEW continued

Plastics and Polymers continued

In May 2007, Advanced Nano launched its plastics additives at Plastics Encounter in Ohio, USA. We provided samples to more than
twenty companies including some major multinationals. Interest in the product spanned a diverse range of applications, from
packaging film and bottles, outdoor sheet and moulded plastics, through to highly specialised top-end applications like medical plastics,
automotive plastics, and advanced engineering plastics.

Following positive interest by various potential customers, several trials have commenced in applications as diverse as food-contact
packaging, plastic sheets, fibres and latex applications.

Advanced Nano’s product development activities are focusing on lowering manufacturing costs to allow broader market acceptability
and enhancing particle coatings to improve dispersion and efficacy.

Environmental and Emerging Technologies

Advanced Nano’'s Environmental and Emerging Technologies product range currently includes two products:

. Cercat™, a cerium oxide nanoparticle dispersion used in diesel fuel applications; and

. AlPearl™, large platelet-like particles used as substrates for pigments and colours for coatings, cosmetics and plastics
applications.

Cercat™ sales for financial year 2007 were to UK-based Oxonica plc predominantly in support of their Envirox™ business with the
Turkish national oil company, Petrol Ofisi. Through the combination of improved manufacturing processes and increased equipment
capacity, Advanced Nano was able to react very quickly to the increased Envirox™ ordering demands resulting from Oxonica’'s
contract with Petrol Ofisi. In the first three quarters of the 2007 financial year, Cercat™ production capacity increased by a factor of
2.5. However, in April 2007 Oxonica announced that, following inconclusive track trial results obtained in Turkey, they had received
formal notification from Petrol Ofisi of the termination of their Envirox™ supply agreement. Accordingly, Advanced Nano's sales to
Oxonica ceased in March 2007. Envirox™ is a trademark of the Oxonica group.

Following an internal review of opportunities to foster the market acceptance of fuel-borne catalyst technology, Advanced Nano entered
into a strategic alliance with Singapore-based Energenics in June 2007. Energenics Managing Director, Ronen Hazarika, is the original
inventor of the technology and Advanced Nano is the original producer of the nanocatalyst used for Mr. Hazarika’s invention. Combining
these strengths is expected to provide strong upside for the Company. The 2008 financial year is expected to be a transition year in this
area with the cessation of sales to Oxonica plc (as a result of the loss of their supply agreement with Petrol Ofisi, Turkey) being offset by
product and market development activities and sales to Energenics. Advanced Nano received its first purchase order from Energenics in
September 2007.

Under the five-year supply agreement signed between Advanced Nano and Energenics, Advanced Nano will manufacture a
nanoparticulate fuel combustion catalyst exclusively for Energenics for worldwide sales, excluding Australia and New Zealand where
Advanced Nano will be free to market the product directly. The product will initially be a cerium oxide based fuel additive, designed for
use with diesel fuels to improve fuel economy and reduce un-burnt hydrocarbon emissions. Target applications for the product includes
transportation fleets (buses, trucks, trains and ships), heavy off-road diesel applications (mining and oil companies) and biofuels.

AlPearl™ is a new platelet-like alumina based product used as substrate materials for pearlescent pigments for cosmetics, plastics,
coatings and related applications. The surface properties of Advanced Nano's MCP™ platelet-like alumina make AlPearl™ suitable for
use as pearlescent pigment substrates. In financial year 2007, the main product development focus was on increasing the average
particle diameter towards the desired 10 to 20 micron range. The product was introduced to the market in the latter part of 2007
financial year and initial customer reaction is positive.

PERFORMANCE INDICATORS

Management and the Board monitor Advanced Nano’s overall performance, from implementation of the strategic plan through to the
performance of the Company against operating plans and financial budgets.

Advanced Nano has developed a set of Key Performance Indicators (KPI's) which are used to monitor performance of its Operations
department. Key management monitor these KPI's on a regular basis and are included in periodic reports to the management team
and/or the Board. KPI's currently included in such reports include first time yield, actual to forecast sales, backorders, turnaround time
of quality assurance samples, number of open/closed Corrective/Preventative Action Reports (CPARs), number of days before CPAR’s
are closed, and incidents and accidents reporting and estimated cost of injury.

EMPLOYEES

The consolidated entity employed 42 employees as at 30 June 2007 (2006: 32 employees).
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DIRECTORS’ REPORT continued

OPERATING AND FINANCIAL REVIEW continued

OPERATING RESULTS FOR THE YEAR

During the 2007 financial year, Advanced Nano significantly increased its investment in business development and sales and
marketing to capitalise on the strong interest in its technologies and products across an increasing range of applications. The
encouraging early sales trends following the launch of new products such as ZinClear-IM™ have been supported by enhanced sales
and marketing activity. Underlying production gross margins on variable costs have improved as process improvements and other
production economies have come into effect. Supported by the Australian Government's Commercial Ready grant, the Company has
also continued to invest in research, product and applications development in the important new markets of transparent functional
coatings and technical ceramics.

2007 2006 Change
$ $

Revenue from sale of goods

Personal Care 1,408,343 1,480,017 (71,674) Decreased 5%

Industrial Coatings & Environmental 1,378,394 1,190,957 187,437 Increased 16%
Total revenue from sale of goods 2,786,737 2,670,974 115,763 Increased 4%

Finance revenue 262,194 401,472 (139,278) Decreased 35%
Total revenue from continuing operations 3,048,931 3,072,446 (23,515) Decreased 1%
Cost of goods sold (2,301,069) (2,205,676) (95,393) Increased 4%
Gross profit (including finance revenue) 747,862 866,770 (118,908) Decreased 14%
Gross profit (excluding finance revenue) 485,668 465,298 20,370 Increased 4%

As a % of revenue from sale of goods * 17% 17%
Other income 408,800 96,195 312,605 Increased 325%
Expenses and overheads

Expensed R&D and product development (702,739) (443,486) (259,253) Increased 58%

Business development, sales and marketing (1,059,315) (453,749) (605,566) Increased  133%

Corporate and other expenses and overheads (2,388,546) (2,162,640) (225,906) Increased 10%
Total expenses and overheads (4,150,600) (3,059,875) (1,090,725) Increased 36%
Net (loss) before non-cash items (2,993,938) (2,096,910) (897,028) Increased 43%
Non-cash items not included in above

Depreciation and amortisation (not included in COGS) (812,451) (861,689) 49,238 Decreased 6%

Options expense (591,470) (197,260) (394,210) Increased  200%
Net (loss) from continuing operations (4,397,859) (3,155,859) (1,242,000) Increased 39%

*  Excluding a one-time inventory write-off associated with loss of Oxonica business, gross profit for the 2007 financial year was $585,336 or 21% of revenue from sale of goods.

Product Revenues and Other Income

Total revenue from continuing operations for financial year 2007 was $3,048,931 compared to the 2006 total of $3,072,446. Sale of
goods to customers for the 2007 financial year totalled $2,786,737, an increase of approximately 4% over the previous year's sales of
$2,670,974.

Personal Care

Sales of Personal Care products for the 2007 financial year were $1,408,343 compared to $1,480,017 in the previous financial year.

The Company’s best performer in terms of sales growth for the 2007 financial year was its ZinClear® dispersions for the suncare
market, with ZinClear® sales increasing by 33% compared to the previous financial year.

The strong sales performance of the ZinClear® range was offset by disappointing sales of Alusion®, which was adversely affected by
the one-time effect of the discontinuation of a customer’s major cosmetics product line in the US.

The Board is particularly encouraged by the early sales success of the new ZinClear-IM™ product following its launch earlier this
financial ®year, with many companies in Asia, Europe and North America formulating and testing new suncare products based on the
ZinClear™ range.

In order to better support our North American customers with local stock and services, Advanced Nano recently established its first
international subsidiary, Advanced Nano Inc., located in New Jersey, USA. Advanced Nano Inc. is led by a manager with over 20
years of experience in the US personal care market.

Advanced Nano has also seen strong interest for our ZinClear® product range in Asia as Asian consumers seek safe and effective daily
protection against UVA light to prevent skin tanning. Advanced Nano has therefore increased its marketing efforts throughout Asia by
engaging and training focused distributors throughout the territory.
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DIRECTORS’ REPORT continued

OPERATING AND FINANCIAL REVIEW continued

OPERATING RESULTS FOR THE YEAR continued

Industrial Coatings and Environmental

Sales of Industrial Coatings and Environmental products for the 2007 financial year were $1,378,394 compared to $1,190,957 in the
previous year.

Sales of Cercat™ cerium oxide fuel additive were adversely affected in the second half of financial year 2007 by the termination of a
major supply agreement held by Advanced Nano’s customer Oxonica plc with Petrol Ofisi (Turkey). This development resulted in
Advanced Nano sales of cerium oxide dispersions to Oxonica ceasing in the March 2007 quarter.

Going forward, the new five-year supply agreement executed with Energenics in June 2007 is expected to provide Advanced Nano with
greater sales opportunities for Cercat™ and better access to the world clean burn energy markets. Directors believe that the
Energenics relationship provides an important revenue stream for Advanced Nano. Energenics’ investment in Advanced Nano
underscores their confidence in the Company’s technology and also provides Advanced Nano with extra capital for funding growth in
this and other markets.

The Nanoz® product range continues to attract interest from leading coatings and plastics companies around the world, with lengthy
application testing being performed in a broad range of high performance applications. Advanced Nano is successfully broadening
NanoZ® compatibility with a wider range of coatings and plastics systems and reducing product costs to enable broad market
penetration.

Finance Revenue

During the 2007 financial year, interest income reduced from $401,472 to $262,194 in line with the Company’s net cash usage due to
ongoing investment in research and product development and business development, sales and marketing activities.

Other Income

Other income, mainly grant income from Advanced Nano’s Commercial Ready grant, increased to $408,800 in financial year 2007 from
$96,195 in 2006.

Gross Profit Contribution

Advanced Nano's reported cost of goods sold increased by 4% during the 2007 financial year, from $2,205,676 to $2,301,069.

If the effect of one-time charges are excluded, underlying gross profit as a percentage of sales to customers improved to 21% in
financial year 2007 from 17% in 2006. A one-time inventory write-off of $99,668 during the 2007 financial year was associated with
stock held exclusively for sales to Oxonica plc. The effect of this inventory write-off reduced Advanced Nano's financial year 2007
reported gross margin to 17% of sales to customers ($485,668 in 2007 compared to $465,298 in 2006).

The Company’s ongoing process refinement efforts have continued to reduce our direct variable production costs with cost reductions
achieved via the reduction of raw material costs, direct labour cost reductions, bringing in-house some previously outsourced
processes for Cercat™ production, and better managing waste disposal costs.

Indirect production overheads however increased during financial year 2007 with reductions in repairs and maintenance and operating
costs offset by increases in occupancy costs (due to a market rent review during the year) and indirect production labour. Depreciation
of production equipment and amortisation of development costs also increased reflecting the Company’s increasing investment in
production capacity and product range.

These indirect production overheads remain largely fixed as sales and production volumes increase. Advanced Nano estimates that
the current production overhead base will support significantly higher sales. Consequently, in future years the Company expects to see
more substantial increases in reported profits as increased sales and product margins are applied to this largely fixed base of
production overheads.

Expenses and Overheads

Advanced Nano’s total expenses and overheads (including non-cash items) for the 2007 financial year were $5,554,521 up 35% from
$4,118,824 in the previous financial year.

2007 2006 Change
$ $
Total expenses and overheads as above:

Expensed R&D and product development 702,739 443,486 259,253 Increased 58%
Business development, sales and marketing 1,059,315 453,749 605,566 Increased 133%
Corporate and other expenses and overheads 2,388,546 2,162,640 225,906 Increased 10%
Depreciation and amortisation (not included in COGS) 812,451 861,689 (49,238) Decreased 6%
Options expense 591,470 197,260 394,210 Increased 200%

5,554,521 4,118,824 1,435,697 Increased 35%
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DIRECTORS’ REPORT continued

OPERATING AND FINANCIAL REVIEW continued

OPERATING RESULTS FOR THE YEAR continued

Total expenses and overheads per income statement:

Labour and personnel expenses 3,333,051 2,332,061 1,000,990 Increased 43%
Travel and related expenses 308,047 124,594 183,453 Increased 147%
Occupancy expenses 154,985 121,273 33,712 Increased 28%
Other operating costs 66,353 60,248 6,105 Increased 10%
Corporate overheads 672,906 454,547 218,359 Increased 48%
Sales and marketing expenses 155,182 81,148 74,034 Increased 91%
Depreciation and amortisation 812,451 861,689 (49,238) Decreased 6%
Other expenses 27,848 57,245 (29,397) Decreased 51%
Finance costs 23,698 26,019 (2,321) Decreased 9%

5,554,521 4,118,824 1,435,697 Increased 35%

. Labour and personnel expenses — financial year 2007 expenses included a non-cash expense of $591,470 associated with the
issue of employee share options, the majority of which vested in February 2007 (2006: $197,260). A further $174,438 non-cash
expense will be recognised in future financial years based upon employee options outstanding at year end;

. Excluding the impact of the options expense, financial year 2007 labour and personnel expenses were $2,741,581 compared to
$2,134,801 in the previous period, an increase of 28%. Underlying labour and personnel expenses for business development,
sales and marketing increased by $413,676 for the year as Advanced Nano significantly increased its product sales and
application support to customers and prospective customers;

. Travel and related expenses — increased by 147% as the Company responded to the growing interest in its products and
technologies and an expanding network of overseas distributors and customers across an increasing range of applications.
These expenses include customer and distributor visits, along with attendance at international conferences and trade shows;

. Occupancy expenses — increased by 28% due to market rent reviews and the relocation of its research and development facilities
to accommodate the increased activities associated with our Commercial Ready projects and increased technical support for
sales and marketing;

. Other operating costs — relates to consumables, chemicals and other operating costs which are consumed in research and
development and other non production activities. These costs increased during financial year 2007 due to the commencement of
the Commercial Ready grant projects and product scale-up of the new ZinClear-IM™ and NanoZ-AQ™ products;

. Corporate overheads — in financial year 2007, the Company significantly increased its investment in investor relations activities
($141,461 compared to $12,857 in 2006). Excluding investor relations costs, corporate overheads were $531,445 compared to
$441,690, an increase of 20%. Savings in insurance premiums were offset by increases in general office expenses due to
increasing headcount, and increased audit and legal fees as the Company’s operations expanded;

- Sales and marketing expenses — the increase of $74,034 reflects additional investment in overseas marketing, including sample
formulations for planned product launches and additional brochures and marketing materials for an increased coverage of
tradeshows. The cost of shipping and producing samples also increased substantially in financial year 2007 to support new
product launches for ZinClear-IM™ and NanoZ-AQ™;

. Depreciation and amortisation expenses — this is predominantly the amortisation of the Company’s intellectual property portfolio.
Production plant depreciation and product development amortisation is included in cost of goods sold;

- Other expenses — predominantly foreign exchange losses recognised on US dollar bank balances, offset by a write-back of the
2006 doubtful debts provision as funds were collected from a previously doubtful debtor; and

. Finance costs — interest charges on the Company'’s two chattel mortgages, in line with the previous year.

SHAREHOLDER RETURNS

2007 2006
Net assets per share (cents per share) 6.11 8.38
Net tangible assets per share (cents per share) 2.32 4.40
Loss per share (cents per share) 2.62 1.88

Net assets and net tangible assets per share have decreased over the 2007 financial year, as the Company has continued to invest in
research and development, product development and business development, sales and marketing activities aimed at increasing its
sales of nanomaterials products. With the exception of development costs, these items are expensed as incurred.

Advanced Nano listed on the Australian Stock Exchange on 24 February 2005. Since this time, the Company’s share price has
fluctuated between a high of 25.0 cents and a low of 8.5 cents, with a weighted average closing share price of 16.5 cents over the 2007
financial year (2006: 16.1 cents).
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OPERATING AND FINANCIAL REVIEW continued

INVESTMENTS IN FUTURE PERFORMANCE

Operations

The Company has continued to increase production capacity to meet market demand. Capital expenditure has been minimised
through the development of improved processes and improved process efficiency which have also increased production throughput
and reduced variable manufacturing costs.

During the first half of financial year 2007, the manufacturing process for Advanced Nano's new ZinClear-IM™ dispersions was scaled-
up to enable the production of commercial quantities of product. Following production trials, first product shipments were made in the
third quarter of financial year 2007.

As well as the Company’s existing ISO certification, the Company is on track to putting in place a Good Manufacturing Practice system
for its ZinClear® products to meet the requirements of large US customers by the end of the 2008 financial year.

Product Development

The Company is continuing its focus on the development of new nanomaterials products that exhibit enhanced properties and address
real market needs. Nano transparency, a key property of dispersed nanoparticles, enabling the full range of properties exhibited by
certain opaque materials to be utilised in transparent products, has formed the basis of Advanced Nano's existing products.

In financial year 2007, Advanced Nano was awarded a grant of $1,947,755 under the Australian Government’s Commercial Ready
Program to fund, on a dollar-for-dollar basis for two and half years, the development of a range of nano ingredients for transparent
coatings. These advanced coatings and films, known as transparent functional coatings, incorporate nanopowders to show enhanced
properties while remaining transparent.

Products being developed include transparent coatings and plastic films that exhibit long life UV protection, combined UV and abrasion
resistance, high conductivity/anti-static properties, tuneable refractive index, enhanced pearlescence, and fiims with UV and
antimicrobial properties. Nanopowders of zinc oxide, alumina, zirconium oxide and ceria manufactured by Advanced Nano using its
proprietary platform technologies will provide the key ingredients for these products.

Other key product developments made during the year included:

Index Matched™ technology

Continued development of the Company’s newly developed Index Matched (IM)™ technology enables larger, micron-sized particles to
be highly transparent. In addition to gaining the benefits of transparency in larger particles, the IM™ technology enables higher
production throughput, enhancing Advanced Nano’s ability to respond to market demands. The Company is now nearing completion of
a second product based on its IM™ technology.

ZinClear-IM™ is Advanced Nano’s first product using the IM™ technology. In addition to enabling superior transparency with micron-
sized zinc oxide particles, ZinClear-IM™ enables sunscreens with broad spectrum UVA and UVB protection and enhanced free radical
protection without the use of chemical UV absorbers. During financial year 2007, product development continued successfully through
scale-up to full scale production.

Zirconia Technical Ceramics
Advanced Nano’s innovative technology for MCP™ zirconia nanoparticles enables the manufacture of fully dense, high strength
technical ceramic components.

Further evaluation of the suitability of the powder for use in net shape forming processes for the manufacture of high precision technical
ceramics was continued in trials conducted in Japan. The results have been promising and, if successful, Advanced Nano believes this
technology has the potential for significantly reducing the manufacturing costs of advanced ceramics components. A US patent
covering this technology was lodged in February 2007.

REVIEW OF FINANCIAL CONDITION

Capital Structure

There were no shares issued by Advanced Nano during the 2007 financial year. On 25 July 2007, the Company issued 13,636,364
new shares to Energenics Holdings Pte Limited, bringing the total number of ordinary shares on issue as at the date of this Report to
181,407,566 (refer Significant Events After Balance Date on page 16 of this Report).

During the 2007 financial year, Advanced Nano issued 13,451,187 options over ordinary shares to employees. The terms and
conditions of these options are set out in notes 17 and 23 of the Financial Report. On 25 July 2007, the Company issued 4,545,455
free options to Energenics Holdings Pte Limited at an exercise price of $0.308 per share and expiring on 30 June 2012.

Liguidity and Funding

As at 30 June 2007, Advanced Nano has cash assets of $2,168,836, a decrease of $3,550,034 from $5,718,870 as at 30 June 2006.
During the 2007 financial year, Advanced Nano’s cash resources were used as follows:
= Cash outflows from operating activities - $2,264,827 (2006: $1,900,724);

Page 14



ADVANCED NANOTECHNOLOGY LIMITED ANNUAL REPORT — 30 JUNE 2007

DIRECTORS’ REPORT continued

OPERATING AND FINANCIAL REVIEW continued

REVIEW OF FINANCIAL CONDITION continued

Liquidity and Funding continued

Payments for plant and equipment - $746,857 (2006: $470,364);

Payments for patents, trademarks and development costs - $439,061 (2006: $273,998);
Transaction costs from prior year issue of shares - nil (2006: $11,604); and

Chattel mortgage payments - $33,315 (2006: $33,317).

At 30 June 2007, Advanced Nano has two chattel mortgages totalling $211,872 (2006: $245,190). These mortgages are repayable in

monthly instalments and bear interest at 8.762% and 9.526% respectively per annum. Security for the loans is as follows:

(i) First registered mortgage debenture over the Company’s assets and undertakings including uncalled capital and called but unpaid
capital; and

(i) Term deposit letters of set off totalling $166,535 have been given by the Company.

Treasury Policy

To date Advanced Nano'’s treasury function has consisted primarily of the investment of funds raised at the time of its initial public
offering (February 2005) and subsequent capital raising (July 2007). The Company has invested these funds in a series of term
deposits and deposits at call with financial institutions. The treasury function is overseen by the Chief Financial Officer and is
performed in line with the risk level approved in advance by Advanced Nano’s Board of Directors.

RISK MANAGEMENT

As with all businesses, the activities of Advanced Nano are subject to risks and there are many factors which may affect its operations
and performance. The Board of Directors is responsible for overseeing and approving the Company’s risk management strategy and
policies, internal compliance and internal control.

The Company believes that its risk management policies will be achieved by implementation, throughout all parts of the Company’s

operations, of an effective risk management program including the following:

- Maintenance of an appropriate health, safety and environment system;

. Maintenance of a quality management system based on ISO standards;

L] Maintenance of internal control systems in order to provide management with accurate, timely and reliable operating and financial
information;

. Conduct of operations and maintenance of records in accordance with Company policies and legislative requirements;

L] Implementation of strategies to limit liability arising from Advanced Nano'’s operations by ensuring contractual arrangements do
not assume unnecessary liabilities or give up rights and ensuring, where possible, contractual arrangements transfer risks and
liabilities;

L] Monitoring and reporting to the Board on significant circumstances and risk management issues which may affect Advanced
Nano; and

. Management of insurance programs to acquire appropriate coverage at optimum premium levels.

The Board has a number of mechanisms in place to ensure that management’s objectives and activities are aligned with risks identified

by the Board. These include the following:

. An established safety committee comprised of representatives from quality, production and research and development. The
committee is responsible for the monitoring, management and reporting (to management and the Board) of Advanced Nano’'s
health and safety activities, with the goal of reducing the likelihood of workplace incidents;

. Implementation of Board approved operating plans and budgets and Board monitoring of progress against these budgets; and

- An established Audit Committee to assist the Board in safeguarding the integrity of Advanced Nano's financial reporting, corporate
conduct and business ethics, including auditor independence, ongoing compliance with laws and regulations, and maintenance of
an effective and efficient audit.

DIVIDENDS

No dividends have been declared or paid during the financial year.

OPTIONS

Unissued shares

At the date of the Financial Report there were 25,961,083 unissued ordinary shares under options (22,065,361 at the reporting date).
Refer to note 23 of the Financial Report for further details of the options outstanding.

Shares issued as a result of the exercise of options

No shares were issued as a result of the exercise of options during the financial year or between the end of the financial year and the
date of this Report.

SIGNIFICANT CHANGES IN THE STATE OF AFFAIRS

During the 2007 financial year, total equity decreased by $3,806,389 from $14,058,263 to $10,251,874, largely as a result of the
Company’s ongoing investment in its research and product development activities and its increase in sales, marketing and business
development as it seeks to expand its strategic business partnerships and customer base.
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SIGNIFICANT CHANGES IN THE STATE OF AFFAIRS continued

On 20 June 2007, Advanced Nano executed the agreements for its strategic alliance with Energenics, a Singapore-based supplier of
alternative energy solutions and technologies. The relationship with Energenics is in the form of a mutually exclusive five-year
agreement (with some exceptions, including Australia and New Zealand) for the supply of fuel-borne combustion catalyst products
manufactured by Advanced Nano and sold by Energenics worldwide into the rapidly growing clean-burn fuel markets. Advanced Nano
has retained the right to sell directly to the market for the Australian and New Zealand markets.

In conjunction with the strategic supply arrangements, Energenics subscribed for $3,000,000 of new Advanced Nano shares at a price
of $0.22 per share. These shares were issued by Advanced Nano on 25 July 2007, along with 4,545,455 free options (being one
option for every three new shares subscribed for) at an exercise price of $0.308 per share and expiring on 30 June 2012.

In addition, Energenics has agreed to subscribe for a second $3,000,000 tranche of new shares and options under the same terms and
conditions as the first tranche (being a price of $0.22 per share and including the issue of 4,545,455 free options at an exercise price of
$0.308 per share and expiring on 30 June 2012). The second tranche of shares and options will be issued upon Advanced Nano
achieving invoiced sales of 150,000 litres of 2% Cercat™ (or equivalent) or within 24 months (by 20 June 2009).

SIGNIFICANT EVENTS AFTER BALANCE DATE

On 25 July 2007, and in accordance with Advanced Nano's strategic alliance executed with Energenics in June 2007, the Company

issued the following securities to Energenics Holdings Pte Limited:

(1) 13,636,364 ordinary shares at an issue price of $0.22 per share totalling $3,000,000. The shares were issued on the same terms
as existing ordinary shares; and

(2) 4,545,455 free options at an exercise price of $0.308 per share and expiring on 30 June 2012.

LIKELY DEVELOPMENTS AND EXPECTED RESULTS OF OPERATIONS

As the results of the Company’s increased sales, marketing and business development activities, the Directors are encouraged by the
prospects for increased sales of its Personal Care products in 2008, and in particular the ZinClear-IM™ suncare dispersions. In the
Environmental segment, 2008 is expected to be a transition year with the commencement of market development activities with
Advanced Nano's new strategic partner Energenics.

Advanced Nano will continue to invest in its research and product development activities in 2008, with efforts focused on the progress

of its Commercial Ready grant projects for transparent functional coatings and plastics. Additional investment is also expected in its
operations area, to increase the capacity and throughput of the Company’s production.

ENVIRONMENTAL REGULATION

The Company's facilities are subject to various regulations including occupational health and safety, storage and handling of dangerous
goods, Department of Environment registration, and disposal of effluents and waste. The Company’s premises at 112 Radium Street,
Welshpool are registered with the Department of Environment and Conservation for chemical manufacturing under the Environmental
Protection Regulations 1987. The Company’s storage facilities at 108 Radium Street, Welshpool are licensed with the Department of
Consumer and Employment Protection to store dangerous goods. Operating a registered premise requires the Company to report and
have approved any material changes to its terms of registration. The Company has invested in systems and personnel to minimise the
impact of its activities on the environment and, as the number of products and processes expand, will continue to monitor and conform
to all applicable Environmental Protection Regulations. During the 2007 financial year, the Company was not cited for any breach of the
Environmental Protection Regulations.

The Company also holds a licence from the Water Corporation relating to disposal of waste material from premises at 112 Radium
Street, Welshpool and is monitored and tested by the Water Corporation. The cost of disposal to sewer works is on a sliding scale
related to the type and quality of waste. Testing carried out by the Water Corporation is used to set the cost of industrial waste
disposal to sewer. Advanced Nano’s production team also perform daily testing of the water effluent waste stream to ensure that the
Company remains within the Water Corporation guidelines and ensures waste water charges are minimised. Advanced Nano also
contracts registered waste management companies for the disposal of other process waste.

It is possible that current or future laws and regulations could require the Company to make substantial expenditures for preventive or
remedial action, reduction of chemical exposure or waste treatment or disposal. There can be no assurance that the Company's
operations, business or assets will not be materially and adversely affected by the interpretation and enforcement of current or future
laws and regulations.

INDEMNIFICATION AND INSURANCE OF DIRECTORS AND OFFICERS

During the year the Company paid a premium in respect of a contract insuring all Directors, officers and employees of the Company
against liabilities that may arise from their positions within the Company and its controlled entities, except in certain circumstances.
The Directors have not included details of the nature or amount of liabilities covered or the amount of the premium paid in respect of
the insurance contract as such disclosure is prohibited under the terms of the contract.

Advanced Nano has agreed to provide access to the books and records of the Company to the current Directors of the Company while
they are officers and for a period of seven years from when they cease to be officers. The Company has agreed to indemnify, to the
extent permitted by the Corporations Act, each Director in respect of certain liabilities that the Director may incur as a result of, or by
reason of (whether solely or in part), being or acting as an officer of the Company. Advanced Nano has also agreed to use its
reasonable commercial endeavours to maintain in favour of each Director a directors’ and officers’ policy of insurance for the period
that they are an officer and for a period of seven years after the Director ceases to be an officer of the Company.
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REMUNERATION REPORT

This Report outlines the remuneration arrangements in place for Directors and executives of Advanced Nano in accordance with the
requirements of the Corporations Act 2001 and its Regulations. It also provides the remuneration disclosures required by paragraphs
AUS 254 to AUS 25.7.2 of AASB 124 Related Party Disclosures, which have been transferred to the Remuneration Report in
accordance with Corporations Regulations 2M.06-04. For the purposes of this Report, Key Management Personnel of the Group are
defined as those persons having authority and responsibility for planning, directing and controlling the major activities of the Company
and the Group, directly or indirectly, including any Director (whether executive or otherwise) of the parent company, and includes the
three executives (being the Chief Executive Officer, Vice President - Global Business Development, Sales and Marketing, and Chief
Financial Officer) in 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 ensures that its remuneration framework
provides competitive rewards to attract high calibre executives and ensures, through its employee share option plan, that its executives’
interests are aligned with those of its shareholders. The remuneration framework takes into account:

The capabilities and experience of the Directors and Senior Executives;

The Directors’ and Senior Executives’ ability to manage the performance of all areas of the Company’s business;
The Company’s performance including earnings and overall returns to shareholders; and

The amount of incentive within each Directors’ and Senior Executives’ remuneration.

The Company’s remuneration framework is aligned to shareholders’ interests as it has growth in shareholder wealth as an important
component of its design and serves to attract and retain high calibre executives.

NON-EXECUTIVE DIRECTOR REMUNERATION

Objective

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.

Structure

Under the Company’s Constitution, each Director (other than the Chief Executive Officer or an Executive Director) may be paid
remuneration for ordinary services performed as a Director. Under the ASX Listing Rules, the maximum fees payable to Directors may
not be increased without prior approval from the Company at a general meeting. Directors will seek approval from time to time as
deemed appropriate.

The aggregate remuneration that may be paid to non-executive Directors is $350,000. This remuneration may be divided among the
non-executive Directors in such a fashion as the Board may determine. Notice of any proposed increase in the total amount of the
remuneration payable to the non-executive Directors must be given to members in the notice covering the general meeting at which the
increase is to be proposed. Directors will seek approval from time to time as deemed appropriate.

Executive Directors are full time employees of the Company. Dr. McCormick does not receive directors’ fees in addition to his annual
remuneration. Details of remuneration payable under the Executive Service Agreement for Dr. McCormick is set out on pages 18 and
19 of this Report.

The Directors may also be paid all travelling and other expenses properly incurred by them in attending meetings of the Directors or
any committee of Directors or general meetings of the Company or otherwise in connection with the execution of their duties as
Directors. In addition, any Director who is called on to perform extra services or to make special exertions or to undertake any
executive or other work for the Company beyond his ordinary duties or to go or to reside abroad or otherwise for the purposes of the
Company may, subject to law, be remunerated either by a fixed sum or a salary as determined by the Directors. This sum may be
either in addition to or in substitution for his share in the remuneration for ordinary services.

Non-Executive Directors and Senior Management Share Plan

Non-executive Directors are 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.

In November 2006, the Company established the ANO Non-Executive Directors and Senior Management Share Plan (the Plan) so that
non-executive Directors and senior managers can elect to receive all or part of their remuneration by way of fully paid shares rather
than cash. The number of shares to be issued to each non-executive Director will be the proportion of remuneration so elected divided
by the issue price. The price per share will be the weighted average sale price of Advanced Nano shares on the Australian Securities
Exchange over the five trading days immediately preceding (but excluding) the date of issue of the shares. As at the date of this
Report there have been no issues under the Plan.

The remuneration of non-executive Directors for the year ending 30 June 2007 is detailed on page 19 of this Report.
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DIRECTORS’ REPORT continued

REMUNERATION REPORT continued

SENIOR MANAGER AND EXECUTIVE DIRECTOR REMUNERATION

Objective

The Company aims to reward executives with a level and mix of remuneration commensurate with their position and responsibilities
within the Company and competitive by market standards. The Company also ensures that its executives’ interests are aligned with
those of its shareholders through the operation of its employee share option plan.

Structure

Senior manager and executive Director remuneration is currently made up of a fixed salary and participation in the Company’s
employee share option plan, the extent to which is at the discretion of the Board reflecting the past and current performance of that
executive. Senior managers and executives may also be eligible for bonus payments from time to time at the discretion of the Board.
The Board believes that, at this stage of the Company’s development and in light of the size of the Company and its Exectuve Team,
this is an appropriate remuneration structure.

In determining the level and make-up of executive remuneration, the Board has obtained external guidance to help ensure the
Company provides a competitive and acceptable remuneration level and that the market value for executives and senior managers in
similar companies were considered along with the work that they would be required to perform.

Agreements with Chief Executive Officer, Chief Financial Officer and Chief Operating Officer

Advanced Nano has entered into Executive Service Agreements with it's Chief Executive Officer, Chief Financial Officer and Chief

Operating Officer (Agreement or Agreements). Each Agreement has a term of three years (unless terminated earlier in accordance

with the Agreement) with each employee undertaking not to engage in competitive conduct with Advanced Nano for the term of the

Agreement and for a further period of two years. The Agreements may be terminated at any time by the employee by giving three

months notice in writing. The Company may terminate the Agreements in accordance with the following provisions:

(i) Atany time after the third anniversary of the commencement date by giving two months notice in writing;

(i) Inthe event the executive becomes incapacitated by illness or accident, by giving two months notice in writing; or

(iii) Immediately, if the executive commits any acts which detrimentally affect the Group or in the event of material breach of the
Agreement where the Executive does not remedy the breach within 14 days of notice from the Company.

Further, if the Agreements are terminated by the Company as a direct result of a takeover, the Company must pay the Executive the
equivalent of the basic salary and all other entitlements under the Agreements for a period of the succeeding twelve months as if the
term continued for a further period of twelve months as compensation instead of notice.

Details of these Agreements are as follows:

Executive Position Agreement Date Commencement Date  Expiry Date Remuneration
Paul McCormick  Chief Executive Officer 14 December 2004 24 February 2005 23 February 2008 $210,000 @
Deana Cesari Chief Financial Officer 14 December 2004 24 February 2005 23 February 2008 $143,000 @
Mark Norman Chief Operating Officer 17 March 2005 17 March 2005 8 September 2006 ®  $160,000 ®

(1) Initial remuneration comprises base remuneration, inclusive of mandatory superannuation contributions and excludes the value of options issued
and bonuses. Details of remuneration paid during the year ended 30 June 2007 is provided on pages 20 and 21 of the Directors’ Report, including
the number of options offered in accordance with the above Executive Service Agreements and any bonuses.

(2) Mr. Norman ceased employment with Advanced Nano on 8 September 2006.

Agreement with Vice President - Global Business Development, Sales and Marketing (VP — Business Development)

On 30 June 2006, Advanced Nano entered into an Executive Service Agreement with Mr. Thibaut Mortier, VP — Business Development

(Agreement). This Agreement has a term of five years from the Commencement Date (14 August 2006), unless terminated earlier in

accordance with the Agreement, with Mr. Mortier undertaking not to engage in competitive conduct with Advanced Nano for the term of

the Agreement and for a further period of one year within Australia. The Agreement may be terminated at any time by Mr. Mortier by

giving three months notice in writing. The Company may terminate the Agreement in accordance with the following provisions:

(i)  Without cause at any time by the Company giving three months notice in writing to Mr. Mortier;

(i) Inthe event Mr. Mortier becomes incapacitated by iliness or accident, by giving two months notice in writing; or

(iii) Immediately, if Mr. Mortier commits any acts which detrimentally affect the Group or in the event of material breach of the
Agreement where Mr. Mortier does not remedy the breach within 14 days of notice from the Company.

If the Agreement is terminated in accordance with (i) above, in addition to agreed relocation costs, the Company must pay Mr. Mortier,
the lesser of (a) $225,000; and (b) an amount equal to a proportion of Mr. Mortier's annual salary at the termination date that would
have been payable for the period from the termination date to the date five years after the Commencement Date.

In addition, if the Agreement is terminated by the Company as a direct result of a takeover, the Company must pay Mr. Mortier the
equivalent of the basic salary and all other entitlements under the Agreement for a period of the succeeding twelve months as if the
term continued for a further period of twelve months as compensation instead of notice.
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DIRECTORS’ REPORT continued

REMUNERATION REPORT continued

SENIOR MANAGER AND EXECUTIVE DIRECTOR REMUNERATION continued

Specific details of this Agreement are as follows:

Executive Position Agreement Date Commencement Date  Expiry Date Remuneration
Thibaut Mortier ~ Vice President - Global 30 June 2006 14 August 2006 13 August 2011 $200,000 @

(@)

Business Development,
Sales and Marketing

Initial remuneration comprises base remuneration, inclusive of mandatory superannuation contributions and excludes the value of options issued
and bonuses. Details of remuneration paid during the year ended 30 June 2007 is provided on pages 20 and 21 of the Directors’ Report, including

the number of options offered in accordance with the above Executive Service Agreement and any bonuses.

DIRECTOR REMUNERATION

Year ended 30 June 2007

ANNUAL REPORT — 30 JUNE 2007

Post Share- %
Employ- based Performance
Short-term ment payment TOTAL related
Salary & Cash Non- Super- Options
Bonus Monetary .
Fees ) annuation (23)
() benefits

DC Griffiths 9,011 - - 39,249 6,658 54,918 Nil

WH Clough 62,740 - - - 6,658 69,398 Nil

RMA Mangioni 43,946 - - 4,054 6,658 54,658 Nil

BJ Cameron - - - 20,699 - 20,699 Nil

Subtotal - Non Executive 115,697 - - 64,002 19,974 199,673

PG McCormick 189,070 1,500 - 20,916 295,289 506,775 Nil

Subtotal - Executive 189,070 1,500 - 20,916 295,289 506,775

TOTAL $ 304,767 $ 1,500 $ - $ 84918 $ 315,263 $ 706,448

Year ended 30 June 2006

Post Share- %
Employ- based Performance
Short-term ment payment TOTAL related
Non- .
Salary & Cash Monetary Super- Options
Fees Bonus y annuation @]
benefits

WH Clough 73,000 - - - 10,650 83,650 Nil

RMA Mangioni 44,037 - - 3,963 10,650 58,650 Nil

DC Griffiths 34,862 - - 3,138 10,650 48,650 Nil

Subtotal - Non Executive 151,899 - - 7,101 31,950 190,950

PG McCormick 188,416 - - 21,584 - 210,000 Nil

Subtotal - Executive 188,416 - - 21,584 - 210,000

TOTAL $ 340,315 $ - $ - $ 28,685 $ 31,950 $ 400,950

(1) A $1,500 bonus was paid to all employees, including Dr. McCormick, in December 2006. The bonus was calculated on a pro-rata basis depending
on the employee’s length of service during the period 1 July to 31 December 2006.

(2) On 22 February 2005, the Company issued 250,000 options to each of the Company’s three non-executive Directors at that time (750,000 options in
total). These options vested on 22 February 2007. Each option has an exercise price of $0.308 per share and a term of five years, expiring on 21
February 2010. The issue or exercise of these options is not dependent on the satisfaction of any performance conditions as they were considered
part of the director remuneration.

(3) On 6 November 2006, the Company issued 5,911,157 options to Dr. McCormick. These options vested on 24 February 2007, expire on 23 February

2010 and have an exercise price of $0.308 per share. The issue or exercise of these options is not dependent on the satisfaction of any
performance conditions as they were issued to replace options which expired on 28 June 2006. The expense associated with these options was
recognised fully in the 2007 financial year, over the period from issue date to vesting date. There will be no further expense associated with these
options.
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REMUNERATION OF THE NAMED EXECUTIVES WHO RECEIVE THE HIGHEST REMUNERATION

Year ended 30 June 2007

T Mortier
D Cesari
CM Norman

ANNUAL REPORT — 30 JUNE 2007

Year ended 30 June 2006

CM Norman
D Cesari

()]
@

(©)

4

Post Share- %
Employ- based Performance
Short-term ment payment TOTAL related
Salary & Cash Mc’)\::ert]f;lr Super- Options
Fees Bonus ) y annuation B
(1) benefits
161,187 1,141 6,651 13,338 98,967 281,284 35%
136,083 1,500 - 12,247 754 150,584 Nil
47,811 - - 2,891 - 50,702 Nil
$345081 $ 2641 $ 6,651 $ 28476 $ 99,721 $ 482,570
Post Share- %
Employ- based Performance
Short-term ment payment TOTAL related
Non- .
Salary & Cash Monetary Super- Options
Fees Bonus . annuation (4)
benefits
146,789 - - 13,211 35,376 195,376 Nil
131,193 - - 11,807 35,376 178,376 Nil
$ 277982 3 - $ - $ 25018 $ 70,752 $ 373,752

A $1,500 bonus was paid to all employees, including Mr. Mortier and Ms. Cesari, in December 2006. The bonus was calculated on a pro-rata basis
depending on the employee’s length of service during the period 1 July to 31 December 2006.

On 14 August 2006, the Company granted and issued 3,000,000 options to Mr. Mortier (VP — Business Development). The Directors believe that
the terms and conditions of these options provide the executive with both short and long term incentives to achieve growth in shareholder wealth.
The terms and conditions of these options are as follows:

Tranche 1:

Number of options:

Vesting date:
Expiry date:
Exercise price:

Tranche 2:

Number of options:

Vesting date:
Expiry date:
Exercise price:

Tranche 3:

Number of options:

Vesting date:

Expiry date:
Exercise price:

Tranche 4:

Number of options:

Vesting date:

Expiry date:
Exercise price:

1,000,000

14 August 2008 (2 years from the Commencement Date)
13 August 2011 (5 years from the Commencement Date)
30.8 cents per ordinary share

1,000,000

14 August 2008 (2 years from the Commencement Date)

13 August 2011 (5 years from the Commencement Date)

Higher of 20 cents or the volume weighted average price (VWAP) calculated over the 10 trading days prior to the
Commencement Date

500,000

14 August 2007 (1 year from the Commencement Date), subject to the Executive receiving notice from the Company that the
Executive has achieved the KPIs for Year 1. The KPI's for Year 1 included growth in revenue and number of customers,
along with the establishment of new distribution channels and the development of a strategic alliance and new industrial
market for Advanced Nano’s products.

13 August 2011 (5 years from the Commencement Date)

Higher of 20 cents or the VWAP calculated over the 10 trading days prior to the Commencement Date

500,000

14 August 2008 (2 years from the Commencement Date), subject to the Executive receiving notice from the Company that
the Executive has achieved the KPlIs for Year 2

13 August 2012 (5 years from the first anniversary of the Commencement Date)

Higher of 20 cents or the VWAP calculated over the 10 trading days prior to the first anniversary of the Commencement Date

On 22 June 2007, the Company issued 1,000,000 options to Ms. Cesari. These options will vest 22 June 2009, expire on 21 June 2012 and have an
exercise price of $0.20 per share. The issue or exercise of these options is not dependent on the satisfaction of any performance conditions as they
were considered part of the executive remuneration.

On 10 October 2005, the Company granted 1,000,000 options each to Ms. Cesari and Mr. Norman. The expiry date for these options is 24 February
2010 and they may be exercised at an exercise price of $0.308 per share. The issue or exercise of these options is not dependent on the
satisfaction of any performance conditions as they were considered part of the executive remuneration for the term of the relevant Executive Service
Agreement. The options issued to Ms. Cesari vested on 24 February 2007. Mr. Norman ceased employment with Advanced Nano on 8 September
2006 and accordingly his options were forfeited on that date.
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DIRECTORS’ REPORT continued

REMUNERATION REPORT continued

OPTIONS GRANTED AND VESTED DURING THE YEAR

Year ended 30 June 2007

Fair value Exercise
per option at  price per First

Options Number grant date option Expiry Exercise Last Number %

Issued Grant Date Granted (cents) (cents) Date Date Exercise Date  Vested Vested
Directors
P McCormick  06-Nov-06 5,911,157 5.00 30.8  23-Feb-10 24-Feb-07 23-Feb-10 5,911,157 100%
Executives
T Mortier
Tranche 1 14-Aug-06 1,000,000 5.52 30.8 13-Aug-11 14-Aug-08 13-Aug-11 - -
Tranche 2 14-Aug-06 1,000,000 6.78 20.0 13-Aug-11 14-Aug-08 13-Aug-11 - -
Tranche 3 14-Aug-06 500,000 6.54 20.0 13-Aug-11 14-Aug-07 13-Aug-11 - -
Tranche 4 14-Aug-06 500,000 7.43 20.0 13-Aug-12 14-Aug-08 13-Aug-12 - -
D Cesari 22-Jun-07 1,000,000 6.89 20.0 21-Jun-12 22-Jun-09 21-Jun-12 - -
TOTAL 9,911,157 5,911,157
Year ended 30 June 2006

Fair value Exercise
per option at  price per First

Options Number grant date option Exercise  Last Exercise  Number %

Issued Grant Date Granted (cents) (cents) Expiry Date Date Date Vested Vested
Executives
CM Norman 10-Oct-05 1,000,000 6.75 30.80 24-Feb-10 24-Feb-07 24-Feb-10 - -
D Cesari 10-Oct-05 1,000,000 6.75 30.80 08-Sep-06 - - - -
TOTAL -

2,000,000

OPTIONS GRANTED AS PART OF REMUNERATION

Year ended 30 June 2007

Directors
P McCormick

Executives
T Mortier
D Cesari

TOTAL

Total value of

Value of Value of Value of options %
options options options granted, Remuneration
granted exercised lapsed exercised and consisting of
during the during the  during the lapsed during options for
year year year the year the year
295,289 - - 295,289 58.27%
192,879 - - 192,879 35.18%
68,888 - - 68,888 0.50%
557,056 - - 557,056

There are currently no loans to Executives or Directors. There has been no sign-on or termination or retirement payments made to
Directors or Executives in the financial year. Directors and Executives have not received any non-cash benefits from the Company

other than as set out above.
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DIRECTORS’ REPORT continued
DIRECTORS MEETINGS

The number of meetings of Directors (including meetings of committees of Directors) held during the year and the number of meetings
attended by each Director were as follows:

Directors' Meetings Audit Committee

Number Number Number Number
Director Held Attended Held Attended
DC Griffiths 12 12 3 3
WH Clough 12 10 3 2
RMA Mangioni 12 11 3 3
BJ Cameron 7 7 2 2 1)
PG McCormick 12 12 N/a N/a (2

(1) Number of meetings held refers to the number of meetings held since 18 December 2006, the date on which Mr. Cameron was appointed a Director
of the Company.

(2) Dr. McCormick is not a member of the Audit Committee due to his executive position within the Company. He is however required to attend
selected Audit Committee meetings, and attended all three meetings held during the year.

AUDITOR INDEPENDENCE AND NON-AUDIT SERVICES

AUDITOR’'S INDEPENDENCE DECLARATION

We have obtained an Independence Declaration from our auditors, Ernst & Young, as set out on page 67 of the Financial Report.
NON-AUDIT SERVICES

During the year Ernst & Young, the Company’s auditors, performed certain non-audit services for the Company. Ernst & Young
received or are due to receive a total of $23,906 (refer note 25 to the Financial Report) for the provision of non-audit services, being the

review of quarterly ASX cash reports and audit of the Commercial Ready grant.

The Directors have considered the non-audit services provided during the year and are satisfied that the services are compatible with,
and did not compromise, the auditor independence requirements under the Corporations Act 2001 for the following reasons:

. All non-audit services were subject to the corporate governance procedures adopted by the Company and have been reviewed by
the Audit Committee to ensure that they do not impact upon the integrity and objectivity of the auditor; and

=  The non-audit services provided do not undermine the general principles relating to auditor independence as they did not involve

reviewing or auditing the auditor's own work, acting in a management or a decision making capacity for the Company, or jointly
sharing economic risks and rewards.

PROCEEDINGS ON BEHALF OF THE COMPANY

No person has applied to the Court under section 237 of the Corporations Act 2001 for leave to bring proceedings on behalf of the
Company, or to intervene in any proceedings to which the Company is a party, for the purpose of taking responsibility on behalf of the
Company for all or part of those proceedings.

This report is made in accordance with a resolution of Directors.

P

SNV

DC Griffiths (Chairman) PG McCormick (CEO)
Director Director
Date: 12 September 2007 Date: 12 September 2007
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CORPORATE GOVERNANCE STATEMENT

The Board of Directors of Advanced Nanotechnology Limited (Advanced Nano or the Company) is responsible for the corporate
governance of the consolidated entity. The Board guides and monitors the business and affairs of Advanced Nano on behalf of
shareholders by whom they are elected and to whom they are accountable.

The following Corporate Governance Statement sets out the extent to which Advanced Nano has followed the “Principles of Good
Corporate Governance and Best Practice Recommendations” released by the Australian Securities Exchange Limited's (ASX)
Corporate Governance Council in March 2003. Where a recommendation has not been followed, the following statement discloses this
fact, together with the reasons for the departure.

Advanced Nano’s corporate governance practices were in place throughout the year ended 30 June 2007.

The Company’s Corporate Governance Statement is reviewed and updated at least annually. The various codes, policies and charters
referred to in this statement are available for review on Advanced Nano’s website, www.advancednanotechnology.com.

In August 2007, the ASX Corporate Governance Council released its revised Corporate Governance Principles and Recommendations
(the Revised Principles). The Revised Principles apply to a company’s first financial year commencing on or after 1 January 2008 and
accordingly, will be applicable for Advanced Nano’s annual report for the year ended 30 June 2009. The ASX Corporate Governance
Council encourages listed entities to make an early transition to the Revised Principles. Advanced Nano is planning to include
references to the Revised Principles in its annual report for the year ended 30 June 2008.

PRINCIPLE 1 - LAY SOLID FOUNDATIONS FOR MANAGEMENT AND OVERSIGHT

The Board’s primary role is to protect and enhance long-term shareholder value by providing strategic guidance and direction to the
Company and evaluating its performance against these objectives.

The Company's Corporate Governance Guidelines include a formal Board Charter, which discloses the specific functions of the Board
and provides that the Board shall delegate responsibility for the day to day operations and administration of the Company to the Chief
Executive Officer, including (but not limited to):

=  The implementation of corporate strategies and performance objectives as established by the Board;

= Approval of capital and other expenditure within authority limits as determined by the Board from time to time;

= Appointment of senior management and employees other than those appointments specifically reserved to the Board; and

L] Developing systems of risk management and internal control compliance records.

The Board monitors the performance of the Company through the review and establishment of key objectives and deliverables,
including the review of monthly financial and operational activities.

PRINCIPLE 2 - STRUCTURE THE BOARD TO ADD VALUE

The Advanced Nano Board operates under a formal Board Charter, which sets out the functions of the Board, including:

= Charting the direction, strategies and financial objectives for Advanced Nano and its subsidiaries;

- Overseeing and monitoring organisational performance against these goals and objectives;

. Ensuring the significant risks facing the Company and its investments have been identified, and appropriate control, monitoring
and reporting mechanisms are in place;

L] Monitoring financial performance, including approval of the annual and half-year financial reports and liaising with the Company's
auditors;

. Communicating with and protecting the rights and interests of all shareholders and other stakeholders;

= Appointing and assessing the performance of the Executive Team, being the Chief Executive Officer, Chief Financial Officer,

Chief Operating Officer (ceasing employment September 2006) and Vice President — Global Business Development, Sales and

Marketing;

Ensuring that appropriate and effective remuneration packages and policies are implemented by the Company;

Approving and monitoring major capital expenditure, capital management and significant business transactions;

Formalisation and monitoring of corporate governance policies and codes of conduct;

Enhancing and protecting the reputation of the Company; and

Ensuring that the Board is comprised of individuals who are best able to discharge the responsibilities of Directors having regard

to the law and the best standards of governance.

The names, qualifications, experience and expertise of each of the Company’s Directors in office at the date of the annual report is

included on pages 6 and 7 of the Directors’ Report, along with the term of office held by each Director. The composition of the Board is

determined using the following principles:

=  The Board is comprised of a minimum of three Directors and a maximum of ten;

= A majority of Directors should be independent;

=  The composition of the Board is subject to shareholder approval. All Directors, except Mr. McCormick, Chief Executive Officer
(and Managing Director for the purposes of the ASX Listing Rules and the Company’s Constitution), is prohibited from holding
office for more than three years without re-election at the Company’s Annual General Meeting. All nominations for appointment to
the Board are reviewed by the current Board; and

=  The Chairman of the Board should be an independent Director and shall be elected by the Directors.

The Company has reviewed the independence of each Director, including (but not limited to) assessment of the level of their current
shareholdings and any relationships with any material customers, suppliers or advisers. For the purposes of assessing independence,
the Company has used a materiality threshold of $200,000 in respect of customer, supplier or adviser relationships.

The Company has concluded that each of the four non-executive Directors, Mr. Griffiths (Chairman), Mr. Clough, Mr. Mangioni and Mr.
Cameron (representing a majority of the Board) meet the relevant criteria for independence.
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CORPORATE GOVERNANCE STATEMENT continued
PRINCIPLE 2 - STRUCTURE THE BOARD TO ADD VALUE continued

Dr. McCormick is the Company’s sole executive Director and is a founding shareholder of the Company. Dr. McCormick currently
holds 3,679,043 shares in the Company, or 2.0% of the issued share capital as at the date of this report. Dr. McCormick also has the
ability to acquire further shares, through an Inventors Call Option Deed, with the University of Western Australia (right to acquire a
further 13,902,165 shares). Should Dr. McCormick exercise all of these rights, his total shareholding could represent up to 17,581,208
ordinary shares or 9.7% of the Company’s outstanding share capital.

The Advanced Nano Board generally meets on a monthly basis, and may also meet at such other times as may be necessary to
address any specific significant matters that may arise. The meeting agenda and submissions are circulated in advance, with standing
agenda items including strategic items, operations review, financial reports, and compliance, disclosure and governance matters.
Board meetings are attended by the Chief Financial Officer (who is also secretary of the Board) and other members of the Executive
Team. Other employees and/or external parties are invited to attend any meeting of the Board (or part thereof) as appropriate.

As set out in the Board Charter, non-executive Directors have the right to seek independent professional advice in the furtherance of
their duties as Directors of the Company at the Company’s expense. The Chairman’s prior approval of such expenditure is required.

Due to its current size, Advanced Nano'’s Board does not have a separate nomination committee. The Board of Directors currently
performs all functions relating to Board nomination and membership.

PRINCIPLE 3 - PROMOTE ETHICAL AND RESPONSIBLE DECISION-MAKING

Advanced Nano’s reputation for honesty and integrity is valuable to the Company and its shareholders, and therefore must be
maintained and protected at all times. The Directors and employees of the Company are therefore expected to conduct their business
on behalf of the Company in accordance with the highest ethical standards and sound corporate governance.

In order to provide a framework within which decisions and actions in relation to ethical conduct can be evaluated, Advanced Nano has
developed a Corporate Code of Conduct which sets out the standards expected of the Directors and employees of the Company in the
performance of their duties. The Code of Conduct also requires employees to report known or suspected events which involve
questionable, dishonest or fraudulent activity and provides that all suspected breaches of the Corporate Code of Conduct will be
investigated.

As part of Advanced Nano’s Corporate Governance Guidelines, the Company has also established a specific policy related to dealing
in the Company’s securities including guidelines for buying and selling securities in the Company (Securities Dealing Policy). This
policy includes, amongst other items, restrictions on dealing in the Company's securities during certain "closed periods" (such as the
period from the end of the relevant financial year to the date of the preliminary announcement of the Company’s annual results) and the
dealing on considerations of a short-term nature. The Securities Dealing Policy also provides that Directors must not deal in any
securities of the Company or related companies without advising the Chairman in advance and receiving clearance. Under this policy,
the Chairman is required to advise and receive clearance from the Board.

PRINCIPLE 4 - SAFEGUARD INTEGRITY IN FINANCIAL REPORTING

Advanced Nano has established an Audit Committee, the primary function of which is to assist the Board in discharging its

responsibility to exercise due care, diligence and skill in relation to the following areas:

=  Application of accounting policies and reporting of financial information to shareholders, regulators and the general public;

. Corporate conduct and business ethics, including auditor independence and ongoing compliance with laws and regulations;

=  Maintenance of an effective and efficient audit; and

=  Appointment, compensation and oversight of the external auditor, and to ensure that the external auditor meets the required
standards for auditor independence.

The Company’s Audit Committee operates under a formal charter and is comprised of Advanced Nano’s four non-executive Directors,
Mr. Griffiths, Mr. Clough, Mr. Mangioni and Mr. Cameron. The qualifications of the Audit Committee members are included in the
Directors’ Report on page 6, along with the number of meetings of the committee and the number of meetings attended (page 22). All
of the Audit Committee members are considered independent. Mr. Cameron is the current Chairman of the Audit Committee.

Audit Committee members have direct access to the Company’s external auditors and also have the authority to seek any information it
requires to carry out its duties from any officer or employee of the Company.

The Chief Executive Officer and Chief Financial Officer are required to attend Audit Committee meetings, with other attendees invited
at the request of the committee members. The Company’s external auditors (currently Ernst & Young) are invited to attend at least two
Audit Committee meetings per annum. The Audit Committee monitors the independence of its auditors and reviews their performance
on an annual basis. The Audit Committee meets (at least annually) with the external auditors without the presence of management.

The Company’s Code of Conduct also includes provisions detailing specific responsibilities of those employees and officers who are
involved in the accounting and finance areas of the Company, or who influence the financial performance of Advanced Nano.

The Board requires the Chief Executive Officer and the Chief Financial Officer to state in writing to the Board that the Company's
financial reports present a true and fair view, in all material respects, of the Company's financial position and performance and are in
accordance with relevant accounting standards. A statement on this basis was received in relation to the 2007 financial report.
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CORPORATE GOVERNANCE STATEMENT continued

PRINCIPLE 5 - MAKE TIMELY AND BALANCED DISCLOSURE

Advanced Nano is committed to complying with the continuous disclosure obligations of the Corporations Act and the ASX Listing
Rules.

In order to ensure compliance with the requirements of the Corporations Act and the ASX rules relating to continuous disclosure of
material information, Advanced Nano’s Corporate Governance Guidelines includes a specific Continuous Disclosure policy with
established internal procedures for the dissemination and monitoring of that information. The Chief Financial Officer is responsible for
the implementation, operation and monitoring of this policy. This includes overseeing and coordinating disclosure of information to the
ASX, educating employees on the Company’s disclosure policies and procedures and communicating with the Chief Executive Officer
and Directors on continuous disclosure matters.

PRINCIPLE 6 - RESPECT THE RIGHTS OF SHAREHOLDERS

Advanced Nano recognises and respects the right of its shareholders to be informed of matters, in addition to those prescribed by law,
which affect their investment in the Company. The Company also encourages dialogue with its shareholders, with the Chief Executive
Officer being the primary point of contact for shareholders requiring information about the Company.

The Company has developed and documented a Shareholder Communication Policy, which aims to ensure that the shareholders are
informed of all major developments affecting the Company's state of affairs. This policy includes the provision of relevant information
on the Company’s website and a subscription service to allow shareholders to obtain an email from the Company alerting them to a
release made to the ASX. Any such emails are sent once confirmation has been received from the ASX of the release of the
announcement. The Company also has a practice of making public information available to shareholders by other means (post, fax,
email) upon request.

The Board encourages participation of shareholders at its Annual General Meetings to ensure accountability and identification with the
Company'’s strategies and goals. Important issues will be presented to shareholders as single resolutions. In accordance with the
Corporations Act, the Board will provide its auditor with a notice of meeting and related communications. The Board will also request
the external auditor to attend all annual general meetings of the Company and be available for shareholder questions about the
conduct of the audit and the preparation and content of the Auditor's Report, and about any other matter required by the Corporations
Act.

PRINCIPLE 7 - RECOGNISE AND MANAGE RISK

The Board of Directors is responsible for overseeing and approving risk management strategy and policies, internal compliance and
internal control. The objectives of Advanced Nano's risk management program are contained in the Company’s Risk Management
Policy included in its Corporate Governance Guidelines.

Responsibility for establishing and maintaining effective risk management strategies rests with Advanced Nano’'s Executive Team,
accountable to the Board of Directors. Each of these officers provides approval for all major items of expenditure, and is involved in the
negotiation and agreement of all commercial contracts and commitments.

The Board of Directors reviews the business and financial risk management systems and internal control systems implemented by
management to obtain reasonable assurance that the entity’s assets are safeguarded and that the reliability and integrity of its financial
information is maintained. The Board will review, at least annually, the effectiveness of the Company’s risk management systems.

Advanced Nano is a quality endorsed company under the 1ISO 9001:2000 quality standard. The Company has developed a set of
policies and procedures (set out in the Company’s Quality Manual) in relation to the Company’s operations, the compliance of which is
an essential part of each employee’s responsibility to the Company and is referred to as such in the Company’s Corporate Code of
Conduct.

The Board recognises that no cost effective internal control system will preclude all errors and irregularities. The system is based upon
written procedures, policies and guidelines, an organisational structure that provides an appropriate division of responsibility, and the
selection and training of qualified personnel.

In relation to the 2007 Annual Report, the Chief Executive Officer and the Chief Financial Officer have stated to the Board in writing that
they have evaluated internal controls over financial reporting and that there is in place a sound system of risk management and internal
compliance and control which implements the policies adopted by the Board; and that the Company's risk management and internal
compliance and control system is operating efficiently and effectively in all material respects.

PRINCIPLE 8 - PERFORMANCE EVALUATION

The Chairman of the Board is responsible for the performance evaluation of the Board and its Committees (namely the Audit
Committee). At one meeting each year, the Board will evaluate and discuss its own performance as a whole and of each Director and
Chairman individually. At the same time, the Board will also review the performance of the Executive Team. The Board considers the
above process appropriate in light of the size of the Board.

The Company has also implemented an annual performance evaluation review process that takes place in June of each year. This
includes the evaluation of all management and staff, along with the establishment of objectives and deliverables for the coming year.
The annual performance review process is conducted by requiring staff to complete a self review form and then holding a meeting with
the staff member to discuss their performance, key deliverables for the coming year, and any issues raised in the review form.
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CORPORATE GOVERNANCE STATEMENT continued
PRINCIPLE 9 - REMUNERATE FAIRLY AND RESPONSIBLY

The Board recognises that 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 ensures that its
remuneration framework provides competitive rewards to attract high calibre executives and ensures, through its employee share
option plan, that its executives’ interests are aligned with those of its shareholders.

A detailed discussion of Advanced Nano’s remuneration policies and structure is provided in the Remuneration Report set out on
pages 17 to 21 of the Directors’ Report. Further details as to the current remuneration structure for Directors is also included in the
Advanced Nano Board Charter which is available in the Corporate Governance section of the Company's website.

The Board does not have a remuneration committee, as the Directors believe that the Board is not of a sufficient size to warrant the
establishment of a remuneration committee at this time. Accordingly, the Board currently performs the functions of ensuring that
appropriate and effective remuneration packages and policies are implemented within the Company, following recommendation by the
Executive Team.

PRINCIPLE 10 - COMPANY'S CONDUCT AND STAKEHOLDERS

Advanced Nano's Corporate Code of Conduct provides that all dealings with customers, suppliers and external parties shall be
conducted in a professional and courteous manner.

Advanced Nano also expects its employees to avoid any circumstances where their personal, financial or other interest may be in
conflict (either directly or indirectly) with their responsibilities to the Company. Employees are required to disclose any such conflicts to
their supervisor or manager, including any personal interests or obligations which could create any suspicion that actions they take or
decisions they make for the Company might be influenced.
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INCOME STATEMENT
For the year ended 30 June 2007

CONSOLIDATED PARENT
Notes 2007 2006 2007 2006

$ $ $ $
Continuing operations
Revenue 5(a) 3,048,931 3,072,446 3,048,758 3,072,018
Cost of goods sold (2,301,069) (2,205,676) (2,278,025) (2,342,640)
Gross profit 747,862 866,770 770,733 729,378
Other income 5(b) 408,800 96,195 370,571 34,574
Labour and personnel expenses 5(c) (3,333,051) (2,332,061) (3,332,620) (2,331,710)
Travel and related expenses (308,047) (124,594) (308,047) (124,594)
Occupancy expenses (154,985) (121,273) (154,985) (69,584)
Other operating costs (66,353) (60,248) (66,353) (60,237)
Corporate overheads (672,906) (454,547) (662,918) (452,688)
Sales and marketing expenses (155,182) (81,148) (155,182) (81,148)
Depreciation and amortisation 5(d) (812,451) (861,689) (487,431) (447,005)
Other expenses (27,848) (57,245) (347,929) (395,069)
Finance costs 5(e) (23,698) (26,019) (23,698) (26,019)
Loss before income tax (4,397,859) (3,155,859) (4,397,859) (3,224,102)
Income tax expense - - - -
Loss after tax from continuing operations (4,397,859) (3,155,859) (4,397,859) (3,224,102)
Net loss attributable to members of parent (4,397,859) (3,155,859) (4,397,859) (3,224,102)
Loss per share (cents per share) 7
- basic for loss for the year (2.62) (1.88) (2.62) (1.92)
- diluted for loss for the year (2.62) (1.88) (2.62) (1.92)
- dividends paid per share Nil Nil Nil Nil

The above Income Statement should be read in accordance with the accompanying notes.
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BALANCE SHEET
As at 30 June 2007

CONSOLIDATED PARENT
Notes 2007 2006 2007 2006

$ $ $ $
ASSETS
Current Assets
Cash and cash equivalents 8 2,168,836 5,718,870 2,151,936 5,690,781
Trade and other receivables 9 208,354 499,377 285,638 595,378
Inventories 10 751,631 277,788 751,631 277,788
Prepayments 11 33,611 17,085 33,611 16,317
Other financial assets 12 140,106 36,971 140,106 36,971
Total Current Assets 3,302,538 6,550,091 3,362,922 6,617,235
Non-Current Assets
Other financial assets 13 132,131 261,535 132,131 261,535
Investment in controlled entity 14 - - 2,082,836 2,269,597
Property, plant and equipment 15 1,984,651 1,706,009 1,832,326 1,424,333
Intangible assets 16 6,365,972 6,669,146 4,407,867 4,492,327
Total Non-Current Assets 8,482,754 8,636,690 8,455,160 8,447,792
TOTAL ASSETS 11,785,292 15,186,781 11,818,082 15,065,027
LIABILITIES
Current Liabilities
Trade and other payables 18 98,179 167,987 225,751 167,729
Interest bearing loans and borrowings 19 64,326 33,317 64,326 33,317
Provisions 20 180,977 114,773 180,977 114,773
Deferred income 21 318,609 53,463 272,984 -
Other liabilities 21 432,359 266,215 432,250 277,621
Total Current Liabilities 1,094,450 635,755 1,176,288 593,440
Non-Current Liabilities
Interest bearing loans and borrowings 19 147,546 211,873 147,546 211,873
Provisions 20 205,036 164,113 205,036 164,113
Deferred income 21 86,386 116,777 - -
Total Non-Current Liabilities 438,968 492,763 352,582 375,986
TOTAL LIABILITIES 1,533,418 1,128,518 1,528,870 969,426
NET ASSETS 10,251,874 14,058,263 10,289,212 14,095,601
Equity
Issued capital 23 28,012,445 28,012,445 28,012,445 28,012,445
Option premium reserve 23 928,723 337,253 928,723 337,253
Accumulated losses 23 (18,689,294) (14,291,435) (18,651,956) (14,254,097)
Parent Interests 10,251,874 14,058,263 10,289,212 14,095,601
TOTAL EQUITY 10,251,874 14,058,263 10,289,212 14,095,601

The above Balance Sheet should be read in accordance with the accompanying notes.
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CASH FLOW STATEMENT
For the year ended 30 June 2007

CONSOLIDATED PARENT
Notes 2007 2006 2007 2006
$ $ $ $

Cash flows from operating activities
Receipts from customers 3,320,134 2,445,582 3,320,134 2,447,765
Payments to suppliers and employees (6,316,728) (4,735,189) (6,305,366) (4,771,582)

(2,996,594) (2,289,607) (2,985,232) (2,323,817)
Receipt of government grants 466,952 34,574 466,952 34,574
Interest received 288,513 380,328 288,340 379,900
Borrowing costs (23,698) (26,019) (23,698) (26,019)
Net cash (outflows) from operating activities 8 (2,264,827) (1,900,724) (2,253,638) (1,935,362)
Cash flows from investing activities
Purchase of property, plant and equipment (746,857) (470,364) (746,857) (471,950)
Purchase of patents, trademarks, and development costs (439,061) (273,998) (439,061) (237,695)
Net cash (outflows) from investing activities (1,185,918) (744,362) (1,185,918) (709,645)
Cash flows from financing activities
Transaction costs of issue of shares - (11,604) - (11,604)
Repayment of borrowings (33,315) (33,317) (33,315) (33,317)
Net cash (outflows) from financing activities (33,315) (44,921) (33,315) (44,921)
Net (decrease) in cash and cash equivalents held (3,484,060) (2,690,007) (3,472,871) (2,689,928)
Cash and cash equivalents at the beginning of the year 5,718,870 8,405,549 5,690,781 8,377,381
Exchange rate adjustment (65,974) 3,328 (65,974) 3,328
Cash and cash equivalents at the end of the year 8 2,168,836 5,718,870 2,151,936 5,690,781

The above Cash Flow Statement should be read in accordance with the accompanying notes.
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STATEMENT OF CHANGES IN EQUITY

For the year ended 30 June 2007

Attributable to equity holders of the parent

Option
premium Accumulated
CONSOLIDATED Issued captial reserve losses Total
$ $ $ $
As 1 July 2005 28,024,049 139,993 (11,135,576) 17,028,466
Total income and expense for the period
recognised directly in equity - - - -
(Loss) for the period - - (3,155,859) (3,155,859)
Total (expense) for the period - - (3,155,859) (3,155,859)
Share issue costs (11,604) - - (11,604)
Cost of share-based payment - 197,260 - 197,260
At 30 June 2006 28,012,445 337,253 (14,291,435) 14,058,263
As 1 July 2006 28,012,445 337,253 (14,291,435) 14,058,263
Total income and expense for the period
recognised directly in equity - - - -
(Loss) for the period - - (4,397,859) (4,397,859)
Total (expense) for the period - - (4,397,859) (4,397,859)
Cost of share-based payment 591,470 591,470
At 30 June 2007 28,012,445 928,723 (18,689,294) 10,251,874
Attributable to equity holders of the parent
Option
premium Accumulated
PARENT Issued captial reserve losses Total
$ $ $ $
As 1 July 2005 28,024,049 139,993 (11,029,995) 17,134,047
Total income and expense for the period
recognised directly in equity - - - -
(Loss) for the period - - (3,224,102) (3,224,102)
Total (expense) for the period - - (3,224,102) (3,224,102)
Share issue costs (11,604) - - (11,604)
Cost of share-based payment - 197,260 - 197,260
At 30 June 2006 28,012,445 337,253 (14,254,097) 14,095,601
As 1 July 2006 28,012,445 337,253 (14,254,097) 14,095,601
Total income and expense for the period
recognised directly in equity - - - -
(Loss) for the period - - (4,397,859) (4,397,859)
Total (expense) for the period - - (4,397,859) (4,397,859)
Cost of share-based payment - 591,470 - 591,470
At 30 June 2007 28,012,445 928,723 (18,651,956) 10,289,212

The above Statement of Changes in Equity should be read in accordance with the accompanying notes.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 June 2007

CORPORATE INFORMATION

The financial report for Advanced Nanotechnology Limited (the Company) for the year ended 30 June 2007 was authorised for issue in
accordance with a resolution of the directors on 12 September 2007.

Advanced Nanotechnology Limited is a company limited by shares incorporated in Australia whose shares are publicly traded on the
Australian Stock Exchange.

The principal activities of the Company during the year were the development, production and sale of metal oxides powders and
dispersions.

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 and Australian Accounting Standards.

The financial report has also been prepared on a historical cost basis.
The financial report is presented in Australian dollars.
Statement of compliance

The financial report complies with Australian Accounting Standards, which include Australian equivalents to International Financial
Reporting Standards (AIFRS). The financial report also complies with International Financial Reporting Standards.

The following Australian Accounting Standards that have recently been issued or amended but are not yet effective have not been

adopted for the annual reporting period ended 30 June 2007:

Reference | Title Summary Application Impact on Group financial report | Application
date of date for
standard Group
AASB Amendments to Amending standard issued as a | 1 January 2007 | AASB 7 is a disclosure standard 1 July 2007
2005-10 Australian Accounting consequence of AASB 7 so will have no direct impact on
Standards [AASB 132, Financial Instruments: the amounts included in the
AASB 101, AASB 114, Disclosures. Group’s financial statements.
AASB 117, AASB 133, However, the amendments will
AASB 139, AASB 1, result in changes to the financial
AASB 4, AASB 1023 & instrument disclosures included in
AASB 1038] the Group’s financial report.
AASB Amendments to Amending standard issued as a 1 March This is consistent with the Group's 1 July 2007
2007-1 Australian Accounting consequence of AASB 2007 existing accounting policies for
Standards arising from | Interpretation 11 AASB 2 — share-based payments, so the
AASB Interpretation 11 | Group and Treasury Share amendments are not expected to
[AASB 2] Transactions. have any impact on the Group's
financial report.
AASB Amendments to Amending standard issued as a | 1 January 2008 | The Group currently has no 1 July 2008
2007-2 Australian Accounting consequence of AASB service concession arrangements
Standards arising from | Interpretation 12 Service or public-private-partnerships
AASB Interpretation 12 | Concession Arrangements. (PPP), so the amendments are not
[AASB 1, AASB 117, expected to have any impact on
AASB 118, AASB 120, the Group's financial report.
AASB 121, AASB 127,
AASB 131 & AASB
139]
AASB Amendments to Amending standard issued as a | 1 January 2009 | AASB 8 is a disclosure standard 1 July 2009
2007-3 Australian Accounting consequence of AASB 8 so will have no direct impact on
Standards arising from | Operating Segments. the amounts included in the
AASB 8 [AASB 5, Group's financial statements.
AASB, AASB 6, AASB However the amendments may
102, AASB 107, AASB have an impact on the Group’s
119, AASB 127, AASB segment disclosures as segment
134, AASB 136, AASB information included in internal
1023 & AASB 1038] management reports is more
detailed than is currently reported
under AASB 114 Segment
Reporting.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Statement of compliance continued

Reference Title Summary Application Impact on Group financial report | Application
date of date for
standard Group
AASB Amendments to Amendments arising as a 1 July 2007 These amendments are 1 July 2007
2007-4 Australian result of the AASB decision expected to reduce the extent of
Accounting that, in principle, all options some disclosures in the Group's
Standards arising that currently exist under financial report.
from ED 151 and IFRSs should be included in
Other Amendments the Australian equivalents to
[AASB 1, 2, 3, 4,5, 6, | IFRSs and additional
7,102, 107, 108, Australian disclosures should
110, 112, 114, 1186, be eliminated, other than
117,118, 119, 120, those now considered
121, 127, 128, 129, particularly relevant in the
130, 131, 132, 133, Australian reporting
134, 136, 137, 138, environment.
139, 141, 1023 &
1038]
AASB Amendments to This Standard makes 1 July 2007 This amendment only relates to 1July 2007
2007-5 Australian amendments to AASB 102 Not-for-Profit Entities and as
Accounting Standard | Inventories. such is not expected to have
— Inventories Held for any impact on the Group's
Distribution by Not- financial report.
for-Profit Entities
[AASB 102]
AASB Amendments to Amending standard issued as 1 January The amendments to AASB 123 1 July 2009
2007-6 Australian a consequence of revisions 2009 require that all borrowing costs
Accounting to AASB 123 Borrowing associated with a qualifying
Standards arising Costs. asset be capitalised. The Group
from AASB 123 has no borrowing costs
[AASB 1, AASB 101, associated with qualifying
AASB 107, assets and as such the
AASB 111, amendments are not expected
AASB 116 & to have any impact on the
AASB 138 and Group's financial report.
Interpretations 1 &
12]
AASB Amendments to Amending standards for 1 July 2007 The amendments are minor and | 1 July 2007
2007-7 Australian wording errors, discrepancies do not affect the recognition,
Accounting and inconsistencies. measurement or disclosure
Standards [AASB 1, requirements of the standards.
AASB 2, AASB 4, Therefore the amendments are
AASB 5, AASB 107 & not expected to have any impact
AASB 128] on the Group's financial report.
AASB 7 Financial New standard replacing 1 January Refer to AASB 2005-10 above. 1 July 2007
Instruments: disclosure requirements of 2007
Disclosures AASB 130 Disclosures in the
Financial Statements of
Banks and Similar Financial
Institutions and AASB 132
Financial Instruments:
Disclosure and Presentation.
AASB 8 Operating Segments New standard replacing 1 January Refer to AASB 2007-3 above. 1 July 2009
AASB 114 Segment 2009
Reporting, which adopts a
management approach to
segment reporting.
AASB 123 Borrowing Costs The amendments to AASB 1 January Refer to AASB 2007-6 above. 1 July 2009
(amended) 123 require that all borrowing 2009

costs associated with a
qualifying asset must be
capitalised.
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For the year ended 30 June 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Statement of compliance continued

Reference

Title

Summary

Application

Impact on Group financial report

Application

date of
standard

date for
Group

AASB
Interpreta-
tion 10

Interim Financial
Reporting and
Impairment

Addresses an inconsistency
between AASB 134 Interim
Financial Reporting and the
impairment requirements
relating to goodwill in AASB
136 Impairment of Assets
and equity instruments
classified as available for sale
in AASB 139 Financial
Instruments: Recognition and
Measurement.

1 November
2006

The prohibitions on reversing
impairment losses in AASB 136
and AASB 139, which are to
take precedence over the more
general statement in AASB 134,
are not expected to have any
impact on the Group’s financial
report.

1 July 2007

AASB
Interpreta-
tion 11

AASB 2 — Group and
Treasury Share
Transactions

Addresses whether certain
types of share-based
payment transactions with
employees (or other suppliers
of good and services) should

be accounted for as equity-
settled or as cash-settled
transactions under

AASB 2 Share-based
Payment. It also specifies
the accounting in a
subsidiary’s financial
statements for share-based
payment arrangements
involving equity instruments
of the parent.

1 March
2007

Refer to AASB 2007-1 above.

1 July 2007

AASB
Interpreta-
tion 12

Service Concession
Arrangements

Clarifies how operators
recognise the infrastructure
as a financial asset and/or an
intangible asset — not as
property, plant and
equipment.

1 January
2008

Refer to AASB 2007-2 above.

1 July 2008

IFRIC
Interpreta-
tion 13

Customer Loyalty
Programmes

Deals with the accounting for
customer loyalty
programmes, which are used
by companies to provide
incentives to their customers
to buy their products or use
their services.

1 July 2008

The Group does not have any
customer loyalty programmes
and as such this interpretation is
not expected to have any impact
on the Group's financial report.

1 July 2008

IFRIC
Interpreta-
tion 14

IAS 19 - The Asset
Ceiling: Availability of
Economic Benefits
and Minimum Funding
Requirements

Aims to clarify how to
determine in normal
circumstances the limit on the
asset that an employer's
balance sheet may contain in
respect of its defined benefit
pension plan.

1 January
2008

The Group does not have a
defined benefit pension plan and
as such this interpretation is not
expected to have an impact on
the Group's financial report.

1 July 2008

Basis of consolidation

The consolidated financial statements are those of the consolidated entity, comprising Advanced Nanotechnology Limited (the

Company) and all entities that Advanced Nano controlled from time to time during the year and at reporting date (the Group).

Information from the financial statements of subsidiaries is included from the date the Company obtains control until such time as
control ceases. Where there is loss of control of a subsidiary, the consolidated financial statements include the results for the part of
the reporting period during which the parent company has control.

Subsidiary acquisitions are accounted for using the purchase method of accounting. The financial statements of subsidiaries are
prepared for the same reporting period as the parent company, using consistent accounting policies. Adjustments are made to bring
into line any dissimilar accounting policies that may exist. All intercompany balances and transactions, income and expenses and
profits and losses from intra-group transactions, have been eliminated in full.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

(d)  Significant accounting judgements, estimates and assumptions

Significant accounting judgements

In the process of applying the Group's accounting policies, management continually evaluates judgements, estimates and assumptions
based upon experiences and other factors, including expectations of future events that may have an impact on the Group. All
judgements, estimates and assumptions are believed to be reasonable based upon the most current set of circumstances available to
management. However, given the uncertain nature of future sales and earnings, actual results may materially differ from judgements,
estimates and assumptions. Significant judgements, estimates and assumptions made by management in the preparation of these
financial statements are outlined below:

Inventories

Inventories are valued at the lower of cost and net realisable value. The Group assesses net realisable value by reference to the
current and expected future selling price of its products. Where the consumption of certain inventory balances for future sale is not
reasonably assured, the Group recognises an expense in the current year.

Development costs
Development expenditure incurred on an individual project is carried forward when management considers that its future recoverability

can reasonably be regarded as assured.

Impairment of intangible assets
The Group assesses impairment of all assets at each reporting date by evaluating conditions specific to the Group and to the particular
asset that may lead to impairment. These include consideration of the product performance and the Group’s future product
expectations, and the technological, market, economic or legal environments in which the Group operates. If an impairment trigger
exists the recoverable amount of the asset is determined. This involves the value in use calculations, which incorporate a number of
key estimates and assumptions.

Significant accounting estimates and assumptions

The carrying amounts of certain assets and liabilities are often determined based on estimates and assumptions of future events. The
key estimates and assumptions that have a significant risk of causing a material adjustment to the carrying amounts of certain assets
and liabilities within the next annual reporting period are:

Share-based payment transactions

The Group measures the cost of equity-settled transactions with employees by reference to the fair value of the equity instruments at
the date at which they are granted. The fair value is determined using a Binomial pricing model based upon the assumptions detailed
in note 17.

Useful lives of intangible assets

The Group has determined the useful lives of its intangible assets. In making this determination, consideration was given to the
underlying asset. The Group’s Intellectual Property, including licence fees granted in order to access the intellectual property, has
been determined to have a useful life equivalent to the remaining term of the underlying patent portfolio

The capitalised development costs have been determined to have a useful life approximating the product life of each individual product
line. This ranges from 2 to 5 years. For further information relating to the Group’s intangible assets, refer to note 16.

(e) Foreign currency

The functional and presentation currency of Advanced Nano and its subsidiary Advanced Nano Technologies Pty Limited is Australian
Dollars ($). The functional and presentation currency of the subsidiary, Advanced Nano, Inc. is United States Dollars.

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.

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

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.

® Cash and cash equivalents
For purposes of the Cash Flow Statement, cash and cash equivalents includes deposits at call with financial institutions and other
highly liquid investments with short periods to maturity which is readily convertible to cash on hand and are subject to an insignificant
risk of changes in value, net of outstanding bank overdrafts.

(g) Trade and other receivables
Trade receivables, which generally have 30-90 day terms (with the exception of certain US debtors), are recognised and carried at

original invoice amount less an allowance for any uncollectible amounts. An allowance for doubtful debts is made when there is
objective evidence that the Group will not be able to collect the debts. Bad debts are written off when identified.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

(h)  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.

Finished Goods and Work In Progress
Cost of direct material and labour and a proportion of manufacturing overheads based on normal operating capacity.

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.

0] Impairment of assets

At each reporting date, the Group assesses whether there is any indication that an asset may be impaired. Where an indicator exists,
the Group makes a formal estimate of recoverable amount. The recoverable amount of an asset 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 assets’ 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. The decrement in the carrying amount is recognised as an expense in net profit or loss in the
reporting period in which the recoverable amount write-down occurs.

In assessing value in use, the expected future cash flows included in determining recoverable amounts of assets 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.

@) Property, plant and equipment
Plant and equipment is stated at cost less accumulated depreciation and any accumulated impairment losses.
Depreciation is calculated on a straight line basis to write off the net cost of each item of property, plant and equipment over its

expected useful life to the entity. Estimates of remaining useful lives are made on a regular basis for all assets, with annual
reassessments for major items. The expected useful lives are as follows:

2007 2006
Category Useful life Useful life
Plant and equipment 5-15 Years 5-15 Years

Where items of plant and equipment have separately identifiable components which are subject to regular replacements, those
components are assigned useful lives distinct from the item of plant and equipment to which they relate.

Impairment

The carrying values of plant and equipment are reviewed for impairment when events or changes in circumstances indicate the
carrying value may not be recoverable. For an asset that does not generate largely independent cash inflows, the recoverable amount
is determined for the cash-generating unit to which the asset belongs.

If any such indication exists and where the carrying values exceed the estimated recoverable amount, the assets or cash-generating
units are written down to their recoverable amount.

The recoverable amount of plant and equipment is the greater of fair value less costs to sell and value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset.

An item of property, plant and equipment is derecognised upon disposal or when no future economic benefits are expected to arise
from the continued use of the asset.

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 the income statement in the period the item is derecognised.

(k) Borrowing costs

Borrowing costs are recognised as an expense when incurred.

Page 35



0]

(m)

(n)

(0)

ADVANCED NANOTECHNOLOGY LIMITED ANNUAL REPORT — 30 JUNE 2007

NOTES TO THE FINANCIAL STATEMENTS
For the year ended 30 June 2007

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued
Leases

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

Operating lease payments are recognised as expenses on a straight line basis over the lease term unless a more systematic basis is
more representative of the time pattern of the user’s benefits. The Group does not currently have any finance leases.

Investment in controlled entities

The investment in the Company’s subsidiaries are carried at the lower of cost and recoverable amount. Recoverable amount is
determined with reference to net assets of the subsidiary.

Investments and other financial assets

Financial assets in the scope of AASB 139 “Financial Instruments — Recognition and Measurement” are classified as either:
0] Financial assets at fair value through profit or loss;

(i) Loans and receivables;

(iii) Held-to-maturity investments; or

(iv) Available-for-sale investments,

as appropriate.

When financial assets are initially recognised they are measured at fair value plus, in the case of investments not at fair value through
profit or loss, directly attributable transaction costs.

After initial recognition, investments, which are classified as held for trading (in the category “Financial assets at fair value through
profit or loss”) and available-for-sale, are measured at fair value. Gains or losses on investments held for trading are recognised in
profit or loss.

For investments that are actively traded in organised financial markets, fair value is determined by reference to Stock Exchange
quoted market bid prices at the close of business on the balance sheet date.

For investments where there is no quoted market price, fair value is determined by reference to the current market value of another
instrument which is substantially the same or is calculated based on the expected future cash flows of the underlying net asset base of
the investment.

Gains or losses on available-for-sale investments are recognised as a separate component of equity until the investment is sold,
collected or otherwise disposed of, or until the investment is determined to be impaired, at which time the cumulative gain or loss
previously reported in equity is included in profit or loss.

Non-derivative financial assets with fixed or determinable payments and fixed maturity are classified as held-to-maturity when the
Group has the positive intention and ability to hold to maturity. Investments intended to be held for an undefined period are not
included in this classification. Other long-term investments that are intended to be held-to-maturity, such as bonds, are subsequently
measured at amortised cost using the effective interest method. Amortised cost is calculated by taking into account any discount or
premium on acquisition, over the period to maturity.

For investments carried at amortised cost, gains and losses are recognised in income when the investments are derecognised or
impaired, as well as through the amortisation process.

Impairment of financial assets
The Group assesses at each balance sheet date whether a financial asset or group of financial assets is impaired.

Financial assets carried at amortised cost

If there is objective evidence that an impairment loss on loans and receivables carried at amortised cost has been incurred, the amount
of the loss is measured as the difference between the asset’s carrying amount and the present value of estimated future cash flows
(excluding future credit losses that have not been incurred) discounted at the financial asset’s original effective interest rate (i.e. the
effective interest rate computed at initial recognition). The carrying amount of the asset is reduced either directly or through use of an
allowance account. The amount of the loss is recognised in profit or loss. The Group first assesses whether objective evidence of
impairment exists individually for financial assets that are individually significant, and individually or collectively for financial assets that
are not individually significant. If it is determined that no objective evidence of impairment exists for an individually assessed financial
asset, whether significant or not, the asset is included in a group of financial assets with similar credit risk characteristics and that
group of financial assets is collectively assessed for impairment. Assets that are individually assessed for impairment and for which an
impairment loss is or continues to be recognised are not included in a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases and the decrease can be related objectively to an event
occurring after the impairment was recognised, the previously recognised impairment loss is reversed. Any subsequent reversal of an
impairment loss is recognised in profit or loss, to the extent that the carrying value of the asset does not exceed its amortised cost at
the reversal date.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued
(0) Impairment of financial assets continued

Financial assets carried at cost

If there is objective evidence that an impairment loss has been incurred on an unquoted equity instrument that is not carried at fair
value (because its fair value cannot be reliably measured), or on a derivative asset that is linked to and must be settled by delivery of
such an unquoted equity instrument, the amount of the loss is measured as the difference between the asset's carrying amount and the
present value of estimated future cash flows, discounted at the current market rate of return for a similar financial asset.

(p) Intangible assets and expenditure carried forward

Acquired both separately and from a business combination

Intangible assets acquired separately are initially measured at cost and from a business combination are capitalised at fair value as at
the date of acquisition. Following initial recognition, the cost model is applied to the class of intangible assets, i.e. they are carried at
cost less any accumulated amortisation and any accumulated impairment losses.

The useful lives of these intangible assets are assessed to be either finite or indefinite. Where amortisation is charged on assets with
finite lives, this expense is taken to the income statement through the ‘depreciation and amortisation’ line item.

Intangible assets, excluding development costs, created within the business are not capitalised and expenditure is charged against
profits in the period in which the expenditure is incurred.

Intangible assets are tested for impairment where an indicator of impairment exists, and in the case of indefinite lived intangibles
annually, either individually or at the cash generating unit level. Useful lives are also examined on an annual basis and adjustments,
where applicable, are made on a prospective basis.

Intellectual property rights
The useful lives of these intangible assets are assessed to be finite. The cost of acquiring intellectual property rights (copyright) is
carried at cost and amortised on a straight-line basis over 16.24 years, being the remaining useful life from the date of transfer.

Patents, trademarks and licenses

The useful lives of these intangible assets are assessed to be finite. Costs incurred for the preparation, application and registration of
patents and trademarks (including patents attorney fees) are carried at cost and are amortised on a straight-line basis from the
application date over the remaining useful life of the patent or trademark, being up to 20 years (patents) or 10 years (trade marks). If
the patent or trademark is not granted, lapses or is abandoned, any capitalised cost is expensed when known. The costs associated
with annual renewal fees are expensed as incurred. Costs associated with license fees issued over patents are amortised on a
straight-line basis from the date of the license over the remaining useful life of the underlying patent.

Research and development costs
Research costs are expensed as incurred.

Development expenditure incurred on an individual project is carried forward when its future recoverability can reasonably be regarded
as assured.

Following the initial recognition of the development expenditure, the cost model is applied requiring the asset to be carried at cost less
any accumulated amortisation and accumulated impairment losses. Amortisation is calculated on a straight-line basis over the
products life, currently estimated at 2 to 5 years.

Any expenditure carried forward is amortised over the period of expected future sales from the related project.

The carrying value of development costs is reviewed for impairment annually when the asset is not yet in use, or more frequently when
an indicator of impairment arises during the reporting year indicating that the carrying value may not be recoverable.

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 the income statement when the asset is derecognised.

(q) Trade creditors and other payables
Trade and other payables are carried at amortised costs 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.

(r) Interest bearing loans and borrowings
All loans and borrowings are initially recognised at the fair value of the consideration received less directly attributable transaction
costs. After initial recognition, interest bearing loans and borrowings are subsequently measured at amortised cost using the effective

interest method.

Gains and losses are recognised in profit or loss when the liabilities are derecognised.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued
Share-based payment transactions

The Group provides benefits to employees (including directors) of the Group in the form of share-based payment transactions,
whereby employees render services in exchange for shares or rights over shares (‘equity-settled transactions’).

The Group currently has an Employee Share Option Plan (ESOP), which provides benefits to directors and employees.

The cost of these equity-settled transactions with employees is measured by reference to the fair value at the date at which they are
granted. The fair value is determined by using a Binomial valuation model.

In valuing equity-settled transactions, no account is taken of any performance conditions, other than conditions linked to the price of
the shares of Advanced Nanotechnology Limited (‘market conditions’).

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, over the period in which the
performance conditions are fulfilled, ending on the date on which the relevant employees become fully entitled to the award (‘vesting
date’).

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 number of awards that, in the opinion of the directors of the Group, will ultimately vest.
This opinion is formed based on the best available information at balance date. No adjustment is made for the likelihood of market
performance conditions being met as the effect of these conditions is included in the determination of fair value at grant date.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting is conditional upon a market
condition.

Where 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 increase in the value of the transaction as a result of the modification, as
measured at the date of modification.

Where 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. However, if a new award is substituted for the cancelled award, and designated
as a replacement award on the date that it is granted, the cancelled and new award are treated as if they were a modification of the
original award, as described in the previous paragraph.

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

Issued and paid up capital is recognised at the fair value of the consideration received by the Company. Any transaction costs arising
on the issue of ordinary shares are recognised directly in equity as a reduction of the share proceeds.

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. Amounts disclosed as revenue are net of returns, trade allowances and duties and taxes paid. Revenue is recognised for
the major business activities as follows:

Services
Service revenue is recognised when service is provided.

Other
Revenue from the sale of goods is recorded when goods have been despatched to a customer pursuant to a sales order and the
associated significant risks and rewards of ownership of the goods have passed to the carrier or customer.

Interest

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

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.

Income tax

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:

(i) except where 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, at the time of the transaction, affects neither the accounting profit nor taxable
profit or loss; or

(i) in respect of taxable temporary differences associated with investments in subsidiaries, associates and interests in joint ventures,
except where 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 assets 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 assets and unused tax losses can be utilised:

(i) except where 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

(i) in respect of deductible temporary differences associated with investments in subsidiaries, associates and interests in joint
ventures, deferred tax assets are 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 differences 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 the income statement.

Other taxes

Goods and Services Tax (GST)

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

(i) Where 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

(i) 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 Cash Flow Statement 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.
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) Employee benefits

Wages and salaries, annual leave and sick leave

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

Annual leave liabilities which are not expected to be settled within 12 months are measured at the present value of the estimated future
cash outflow to be made in respect of services provided by the employees up to the reporting date. In determining the present value of
the future cash outflow it is assumed that employees will receive salary increases in line with CPI and therefore once discounted back
to the present value the current value equals the present value.

Superannuation
Contribution to employees’ superannuation funds made up by the Group are charged to the income statement in the period in which
the contributions are payable.

Long service leave

Liabilities for long service leave are measured at the present value of the estimated future cash outflow to be made in respect of
services provided by the employees up to the reporting date. In determining the present value of the future cash outflow it is assumed
that employees will receive salary increases in line with CPI and therefore once discounted back to the present value the current value
equals the present value. Long service leave is recognised based on the following basis:

Years of service 0<5 years 5+ years
% of liability taken up 0% 100%

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.

2) Earnings per share

Basic earnings per share (EPS) is calculated as net profit/(loss) attributable to members adjusted to exclude costs of servicing equity
(other than dividends) and preference share dividends, divided by the weighted average number of ordinary shares, adjusted for any
bonus element.

Diluted EPS is calculated as net profit/(loss) attributable to members, adjusted for:

(i) Costs of servicing equity (other than dividends) and preference share dividends;

(i) The after tax effect of dividends and interest associated with dilutive potential ordinary shares that have been recognised as
expenses; and

(iiiy 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.

(aa) Comparatives

Where necessary, comparatives have been reclassified and repositioned for consistency with current year disclosures.
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FINANCIAL RISK MANAGEMENT OBJECTIVES AND POLICIES

The Group’s principal financial instruments comprise chattel mortgages and cash and short-term deposits.

The main purpose of these financial instruments is to provide finance for the Group’s operations. The Group has various other
financial assets and liabilities such trade receivables and trade payables, which arise directly from its operations. It is, and has been
throughout the period in review, the Group’s policy that no trading in financial instruments shall be undertaken. The main risks arising
from the Group’s financial instrument are cash flow interest rate risk, foreign currency risk, credit risk and mortgage risk. The Board
reviews and agrees policies for managing each of these risks and they are summarised below:

Cash flow interest rate risk

The Group’s exposure to the risk of changes in market interest rates relates primarily to the Group’s cash and cash equivalents with a
floating interest rate. To manage this exposure the Company’s holds minimal funds in its low interest bearing transactional accounts,
and invest the balance of its fund in Cash Deposit Accounts in a combination of At Call, 30 day and 60 day deposits, which earn a
higher fixed rate of interest, while at the same time keeping the funds liquid.

Foreign currency risk

The Group also has transactional currency exposures. Such exposure arises from sales or purchases by an operating unit in
currencies other than the unit’s functional currency. The most significant of which is exposure to fluctuations in the US$:AU$. To help
mitigate this exposure, foreign currency payments are matched as closely as possible against foreign currency receipts with net funds
held in a US$ bank account and translated into AU$ as and when the need arises.

Credit risk

The Group trades only with recognised, creditworthy third parties. It is the Group's policy that all customers who wish to trade on credit
terms are subject to credit verification procedures. In addition, receivable balances are monitored on an ongoing basis to minimise the
Group’s exposure to bad debts.

Mortgage risk

The Group has two chattel mortgages totalling $211,872 (refer note 19) These mortgages are repayable in monthly instalments and
bear interest fixed at 8.762% and 9.526% respectively per annum. Security for the loans is a first registered mortgage debenture over
the Company’s assets and undertakings including uncalled capital and called but unpaid capital and term deposit letters of set off
totalling $166,535 has been given by the Company.

SEGMENT INFORMATION
Segment products and locations

The consolidated entity is organised and managed separately according to the nature of the products and services they provide, with
each segment offering different products and serving different markets.

The Personal Care segment produces and distributes dispersions of mineral-only UV filters in cosmetic emollients used for sunscreen,
skincare, skin whitening and pharmaceutical formulations. The Industrial Coatings and Environmental segment produces and
distributes cerium oxide nanoparticle dispersions to date used in diesel fuel applications and transparent zinc-oxide powders and
dispersions used in coating, plastics and related industries for UV and other protection.

Geographically, the Group operates in three predominant segments, being Australasia, North America and Europe. All production
operations and the head office and investment activities of the Group also take place exclusively in Australia. Geographical segments
indicate where the customers are located.
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SEGMENT INFORMATION continued

Primary segment — Business segments

Personal Care Industrial Coatings & Environmental Consolidated
2007 2006 2007 2006 2007 2006
$ $ $ $ $ $

Revenue

Sales to customers 1,408,343 1,480,017 1,378,394 1,190,957 2,786,737 2,670,974
Total segment revenue 1,408,343 1,480,017 1,378,394 1,190,957 2,786,737 2,670,974
Non-segment revenues

Interest revenue 262,194 401,472

Total revenue 3,048,931 3,072,446

Other income 408,800 96,195
Total consolidated revenue 3,457,731 3,168,641
Results

Unallocated expenses (7,855,590) (6,324,500)
Loss before income tax expense (4,397,859) (3,155,859)

Income tax expense - -
Loss after income tax expense (4,397,859) (3,155,859)
Assets

Unallocated assets 11,785,292 15,186,781
Total assets 11,785,292 15,186,781
Liabilities

Unallocated liabilities 1,533,418 1,128,518
Total liabilities 1,533,418 1,128,518
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4, SEGMENT INFORMATION continued

(b)  Primary segment — Business segments continued

Personal Care Industrial Coatings & Environmental Consolidated
2007 2006 2007 2006 2007 2006
$ $ $ $ $ $

Other segment information

Acquisition of property, plant and equipment, intangibles assets and other non-current assets 1,273,163 811,446

Depreciation 455,041 418,314

Amortisation 742,234 704,070

Inventory write-down 144,829 -

Impairment of development costs 87,250 32,497
Cash flow information

Net cash outflows from operating activities (2,264,827) (1,900,724)

Net cash outflows from investing activities (1,185,918) (744,362)

Net cash outflows from financing activities (33,315) (44,921)

(c) Secondary segment — Geographic segments
Australasia North America Europe Consolidated
2007 2006 2007 2006 2007 2006 2007 2006
$ $ $ $ $ $ $ $

Segment revenue 1,746,743 1,275,870 245,920 459,543 1,465,068 1,433,228 3,457,731 3,168,641
Segment assets 11,785,292 15,186,781 - - - - 11,785,292 15,186,781
Other segment information

Acquisition of property, plant and equipment,

intangibles assets and other non-current assets 1,273,163 811,446 - - - - 1,273,163 811,446
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REVENUES AND EXPENSES

Revenue

Sale of goods
Finance revenue

Breakdown of finance revenue:
Bank interest receivable
Total finance revenue

Other income

Government grants realised
Total other income

Government grants

CONSOLIDATED PARENT
2007 2006 2007 2006
$ $ $ $
2,786,737 2,670,974 2,786,737 2,670,974
262,194 401,472 262,021 401,044
3,048,931 3,072,446 3,048,758 3,072,018
262,194 401,472 262,021 401,044
262,194 401,472 262,021 401,044
408,800 96,195 370,571 34,574
408,800 96,195 370,571 34,574

During the 2007 financial year, the consolidated entity has recognised government grant income in three instances:

(i) In October 2006, Advanced Nano was awarded a $1,947,755 grant under the Commonwealth Government's Commercial Ready
program. Grant amounts received are initially recognised as deferred income, with income recognised as eligible project activities
are undertaken. During the year, an amount of $321,238 (2006: Nil) was recognised as income.

(i) ANT's START grant, received during the period 12 April 2001 to 31 July 2004, was conditional upon the purchase of pilot plant
equipment and development of intellectual property (capitalised as a result of the intellectual property constituting development
phase research and development activities). The grant, recognised as deferred income, is being amortised over the useful life of
the pilot plant equipment and the capitalised development costs. An amount of grant income totalling $38,227 was recognised

during the 2007 financial year (2006: $61,621).

(i) An Export Marketing Development Grant, received during the 2007 financial year, amounted to $49,335 and relates to marketing
activities undertaken overseas in order to develop export sales revenue and was recognised as income, at the time it was received,

at its fair value (2006: $34,574).

Employee benefits expense

Wages and salaries and oncosts

Defined contribution superannuation expense
Directors fees

Annual and long service leave provision
Share-based payments expense

2,230,368 1,742,559 2,229,937 1,742,208
233,518 181,293 233,518 181,293
179,699 153,729 179,699 153,729

97,996 57,220 97,996 57,220
591,470 197,260 591,470 197,260
3,333,051 2,332,061 3,332,620 2,331,710

Depreciation, amortisation, foreign exchange differences and costs of inventories included in the income

statement

Included in cost of goods sold:
Depreciation

Amortisation of development costs
Net foreign exhange differences

Cost of inventories recognised as an expense

Included in depreciation and amortisation:
Depreciation

Amortisation of patents, trademarks and licences
Amortisation of development costs

248,376 183,220 248,376 183,220
136,448 77,475 113,404 77,475
- (3,479) - (3,479)
384,824 257,216 361,780 257,216
1,017,862 1,305,463 1,017,862 1,305,463
206,665 235,094 77,315 38,773
605,786 603,551 410,116 408,232

- 23,044 - -
812,451 861,689 487,431 447,005
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CONSOLIDATED PARENT
2007 2006 2007 2006
$ $ $ $
5. REVENUES AND EXPENSES continued
(e) Finance costs
Finance charges payable on Chattel Mortgages 23,698 26,019 23,698 26,019
()] Research and development costs
Research and development costs included in the
income statement 702,739 443,486 702,739 443,486

(g) Lease payments and other expenses included in income statement

Included in cost of sales:
Minimum lease payments - operating lease 33,245 42,966 170,213 179,934

(h)  Other expenses
Included in other expenses:
Impairment of investment in subsidiary - - 186,761 308,997

Expenses associated with the cessation of the Company's business with Oxonica:

Writedown of inventory 99,668 - 99,668 -
Writedown of development costs 87,250 - 87,250 -
186,918 - 186,918 -

6. INCOME TAX

The major components of income tax expense are:
Current income tax
Current income tax charge - - - -

Deferred income tax
Relating to origination and reversal of timing differences - - - -
Income tax expense reported in the income statement - - - -

A reconciliation between tax expense and the product of accounting loss before income tax multiplied by the Group’s applicable income
tax rate is as follows:

Accounting (loss) before income tax (4,397,859) (3,155,859) (4,397,859) (3,224,102)
At the Group's statutory income tax rate: (1,319,358) (946,758) (1,319,358) (967,231)
Share-based payments expense 177,441 59,178 177,441 59,178
Impairment of investment in subsidiary - - 56,028 92,699
Research and development costs (125% deduction) (48,241) (50,913) (48,241) (50,913)
Non deductible entertainment expenses 3,314 1,766 3,314 1,766

Deferred tax asset on temporary differences and tax

losses not brought to account at balance date as

realisation is not regarded as probable 1,186,844 936,727 1,130,816 864,501
Income tax reported in the consolidated income statement - - - -

Tax Consolidation
Advanced Nanotechnology Limited and its Australian subsidiary, Advanced Nano Technologies Pty Ltd, have not formed a tax
consolidated group.
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INCOME TAX continued

Deferred income tax at 30 June relates to the following:

CONSOLIDATED

Deferred tax liabilities
Development costs

Deferred Tax Assets
Provisions

Deferred income
Plant & equipment

Losses available for offset against future taxable income
Deferred tax assets not brought to account as realisation is
not regarded as probable

Deferred tax income/(expense)
PARENT

Deferred tax liabilities
Development costs

Deferred Tax Assets

Provisions

Deferred income

Plant & equipment

Losses available for offset against future taxable income

Deferred tax assets not brought to account as realisation is
not regarded as probable

Deferred tax income/(expense)

BALANCE SHEET INCOME STATEMENT
2007 2006 2007 2006
$ $ $ $
(230,863) (163,913) (66,950) (42,655)
115,804 83,666 32,138 18,966
121,499 51,072 70,427 (45,504)
59,326 169,100 (109,774) (42,913)
4,104,852 2,843,849 1,261,003 1,048,833
(4,170,618)  (2,983,774)  (1,186,844) (936,727)
(172,099) (98,229) (73,870) (49,561)
115,804 83,666 32,138 18,966
81,895 - 81,895 -
59,326 49,728 9,598 39,903
4,038,076 2,957,021 1,081,055 855,193
(4,123,002)  (2,992,186)  (1,130,816) (864,501)

The Group has not recognised a deferred tax asset as the realisation of the benefit is not regarded as probable.

LOSS PER SHARE

Basic (loss) per share amounts are calculated by dividing net (loss) for the year attributable to ordinary equity holders of the parent (after
deducting interest on the convertible redeemable preference shares) by the weighted average number of ordinary shares outstanding

during the year.

Diluted (loss) per share amounts are calculated by dividing the net (loss) attributable to ordinary equity holders of the parent (after
deducting interest on the convertible redeemable preference shares) by the weighted average number of ordinary shares outstanding
during the year plus the weighted average number of ordinary shares that would be issued on the conversion of all the dilutive potential

ordinary shares into ordinary shares.

The following reflects the income and share data used in the calculating basic and diluted (loss) per share computations:

Net (loss) attributable to ordinary equity holders of the parent

Weighted average number of ordinary shares for basic (loss) per share
Weighted average number of ordinary shares adjusted for the effect of dilution

CONSOLIDATED

2007 2006
$ $
(4,397,859) (3,155,859)
Number Number
167,771,202 167,771,202
167,771,202 167,771,202
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LOSS PER SHARE continued

Potential ordinary shares not considered dilutive

As at 30 June 2007, the Company had on issue 22,065,361 unissued ordinary shares under options. These options have not been
considered dilutive as (i) the notional exercise of these options would decrease basic loss per share; and (ii) their exercise price is
greater than the average market price for the year.

Conversions, calls, subscriptions or issues after 30 June 2007

On 25 July 2007, and in accordance with Advanced Nano’s strategic relationship executed with Energenics in June 2007, the Company
issued the following securities to Energenics Holdings Pte Limited:

(1) 13,636,364 ordinary shares at an issue price of $0.22 per share totalling $3,000,000. The shares were issued on the same terms

as existing ordinary shares; and
(2) 4,545,455 free options at an exercise price of $0.308 per share expiring on 30 June 2012.

CASH AND CASH EQUIVALENTS

CONSOLIDATED PARENT
2007 2006 2007 2006

$ $ $ $
Cheque account 23,946 83,750 7,046 55,661
Grant Account 205,780 - 205,780 -
USD account 411,652 132,693 411,652 132,693
Cash on deposit 1,527,458 5,502,427 1,527,458 5,502,427

2,168,836 5,718,870 2,151,936 5,690,781

Cash at bank earns interest at floating rates based on daily bank deposit rates. Short-term deposits are made for varying periods of
between one day and two months, depending on the immediate cash requirements of the Group, and earn interest at the respective
short-term deposit rates.

Cash on Deposit

(i) $105,758 of the cash on deposit has been invested in an at call deposit with a fixed interest rate of 6.15%;

(i) $395,082 of the cash on deposit has been invested with a fixed interest rate if 6.26% for 30 days, maturing on 18 July 2007; and
(i) $1,026,618 of the cash on deposit has been invested with a fixed interest rate of 6.42% for 60 days, maturing on 24 July 2007.

Reconciliation of net loss after tax to net cash flows from operations

CONSOLIDATED PARENT
2007 2006 2007 2006
$ $ $ $
(Loss) from ordinary activities after income tax (4,397,859) (3,155,859) (4,397,859) (3,224,102)
Depreciation and amortisation 1,197,275 1,122,384 849,211 707,700
Share-based payments 591,470 197,260 591,470 197,260
Loss on disposal of property, plant & equipment 13,170 26,922 13,170 24,809
Impairment of investment in subsidiary - - 186,761 308,997
Change in operating assets and liabilities
Decrease/(increase) in receivables 349,274 (70,120) 327,849 (125,429)
Decrease/(increase) in other assets 9,734 (39,112) 8,969 (61,290)
Decrease/(increase) in inventories (566,154) 82,509 (566,154) 82,509
Increase/(decrease) in accruals 502,067 (122,766) 525,690 (54,707)
Increase/(decrease) in payables (72,917) (9,927) 54,886 (10,205)
Increase/(decrease) in provisions 43,139 71,313 86,395 222,424
Net cash (outflows) from operating activities (2,330,801) (1,897,396) (2,319,612) (1,932,034)
Less exchange rate adjustment 65,974 (3,328) 65,974 (3,328)
Net cash (outflows) from operating activities (2,264,827) (1,900,724) (2,253,638) (1,935,362)

Disclosure of financing activities — refer to note 24.

Disclosure of investing activities — refer to notes 15 and 16.
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CONSOLIDATED PARENT
2007 2006 2007 2006
$ $ $ $
TRADE AND OTHER RECEIVABLES
Trade receivables (i) 187,162 536,435 166,514 535,351
Allowance for doubtful debts - (63,990) - (63,990)
187,162 472,445 166,514 471,361
Goods and services tax (GST) receivable (i) 21,192 26,932 25,061 27,684
208,354 499,377 191,575 499,045
Related party receivables
Loans to controlled entities (i) - - 94,063 96,333
Carrying amount of trade and other receivables 208,354 499,377 285,638 595,378

@

(ii)

Trade receivables are non-interest bearing and are due for settlement (with the exception of certain US debtors) no more than 90
days from the date of recognition. An allowance for doubtful debts is made when there is objective evidence that a trade receivable
is impaired. The amount of the allowance/impairment loss has been measured as the difference between the carrying amount of
the trade receivables and the estimated future cash flows expected to be received from the relevant debtors. An amount of
$63,990 recognised as an allowance in the previous financial year was written back during 2007 as funds were collected from
previously doubtful debtor;

Goods and services tax (GST) receivable is non-interest bearing and is applied to the Company’s business activity statement
lodged 21 days after the end of the period; and

(iii) Loans to controlled entities are non-interest bearing and repayable on demand.

Details regarding the credit risk and effective interest rate of current receivables are disclosed in notes 3 and 24.

INVENTORIES

Raw materials (at cost) 216,119 108,885 216,119 108,885
Work in progress (at cost) 263,995 146,816 263,995 146,816
Finished goods (at cost) 224,659 22,087 224,659 22,087
Goods in transit (at cost) 46,858 - 46,858 -

751,631 277,788 751,631 277,788

Inventory write-downs recognised as an expense for the year totalled $144,829, including $99,668 in relation stock held exclusively for
sales to Oxonica plc (2006: Nil).

PREPAYMENTS

Prepayments 33,611 17,085 33,611 16,317

OTHER FINANCIAL ASSETS (CURRENT)

Cash on deposit 129,454 - 129,454 -
Accrued interest income 10,652 36,971 10,652 36,971
140,106 36,971 140,106 36,971

OTHER FINANCIAL ASSETS (NON-CURRENT)

Cash on deposit 132,131 261,535 132,131 261,535
Deposits — Fixed Term

Current

(i) $34,454 of the cash on deposit has been invested with a fixed interest rate of 6.15% for 153 days maturing on the 21 November

(i)

2007. The term deposit is subject to a term deposit letter of set off under the Chattel mortgage (refer note 19); and

$95,000 of the cash on deposit has been invested with a fixed interest rate of 6.15% for 153 days maturing on the 18 November
2007. The term deposit is subject to a term deposit letter of set off under a bank guarantee in relation to the lease over the
premises at 108 Radium Street, Welshpool.

Non Current
(i) $132,131 of the cash on deposit has been invested with a fixed interest rate of 6.15% for 122 days maturing on the 13 July 2007.

The term deposit is subject to a term deposit letter of set off under the Chattel mortgage, details of which are set out in note 19.
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CONSOLIDATED PARENT
2007 2006 2007 2006
$ $ $ $
INVESTMENT IN SUBSIDIARIES
Investment in controlled entities - - 2,578,594 2,578,594
Impairment losses (i) - - (495,758) (308,997)
- - 2,082,836 2,269,597

(i) The amount of the impairment has been measured as the difference between the net assets of the subsidiary and the investment in

the subsidiary.

PROPERTY, PLANT AND EQUIPMENT

Plant and Equipment

At cost 4,023,080 3,289,394 2,717,859 1,984,173
Accumulated depreciation (2,038,429) (1,583,385) (885,533) (559,840)
Net carrying amount 1,984,651 1,706,009 1,832,326 1,424,333

Reconciliations of the carrying amounts of each class of property, plant and equipment at the beginning and end of the current and

previous financial year are set out below:

At beginning of financial year, net of accumulated

depreciation and impairment 1,706,009 1,680,892 1,424,333 1,199,144
Additions 746,853 471,950 746,854 471,950
Disposals (13,170) (28,519) (13,170) (24,768)
Depreciation expense (455,041) (418,314) (325,691) (221,993)
At end of financial year, net of accumulated
depreciation and impairment 1,984,651 1,706,009 1,832,326 1,424,333
The useful life of the assets was estimated as follows both for 2007 and 2006:
2007 2006

Category Useful life Useful life
Plant and equipment 5-15 Years 5-15 Years
No plant or equipment is held under a finance lease or hire purchase contract at 30 June 2007 (2006: Nil).
INTANGIBLE ASSETS
Patents, trademarks and licences 848,711 853,247 742,971 736,555
Intellectual property rights 4,747,719 5,269,544 3,091,232 3,428,340
Development costs 769,542 546,355 573,664 327,432

6,365,972 6,669,146 4,407,867 4,492,327
Patents, trademarks and licenses
Patents, trademarks and licences at cost 1,197,585 1,118,160 1,037,637 958,212
Accumulated amortisation and impairment (348,874) (264,913) (294,666) (221,657)
Net carrying amount 848,711 853,247 742,971 736,555
At beginning of financial year, net of accumulated
amortisation and impairment 853,247 870,665 736,555 779,650
Additions 79,425 64,319 79,424 28,029
Amortisation expense (83,961) (81,737) (73,008) (71,124)
At end of financial year, net of accumulated
amortisation and impairment 848,711 853,247 742,971 736,555
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CONSOLIDATED PARENT
2007 2006 2007 2006

$ $ $ $
INTANGIBLE ASSETS continued
Intellectual property rights
Intellectual property rights at cost 8,437,661 8,437,661 5,475,000 5,475,000
Accumulated amortisation and impairment (3,689,942) (3,168,117) (2,383,768) (2,046,660)
Net carrying amount 4,747,719 5,269,544 3,091,232 3,428,340
At beginning of financial year, net of accumulated
amortisation and impairment 5,269,544 5,791,358 3,428,340 3,765,448
Amortisation expense (521,825) (521,814) (337,108) (337,108)
At end of financial year, net of accumulated
amortisation and impairment 4,747,719 5,269,544 3,091,232 3,428,340
Development costs
Development costs at cost 1,166,289 806,653 843,667 484,031
Accumulated amortisation (396,747) (260,298) (270,003) (156,599)
Net carrying amount 769,542 546,355 573,664 327,432
At beginning of financial year, net of accumulated
amortisation and impairment 546,355 404,194 327,432 162,227
Additions 446,885 275,177 446,885 275,177
Disposals (87,250) (32,497) (87,249) (32,497)
Amortisation expense (136,448) (100,519) (113,404) (77,475)
At end of financial year, net of accumulated
amortisation and impairment 769,542 546,355 573,664 327,432

Development costs write-downs recognised as an expense for the year totalled $87,250 in relation to costs incurred exclusively in
relation to the Company’s activities with Oxonica plc.

SHARE BASED PAYMENT PLANS

Employee Share Option Plan

During the year, the Company had two Employee Share Option Plans in place. On 20 April 2001, the Company established by Director's
resolution the Advanced Powder Technology Pty Ltd Employee Share Option Plan. All options issued under this plan expired on 28
June 2006. No further options will be issued under this plan.

On 21 June 2004, the Company adopted an additional option plan by way of shareholder’s resolution (Advanced Nano Employee Share
Option Plan). All of the Company’s employees and Directors are eligible to participate in the plan. All new issues of options to
employees are intended to be made pursuant to this plan.

Options granted under both employee share option plans carry no dividend or voting rights. When exercisable, each option is
convertible into one ordinary share. Set out below are summaries of options granted under the plan and still outstanding at the
beginning and/or the end of the financial year. All options granted to employees were for nil consideration. The Directors believe that
the terms and conditions of the options granted provide the employee with both short and long term incentives to achieve growth in
shareholder wealth.
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SHARE BASED PAYMENT PLANS continued

Employee Share Option Plan continued

As at 30 June 2007

Exercise Balance Movement during the year: Balance  Exerciseable
Issue Date  Vesting Date Expiry Date Price 01-Jul-06 Granted Forfeited Expired Exercised 30-Jun-07  30-Jun-07
10-Oct-05  24-Feb-07  23-Feb-10 30.8cents 4,997,478 - (1,703,116) - - 3,294,362 3,294,362
14-Aug-06  14-Aug-08  13-Aug-11 30.8 cents - 1,000,000 - - - 1,000,000 -
14-Aug-06 14-Aug-08 13-Aug-11 Note (1) - 1,000,000 - - - 1,000,000 -
14-Aug-06  14-Aug-08  13-Aug-11 Note (1) - 500,000 - - - 500,000 -
14-Aug-06  14-Aug-08  13-Aug-11 Note (1) - 500,000 - - - 500,000 -
29-Sep-06  24-Feb-07  23-Feb-10 30.8 cents - 3,340,030 - - - 3,340,030 -
07-Nov-06  24-Feb-07  23-Feb-10 30.8 cents - 5,911,157 - - - 5,911,157 -
22-Jun-07 12-Feb-09  11-Feb-12 20.0 cents - 66,667 - - - 66,667 -
22-Jun-07 12-Feb-10 11-Feb-12 20.0 cents - 66,667 - - - 66,667 -
22-Jun-07 12-Feb-11  11-Feb-12 20.0 cents - 66,666 - - - 66,666 -
22-Jun-07 22-Jun-09 21-Jun-12 20.0 cents - 1,000,000 - - - 1,000,000 -
4,997,478 13,451,187 (1,703,116) - - 16,745,549 3,294,362
As at 30 June 2006
Exercise Balance Movement during the year: Balance  Exerciseable
Issue Date  Vesting Date Expiry Date Price 01-Jul-05 Granted Forfeited Expired Exercised 30-Jun-06  30-Jun-06
28-Jun-01 28-Jun-01 28-Jun-06 30.8cents 8,541,869 - (462,582) (8,079,287) - - -
28-Nov-02  28-Nov-02  28-Nov-02 30.8 cents 271,900 - - (271,900) - - -
10-Oct-05  24-Feb-07  23-Feb-07 30.8 cents - 6,313,590 (1,316,112) - - 4,997,478 -
8,813,769 6,313,590 (1,778,694) (8,351,187) - 4,997,478 -

(1) Exercise price is calculated at the higher of 20 cents of the volume weighted average price calculated over the 10 days prior to the commencement
date (14 August 2006). Based upon Advanced Nano’s closing share prices at that time (ranged from 13 to 14 cents), the exercise price for the options
issued on 14 August 2006 is 20 cents.

(2) The options granted on 28 June 2001 and 28 November 2002 vested immediately. They were however unable to be exercised until after the second
anniversary of their issue, being 28 June 2003 and 28 November 2004 respectively. The options granted on 28 June 2001 and 28 November 2002
both expired on 28 June 2006, of which none were exercised.

The weighted average remaining contractual life for the share options outstanding as at 30 June 2007 is 3 years (2006: 4 years). The
weighted average fair value of options granted during the year was 4.94 cents (2006: 6.75 cents).

The fair value of the equity settled share options granted under the option plan is estimated as at the date of grant using a Binomial
options pricing model taking into account terms and conditions upon which the options were granted. The following table lists the input
to the model used for the year ended 30 June 2007.

2007 2006
Expected volatility 67-80% 70%
Risk-free interest rate 5.85 10 6.43% 5.15%
Expected life of option 1.9to 5 years 2.9 years
Option exercise price 20to 30.8 cents  30.8 cents
Weighted average share price at grant date 13 to 15 cents 19 cents

The expected life of the options is based upon management’s assessment of useful life, namely a point between the vesting date and
the expiry date (75% for senior management and 50% for all other employees) and is not necessarily indicative of exercise patterns that
may occur. The expected volatility reflects the assumption that the historical volatility is indicative of future trends, which may also not
necessarily be the actual outcome. No other features of options granted were incorporated into the measurement of fair value.
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TRADE AND OTHER PAYABLES

CONSOLIDATED PARENT
2007 2006 2007 2006
$ $ $ $
Trade creditors (i) 31,040 103,957 31,040 103,726
Other payables (i) 67,139 64,030 67,139 64,003
98,179 167,987 98,179 167,729
Related party receivables
Loans from controlled entities - - 127,572 -
Carrying amount of trade and other payables 98,179 167,987 225,751 167,729
Terms and conditions
Terms and conditions relating to the above financial instruments:
(i) Trade creditors are non-interest bearing and generally on 30 day terms; and
(ii) Other payables are non-interest bearing and generally on 30 day terms.
Information regarding the credit risk and effective interest rate current payables is set out in notes 3 and 24.
INTEREST BEARING LOANS AND BORROWINGS
Current
Loan facility - chattel mortgage 85,735 57,015 85,735 57,015
Unexpired interest on mortgage (21,409) (23,698) (21,409) (23,698)
64,326 33,317 64,326 33,317
Non Current
Loan facility - chattel mortgage 158,699 244,435 158,699 244,435
Unexpired interest on mortgage (11,153) (32,562) (11,153) (32,562)
147,546 211,873 147,546 211,873

Fair value disclosures

Details of the fair value of the Group’s interest bearing liabilities are set out in note 24.

Chattel Mortgage

At 30 June 2007, the Company has two chattel mortgages totalling $211,872 ($37,900 and $173,972). These mortgages are repayable

in monthly instalments and bear interest at 8.762% and 9.526% respectively per annum. Security for the loans is as follows:

(i) First registered mortgage debenture over the Company’s assets and undertakings including uncalled capital and called but unpaid

capital; and
(i) Term deposit letters of set off totalling $166,535 have been given by the Company.

Assets pledged as security
The carrying amounts of assets pledged as security for current and non-current interest bearing liabilities are:

CONSOLIDATED PARENT
Year ended 30 June 2007 2006 2007 2006
$ $ $ $
Chattel mortgage
Plant and equipment 108,673 140,354 108,673 140,354
Cash on deposit 166,535 166,535 166,535 166,535
275,208 306,889 275,208 306,889
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PROVISIONS
Restoration/De-  Long Service Annual
commissioning Leave Leave Total

$ $ $ $
CONSOLIDATED
At 1 July 2006 38,000 64,353 176,533 278,886
Arising during the year - 38,980 239,825 278,805
Utilised during the year - - (171,678) (171,678)
At 30 June 2007 38,000 103,333 244,680 386,013
Current 2007 - 13,259 167,718 180,977
Non-current 2007 38,000 90,074 76,962 205,036

38,000 103,333 244,680 386,013
Current 2006 - - 114,773 114,773
Non-current 2006 38,000 64,353 61,760 164,113

38,000 64,353 176,533 278,886
PARENT
At 1 July 2006 38,000 64,353 176,533 278,886
Arising during the year - 38,980 239,825 278,805
Utilised during the year - - (171,678) (171,678)
At 30 June 2007 38,000 103,333 244,680 386,013
Current 2007 - 13,259 167,718 180,977
Non-current 2007 38,000 90,074 76,962 205,036

38,000 103,333 244,680 386,013
Current 2006 - - 114,773 114,773
Non-current 2006 38,000 64,353 61,760 164,113

38,000 64,353 176,533 278,886

Restoration/Decommissioning provision

In accordance with the lease agreements over 108 and 112 Radium Street, Welshpool, Western Australia, the Group must restore the
leased premises to their original condition upon vacating the premises.

A provision of $32,000 was made during the year ended 30 June 2005 in respect of the Group’s obligations to remove leasehold
improvements from the premises at 112 Radium Street. During the year ended 30 June 2006, the Group provided $6,000 in relation to

leasehold improvements from 108 Radium Street.
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CONSOLIDATED PARENT
2007 2006 2007 2006
$ $ $ $
OTHER LIABILITIES
Current
Deferred income
Unearned grant income 142,006 53,463 96,381 -
Unearned income 176,603 - 176,603 -
318,609 53,463 272,984 -
Other liabilities
Accrued expenses 432,359 266,215 432,250 277,621
432,359 266,215 432,250 277,621
Non-Current
Deferred income
Unearned grant income 86,386 116,777 - -

On 6 September 2007, Advanced Nano and Oxonica plc agreed to formally terminate their supply agreement relating to the sale of
Envirox™, predominantly in support of Oxonica’s business with Petrol Ofisi (Turkey). Further, Advanced Nano and Oxonica have
agreed that Advanced Nano is entitled to retain in full the working capital deposit paid by Oxonica pursuant to this supply agreement.
This deposit, in the amount of $176,603 and shown as current unearned income above, will be recognised as revenue in the Company’s
financial statements for the year ended 30 June 2008.

GOVERNMENT GRANTS

Current Liabilities

Unearned grant income 142,006 53,463 96,381 -
Non-current Liabilities

Unearned grant income 86,386 116,777 - -
Total government grants deferred 228,392 170,240 96,381 -

Movement in government grants

As at 1 July 170,240 231,859 - -
Received during the year 466,952 - 466,952 -
Released to the income statement (408,800) (61,619) (370,571) -
As at 30 June 228,392 170,240 96,381 -

CONTRIBUTED EQUITY AND RESERVES

Issued and paid up capital

Issued and paid up capital 28,012,445 28,012,445 28,012,445 28,012,445

Movements in Share Capital

Ordinary Shares 2007 2006

Movements in ordinary shares on issue Number $ Number $

As at 1 July 2006 167,771,202 28,012,445 167,771,202 28,012,445
Issued during the year - - - -
As at 30 June 2007 167,771,202 28,012,445 167,771,202 28,012,445

Effective 1 July 1998, the Corporations Legislation in place abolished the concepts of authorised capital and par value shares.
Accordingly, the Company does not have authorised capital nor par value in respect of its issued shares. Fully paid ordinary shares
carry one vote per share and carry the right to dividends.
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CONSOLIDATED PARENT
2007 2006 2007 2006
$ $ $ $

CONTRIBUTED EQUITY AND RESERVES continued

Movements in Share Capital continued

Share Options
During the year, the Company had a share based payments options scheme under which options to subscribe for the Company’s shares
have been granted to certain employees (refer note 17).

Option premium reserve

Options

Option premium reserve 928,723 337,253 928,723 337,253
Movements in options on issue Number $

At 1 July 2006 10,317,290 337,253
Issued this period

Employee options issued 14 August 2006 3,000,000 98,967
Employee options issued 29 September 2006 3,340,030 94,840
Employee options issued 6 November 2006 5,911,157 295,289
Employee options issued 22 June 2007 1,200,000 867
Issued prior periods

Directors options issued 22 February 2005 - 19,974
Employee options issued 10 October 2005 - 81,533
Lapsed this period

Employee options forfeited (1,703,116) -
At 30 June 2007 22,065,361 928,723

The option premium reserve is used to record the value of share-based payments provided to employees, including directors and key
management personnel, as part of their remuneration. Refer to note 17 for further details of these plans.

Accumulated losses

Movements in accumulated losses were as follows:

CONSOLIDATED PARENT
Year ended 30 June 2007 2006 2007 2006

$ $ $ $
As at 1 July 2006 (14,291,435) (11,135,576) (14,254,097) (11,029,995)
Net loss for the year (4,397,859) (3,155,859) (4,397,859) (3,224,102)
As at 30 June 2007 (18,689,294) (14,291,435) (18,651,956) (14,254,097)
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FINANCIAL INSTRUMENTS
Fair values
Set out below is a comparison by category of carrying amounts and fair values of all of the Group’s financial instruments recognised in

the financial statements. The fair values of the Group’s financial instruments approximate their carrying amounts. The fair values of
other financial assets have been calculated using market interest rates.

CONSOLIDATED PARENT
Carrying amount Fair value Carrying amount Fair value
2007 2006 2007 2006 2007 2006 2007 2006
$ $ $ $ $ $ $ $

Financial Assets
Cash assets 641,378 216,443 641,378 216,443 624,478 188,354 624,478 188,354
Cash on deposit 1,527,458 5,502,427 1,527,458 5,502,427 1,527,458 5,502,427 1,527,458 5,502,427
Trade and other
receivables 208,354 499,377 208,354 208,354 285,638 595,378 285,638 595,378
Other financial assets 272,237 298,506 269,829 294,969 272,237 298,506 269,829 294,969

2,649,427 6,516,753 2,647,019 6,222,193 2,709,811 6,584,665 2,707,403 6,581,128

Financial Liabilities

Trade and other payables 98,179 167,987 98,179 167,987 225,751 167,729 225,751 167,729
Interest bearing loans and
borrowings 211,872 245,190 250,646 257,794 211,872 245,190 250,646 257,794

310,051 413,177 348,825 425,781 437,623 412,919 476,397 425,523
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FINANCIAL INSTRUMENTS continued

Interest rate risk exposures

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

Weighted average
effective interest

<1 year >1-<2 years >2-<3 years >3-<4 years >5 years Total rate

2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
CONSOLIDATED $ $ $ $ $ $ $ $ $ $ $ $ % %
Financial Assets
Fixed rate
Fixed term deposits 129,454 95,000 132,131 34,454 - 132,081 - - - - 261,585 261,535 6.15%  5.40%
Weighted average
effective interest rate 6.15% 5.37% ° 5.42% - 5.40% - - - - 6.15% 5.40%
Floating rate
Cash assets 641,378 216,443 - - - - - - - - 641,378 216,443 0.95%  0.95%
Cash on deposit 1,627,458 5,502,427 - - - - - - - - 1,527,458 5,502,427 6.36% 5.43%
Accrued income 10,652 36,971 - - - - - - - - 10,652 36,971 6.36% 5.43%
Weighted average
effective interest rate 4.56% 3.19% - - - - - - - - 4.56% 3.19%
Non-interest bearing
Trade and other
receivables 208,354 499,377 - - - - - - - - 208,354 499,377
Financial Liabilities
Fixed rate
Chattel Mortgage #1 37,900 - - 44,792 - - - - - - 37,900 44,792 8.76% 10.80%
Chattel Mortgage #2 - - 173,972 - - 200,398 - - - - 173,972 200,398 9.53% 11.78%
Weighted average
effective interest rate 8.76% - 9.53% 10.80% - 10.80% - - - - 9.14% 11.29%
Non-interest bearing
Trade and other
payables 98,179 167,987 - - - - - - - - 98,179 167,987
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24.  FINANCIAL INSTRUMENTS continued

(b) Interest rate risk exposures continued

Weighted average
effective interest

<1 year >1-<2 years >2-<3 years >3-<4 years >5 years Total rate

2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006 2007 2006
PARENT $ $ $ $ $ $ $ $ $ $ $ $ % %
Financial Assets
Fixed rate
Fixed term deposits 129,454 95,000 132,131 34,454 132,081 - 261,585 261,535 6.15%  5.40%
Weighted average
effective interest rate 6.15% 5.37% 6.15% 5.42% 5.40% - 6.15% 5.40%
Floating rate
Cash assets 624,478 188,354 - - - - - - - - 624,478 188,354 0.95%  0.95%
Cash on deposit 1,627,458 5,502,427 - - - - - - - - 1,527,458 5,502,427 6.36% 5.43%
Accrued Income 10,652 36,971 - - - - - - - - 10,652 36,971 6.36% 5.43%
Weighted average
effective interest rate 4.56% 3.19% - - - - - - - - 4.56% 3.19%
Non-interest bearing
Trade and other
receivables 285,638 595,378 - - - - - - - - 285,638 595,378
Financial Liabilities
Fixed rate
Chattel Mortgage #1 37,900 - - 44,792 - - - - - - 37,900 44,792 8.76% 10.80%
Chattel Mortgage #2 - - 173,972 - - 200,398 - - - - 173,972 200,398 9.53% 11.78%
Weighted average
effective interest rate 8.76% - 9.53% 10.80% - 10.80% - - - - 9.14% 11.29%
Non-interest bearing
Trade and other
payables 225,751 167,729 - - - - - - - - 225,751 167,729

Interest on financial classified as floating rate is repriced at intervals of less than one year. Interest on financial instruments classified as fixed rate is fixed until maturity of the instrument. The other
financial instruments of the Group and the Company that are not included in the above tables are non-interest bearing and are therefore not subject to interest rate risk.
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REMUNERATION OF AUDITORS

During the year, the auditor of the entity earned the following remuneration:

CONSOLIDATED PARENT
Year ended 30 June 2007 2006 2007 2006
$ $ $ $
Ernst & Young
Audit Services
Audit of financial reports of the entity 37,658 24,062 37,658 24,062
Review of half year financial report 19,158 8,750 19,158 8,750
Audit of IFRS opening balances - 5,800 - 5,800
56,816 38,612 56,816 38,612
Other Assurance Services
Review of quarterly ASX cash report (Appendix 4C) 8,006 5,693 8,006 5,693
Commercial Ready Grant audit 15,900 - 15,900 -
23,906 5,693 23,906 5,693
Total audit and other assurance services 80,722 44,305 80,722 44,305

CONTINGENT ASSETS AND LIABILITIES

Contingent Assets

There were no contingent assets as at 30 June 2007 or 30 June 2006.
Contingent Liabilities

On 11 October 2006, Advanced Nano was awarded a grant of $1,947,755 under the Australian Government's Commercial Ready
Program. At 30 June 2007, four instalments have been received from the Commonwealth totalling $417,617 (GST exclusive), $408,800
of which was recognised as income during the half-year.

The Commonwealth may, if a termination event occurs, require Advanced Nano to repay so much of the grant as the Commonwealth

reasonably determines plus interest. Under the provisions of the grant agreement between Advanced Nano and the Commonwealth,

the following events may cause the Commonwealth to terminate the grant:

(i) Aninsolvency event occurs in relation to Advanced Nano;

(i) Advanced Nano ceases to carry on business, or a substantial part of its business;

(iii) Advanced Nano breaches and warranty contained in the deed;

(iv) There is a change in control or ownership of the Advanced Nano which the Commonwealth reasonably considers has an adverse
effect on Advanced Nano’s ability to comply with any of its obligations under the deed;

(v) Advanced Nano commits any breach in respect of which the deed provides a notice of termination may be given; or

(vi) Advanced Nano commits any breach which the Commonwealth reasonably considers is not capable of remedy.

As none of these events have taken place, as at the date of this report, Advanced Nano has not recognised any liability in relation to the
Commercial Ready contract. The above obligations will continue under the terms of the grant for a term of five years after the
completion date (currently 31 December 2013).

On 31 July 2004, Advanced Nano's subsidiary Advanced Nano Technologies Pty Ltd (ANT) completed the requirements under a R&D

Start grant from the Commonwealth under which ANT received a total of $2,704,648 in grant funding. Under the terms of the grant the

Commonwealth may, if a termination event occurs, require ANT to repay some or all of the Grant paid, plus interest. These obligations

will continue under the terms of the grant for five years after the completion date (31 July 2009). The Commonwealth may terminate the

deed if:

(i) ANT is in breach of the deed, that breach is capable of being remedied and the ANT fails to remedy that beach within 21 days of
receipt of a notice from the Commonwealth requiring it to do so;

(i) ANT is in breach of a warranty set out in the deed,;

(iii) ANT is otherwise in breach of the deed; or

(iv) ANT is unable or threatens to become unable to pay all of its debts as and when they become due or goes into administration or
receivership.

In addition, unless expressly authorised to do so under the deed, ANT must not deal with, or grant or create any encumbrance over is
rights under the deed or its interest on the Project Intellectual Property without the prior written consent of the Commonwealth. A change
in control of ANT is taken to be dealing with ANT’s rights under the deed. Failure to obtain prior written consent may cause, should the
Commonwealth reasonably consider that such an event adversely affects the objectives from time to time of the R&D Start Program, the
Commonwealth to terminate the deed.
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CONTINGENT ASSETS AND LIABILITIES continued
Contingent Liabilities continued

Prior to 24 January 2005, ANT was a joint venture entity between Advanced Nano (50%) and Samsung Corning Co. Ltd (50%). On 24
January 2005, ANT underwent a selective buy back in relation to Samsung Corning Co. Ltd’s 50% interest in the joint venture entity.
Total consideration for the buy back included the transfer of a 50% interest in certain intellectual property rights. Upon completion of
this transaction ANT became a wholly owned subsidiary of Advanced Nano. On 18 January 2005, the Commonwealth gave written
consent for the transfer of the 50% interest in the intellectual property. As a result, ANT has not recognised any liability in relation to the
R&D Start grant contract.

COMMITMENTS FOR EXPENDITURE
Operating lease commitments — Group as lessee
The Group has entered into commercial property leases in relation to its facilities at 108 and 112 Radium Street, Welshpool and 3

Brodie-Hall Drive, Bentley, Western Australia. Details of the lease terms and renewal options are included in the table below. There are
no restrictions placed upon the lessee by entering into these leases.

Property Term Expiry Date Option Expiry Date
108 Radium Street, Welshpool 3 years 30-Nov-07 3 years 30-Nov-10
112 Radium Street, Welshpool 5 years 30-Sep-07 Note (1) Note (1)

3 Brodie-Hall Drive, Bentley 5 years 31-Jan-12 3 years 31-Jan-15

(1) Advanced Nano has proposed an amendment to the existing lease which provides for a further lease term of 3 years and two months expiring on 30
November 2010 and an additional option term of 3 years expiring on 30 November 2013. As at the date of this report, the proposed extension has not
been executed. Accordingly, minimum lease payments associated with the proposed extension of this lease have not been included in the table
below.

Commitments for minimum lease payments in relation to non-cancellable operating leases are payable as follows:

Within one year 204,861 244,500 341,829 381,468
Greater than one year but less than five years 331,693 531,579 879,565 896,827
Greater than five years - 64,131 - 64,131

536,554 840,210 1,221,394 1,342,426

Capital commitments

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

Within one year 1,965 61,839 1,965 61,839

Other commitments

Commitments to suppliers for goods/supplies contracted for at the reporting date but not recognised as liabilities payable:

Within one year 155,490 - 155,490 -

KEY MANAGEMENT PERSONNEL

Details of specified Key Management Personnel

Directors

DC Griffiths Non-executive Chairman (appointed Chairman 15 March 2007)
WH Clough Non-executive Director (resigned as Chairman 15 March 2007)
RMA Mangioni Non-executive Director

BJ Cameron Non-executive Director (appointed 18 December 2006)

PG McCormick Director and Chief Executive Officer

Executives

D Cesari Chief Financial Officer and Company Secretary

T Mortier Vice President — Global Business Development, Sales and Marketing (commenced 14 August 2006)
CM Norman Chief Operating Officer (resigned 8 September 2006)
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KEY MANAGEMENT PERSONNEL continued

Compensation of Key Management Personnel

CONSOLIDATED PARENT
Year ended 30 June 2007 2006 2007 2006
$ $ $ $
Short term benefits 660,640 618,297 660,640 618,297
Post employment benefits 113,394 53,703 113,394 53,703
Share-based payment 414,984 102,702 414,984 102,702
1,189,018 774,702 1,189,018 774,702

Advanced Nano has applied the option under Corporations Amendments Regulation 2006 to transfer key management personnel
remuneration disclosures required by AASB124 Related Party Disclosures paragraphs Aus 25.4 to Aus 25.7.2 to the Remuneration
Report section of the Directors’ Report (refer page 17 to 24). These transferred disclosures have been audited.

Option holdings of Key Management Personnel

Balance at
beginning Balance at
of period end of period Vested at 30 June 2007
1 July Issued as Options Net change 30 June Non-
30 June 2007 2006 remuneration exercised other 2007 Total Exercisable  exercisable
Directors
DC Griffiths 250,000 - - - 250,000 250,000 250,000 -
WH Clough 250,000 - - - 250,000 250,000 250,000 -
RMA Mangioni 250,000 - - - 250,000 250,000 250,000 -
BJ Cameron (1) - - - - - - - -
PG McCormick - 5,911,157 - - 5,911,157 5,911,157 5,911,157 -
750,000 5,911,157 - - 6,661,157 6,661,157 6,661,157 -
Executives
T Mortier - 3,000,000 - - 3,000,000 - - -
D Cesari 1,000,000 1,000,000 - - 2,000,000 1,000,000 1,000,000 -
CM Norman (2 1,000,000 - - (1,000,000) - - - -
2,000,000 4,000,000 - (1,000,000) 5,000,000 1,000,000 1,000,000 -
TOTAL 2,750,000 9,911,157 - (1,000,000) 11,661,157 7,661,157 7,661,157 -
Balance at
beginning Balance at
of period end of period Vested at 30 June 2006
1 July Issued as Options Net change 30 June Non-
30 June 2006 2005 remuneration exercised other 2006 Total Exercisable  exercisable
Directors
DC Griffiths 250,000 250,000 - - -
WH Clough 250,000 250,000 - - -
RMA Mangioni 250,000 250,000 - - -
PG McCormick 5,911,157 (5,911,157) - - - -
6,661,157 - - (5,911,157) 750,000 - - -
Executives
D Cesari - 1,000,000 - - 1,000,000 - - -
CM Norman - 1,000,000 - - 1,000,000 - - -
- 2,000,000 - - 2,000,000 - - -
TOTAL 6,661,157 2,000,000 - (5,911,157) 2,750,000 - - -
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KEY MANAGEMENT PERSONNEL continued

Option holdings of Key Management Personnel continued

(1) The Board intends to issue 250,000 options to acquire shares in the Company to Mr. Cameron under the same terms and conditions as those held by
existing directors (exercise price of 30.8 cents per option and exercisable from 22 February 2007 until 21 February 2010). No consideration will be
payable in respect of the option issue, which is to be made with the purpose of aligning Mr. Cameron’s interests with that of the Company and those
of the other non-executive directors. The option issue is subject to shareholder approval. It is anticipated that this approval will be sought at
Advanced Nano’s 2007 annual general meeting.

(2) Mr. Norman ceased employment with Advanced Nano on 8 September 2006 and accordingly all option holdings were forfeited.

Shareholdings of Key Management Personnel

Number of shares held in Advanced Nanotechnology Limited:

Balance at Balance at
beginning of period  Issued as On exercise Net change end of period
30 June 2007 1 July 2006 remuneration of options other 30 June 2007
Directors
DC Griffiths 2,000,000 - - 200,000 2,200,000
WH Clough 5,000,000 - - - 5,000,000
RMA Mangioni 1,250,000 - - 350,000 1,600,000
PG McCormick () 3,679,043 - - - 3,679,043
11,929,043 - - 550,000 12,479,043
Executives
D Cesari 50,000 - - - 50,000
CM Norman @) 15,000 - - (15,000) -
65,000 - - (15,000) 50,000
TOTAL 11,994,043 - - 535,000 12,529,043
Balance at Balance at
beginning of period  Issued as On exercise Net change end of period
30 June 2006 1 July 2005 remuneration of options other 30 June 2006
Directors
DC Griffiths 1,500,000 - - 500,000 2,000,000
WH Clough 5,000,000 - - - 5,000,000
RMA Mangioni - - - 1,250,000 1,250,000
PG McCormick 3,531,157 147,886 3,679,043
10,031,157 1,897,886 11,929,043
Executives
D Cesari 50,000 - 50,000
CM Norman 15,000 - 15,000
65,000 - 65,000
TOTAL 10,096,157 - - 1,897,886 11,994,043

(1) Mr. McCormick also has the ability to acquire up to a further 13,902,165 shares through an Inventors Call Option Deed with the University of Western
Australia. As at the date of this report, Mr. McCormick has not exercised this right.
(2) Mr. Norman ceased employment with Advanced Nano on 8 September 2006 and accordingly all option holdings were forfeited.

Loans to Key Management Personnel

There are currently no loans to Directors, director-related entities and Executives.
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KEY MANAGEMENT AND PERSONNEL continued
Other transactions with Key Management Personnel

Services
Watson Mangioni Lawyers Pty Limited is a director-related entity and bills Advanced Nano at normal commercial terms. During the year
Watson Mangioni acted as commercial lawyer for Advanced Nano. Fees related to these activities totaled $77,381 (2006: $37,963).

Camco Engineering Pty Limited is a director-related entity and bills Advanced Nano at normal commercial terms. During the year,
Camco Engineering provided production equipment repair services for Advanced Nano. Fees in relation to these activities totalled
$6,503 for the period since Camco Engineering became a director-related entity (2006: Nil).

RELATED PARTY DISCLOSURES

The consolidated financial statements include the financial statements of Advanced Nanotechnology Limited and the subsidiaries listed
in the following table:

Country of % Equity Interest Investment
Name Incorporation 2007 2006 2007 2006
Advanced Nano Technologies Pty Limited Australia 100% 100% 2,082,837 2,269,597
Advanced Nano Incorporated USA 100% Nil Nil Nil

Advanced Nano Incorporated was incorporated in New Jersey, USA on 17 May 2007.

Other related parties

Aggregate amounts included in the determination of loss from ordinary activities before income tax that resulted from transactions with
each class of other related parties:

CONSOLIDATED PARENT
2007 2006 2007 2006
$ $ $ $
Other revenue
University of Western Australia - 1,620 - 1,620
Other expenses
Advanced Nano Technologies Pty Ltd - - 252,763 334,149
University of Western Australia 133,677 128,665 133,677 128,665
133,677 128,665 386,440 462,814
Trade receivables
Advanced Nano Technologies Pty Ltd - - 94,063 96,333
University of Western Australia - 1,782 - 1,782
- 1,782 94,063 98,115
Trade payables
Advanced Nano Technologies Pty Ltd - - 127,572 -
Other liabilities (accrued expenses)
University of Western Australia 91,121 66,871 91,121 66,871

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

EVENTS OCCURRING AFTER REPORTING DATE

On 25 July 2007, and in accordance with Advanced Nano'’s strategic alliance executed with Energenics in June 2007, the Company
issued the following securities to Energenics Holdings Pte Limited:

(1) 13,636,364 ordinary shares at an issue price of $0.22 per share totalling $3,000,000. The shares were issued on the same terms
as existing ordinary shares; and
(2) 4,545,455 free options at an exercise price of $0.308 per share expiring on 30 June 2012.

Other than the matters (i) referred to above and (ii) disclosed in Note 21, there have not been any other events occurring after reporting
date to the date of this report which require disclosure.
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DIRECTORS’' DECLARATION

In accordance with a resolution of the directors of Advanced Nanotechnology Limited, we state that:

1) Inthe opinion of the directors:

a) the financial statements, notes and the additional disclosures included in the directors’ report designated as audited, of the
company and of the consolidated entity are in accordance with the Corporations Act 2001, including:

i) giving a true and fair view of the company's and consolidated entity's financial position as at 30 June 2007 and of their
performance for the year ended on that date; and

ii)  complying with Accounting Standards and Corporations Regulations 2001; and

b) there are reasonable grounds to believe that the company will be able to pay its debts as and when they become due and
payable.

2) This declaration has been made after receiving the declarations required to be made to the directors in accordance with sections
295A of the Corporations Act 2001 for the financial year ended 30 June 2007.

R

Cl Mo

DC Griffiths (Chairman) PG McCormick (CEO)
Director Director
Date: 12 September 2007 Date: 12 September 2007
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ASX ADDITIONAL INFORMATION

Additional information required by the Australian Securities Exchange and not shown elsewhere in this report is as follows. The

information is current as at 31 August 2007.
1. DISTRIBUTION OF EQUITY SECURITIES
ORDINARY FULLY PAID SHARES

The number of shareholders, by size of holding in each class of share is:

% Issued

Range Total Holders Units Capital
1-1,000 6 1,557 0.00%
1,001 - 5,000 62 248,138 0.14%
5,001 - 10,000 186 1,713,480 0.94%
10,001 - 100,000 313 12,181,884 6.72%
100,001 and above 85 167,262,507 92.20%
Total 652 181,407,566 100.00%

UNMARKETABLE PARCELS

Unmarketable parcels Total Holders Holders Units

Minimum $500 parcel at $0.12 per unit 4,167 39 107,279

2. TWENTY LARGEST SHAREHOLDERS

The names of the twenty largest holders of quoted shares as per the share register as at 31 August 2007 is:

Units held at % of Issued
Rank Name end of period Capital

1 University Of Western Australia 48,260,323 26.60%
2 Energenics Holdings Pte Ltd 13,636,364 7.52%
3 HSBC Custody Nominees (Australia) Limited 7,847,400 4.33%
4 House Of Maister Financial Services Limited 7,500,000 4.13%
5 National Nominees Limited 6,135,506 3.38%
6 Citicorp Nominees Pty Ltd 5,036,600 2.78%
7 Pacific Development Capital Limited 5,000,118 2.76%
8 Mr Erik Adriaanse 5,000,000 2.76%
9 McRae Investments Pty Ltd 5,000,000 2.76%
10  Ankla Pty Ltd 4,760,330 2.62%
11 Mr lan William Hodgson 4,500,000 2.48%
12  ANZ Nominees Limited <Cash Income A/C> 3,695,839 2.04%
13 Mr Paul Gerard Mccormick 3,679,043 2.03%
14 Ariki Investments Pty Limited 3,298,969 1.82%
15  HGL Group Pty Ltd 2,600,000 1.43%
16 Mr Robert Street 2,531,157 1.40%
17 G Harvey Nominees Pty Ltd <Harvey 1995 Discretionary A/C> 2,500,000 1.38%
18 Larksea Investments Pty Ltd <Lake Avenue A/C> 2,200,000 1.21%
19  Yarandi Investments Pty Limited <Griffith Family No 2 A/C> 2,161,119 1.19%
20 Mr John Catherwood Young & Mrs Corrine Girard Young 2,000,000 1.10%

<Young Family A/C> m 75.72%
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SUBSTANTIAL SHAREHOLDERS

The names of substantial shareholders who have notified the Company in accordance with section 671B of the Corporations Act 2001

are:

% of Issued

Name Units Capital
University of Western Australia 48,260,323 26.60%
Energenics Holdings Pte Ltd 19,495,680 10.75%

VOTING RIGHTS

All ordinary shares (whether fully paid or not) carry one vote per share without restriction.

ON-MARKET BUY BACK

There is no current on-market buy back.

UNQUOTED EQUITY SECURITIES

The number of unquoted securities, number of holders, and persons currently holding more than 20% or more of the unquoted

securities (excluding securities issued under the employee share plan) are as follows:

ASX

Persons holding 20% or more

Number of Number of  (excluding securities issued
Code  Options over Ordinary Shares Options Holders under employee share plan)
ANOA1l  Exercisable at $0.40 and expiring 31 December 2007 666,120 3 Hawkesbridge Limited (501,420)
ANOAO Exercisable at $0.308 and expiring 21 February 2010 750,000 3 Nia
ANOAQ Exercisable at $0.40 and expiring 31 December 2007 3,903,692 5 Keith Kerridge (1,425,000);
Vicki McGrouther (1,425,000)
ANOAS  Exercisable at $0.308 and expiring 23 February 2010 11,895,816 18 N/a
ANOAU  Exercisable at $0.20 and expiring 13 August 2011 2,500,000 1 Nl/a
ANOAU  Exercisable at $0.20 and expiring 13 August 2012 500,000 1 Nl/a
ANOAW Exercisable at $0.20 and expiring 21 June 2012 1,000,000 1 N/a
ANOAY  Exercisable at $0.20 and expiring 11 February 2011 200,000 1 N/a
ANOAZ  Exercisable at $0.308 and expiring 30 June 2012 4,545,455 1 Energenics Holdings Pte Limited
25,961,083 34
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