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Kip McGrath Education Centres Limited
Chairman’s Report
30 June 2011

Dear Shareholders

Over the last twelve months Kip McGrath Education Centres (‘KMEC’) vigorously pursued two key areas of business:
the McGrath Institute of Business Australia (‘MIBA’) and transformation of the core tutoring business. In the half year
report shareholders were advised of our disappointment in the decision by Queensland Office of Higher Education not
recommending re-registration and reaccreditation to MIBA. As a result of this decision MIBA was placed in voluntary
liquidation on 23 December 2010. As previously reported to shareholders the associated financial impact placed
extreme demands on the company’s funds.

In view of the shortage of funds to support the transformation process of the core tutoring business the company
secured a funding agreement with La Jolla Cove Investors Inc (‘LJC’) of up to US$9 million, which was announced to
market in February this year. The funds were to enable the company to:

(a) offer to existing franchisees and new franchisees, of the face to face tutoring business of KMEC, additional
products, programs and services in return for the conversion from the current fee payable by franchisees to
KMEC from a fixed basis to a percentage of revenue basis;

(b) (b) complete the development and offer, to both existing franchisees and to prospective new franchisees, an
online tutoring capability; and

(c) (c) co-invest with franchisees.

After a successful trialling period the company commenced its roll out of new franchise business models on a variable
fee basis. This includes a full service model offering a complete service administration, accounting and reporting
package with assistance in marketing in return for a percentage of revenue of up to 20%. This model has been
positively received by franchisees as it enables the franchisee to focus on growth and in addition achieve economies
of scale where they own more than one centre. In fact one of the upsides of this model is it will facilitate consolidation
and expansion of the business.

A second important element of the transformation has been the development of an e-learning platform for the delivery
of content which is now in the final testing stage and set to be rolled out next quarter. This is an exciting development
which will assist teachers in their tutoring significantly and more importantly enhance the outcomes for the student.
This e-learning platform will work in conjunction with the direct online capability now in development with expected
completion this financial year. The direct on line capability will allow students and teachers to come together using a
blended model of both face to face and on line or just online tailored for the convenience of the student. Apart from
Australia, centres in the UK and South Africa have been particularly interested in these new developments.

The speed of the development of the online capability unfortunately was significantly affected by restricted access to
capital previously anticipated through the LJC agreement which did not live up to expectations. LJC’s early conversion
to shares and their subsequent sale of significant numbers had a negative impact on the company’s share price. The
resolution to authorise LJC to make further drawdowns under the convertible note was soundly defeated at the
extraordinary general meeting held on 18 July 2011. Furthermore the company experienced revenue shortfalls due to
the strengthened Australian dollar against the pound, reduced income resulting from sales as the tightened economic
conditions made access to capital very difficult for potential new centre buyers and centres wishing to upgrade existing
facilities.

The company undertook selective franchise arrangements co-investing with franchisees where centre numbers could
be significantly uplifted and access to capital was not readily available. Such a partnering arrangement has proven to
be an effective way to continue to build the business and incentivise these franchisees to tutor more children.

In recent weeks the company has announced to the market it has entered into a Subscription Agreement with Editure

Capital Pty Limited with funds secured allowing KMEC to continue its strategies as previously disclosed to
shareholders.
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Kip McGrath Education Centres Limited
Chairman’s Report
30 June 2011

Editure Capital Pty Limited is an investment vehicle controlled by a group of the major shareholders of Editure Limited
(‘Editure’). Editure is a leading Australian education and training company providing services and products aimed at
improving school performance through teacher professional development and educational technology. Editure
provides services and products to approximately 12,500 schools, universities and corporations around the world.
Editure has customers in the United States, Australia, the United Kingdom, New Zealand and South Africa. The
footprint of Editure is global with a major proportion of revenue coming from the United States. KMEC believes there is
a significant strategic alignment between the two companies with opportunity to grow both businesses.

At this time there are encouraging signs of business improvement with new centre sales and student numbers
showing positive increases in a number of markets. Despite the very challenging business environment of the last
twelve months KMEC is very positive about its business transformation being on track to deliver on its strategic
direction over the next year.

| look forward to seeing you at the company annual general meeting on Tuesday 11 October 2011.

Q«V% ﬁm\/
Lindy Hyam
Chairman

19 August 2011
Newcastle
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Kip McGrath Education Centres Limited
Chief Executive Officer’s Message
30 June 2011

While it has been a challenging year at Kip McGrath Education Centres Limited we have made significant progress on
the business plans outlined in last year’s annual report. As promised to shareholders we are now delivering improved
technology and increased services to customers and have received from them most favourable feedback.

An update on our major initiatives

Online transformation and shared success franchise model

The technology development has continued during the year and the training of franchisees to use the technology has
been key to the deployment of the technology into their businesses. During the year we have made significant
advances in a three phased approach.

Phase 1 — the student and management system for franchisee (Intuition) is now being used in over 90 centres
worldwide (up from 8 last year) with a further five franchisees currently being trained each and every week. All reports
from franchisees have been positive, highlighting the success of Intuition in reducing administration time and allowing
them to spend more time tutoring and increasing their student numbers.

Phase 2 — all the existing content has been developed into a web based deployment system (Insight). We are
currently beta testing and the software will be available to eligible centres worldwide starting in the next quarter.

Phase 3 — the online tutoring software has been scoped and development will begin in the next quarter as well. The
online software is expected to provide a tutoring experience similar to the face to face experience. Customers will be
able to choose a blended or complete online experience through existing eligible centres. We expect the development
to be completed as scheduled this financial year.

The above technology has been completed within budget and timeframes as communicated.

The full service franchise model

The full service franchise model continues to be successful for franchisees and KME. We now have 12% of Australian
franchisees adopting this model. During the year the number of full service model franchisees increased 260%. We
are now developing systems to roll out the model worldwide.

Outlook

We see the ability to deliver online resources to our current franchisees and students as a key development to keeping
our strong position in the market. The ability of our franchisees to offer new tools and services is also paramount to our
ongoing relevancy to the demands of today’s student. All of the new innovations have been subject to rigorous testing
and franchisees feedback before rolling them out globally.

The company is budgeting a return to profit in FY 2012 with increased revenue from the major initiatives whilst
maintaining tight control over expenditure and relying on a more stable exchange rate between Australia and other
countries where in excess of 60% of our revenue is derived.

| would like to thank all of the Master Franchisees, Area Developers, Franchise Representative Council members,
Franchisees and employees of Kip McGrath Education Centres for all their hard work and support over the year.

-t

Storm McGrath
Chief Executive Officer

19 August 2011
Newcastle
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Kip McGrath Education Centres Limited
Directors' report
30 June 2011

The directors present their report, together with the financial statements, on the consolidated entity (referred to
hereafter as the 'consolidated entity') consisting of Kip McGrath Education Centres Limited (referred to hereafter as
the 'company' or 'parent entity') and the entities it controlled for the year ended 30 June 2011.

Directors
The following persons were directors of Kip McGrath Education Centres Limited during the whole of the financial year
and up to the date of this report, unless otherwise stated:

Lindy Hyam - Chairman

Kip McGrath

Dagnija McGrath

lan Campbell

Glenn Turner (resigned on 21 April 2011)
Storm McGrath (resigned on 21 April 2011)

Principal activities

The principal activities of the consolidated entity during the course of the financial year continued to be the sale of
franchises and providing services to franchisees in the education field. The consolidated entity does this in Australia
and overseas, principally in the United Kingdom and New Zealand.

Dividends
Dividends paid during the financial year were as follows:
2011 2010
$'000 $'000
Final dividend for the year ended 30 June 2009 of 2 cents per ordinary share paid fully
franked based on a tax rate of 30% - 396

Review of operations

The loss for the consolidated entity after providing for income tax amounted to $3,457,000 (30 June 2010: profit of
$362,000).

Refer to the chief executive officer's report for a full review of business operations.

Significant changes in the state of affairs
During the financial year the consolidated entity discontinued being a provider of online higher education.

There were no other significant changes in the state of affairs of the consolidated entity during the financial year.
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Kip McGrath Education Centres Limited
Directors' report
30 June 2011

Matters subsequent to the end of the financial year

On 18 July 2011 the company held an extraordinary general meeting, seeking shareholder approval of two resolutions
in accordance with the La Jolla Cove Investors ('LJC') funding agreement. Shareholders resolved unanimously the
first resolution, which ratified the partial drawdown of the convertible note issued by the company to LJC. The second
resolution was voted against unanimously which sought approval for the company to drawdown amounts up to
US$900,000 under the convertible note. There were no other resolutions put to the meeting.

On 28 July 2011 National Australia Bank (‘NAB') advised the company that whilst it had not waived its right to take
action at a later date in respect if the company being in breach of the interest covenant on the funding facility, it will not
be taking action at this point in time.

On 1 August 2011 the consolidated entity entered into Subscription Agreement for $209,713 in respect of the issue of
3,495,222 ordinary shares of 6 cents each and an unsecured loan loan of $290,287 with Editure Capital Pty Limited.
An additional $250,000 will be received from October 2011 via monthly instalments of $50,000 per month, under a
convertible note which is subject to shareholder approval.

No other matter or circumstance has arisen since 30 June 2011 that has significantly affected, or may significantly
affect the consolidated entity's operations, the results of those operations, or the consolidated entity's state of affairs in
future financial years.

Likely developments and expected results of operations

Information on likely developments in the operations of the consolidated entity and the expected results of operations
have not been included in this report because the directors believe it would be likely to result in unreasonable
prejudice to the consolidated entity.

Environmental regulation
The consolidated entity is not subject to any significant environmental regulation under Australian Commonwealth or

State law.

Information on directors

Name: Lindy Hyam

Title: Non-Executive Director and Chairman

Qualifications: MBA, B.Ed, Dip Teach and FAICD

Experience and expertise: Lindy joined the Board with over 21 years' experience in delivering educational

services in Australia and in many countries overseas. From 2000 to 2005 Lindy was
CEO and Director of IDP Education Australia Pty Ltd, at that time Australia's leading
international education company. She was also CEO of IELTS Australia. At this time,
Lindy was a non-executive director for the Australia Education Office located in the
Australian embassy in Washington DC. Lindy was appointed Chair of the Board on

21 April 2011.
Other current directorships: None
Former directorships (in the None
last 3 years):
Special responsibilities: Chair of the Remuneration Committee and Member of the Audit Committee
Interests in shares: 107,500 ordinary shares
Interests in options: None
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Kip McGrath Education Centres Limited

Directors' report
30 June 2011

Name:
Title:
Experience and expertise:

Other current directorships:
Former directorships (in the
last 3 years):

Special responsibilities:
Interests in shares:
Interests in options:

Name:
Title:
Experience and expertise:

Other current directorships:
Former directorships (in the
last 3 years):

Special responsibilities:
Interests in shares:
Interests in options:

Name:

Title:

Qualifications:

Experience and expertise:

Other current directorships:
Former directorships (in the
last 3 years):

Special responsibilities:
Interests in shares:
Interests in options:

Name:
Title:
Qualifications:

Experience and expertise:
Other current directorships:
Former directorships (in the
last 3 years):

Special responsibilities:
Interests in shares:
Interests in options:

Kip McGrath

Executive Director

As co-founder Kip has particular responsibility for strategic planning and developing
"Train-the-Trainer" programs.

None

None

None
5,426,193 ordinary shares
None

Dagnija McGrath

Non-Executive Director

As co-founder Dagnija's strengths are in organisation and being able to envisage the
use of technology in the teaching process. She has particular responsibility for the
development of new curriculum for overseas markets. Dagnija retired from her
executive role in the company on 30 June 2011 and continues as a non-executive
director.

None

None

None
4,202,000 ordinary shares
None

lan Campbell

Non-Executive Director

FCA, MAICD

lan joined the Board after a 31 year career with the international accounting firm,
Ernst & Young. He is a fellow of the Institute of Chartered Accountants Australia and
a member of the Australian Institute of Company Directors. He is currently a non-
executive director of Redox Pty Ltd, a large chemical importer and distributor and is a
consultant with the Board search practice at Talent2 Limited.

Chairman of Riskflo Associates Limited

None

Chairman of the Audit Committee and Member of the Remuneration Committee
400,000 ordinary shares
None

Glenn Turner (resigned on 21 April 2011)

Former Non-Executive Director and Former Chairman

B Com, Fellow ASCPA, Fellow AICD, Companion IEA, Accredited Mediator and
Arbitrator

Glenn joined the Board in 2007 and resigned during the financial year.

None

None

None

Not applicable as no longer a director
Not applicable as no longer a director
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Kip McGrath Education Centres Limited
Directors' report

30 June 2011

Name: Storm McGrath (resigned on 21 April 2011)

Title: Chief Executive Officer and former Managing Director

Qualifications: MBA

Experience and expertise: Storm is responsible for recommending strategic direction, day-to-day operations,
developing new centres and selling new franchises and master franchises. Storm
resigned as director on 21 April 2011 but continues as chief executive officer with
ongoing responsibility for overseeing the execution of the strategies developed by the
company.

Other current directorships: None

Former directorships (in the None

last 3 years):

Special responsibilities: Chief Executive Officer

Interests in shares: Not applicable as no longer a director, however as Chief Execuitive Officer, Storm
has an interest in 837,960 ordinary shares

Interests in options: Not applicable as no longer a director

'Other current directorships' quoted above are current directorships for listed entities only and excludes directorships
in all other types of entities, unless otherwise stated.

'Former directorships (in the last 3 years)' quoted above are directorships held in the last 3 years for listed entities only
and excludes directorships in all other types of entities, unless otherwise stated.

Company secretary
Darlene Perks (B Bus, CPA) is a Certified Practising Accountant and joined Kip McGrath Education Centres Limited in
2008 and has held the Company Secretary position since April 2008.

Meetings of directors
The number of meetings of the company's Board of Directors and of each board committee held during the year

ended 30 June 2011, and the number of meetings attended by each director were:

Nomination and

Full Board Remuneration Committee Audit Committee

Attended Held Attended Held Attended Held
Lindy Hyam 13 13 1 1 1 1
Kip McGrath 12 13 - - - -
Dagnija McGrath 13 13 - - - -
lan Campbell 13 13 1 1 4 4
Glenn Turner 10 11 - - 3 3
Storm McGrath 10 11 - - - -

Held: represents the number of meetings held during the time the director held office or was a member of the relevant
committee.

Remuneration report (audited)

The remuneration report, which has been audited, outlines the director and executive remuneration arrangements for
the consolidated entity and the company, in accordance with the requirements of the Corporations Act 2001 and its
Regulations.

The remuneration report is set out under the following main headings:
Principles used to determine the nature and amount of remuneration
Details of remuneration

Service agreements

Share-based compensation

OO0 w>
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Kip McGrath Education Centres Limited
Directors' report
30 June 2011

A Principles used to determine the nature and amount of remuneration

The objective of the consolidated entity's and company's executive reward framework is to ensure reward for
performance is competitive and appropriate for the results delivered. The framework aligns executive reward with the
achievement of strategic objectives and the creation of value for shareholders, and conforms with the market best
practice for delivery of reward. The Board of Directors ('the Board') ensures that executive reward satisfies the
following key criteria for good reward governance practices:

. competitiveness and reasonableness

o acceptability to shareholders

. performance linkage / alignment of executive compensation
. transparency

The remuneration committee is responsible for determining and reviewing remuneration arrangements for its directors
and executives. The performance of the consolidated entity and company depends on the quality of its directors and
executives. The remuneration philosophy is to attract, motivate and retain high performance and high quality
personnel.

The remuneration committee makes recommendations to the Board in relation to remuneration of non-executive
directors, and establishes, reviews and approves remuneration terms and the performance of the chief executive
officer. The committee also assists the chief executive officer in the remuneration review of senior executives. The
remuneration committee also set the remuneration package of the chief executive officer, and approved by the Board.

The objective of the consolidated entity's executive reward framework is to ensure reward for performance is
competitive with other employers and appropriate for the results delivered. The framework aligns executive reward
with achievement of strategic objectives and the creation of value for shareholders, and conforms to market practice
for delivery of reward.

In accordance with best practice corporate governance, the structure of non-executive directors and executive
remunerations are separate.

Non-executive directors remuneration

Fees and payments to non-executive directors reflect the demands which are made on, and the responsibilities of, the
directors. Non-executive directors' fees and payments are reviewed annually by the remuneration committee. The
remuneration committee may take the advice of independent remuneration consultants to ensure non-executive
directors' fees and payments are appropriate and in line with the market. The fees for the chair of the board are
determined independently to the fees of other non-executive directors based on comparative roles in the external
market. Non-executive directors do not receive share options or other incentives.

ASX listing rules requires that the aggregate non-executive directors' remuneration shall be determined periodically by
a general meeting. The most recent determination was at the Annual General Meeting held on 19 November 2010,
where the shareholders approved an aggregate remuneration of $200,000 per annum.

Executive remuneration
The consolidated entity and company aims to reward executives with a level and mix of remuneration based on their
position and responsibility, which is both fixed and variable.

The executive remuneration and reward framework has four components:

° base pay and non-monetary benefits

o short-term performance incentives

o share-based payments

o other remuneration such as superannuation and long service leave
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Kip McGrath Education Centres Limited
Directors' report
30 June 2011

The combination of these comprises the executive's total remuneration.

Fixed remuneration, consisting of base salary, superannuation and non-monetary benefits, are reviewed annually by
the remuneration committee, based on individual and business unit performance, the overall performance of the
consolidated entity and comparable market remunerations.

Executives can receive their fixed remuneration in the form of cash or other fringe benefits (for example motor vehicle
benefits) where it does not create any additional costs to the consolidated entity and adds additional value to the
executive.

The short-term incentives ('STI") program is designed to align the targets of the business units with the targets of
those executives in charge of meeting those targets. STI payments are granted to executives based on specific
annual targets and key performance indicators ('KPI') being achieved. KPI's for the chief executive officer are set by
the remuneration committee, which currently focus on the consolidated entity's financial performance, measured by
annual after-tax profit. The KPI's of other executives are set by the chief executive officer and are reviewed in
consultation with the chair of the board.

Except for long service leave there are currently no other long-term incentives ('LTI') incentives.

Consolidated entity performance and link to remuneration

Executive remuneration is not directly linked to the performance of the consolidated entity. Bonus and incentive
payments are at the discretion of the Board.

B Details of remuneration

Amounts of remuneration

Details of the remuneration of the directors, other key management personnel (defined as those who have the

authority and responsibility for planning, directing and controlling the major activities of the consolidated entity) and
specified executives of Kip McGrath Education Centres Limited are set out in the following tables.
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Kip McGrath Education Centres Limited
Directors' report
30 June 2011

Post-
employment Long-term Share-based
2011 Short-term benefits benefits benefits payments
Cash salary Non- Super- Termination Equity-
Name and fees Bonus monetary annuation benefits settled Total
$ $ $ $ $ $ $

Non-Executive
Directors:
Lindy Hyam 37,590 - 2,369 3,383 - - 43,342
lan Campbell 34,404 - 2,369 3,096 - - 39,869
Glenn Turner
(resigned 21
April 2011) 37,080 - 1,915 3,337 - - 42,332
Executive
Directors:
Kip McGrath 99,182 - 5,165 8,926 - - 113,273
Dagnija McGrath 60,762 - 8,696 5,469 14,667 - 89,594
Other Key
Management
Personnel:
Storm McGrath 212,020 - 15,257 17,870 - - 245,147
Darlene Perks 150,917 - 2,369 13,583 - - 166,869
James Street 150,000 - 2,369 - - - 152,369

781,955 - 40,509 55,664 14,667 - 892,795
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Kip McGrath Education Centres Limited
Directors' report

30 June 2011
Post-
employment Long-term  Share-based
2010 Short-term benefits benefits benefits payments
Cash salary Non- Super- Termination Equity-
Name and fees Bonus monetary annuation benefits settled Total
$ $ $ $ $ $ $

Non-Executive
Directors:
Lindy Hyam
(appointed 1
December 2009) 20,069 - 1,294 1,806 - - 23,169
lan Campbell
(appointed 25
August 2009) 29,387 - 1,892 2,645 - - 33,924
Glenn Turner 45,872 - 2,227 4,128 - - 52,227
Michael Seamer
(resigned 30
November 2009) 3,896 - 934 351 - - 5,181
Executive
Directors:
Kip McGrath 103,017 - 4,863 9,271 - - 117,151
Dagnija McGrath 62,253 - 11,268 5,603 - - 79,124
Storm McGrath 206,862 - 7,760 16,144 - - 230,766
Other Key
Management
Personnel:
Darlene Perks 140,422 - 2,227 12,638 - - 155,287
Clinton Marquet
(resigned 30
October 2009) 79,963 - 744 7,197 - - 87,904

691,741 - 33,209 59,783 - - 784,733

During the current and previous financial year, 100% of remuneration was fixed and none linked to performance.
C Service agreements

Key management personnel have standard contracts of employment that have no entitlement to termination payments
in the event of removal for misconduct. Termination can be made by either the consolidated entity or individual subject
to 1-3 months notice. Storm McGrath and Darlene Perks have performance incentives of up to 7.5% and 2.5%
respectively of overbudget performance.

D Share-based compensation

Issue of shares

There were no shares issued to directors and other key management personnel as part of compensation during the
year ended 30 June 2011.

Options

There were no options issued to directors and other key management personnel as part of compensation that were
outstanding as at 30 June 2011.
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Kip McGrath Education Centres Limited
Directors' report
30 June 2011

There were no options granted to or exercised by directors and other key management personnel as part of
compensation during the year ended 30 June 2011.

Values of options over ordinary shares granted, exercised and lapsed for directors and other key management
personnel during the year ended 30 June 2011 are set out below:

Value of Value of Value of Remuneration
options options options consisting of
granted exercised lapsed options
during the during the during the for the
year year year year
$ $ $ %
Name
Storm McGrath - - 300,000 -

This concludes the remuneration report, which has been audited.

Shares under option
There were no options outstanding as at 30 June 2011.

Shares issued on the exercise of options
There were no shares of Kip McGrath Education Centres Limited issued on the exercise of options during the year
ended 30 June 2011.

Indemnity and insurance of officers
The company has indemnified the directors and executives of the company for costs incurred, in their capacity as a
director or executive, for which they may be held personally liable, except where there is a lack of good faith.

During the financial year, the company paid a premium in respect of a contract to insure the directors and executives
of the company against a liability to the extent permitted by the Corporations Act 2001. It is not possible to apportion
the premium between amounts relating to the insurance against legal costs and those relating to other liabilities.

Indemnity and insurance of auditor
The company has not, during or since the financial year, indemnified or agreed to indemnify the auditor of the
company or any related entity against a liability incurred by the auditor.

During the financial year, the company has not paid a premium in respect of a contract to insure the auditor of the
company or any related entity.

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.

Non-audit services
There were no non-audit services provided during the financial year by the auditor.

Officers of the company who are former audit partners of Forsythes Assurance & Risk
There are no officers of the company who are former audit partners of Forsythes Assurance & Risk.

Rounding of amounts

The company is of a kind referred to in Class Order 98/100, issued by the Australian Securities and Investments
Commission, relating to 'rounding-off’. Amounts in this report have been rounded off in accordance with that Class
Order to the nearest thousand dollars, or in certain cases, the nearest dollar.
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Kip McGrath Education Centres Limited
Directors' report
30 June 2011

Auditor's independence declaration
A copy of the auditor's independence declaration as required under section 307C of the Corporations Act 2001 is set
out on the following page.

Auditor

Upon finalisation of the 30 June 2011 audit, Forsythes Assurance & Risk will resign as auditors of the consolidated
entity in accordance with the auditor rotation requirements mandated under the Corporations Act 2001. A resolution
will be put to the Annual General Meeting to appoint Nexia Forsythes as the consolidated entity's auditors.

This report is made in accordance with a resolution of directors, pursuant to section 298(2)(a) of the Corporations Act
2001.

On behalf of the directors

% ﬁm‘/
Lindy Hyam
Chairman

19 August 2011
Newcastle
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Forsythes

AUDITOR’S INDEPENDENCE DECLARATION
TO THE DIRECTORS OF KIP MCGRATH EDUCATION CENTRES LIMITED

In accordance with section 307C of the Corporations Act 2001, | am pleased to provide the following
declaration of independence to the directors of Kip McGrath Educatlon Centres Limited.

As lead audit partner for the audit of Kip McGrath Education Centres Limited financial statements for
the year ended 30 June 2011, | declare that, to the best of my knowledge and belief, there have been
no contraventions of:

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

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

;W%ﬂ ///&f viane { 2

FORSYTHES ASSURANCE & RISK

Whilllen

Matthews

Partner

Chartered Accountants
Newcastle, 19 August 2011

Level 4, Hunter Mall Chambers, 175 Scott Street (PO Box 705) DX 7919 Newcastle NSW 2300 Australia
Telephone 02 4926 2699 Facsimile (02) 4929 1435 Website www.forsythes.com.au Email forsythes@forsythes.com.au

Liability limited by a scheme approved under Professional Standards Legislation, other than for the acts or omissions of financial services licencees N A
MEMBER OF NEXIA INTERNATIONAL - A WORLDWIDE NETWORK OF INDEPENDENT ACCOUNTING AND CONSULTING FIRMS INTERNATION AL
15



Kip McGrath Education Centres Limited
Corporate Governance Statement
30 June 2011

The directors of Kip McGrath Education Centres Limited are committed to upholding the recommended standards of
corporate governance. The following statement outlines the company’s main corporate governance practices that were
in place throughout the financial year. These practices are discussed in relation to their compliance with the ASX
Corporate Governance Council’s Principles and Recommendations (2nd Edition) of August 2007.

Principle 1: Lay solid foundations for management and oversight

Recommendation 1.1: Companies should establish the functions reserved to the board and those delegated
to senior executives and disclose those functions.

The board has adopted a charter setting out its roles and responsibilities. In addition, the company’s Corporate
Governance Code (adopted on 29 May 2007) formalises the role, powers and responsibilities of the board. The Chief
Executive Officer and Chief Financial Officer are employed pursuant to engagement agreements.

Role of the board

The board’s primary role is the protection and enhancement of long-term shareholder value. To fulfil this role the board
has established a framework for the strategic management of the company which includes a system of internal control
and management information systems, a business risk management process and the establishment of appropriate
ethical standards for directors and employees.

Board processes

The board is assisted in carrying out its responsibilities by the Audit committee and the Remuneration committee.
These committees have written mandates and operating procedures which are reviewed regularly. The board has
delegated responsibility for operation and administration of the company to the Chief Executive Officer and executive
management who report directly to the board.

The full board schedules twelve meetings per year, plus strategy meetings at such other times as required. The
agenda for meetings is prepared in conjunction with the Chairman, Chief Financial Officer and the Chief Executive
Officer, with submissions circulated in advance. Standing items include the monthly financial statements and Chief
Executive Officers' report.

Director education and access to independent advice

The company has implemented induction procedures to ensure new directors are educated about the nature of the
business, corporate strategy and the expectations of the company concerning performance of directors.

Each director has the right to access all relevant company information and may, subject to prior consultation with the
board, seek independent professional advice from a suitably qualified adviser at the company’s expense.

Recommendation 1.2: Content of a director’s letter upon appointment.
New Director’s receive a formal letter of appointment along with an induction pack.

The contents of the letter and induction pack contain sufficient information to allow the new Director to gain an
understanding of:

. Kip McGrath Education Centres Limited’s financial, strategic, operational and risk management
position;

. The rights, duties and responsibilities of Directors;

. The roles and responsibilities of the Executive Team; and

. The role of Board Committees.

Recommendation 1.3: Companies should disclose the process for evaluating the performance of senior
executives.

The performance of the Chief Executive Officer is reviewed annually by the remuneration committee. Details of the

composition and operation of the remuneration committee is disclosed elsewhere in this statement. The performance
of other senior executives is reviewed at least annually by the Chief Executive Officer.
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Kip McGrath Education Centres Limited
Corporate Governance Statement
30 June 2011

Principle 2: Structure the board to add value

Recommendation 2.1: A majority of the board should be independent directors.

The board currently consists of one executive director and three non-executive directors, of which two are considered
independent directors. Apart from emoluments paid in their capacity as directors and shareholdings disclosed in the
Directors' Report no non-executive director had any other dealings with the company either during, or since, the end of
the financial year.

The composition of the board is structured to ensure that the board has the appropriate mix of expertise and
experience. When a vacancy exists, through whatever cause, or where it is considered that the board would benefit
from the services of a new director with particular skills, a suitable candidate is appointed by the board subject to their
standing for election at the next general meeting of shareholders.

Recommendation 2.2: The chair should be an independent director.

Ms Lindy Hyam was elected to chair the board on 21 April 2011.

Recommendation 2.3: The roles of chair and chief executive officer should not be exercised by the same
individual.

The roles of the Chairman and Chief Executive Officer are separate.
Recommendation 2.4: The board should establish a nomination committee.

Given the size of the company the board does not consider it necessary to constitute a separate nominations
committee. Nomination of directors is agreed to by the full board.

Recommendation 2.5: Companies should disclose the process for evaluating the performance of the board,
its committees and individual directors.

The board annually reviews the performance of the board, its committees and its members. The performance of the
Chief Executive Officer is reviewed annually by the remuneration committee. The Chief Executive Officer and the
board review the performance of senior managers.

The board’s induction program provides incoming directors with information that will enable them to carry out their
duties in the best interests of the company. This includes supporting ongoing education of the Directors for the benefit
of the company.

Principle 3: Promote ethical and responsible decision making

Recommendation 3.1: Companies should establish a code of conduct and disclose the code, or a summary of
the code, as to:

. the practices necessary to maintain confidence in the company’s integrity;

. the practices necessary to take into account their legal obligations and the reasonable expectations of
their stakeholders; and

. the responsibility and accountability of individuals for reporting and investigating reports of unethical
practices.

The company expects all its employees (including the board) to display appropriate ethical conduct. These
expectations were formalized with the adoption of a written code of conduct, applicable to all employees and directors,
by the board on 29 May 2007. The code of conduct provides a framework of ethical principles for conducting business
and dealing with customers, employees and other stakeholders. The code sets out the responsibilities of employees
to the company and requires employees to avoid conflicts of interest, the misuse of company property and the
acceptance or offering of inappropriate gifts. The code also contains requirements for the reporting of breaches of the
code and protection of employees reporting such breaches.
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Recommendation 3.2: Companies should establish a policy concerning trading in securities by directors,
senior executives and employees and disclose the policy or a summary of that policy.

Employees are permitted to trade in securities of the company subject to applicable statutory restrictions but at no time
may they trade shares when in possession of information not disclosed to the market.

Directors and senior management employees are restricted when trading in the company’s securities by the
company’s Code of Practice Buying and Selling Securities, which was formally adopted by the board on 29 May 2007.
Under the Code directors and senior executive employees are prohibited from dealing in the company’s shares when
in possession of unpublished price sensitive information regarding the company or during “closed periods”. A closed
period is the period from the full-year or half-year reporting date to the announcement date of the full-year or half-year
results, and other periods declared by the Chairman.

Principle 4: Safeguard integrity in financial reporting

Recommendation 4.1: The board should establish an audit committee.

The board has established an audit committee.

Recommendation 4.2: The audit committee should be structured so that it:

. consists only of non-executive directors;

. consists of a majority of independent directors;

. is chaired by an independent chair, who is not chair of the board; and
. has at least three members.

The committee consists entirely of independent directors, Mr lan Campbell and Ms Lindy Hyam. The chairperson, Mr
lan Campbell, is not board chair. While the committee consists of less than the three recommended members, the
board is satisfied the experience of the two independent members makes for an effective committee.
Recommendation 4.3: The audit committee should have a formal charter

The board has established the Audit committee under formal charter.

The responsibilities of the committee include:

. Reviewing the annual and half-year financial reports and other financial information distributed
externally;

. Approving new accounting policies to ensure compliance with International Financial Reporting
Standards;

. Advising on the establishment and maintenance of a framework of internal control and to insure that

the company has an effective risk management system in order for risks to be identified and managed
effectively; and

. Reviewing the independence of the external auditors and advising the board on the appropriateness
of any non-audit services provided by the external auditor.

The external auditors, the Chief Executive Officer and/or the Chief Financial Officer, are invited to meetings at the
discretion of the committee.
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Principle 5: Make timely and balanced disclosure

Recommendation 5.1: Companies should establish written policies designed to ensure compliance with ASX
Listing Rule disclosure requirements and to ensure accountability at senior executive level for that
compliance and disclose those policies or a summary of those policies.

The company is committed to complying with the continuous disclosure obligations of the Corporations Act 2001 and
the listing rules of the Australian Securities Exchange (‘ASX’). A formal continuous disclosure policy was adopted by
the board on 29 May 2007.

The company follows a program of half yearly disclosures to the market on financial and operational results and has
established policies and procedures to ensure that a wide audience of investors has access to information given to
ASX for market release. Media releases, half yearly financial reports and AGM addresses are lodged with ASX and,
upon confirmation of receipt by ASX, are posted to the company's website.

Principle 6: Respect the rights of shareholders

Recommendation 6.1: Companies should design a communications policy for promoting effective
communication with shareholders and encouraging their participation at general meetings and disclose their
policy or a summary of that policy.

The company recognises the right of shareholders to be informed of matters which affect their investment in the
company. The company maintains a website which displays corporate governance, financial and operational
information.

The board is committed to frequent and relevant communication with shareholders. Shareholders are given a
reasonable opportunity to ask questions of the board at general meetings. The external auditor is available at such
meetings to answer questions from shareholders on matters relating to the audit of the company's financial
statements.

Principle 7: Recognise and manage risk

Recommendation 7.1: Companies should establish policies for the oversight and management of material
business risks and disclose a summary of those policies.

The company has established policies for the oversight and management of material business risks, which are
covered under recommendation 7.2.

Recommendation 7.2: The board should require management to design and implement the risk management
and internal control system to manage the company’s material business risks and report to it on whether
those risks are being managed effectively. The board should disclose that management has reported to it as
to the effectiveness of the company’s management of its material business risks.

Internal control framework

The board is of the opinion that the size of the company does not warrant the appointment of an internal auditor. To
assist in discharging its responsibility, the board has instigated an internal control framework which includes:

Financial reporting

There is a comprehensive budgeting system with an annual budget approved by the directors. Monthly actual results
are reported against budget and revised forecasts for the year are prepared regularly.
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Business risks

The board receives monthly reports on major risks affecting the company and requires management to develop
strategies to mitigate these risks. Major business risks may arise from such matters as action by competitors,
government policy changes and changes in foreign exchange rates. Other risks include event risks (where an event
occurring in a Kip McGrath centre which may not be under the direct control of the company, could impact on the
brand) and system failure. A comprehensive IT risk management system is in place.

The chief executive officer reports to the board on the effectiveness of the company’s risk management as a standing
item in the monthly Chief Executive Officer’s report to the board.

Recommendation 7.3: The board should disclose whether it has received assurance from the chief executive
officer (or equivalent) and the chief financial officer (or equivalent) that the declaration provided in
accordance with section 295A of the Corporations Act is founded on a sound system of risk management and
internal control and that the system is operating effectively in all material respects in relation to financial
reporting risks.

The board requires the Chief Executive Officer and Chief Financial Officer to state in writing to it that the company's
financial reports represent a true and fair view, in all material respects, of the company's financial condition and
operational results in accordance with the relevant accounting standards and are founded on a sound system of risk
management and internal control and that the system is operating effectively in all material respects in relation to
financial reporting risks.

Principle 8: Remunerate fairly and responsibly

Recommendation 8.1: The board should establish a remuneration committee.

The company has established a remuneration committee comprising the following members, both of whom are
independent directors: Mr lan Campbell and Ms Lindy Hyam (Committee Chair).

The remuneration committee structure should be as follows:

. consists only of non-executive directors;

. consists of a majority of independent directors;
. is chaired by an independent director; and

. has at least three members.

While the committee consists of less than the three recommended members, the board is satisfied the experience of
the two independent members makes for an effective committee.

Recommendation 8.2: Companies should clearly distinguish the structure of non-executive directors’
remuneration from that of executive directors and senior executives.

The remuneration committee reviews remuneration packages and policies applicable to the Chief Executive Officer
and senior executives. This may include share schemes, incentive performance packages, superannuation
entitlements, retirement and termination entitlements, fringe benefit policies and professional indemnity and liability
insurance policies. External advice is sought as appropriate.

Further details of directors’ and executives’ remuneration, superannuation and retirement payments are set out in the
remuneration report which forms part of the directors’ report. The Chief Executive Officer is invited to committee
meetings, as required, to discuss management performance and remuneration packages.

Non-executive directors do not receive incentive payments or retirement benefits (other than statutory
superannuation). Equity-based remuneration is not a standard component of executive remuneration agreements.
Any future equity issued to executives or non-executives as remuneration will be approved at the annual general
meeting of shareholders.

No senior executive is involved directly in deciding their own remuneration.
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Corporate Governance Principles — 2010 Amendments

The company has not early adopted the revised corporate governance principles 2010. Principle 3.2 of the revised
2010 principles states companies should establish a policy concerning diversity and disclose the policy or a summary
of that policy. The policy should include requirements for the board to establish measurable objectives for achieving
gender diversity and for the board to assess annually both the objectives and progress in achieving them.

The company does not comply with this principle however the board has committed the company to review and
prepare a Diversity Policy that considers all aspects of diversity in accordance with corporate governance guidelines.
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General information

The financial report covers Kip McGrath Education Centres Limited as a consolidated entity consisting of Kip McGrath
Education Centres Limited and the entities it controlled. The financial report is presented in Australian dollars, which is
Kip McGrath Education Centres Limited's functional and presentation currency.

The financial report consists of the financial statements, notes to the financial statements and the directors'
declaration.

Kip McGrath Education Centres Limited is a listed public company limited by shares, incorporated and domiciled in
Australia. Its registered office and principal place of business is:

Level 3
6 Newcomen Street
Newcastle NSW 2300

A description of the nature of the consolidated entity's operations and its principal activities are included in the
directors' report, which is not part of the financial report.

The financial report was authorised for issue, in accordance with a resolution of directors, on 19 August 2011. The
directors have the power to amend and reissue the financial report.
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Kip McGrath Education Centres Limited
Statement of comprehensive income
For the year ended 30 June 2011

Note

Revenue from continuing operations 5

Expenses

Royalties, commissions and other direct expenses

Employee expenses

Marketing expenses

Administration expenses

Merchandising expenses

Depreciation and amortisation expense 6
Other expenses

Finance costs 6

Profit/(loss) before income tax expense from continuing operations

Income tax expense 7
Profit/(loss) after income tax expense from continuing operations

Loss after income tax benefit from discontinued operations 8

Profit/(loss) after income tax expense for the year attributable to the
owners of Kip McGrath Education Centres Limited 25

Other comprehensive income
Foreign currency translation

Other comprehensive income for the year, net of tax

Total comprehensive income for the year attributable to the owners of
Kip McGrath Education Centres Limited

Earnings per share from continuing operations attributable to the

owners of Kip McGrath Education Centres Limited

Basic earnings per share 37
Diluted earnings per share 37

Earnings per share from discontinued operations attributable to the

owners of Kip McGrath Education Centres Limited

Basic earnings per share 37
Diluted earnings per share 37

Earnings per share for profit/(loss) attributable to the owners of Kip

McGrath Education Centres Limited

Basic earnings per share 37
Diluted earnings per share 37

Refer to note 3 for detailed information on restatement of comparatives.

Consolidated

2011 2010
$'000 $'000
6,435 8,087
(2,568) (2,448)
(2,223) (2,122)
(115) (121)
(1,052) (1,184)
(498) (837)
(256) (240)
(21) (12)
(298) (273)
(596) 850
(256) (258)
(852) 592
(2,605) (230)
(3,457) 362
(119) (88)
(119) (88)
(3,576) 274
Cents Cents
(4.15) 2.99
(4.1 2.99
(12.68) (1.16)
(12.68) (1.16)
(16.83) 1.83
(16.83) 1.83

The above statement of comprehensive income should be read in conjunction with the accompanying notes
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Kip McGrath Education Centres Limited
Statement of financial position
As at 30 June 2011

Assets

Current assets

Cash and cash equivalents
Trade and other receivables
Inventories

Current tax asset

Other

Total current assets

Non-current assets
Receivables

Property, plant and equipment
Intangibles

Deferred tax

Total non-current assets

Total assets
Liabilities

Current liabilities

Trade and other payables
Borrowings

Provisions

Total current liabilities

Non-current liabilities
Borrowings

Deferred tax

Provisions

Total non-current liabilities

Total liabilities

Net assets

Equity

Contributed equity

Reserves

Retained profits/(accumulated losses)

Total equity

Refer to note 3 for detailed information on restatement of comparatives.

The above statement of financial position should be read in conjunction with the accompanying notes
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Note

10
11

12

13
14
15
16

17
18
19

20
21
22

23
24
25

Consolidated

2011 2010
$'000 $'000
512 731
455 523
96 171
- 14
118 105
1,181 1,544
8 16
156 398
8,343 10,551
1,815 1,839
10,322 12,804
11,503 14,348
1,320 738
3,380 824
200 180
4,900 1,742
508 3,232
1,081 989
24 12
1,613 4,233
6,513 5,975
4,990 8,373
7,022 6,829
542 661
(2,574) 883
4,990 8,373




Kip McGrath Education Centres Limited
Statement of changes in equity
For the year ended 30 June 2011

Consolidated
Balance at 1 July 2009

Other comprehensive income
for the year, net of tax

Profit after income tax
expense for the year

Total comprehensive income
for the year

Transactions with owners in
their capacity as owners:
Dividends paid

Balance at 30 June 2010

Consolidated
Balance at 1 July 2010

Other comprehensive income
for the year, net of tax

Loss after income tax
expense for the year

Total comprehensive income
for the year

Transactions with owners in
their capacity as owners:
Contributions of equity, net of
transaction costs

Balance at 30 June 2011

The above statement of changes in equity should be read in conjunction with the accompanying notes

Contributed Retained Total
equity Reserves profits equity
$'000 $'000 $'000 $'000

6,829 749 917 8,495
- (88) - (88)
- - 362 362
- (88) 362 274
- - (396) (396)
6,829 661 883 8,373
Retained
profits/

Contributed (Accumulated Total
equity Reserves losses) equity
$'000 $'000 $'000 $'000

6,829 661 883 8,373
- (119) - (119)
- - (3,457) (3,457)
- (119) (3,457) (3,576)
193 - - 193
7,022 542 (2,574) 4,990
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Kip McGrath Education Centres Limited
Statement of cash flows
For the year ended 30 June 2011

Cash flows from operating activities
Receipts from customers (inclusive of GST)

Payments to suppliers and employees (inclusive of GST)

Interest received
Interest and other finance costs paid
Income taxes paid

Net cash from operating activities

Cash flows from investing activities

Payments for property, plant and equipment
Payments for intangibles

Proceeds from sale of property, plant and equipment
Proceeds from release of security deposits

Net cash used in investing activities

Cash flows from financing activities

Proceeds from issue of shares

Share issue and convertible note transaction costs
Proceeds on issue of convertible notes

Proceeds from related party borrowings

Dividends paid

Repayment of borrowings

Net cash from/(used in) financing activities

Net decrease in cash and cash equivalents

Cash and cash equivalents at the beginning of the financial year

Effects of exchange rate changes on cash

Cash and cash equivalents at the end of the financial year

The above statement of cash flows should be read in conjunction with the accompanying notes
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Consolidated

Note 2011 2010
$'000 $'000
6,740 8,335
(6,234) (6,736)
506 1,599
6 7
(298) (253)
(85) -
36 129 1,353
14 (19) (149)
15 (807) (877)
55 -
1 _
(770) (1,026)
23 132 -
(107) -
284 -
500 100
26 - (396)
(376) (103)
433 (399)
(208) (72)
731 823
(11) (20)
9 512 731




Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 1. Significant accounting policies

The principal accounting policies adopted in the preparation of the financial statements are set out below. These
policies have been consistently applied to all the years presented, unless otherwise stated.

New, revised or amending Accounting Standards and Interpretations adopted
The consolidated entity has adopted all of the new, revised or amending Accounting Standards and Interpretations
issued by the Australian Accounting Standards Board ('AASB') that are mandatory for the current reporting period.

Any new, revised or amending Accounting Standards or Interpretations that are not yet mandatory have not been
early adopted.

Any significant impact on the accounting policies of the consolidated entity from the adoption of these Accounting
Standards and Interpretations are disclosed in the relevant accounting policy.

The adoption of these Accounting Standards and Interpretations did not have any impact on the financial performance
or position of the consolidated entity. The following Accounting Standards and Interpretations are most relevant to the
consolidated entity:

Interpretation 19 Extinguishing Financial Liabilities with Equity Instruments

The consolidated entity has applied Interpretation 19 from 1 July 2010. The interpretation clarified that equity
instruments issued to a creditor to extinguish a financial liability qualifies as consideration paid. The equity
instruments issued are measured at their fair value, or if not reliably measured, at the fair value of the liability
extinguished, with any gain or loss recognised in profit or loss.

AASB 2009-5 Amendments to Australian Accounting Standards arising from the Annual Improvements Project

The consolidated entity has applied AASB 2009-5 amendments from 1 July 2010. The amendments result in some
accounting changes for presentation, recognition or measurement purposes, while some amendments that relate to
terminology and editorial changes had no or minimal effect on accounting. The main changes were:

AASB 101 'Presentation of Financial Statements' - classification is not affected by the terms of a liability that could be
settled by the issuance of equity instruments at the option of the counterparty;

AASB 107 'Statement of Cash Flows' - only expenditure that results in a recognised asset can be classified as a cash
flow from investing activities;

AASB 117 'Leases' - removal of specific guidance on classifying land as a lease;

AASB 118 'Revenue' - provides additional guidance to determine whether an entity is acting as a principal or agent;
and

AASB 136 'Impairment of Assets' - clarifies that the largest unit permitted for allocating goodwill, acquired in a
business combination, is the operating segment as defined in AASB 8 'Operating Segments' before aggregation for
reporting purposes.
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 1. Significant accounting policies (continued)

AASB 2009-10 Amendments to AASB 132 - Classification of Rights Issues

The consolidated entity has applied AASB 2009-10 from 1 July 2010. The amendments clarified that rights, options or
warrants to acquire a fixed number of an entity's own equity instruments for a fixed amount in any currency are equity
instruments if the entity offers the rights, options or warrants pro-rata to all existing owners of the same class of its
own non-derivative equity instruments. The amendment therefore provides relief to entities that issue rights in a
currency other than their functional currency from treating the rights as derivatives with fair value changes recorded in
profit or loss.

AASB 2010-3 Amendments to Australian Accounting Standards arising from the Annual Improvements Project

The consolidated entity has applied AASB 2010-3 amendments from 1 July 2010. The amendments result in some
accounting changes for presentation, recognition or measurement purposes, while some amendments that relate to
terminology and editorial changes had no or minimal effect on accounting. The main changes were:

AASB 127 'Consolidated and Separate Financial Statements' and AASB 3 Business Combinations - clarifies that
contingent consideration from a business combination that occurred before the effective date of revised AASB 3 is not
restated; the scope of the measurement choices of non-controlling interest is limited to when the rights acquired
include entitlement to a proportionate share of net assets in the event of liquidation; requires an entity in a business
combination to account for the replacement of acquiree's share-based payment transactions, unreplaced and
voluntarily replaced, by splitting between consideration and post combination expenses.

Going concern
The consolidated entity has prepared the financial report on a going concern basis.

The consolidated entity recorded a post-tax loss of $3,457,000 (2010: profit $362,000) and has a net current asset
deficiency of $3,719,000 (2010: $198,000).

The consolidated entity advised National Australia Bank (‘NAB') on 17 June 2011 that it will be in breach of its interest
covenant as at 30 June 2011 in respect of its loan to the NAB as required by the loan agreements.

The directors consider the preparation of the financial report on a going concern basis as a result of consideration of
the following:

(i) On 28 July 2011 NAB advised that whilst it has not waived its right to take action at a later date in respect of this
breach, it will not be taking action at this time;

(i) Included in current liabilities are bank loans of $3,093,000 (2010: $240,000) which are technically repayable on
demand. However, the loan is being serviced by quarterly repayments of $85,000 (2010: $62,500) plus interest; and

(iii) On 1 August 2011 the consolidated entity entered into a Subscription Agreement for $209,713 in respect of the
issue of 3,495,22 ordinary shares of 6 cents each and an unsecured loan of $290,287 with Editure Capital Pty
Limited. An additional $250,000 will be received from October 2011 via monthly instalments of $50,000 per month,
under a convertible note which is subject to shareholder approval.

The consolidated entity has prepared cash flow forecasts for the year ending 30 June 2012. Based on these
forecasts, the directors consider the company and consolidated entity will be able to meet their debts as and when
they fall due and payable subject to any action by NAB to call upon its loan. Should the NAB call upon its loan,
alternative funding would need to be sourced.

The financial report has been prepared on the going concern basis for the above reasons. Accordingly, the financial
report does not include any adjustments relating to the recoverability and classification of recorded assets or to the
amounts and classification of liabilities that might be necessary should the consolidated entity not continue as a going
concern.
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 1. Significant accounting policies (continued)

Basis of preparation

These general purpose financial statements have been prepared in accordance with Australian Accounting Standards
and Interpretations issued by the Australian Accounting Standards Board ('AASB') and the Corporations Act 2001.
These financial statements also comply with International Financial Reporting Standards as issued by the
International Accounting Standards Board ('IASB").

Historical cost convention
The financial statements have been prepared under the historical cost convention.

Critical accounting estimates

The preparation of the financial statements requires the use of certain critical accounting estimates. It also requires
management to exercise its judgement in the process of applying the consolidated entity's accounting policies. The
areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates are
significant to the financial statements, are disclosed in note 2.

Parent entity information
In accordance with the Corporations Act 2001, these financial statements present the results of the consolidated
entity only. Supplementary information about the parent entity is disclosed in note 33.

Principles of consolidation

The consolidated financial statements incorporate the assets and liabilities of all subsidiaries of Kip McGrath
Education Centres Limited (‘company' or 'parent entity') as at 30 June 2011 and the results of all subsidiaries for the
year then ended. Kip McGrath Education Centres Limited and its subsidiaries together are referred to in these
financial statements as the 'consolidated entity'.

Subsidiaries are all those entities over which the consolidated entity has the power to govern the financial and
operating policies, generally accompanying a shareholding of more than one-half of the voting rights. The effects of
potential exercisable voting rights are considered when assessing whether control exists. Subsidiaries are fully
consolidated from the date on which control is transferred to the consolidated entity. They are de-consolidated from
the date that control ceases.

Intercompany transactions, balances and unrealised gains on transactions between entities in the consolidated entity
are eliminated. Unrealised losses are also eliminated unless the transaction provides evidence of the impairment of
the asset transferred. Accounting policies of subsidiaries have been changed where necessary to ensure consistency
with the policies adopted by the consolidated entity.

The acquisition of subsidiaries is accounted for using the acquisition method of accounting. Refer to the 'business
combinations' accounting policy for further details. A change in ownership interest, without the loss of control, is
accounted for as an equity transaction, where the difference between the consideration transferred and the book
value of the share of the non-controlling interest acquired is recognised directly in equity attributable to the parent.

Where the consolidated entity loses control over a subsidiary, it derecognises the assets including goodwill, liabilities
and non-controlling interest in the subsidiary together with any cumulative translation differences recognised in equity.
The consolidated entity recognises the fair value of the consideration received and the fair value of any investment
retained together with any gain or loss in profit or loss.

Operating segments

Operating segments are presented using the 'management approach’, where the information presented is on the
same basis as the internal reports provided to the Chief Operating Decision Makers ('(CODM'). The CODM is
responsible for the allocation of resources to operating segments and assessing their performance.
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Kip McGrath Education Centres Limited
Notes to the financial statements
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Note 1. Significant accounting policies (continued)

Foreign currency translation
The financial report is presented in Australian dollars, which is Kip McGrath Education Centres Limited's functional
and presentation currency.

Foreign currency transactions
Foreign currency transactions are translated into Australian dollars using the exchange rates prevailing at the dates of
the transactions. Foreign exchange gains and losses resulting from the settlement of such transactions and from the
translation at financial year-end exchange rates of monetary assets and liabilities denominated in foreign currencies
are recognised in profit or loss.

Foreign operations

The assets and liabilities of foreign operations are translated into Australian dollars using the exchange rates at the
reporting date. The revenues and expenses of foreign operations are translated into Australian dollars using the
average exchange rates, which approximates the rate at the date of the transaction, for the period. All resulting
foreign exchange differences are recognised in the foreign currency reserve in equity.

The foreign currency reserve is recognised in profit or loss when the foreign operation or net investment is disposed
of.

Revenue recognition
Revenue is recognised when it is probable that the economic benefit will flow to the consolidated entity and the
revenue can be reliably measured. Revenue is measured at the fair value of the consideration received or receivable.

Franchise fees
Revenue from franchise fees is recognised proportionally over the life of the service contract.

Franchise sales

Domestic sales and sales to overseas master franchisees are recognised on satisfactory completion of formal
induction and training programs. Overseas franchise sales are recognised when educational materials supplied by the
franchisor are shipped to the franchisees.

Educational material

Revenue from the sale of educational materials and promotional products is recognised at the time the control of the
product passes to the customer. This control will pass when the customer orders the curriculum or other products are
shipped.

Interest

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.

Other revenue
Other revenue is recognised when it is received or when the right to receive payment is established.
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Note 1. Significant accounting policies (continued)

Income tax

The income tax expense or benefit for the period is the tax payable on that period's taxable income based on the
applicable income tax rate for each jurisdiction adjusted by changes in deferred tax assets and liabilities attributable
to temporary differences and unused tax losses and under and over provision in prior periods, where applicable.

Deferred tax assets and liabilities are recognised for temporary differences at the tax rates expected to apply when
the assets are recovered or liabilities are settled, based on those tax rates that are enacted or substantively enacted,
except for:

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

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

Deferred tax assets are recognised for deductible temporary differences and unused tax losses only if it is probable
that future taxable amounts will be available to utilise those temporary differences and losses.

The carrying amount of recognised and unrecognised deferred tax assets are reviewed each reporting date. Deferred
tax assets recognised are reduced to the extent that it is no longer probable that future taxable profits will be available
for the carrying amount to be recovered. Previously unrecognised deferred tax assets are recognised to the extent
that it is probable that there are future taxable profits available to recover the asset.

Deferred tax assets and liabilities are offset only where there is a legally enforceable right to offset current tax assets
against current tax liabilities and deferred tax assets against deferred tax liabilities; and they relate to the same
taxable authority on either the same taxable entity or different taxable entity's which intend to settle simultaneously.

Kip McGrath Education Centres Limited (the 'head entity') and its wholly-owned Australian controlled entities have
formed an income tax consolidated group under the tax consolidation regime. The head entity and the controlled
entities in the tax consolidated group continue to account for their own current and deferred tax amounts. The tax
consolidated group has applied the 'separate taxpayer within group' approach in determining the appropriate amount
of taxes to allocate to members of the tax consolidated group.

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

Assets or liabilities arising under tax funding agreements with the tax consolidated entities are recognised as amounts
receivable from or payable to other entities in the tax consolidated group. The tax funding arrangement ensures that
the intercompany charge equals the current tax liability or benefit of each tax consolidated group member, resulting in
neither a contribution by the head entity to the subsidiaries nor a distribution by the subsidiaries to the head entity.

Discontinued operations

A discontinued operation is a component of the consolidated entity that has been disposed of or is classified as held
for sale and that represents a separate major line of business or geographical area of operations, is part of a single
co-ordinated plan to dispose of such a line of business or area of operations, or is a subsidiary acquired exclusively
with a view to resale. The results of discontinued operations are presented separately on the face of the statement of
comprehensive income.

Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits held at call with financial institutions, other short-term,
highly liquid investments with original maturities of three months or less that are readily convertible to known amounts
of cash and which are subject to an insignificant risk of changes in value.
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Note 1. Significant accounting policies (continued)

Trade and other receivables

Trade receivables are initially recognised at fair value and subsequently measured at amortised cost using the
effective interest method, less any provision for impairment. Trade receivables are generally due for settlement within
30 days.

Collectability of trade receivables is reviewed on an ongoing basis. Debts which are known to be uncollectable are
written off by reducing the carrying amount directly. A provision for impairment of trade receivables is raised when
there is objective evidence that the consolidated entity will not be able to collect all amounts due according to the
original terms of the receivables. Significant financial difficulties of the debtor, probability that the debtor will enter
bankruptcy or financial reorganisation and default or delinquency in payments (more than 60 days overdue) are
considered indicators that the trade receivable may be impaired. The amount of the impairment allowance is the
difference between the asset’s carrying amount and the present value of estimated future cash flows, discounted at
the original effective interest rate. Cash flows relating to short-term receivables are not discounted if the effect of
discounting is immaterial.

Other receivables are recognised at amortised cost, less any provision for impairment.

Inventories

Stores and educational material are stated at the lower of cost and net realisable value on a 'first in first out' basis.
Cost comprises direct materials and delivery costs, direct labour, import duties and other taxes. Costs of purchased
inventory are determined after deducting rebates and discounts received or receivable.

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

Investments and other financial assets

Investments and other financial assets are measured at either amortised cost or fair value depending on their
classification. Classification is determined based on the purpose of the acquisition and subsequent reclassification to
other categories is restricted. The fair values of quoted investments are based on current bid prices. For unlisted
investments, the consolidated entity establishes fair value by using valuation techniques. These include the use of
recent arms length transactions, reference to other instruments that are substantially the same, discounted cash flow
analysis, and option pricing models.

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or
have been transferred and the consolidated entity has transferred substantially all the risks and rewards of ownership.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. They are carried at amortised cost using the effective interest rate method. Gains and losses are
recognised in profit or loss when the asset is derecognised or impaired.

Impairment of financial assets

The consolidated entity assesses at the end of each reporting period whether there is any objective evidence that a
financial asset or group of financial assets is impaired. Objective evidence includes significant financial difficulty of the
issuer or obligor; a breach of contract such as default or delinquency in payments; the lender granting to a borrower
concessions due to economic or legal reasons that the lender would not otherwise do; it becomes probable that the
borrower will enter bankruptcy or other financial reorganisation; the disappearance of an active market for the
financial asset; or observable data indicating that there is a measurable decrease in estimated future cash flows.

The amount of the impairment allowance for loans and receivables carried at amortised cost is the difference
between the asset’s carrying amount and the present value of estimated future cash flows, discounted at the original
effective interest rate. If there is a reversal of impairment, the reversal can not exceed the amortised cost that would
have been had the impairment not been recognised and is reversed to profit or loss.
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Note 1. Significant accounting policies (continued)
Property, plant and equipment
Plant and equipment is stated at historical cost less accumulated depreciation and impairment. Historical cost

includes expenditure that is directly attributable to the acquisition of the items.

Depreciation is calculated on a straight-line basis to write off the net cost of each item of property, plant and
equipment over their expected useful lives as follows:

Plant and equipment 3-10 years
Equipment under lease 3-10 years
Motor vehicles 10 years

The residual values, useful lives and depreciation methods are reviewed, and adjusted if appropriate, at each
reporting date.

Plant and equipment under lease are depreciated over the unexpired period of the lease or the estimated useful life of
the assets, whichever is shorter.

An item of property, plant and equipment is derecognised upon disposal or when there is no future economic benefit
to the consolidated entity. Gains and losses between the carrying amount and the disposal proceeds are taken to
profit or loss.

Leases

The determination of whether an arrangement is or contains a lease is based on the substance of the arrangement
and requires an assessment of whether the fulfiiment of the arrangement is dependent on the use of a specific asset
or assets and the arrangement conveys a right to use the asset.

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

Finance leases are capitalised. A lease asset and liability are established at the present value of minimum lease
payments. Lease payments are allocated between the principal component of the lease liability and the finance costs,
so as to achieve a constant rate of interest on the remaining balance of the liability.

Leased assets acquired under a finance lease are depreciated over the asset's useful life or over the shorter of the
asset’s useful life and the lease term if there is no reasonable certainty that the consolidated entity will obtain
ownership at the end of the lease term.

Operating lease payments, net of any incentives received from the lessor, are charged to profit or loss on a straight-
line basis over the term of the lease.

Intangible assets

Intangible assets acquired as part of a business combination, other than goodwill, are initially measured at their fair
value at the date of the acquisition. Intangible assets acquired separately are initially recognised at cost. Intangible
assets are subsequently measured at cost less amortisation and any impairment. The gains or losses recognised in
profit or loss arising from the derecognition of intangible assets are measured as the difference between net disposal
proceeds and the carrying amount of the intangible asset. The method and useful lives of finite life intangibles are
reviewed annually. Changes in the expected pattern of consumption or useful life are accounted for prospectively by
changing the amortisation method or period.
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Note 1. Significant accounting policies (continued)

Intellectual property
Costs in relation to intellectual property are capitalised as an asset. These costs are not subsequently amortised as
they have an indefinite useful life.

Education licences
Costs in relation to education licences are capitalised as an asset. These costs are not subsequently amortised as
they have an indefinite useful life.

Product and overseas development costs
Costs in relation to product and overseas development costs are capitalised as an asset. These costs are not
subsequently amortised as they have an indefinite useful life.

Franchise territories

New franchise territories are capitalised as an asset and amortised over the exclusive territory agreement period,
being their finite life of 6 years. Existing franchise territories that have been acquired by the consolidated entity are
capitalised as an asset and are not amortised, but are subject to annual impairment reviews based on student
numbers remaining at the acquisition level.

Other intangibles
Other intangibles are capitalised as an asset and amortised, being their finite life of 5 years.

Impairment of non-financial assets

Goodwill and other intangible assets that have an indefinite useful life are not subject to amortisation and are tested
annually for impairment, or more frequently if events or changes in circumstances indicate that they might be
impaired. Other non-financial assets are reviewed for impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable. An impairment loss is recognised for the amount by which
the asset's carrying amount exceeds its recoverable amount.

Recoverable amount is the higher of an asset’s fair value less costs to sell and value-in-use. The value-in-use is the
present value of the estimated future cash flows relating to the asset using a pre-tax discount rate specific to the
asset or cash-generating unit to which the asset belongs. Assets that do not have independent cash flows are
grouped together to form a cash-generating unit.

Trade and other payables

These amounts represent liabilities for goods and services provided to the consolidated entity prior to the end of the
financial year and which are unpaid. Due to their short-term nature they are measured at amortised cost and not
discounted. The amounts are unsecured and are usually paid within 30 days of recognition.
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Note 1. Significant accounting policies (continued)

Borrowings
Loans and borrowings are initially recognised at the fair value of the consideration received, net of transaction costs.
They are subsequently measured at amortised cost using the effective interest method.

Where there is an unconditional right to defer settlement of the liability for at least 12 months after the reporting date,
the loans or borrowings are classified as non-current.

Convertible notes
The component of the convertible notes that exhibits characteristics of a liability is recognised as a liability in the
statement of financial position, net of transaction costs.

On the issue of the convertible notes the fair value of the liability component is determined using a market rate for an
equivalent non-convertible bond and this amount is carried as a non-current liability on the amortised cost basis until
extinguished on conversion or redemption. The increase in the liability due to the passage of time, is recognised as a
finance cost. The remainder of the proceeds are allocated to the conversion option that is recognised and included in
shareholders equity, net of transaction costs. The carrying amount of the conversion option is not remeasured in the
subsequent years. The corresponding interest on convertible notes is expensed to profit or loss.

Finance costs

Finance costs attributable to qualifying assets are capitalised as part of the asset. All other finance costs are
expensed in the period in which they are incurred, including:

- interest on short-term and long-term borrowings

- interest on finance leases

Provisions

Provisions are recognised when the consolidated entity has a present (legal or constructive) obligation as a result of a
past event, it is probable the consolidated entity will be required to settle the obligation, and a reliable estimate can be
made of the amount of the obligation. The amount recognised as a provision is the best estimate of the consideration
required to settle the present obligation at the reporting date, taking into account the risks and uncertainties
surrounding the obligation. If the time value of money is material, provisions are discounted using a current pre-tax
rate specific to the liability. The increase in the provision resulting from the passage of time is recognised as a finance
cost.

Employee benefits

Wages and salaries and annual leave

Liabilities for wages and salaries, including non-monetary benefits, and annual leave expected to be settled within 12
months of the reporting date are recognised in current liabilities 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.

Long service leave

The liability for long service leave is recognised in current and non-current liabilities, depending on the unconditional
right to defer settlement of the liability for at least 12 months after the reporting date. The liability is measured as the
present value of expected future payments to be made in respect of services provided by employees up to the
reporting date using the projected unit credit method. Consideration is given to expected future wage and salary
levels, experience of employee departures and periods of service. Expected future payments are discounted using
market yields at the reporting date on national government bonds with terms to maturity and currency that match, as
closely as possible, the estimated future cash outflows.

Defined contribution superannuation expense
Contributions to defined contribution superannuation plans are expensed in the period in which they are incurred.
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Note 1. Significant accounting policies (continued)

Contributed equity
Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new shares or options are shown in equity as a deduction, net of
tax, from the proceeds.

Dividends
Dividends are recognised when declared during the financial year and no longer at the discretion of the company.

Business combinations
The acquisition method of accounting is used to account for business combinations regardless of whether equity
instruments or other assets are acquired.

The consideration transferred is the sum of the acquisition-date fair values of the assets transferred, equity
instruments issued or liabilities incurred by the acquirer to former owners of the acquiree and the amount of any non-
controlling interest in the acquiree. For each business combination, the non-controlling interest in the acquiree is
measured at either fair value or at the proportionate share of the acquiree's identifiable net assets. All acquisition
costs are expensed as incurred to profit or loss.

On the acquisition of a business, the consolidated entity assesses the financial assets acquired and liabilities
assumed for appropriate classification and designation in accordance with the contractual terms, economic
conditions, the consolidated entity's operating or accounting policies and other pertinent conditions in existence at the
acquisition-date.

Where the business combination is achieved in stages, the consolidated entity remeasures its previously held equity
interest in the acquiree at the acquisition-date fair value and the difference between the fair value and the previous
carrying amount is recognised in profit or loss.

Contingent consideration to be transferred by the acquirer is recognised at the acquisition-date fair value. Subsequent
changes in the fair value of contingent consideration classified as an asset or liability is recognised in profit or loss.
Contingent consideration classified as equity is not remeasured and its subsequent settlement is accounted for within
equity.

The difference between the acquisition-date fair value of assets acquired, liabilities assumed and any non-controlling
interest in the acquiree and the fair value of the consideration transferred and the fair value of any pre-existing
investment in the acquiree is recognised as goodwill. If the consideration transferred and the pre-existing fair value is
less than the fair value of the identifiable net assets acquired, being a bargain purchase to the acquirer, the difference
is recognised as a gain directly in profit or loss by the acquirer on the acquisition-date, but only after a reassessment
of the identification and measurement of the net assets acquired, the non-controlling interest in the acquiree, if any,
the consideration transferred and the acquirer's previously held equity interest in the acquirer.

Business combinations are initially accounted for on a provisional basis. The acquirer retrospectively adjusts the
provisional amounts recognised and also recognises additional assets or liabilities during the measurement period,
based on new information obtained about the facts and circumstances that existed at the acquisition-date. The
measurement period ends on either the earlier of (i) 12 months from the date of the acquisition or (ii) when the
acquirer receives all the information possible to determine fair value.
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Note 1. Significant accounting policies (continued)
Earnings per share

Basic earnings per share

Basic earnings per share is calculated by dividing the profit attributable to the owners of Kip McGrath Education
Centres Limited, excluding any costs of servicing equity other than ordinary shares, by the weighted average number
of ordinary shares outstanding during the financial year, adjusted for bonus elements in ordinary shares issued during
the financial year.

Diluted earnings per share

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

Goods and Services Tax ("GST') and other similar taxes

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

Receivables and payables are stated inclusive of the amount of GST receivable or payable. The net amount of GST
recoverable from, or payable to, the tax authority is included in other receivables or other payables in the statement of
financial position.

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

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

Rounding of amounts

The company is of a kind referred to in Class Order 98/100, issued by the Australian Securities and Investments
Commission, relating to 'rounding-off'. Amounts in this report have been rounded off in accordance with that Class
Order to the nearest thousand dollars, or in certain cases, the nearest dollar.

New Accounting Standards and Interpretations not yet mandatory or early adopted

Australian Accounting Standards and Interpretations that have recently been issued or amended but are not yet
mandatory, have not been early adopted by the consolidated entity for the annual reporting period ended 30 June
2011. The consolidated entity's assessment of the impact of these new or amended Accounting Standards and
Interpretations, most relevant to the consolidated entity, are set out below.
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Note 1. Significant accounting policies (continued)

AASB 9 Financial Instruments, 2009-11 Amendments to Australian Accounting Standards arising from AASB 9 and
2010-7 Amendments to Australian Accounting Standards arising from AASB 9

This standard and its consequential amendments are applicable to annual reporting periods beginning on or after 1
January 2013 and completes phase | of the IASB's project to replace IAS 39 (being the international equivalent to
AASB 139 'Financial Instruments: Recognition and Measurement’). This standard introduces new classification and
measurement models for financial assets, using a single approach to determine whether a financial asset is
measured at amortised cost or fair value. To be classified and measured at amortised cost, assets must satisfy the
business model test for managing the financial assets and have certain contractual cash flow characteristics. All other
financial instrument assets are to be classified and measured at fair value. This standard allows an irrevocable
election on initial recognition to present gains and losses on equity instruments (that are not held-for-trading) in other
comprehensive income, with dividends as a return on these investments being recognised in profit or loss. In addition,
those equity instruments measured at fair value through other comprehensive income would no longer have to apply
any impairment requirements nor would there be any ‘recycling’ of gains or losses through profit or loss on disposal.
The accounting for financial liabilities continues to be classified and measured in accordance with AASB 139, with one
exception, being that the portion of a change of fair value relating to the entity’s own credit risk is to be presented in
other comprehensive income unless it would create an accounting mismatch. The consolidated entity will adopt this
standard from 1 July 2013 but the impact of its adoption is yet to be assessed by the consolidated entity.

IFRS 10 (AASB 10) Consolidated Financial Statements

This standard is applicable to annual reporting periods beginning on or after 1 January 2013. The standard has a new
definition of ‘control’. Control exists when the reporting entity is exposed, or has the rights, to variable returns (e.g.
dividends, remuneration, returns that are not available to other interest holders including losses) from its involvement
with another entity and has the ability to affect those returns through its ‘power’ over that other entity. A reporting entity
has power when it has rights (e.g. voting rights, potential voting rights, rights to appoint key management, decision
making rights, kick out rights) that give it the current ability to direct the activities that significantly affect the investee’s
returns (e.g. operating policies, capital decisions, appointment of key management). The consolidated entity will not
only have to consider its holdings and rights but also the holdings and rights of other shareholders in order to
determine whether it has the necessary power for consolidation purposes. The adoption of this standard from 1 July
2013 may have an impact where the consolidated entity has a holding of less than 50% in an entity, has de facto
control, and is not currently consolidating that entity.

IFRS 11 (AASB 11) Joint Arrangements

This standard is applicable to annual reporting periods beginning on or after 1 January 2013. The standard defines
which entities qualify as joint ventures and removes the option to account for joint ventures using proportional
consolidation. Joint ventures, where the parties to the agreement have the rights to the net assets will use equity
accounting. Joint Operations, where the parties to the agreements have the rights to the assets and obligations for
the liabilities will account for the assets, liabilities, revenues and expenses separately, using proportionate
consolidation. The adoption of this standard from 1 July 2013 will not have a material impact on the consolidated
entity.

IFRS 12 (AASB 12) Disclosure of Interests in Other Entities

This standard is applicable to annual reporting periods beginning on or after 1 January 2013. It contains the entire
disclosure requirement associated with other entities, being subsidiaries, associates and joint ventures. The
disclosure requirements have been significantly enhanced when compared to the disclosures previously located in
AASB 127 ‘Consolidated and Separate Financial Statements’, AASB 128 ‘Investments in Associates’, AASB 131
‘Interests in Joint Ventures’, Interpretation 12 'Service Concession Arrangements’ and Interpretation 13 'Customer
Loyalty Programmes'. The adoption of this standard from 1 July 2013 will significantly increase the amount of
disclosures required to be given by the consolidated entity such as significant judgements and assumptions made by
the consolidated entity in determining whether it has a controlling or non-controlling interest in another entity and the
type of non-controlling interest and the nature and risks involved.
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Note 1. Significant accounting policies (continued)

IFRS 13 (AASB 13) Fair Value Measurement

This standard is applicable to annual reporting periods beginning on or after 1 January 2013. The standard provides a
single robust measurement framework, with clear measurement objectives, for measuring fair value using the ‘exit
price’ and it provides guidance on measuring fair value when a market becomes less active. The ‘highest and best
use’ approach would be used to measure assets, but not liabilities. As the standard does not introduce any new
requirements for the use of fair value, its impact on adoption by the consolidated entity from 1 July 2013 should be
minimal, although there will be increased disclosures where fair value is used.

IAS 1 (AASB 101) Presentation of Financial Statements (Revised)

This revised standard is applicable to annual reporting periods beginning on or after 1 July 2012. The amendments
requires grouping together of items within other comprehensive income on the basis of whether they will eventually be
‘recycled’ to the profit or loss. The change provides clarity about the nature of items presented as other
comprehensive income and their future impact. The adoption of the revised standard from 1 July 2012 will impact the
consolidated entity’s presentation of its statement of comprehensive income.

AASB 124 Related Party Disclosures (December 2009)

This revised standard is applicable to annual reporting periods beginning on or after 1 January 2011. This revised
standard simplifies the definition of a related party by clarifying its intended meaning and eliminating inconsistencies
from the definition. The definition now identifies a subsidiary and an associate with the same investor as related
parties of each other; entities significantly influenced by one person and entities significantly influenced by a close
member of the family of that person are no longer related parties of each other; and whenever a person or entity has
both joint control over a second entity and joint control or significant influence over a third party, the second and third
entities are related to each other. This revised standard introduces a partial exemption of disclosure requirement for
government-related entities. The adoption of this standard from 1 July 2011 will not have a material impact on the
consolidated entity.

IAS 27 (AASB 127) Separate Financial Statements (Revised)

IAS 28 (AASB 128) Investments in Associates and Joint Ventures (Reissued)

These standards are applicable to annual reporting periods beginning on or after 1 January 2013. They have been
modified to remove specific guidance that is now contained in IFRS 10, IFRS 11 and IFRS 12. The adoption of these
revised standards from 1 July 2013 will not have a material impact on the consolidated entity.

AASB 2009-12 Amendments to Australian Accounting Standards

These amendments are applicable to annual reporting periods beginning on or after 1 January 2011. These
amendments make numerous editorial amendments to a range of Australian Accounting Standards and
Interpretations, which have no major impact on the requirements of the amended pronouncements. The main
amendment is to AASB 8 'Operating Segments' and requires an entity to exercise judgement in assessing whether a
government and entities known to be under the control of that government are considered a single customer for the
purposes of certain operating segment disclosures. The adoption of these amendments from 1 July 2011 will not
have a material impact on the consolidated entity.

AASB 2010-4 Further Amendments to Australian Accounting Standards arising from the Annual Improvements
Project

These amendments are applicable to annual reporting periods beginning on or after 1 January 2011. These
amendments are a consequence of the annual improvements project and make numerous non-urgent but necessary
amendments to a range of Australian Accounting Standards and Interpretations. The amendments provide
clarification of disclosures in AASB 7 'Financial Instruments: Disclosures', in particular emphasis of the interaction
between quantitative and qualitative disclosures and the nature and extent of risks associated with financial
instruments; clarifies that an entity can present an analysis of other comprehensive income for each component of
equity, either in the statement of changes in equity or in the notes in accordance with AASB 101 'Presentation of
Financial Statements'; and provides guidance on the disclosure of significant events and transactions in AASB 134
'Interim Financial Reporting'. The adoption of these amendments from 1 July 2011 will not have a material impact on
the consolidated entity.
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 1. Significant accounting policies (continued)

AASB 2010-5 Amendments to Australian Accounting Standards

These amendments are applicable to annual reporting periods beginning on or after 1 January 2011. These
amendments makes numerous editorial amendments to a range of Australian Accounting Standards and
Interpretations, including amendments to reflect changes made to the text of International Financial Reporting
Standards by the International Accounting Standards Board. The adoption of these amendments from 1 July 2011 will
not have a material impact on the consolidated entity.

AASB 2010-6 Amendments to Australian Accounting Standards - Disclosures on Transfers of Financial Assets

These amendments are applicable to annual reporting periods beginning on or after 1 July 2011. These amendments
add and amend disclosure requirements in AASB 7 about transfer of financial assets, including the nature of the
financial assets involved and the risks associated with them. The adoption of these amendments from 1 July 2011 will
increase the disclosure requirements on the consolidated entity when an asset is transferred but is not derecognised
and new disclosure required when assets are derecognised but the consolidated entity continues to have a continuing
exposure to the asset after the sale.

AASB 2010-8 Amendments to Australian Accounting Standards- Deferred Tax: Recovery of Underlying Assets

These amendments are applicable to annual reporting periods beginning on or after 1 January 2012 and a practical
approach for the measurement of deferred tax relating to investment properties measured at fair value, property, plant
and equipment and intangible assets measured using the revaluation model. The measurement of deferred tax for
these specified assets is based on the presumption that the carrying amount of the underlying asset will be recovered
entirely through sale, unless the entity has clear evidence that economic benefits of the underlying asset will be
consumed during its economic life. The consolidated entity is yet to quantify the tax effect of adopting these
amendments from 1 July 2012.

AASB 1054 Australian Additional Disclosures

This Standard is applicable to annual reporting periods beginning on or after 1 July 2011. The standard sets out the
Australian-specific disclosures, which are in addition to International Financial Reporting Standards, for entities that
have adopted Australian Accounting Standards. The adoption of these amendments from 1 July 2011 will not have a
material impact on the consolidated entity.

AASB 2011-1 Amendments to Australian Accounting Standards arising from the Trans-Tasman Convergence Project
and AASB 2011-2 Amendments to Australian Accounting Standards arising from the Trans-Tasman Convergence
Project — Reduced Disclosure Requirements

These amendments are applicable to annual reporting periods beginning on or after 1 July 2011. They make changes
to a range of Australian Accounting Standards and Interpretations for the purpose of closer alignment to IFRSs and
harmonisation between Australian and New Zealand Standards. The amendments remove certain guidance and
definitions from Australian Accounting Standards for conformity of drafting with International Financial Reporting
Standards but without any intention to change requirements. The adoption of these amendments from 1 July 2011 will
not have a material impact on the consolidated entity.

AASB 2011-4 Amendments to Australian Accounting Standards to Remove Individual Key Management Personnel
Disclosure Requirement

These amendments are applicable to annual reporting periods beginning on or after 1 July 2013, with early adoption
not permitted. They amend AASB 124 ‘Related Party Disclosures’ by removing the disclosure requirements for
individual key management personnel (KMP). The adoption of these amendments from 1 July 2013 will remove the
duplication of relating to individual KMP in the notes to the financial statements and the directors report. As the
aggregate disclosures are still required by AASB 124 and during the transitional period the requirements may be
included in the Corporations Act or other legislation, it is expected that the amendments will not have a material
impact on the consolidated entity.
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 2. Critical accounting judgements, estimates and assumptions

The preparation of the financial statements requires management to make judgements, estimates and assumptions
that affect the reported amounts in the financial statements. Management continually evaluates its judgements and
estimates in relation to assets, liabilities, contingent liabilities, revenue and expenses. Management bases its
judgements, estimates and assumptions on historical experience and on other various factors, including expectations
of future events, management believes to be reasonable under the circumstances. The resulting accounting
judgements and estimates will seldom equal the related actual results. The judgements, estimates and assumptions
that have a significant risk of causing a material adjustment to the carrying amounts of assets and liabilities within the
next financial year are discussed below.

Provision for impairment of receivables

The provision for impairment of receivables assessment requires a degree of estimation and judgement. The level of
provision is assessed by taking into account the recent sales experience, the ageing of receivables, historical
collection rates and specific knowledge of the individual debtors financial position.

Estimation of useful lives of assets

The consolidated entity determines the estimated useful lives and related depreciation and amortisation charges for
its property, plant and equipment and definite life intangible assets. The useful lives could change significantly as a
result of technical innovations or some other event. The depreciation and amortisation charge will increase where the
useful lives are less than previously estimated lives, or technically obsolete or non-strategic assets that have been
abandoned or sold will be written off or written down.

Goodawill and other indefinite life intangible assets

The consolidated entity tests annually, or more frequently if events or changes in circumstances indicate impairment,
whether goodwill and other indefinite life intangible assets have suffered any impairment, in accordance with the
accounting policy stated in note 1. The recoverable amounts of cash-generating units have been determined based
on value-in-use calculations. These calculations require the use of assumptions, including estimated discount rates
based on the current cost of capital and growth rates of the estimated future cash flows.

Impairment of non-financial assets other than goodwill and other indefinite life intangible assets

The consolidated entity assesses impairment of non-financial assets other than goodwill and other indefinite life
intangible assets at each reporting date by evaluating conditions specific to the consolidated entity and to the
particular asset that may lead to impairment. If an impairment trigger exists, the recoverable amount of the asset is
determined. This involves fair value less costs to sell or value-in-use calculations, which incorporate a number of key
estimates and assumptions.

Income tax

The consolidated entity is subject to income taxes in the jurisdictions in which it operates. Significant judgement is
required in determining the provision for income tax. There are many transactions and calculations undertaken during
the ordinary course of business for which the ultimate tax determination is uncertain. The consolidated entity
recognises liabilities for anticipated tax audit issues based on the consolidated entity’s current understanding of the
tax law. Where the final tax outcome of these matters is different from the carrying amounts, such differences will
impact the current and deferred tax provisions in the period in which such determination is made.

Recovery of deferred tax assets
Deferred tax assets are recognised for deductible temporary differences only if the consolidated entity considers it is
probable that future taxable amounts will be available to utilise those temporary differences and losses.

Long service leave provision

As discussed in note 1, the liability for long service leave is recognised and measured at the present value of the
estimated future cash flows to be made in respect of all employees at the reporting date. In determining the present
value of the liability, estimates of attrition rates and pay increases through promotion and inflation have been taken
into account.
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 3. Restatement of comparatives

Reclassification

In previous periods, the consolidated entity recorded its franchisee revenues on a basis net of royalties, commissions
and other expenses. With system improvements and in accordance with Australian Accounting Standards the
consolidated entity has recorded revenues on a gross basis for the year ended 30 June 2011. To allow meaningful
comparison the 30 June 2010 comparatives have been amended in the statement of comprehensive income by:

(i) increasing revenues by $2,237,000; and
(i) increasing royalty, commission and other expenses by $2,237,000.

Accordingly there is no change in the reported profit figures.

When there is a restatement of comparatives, it is mandatory to provide a third statement of financial position at the
beginning of the earliest comparative period, being 1 July 2009. However, as there were no adjustments made as at 1
July 2009, the consolidated entity has elected not to show the 1 July 2009 statement of financial position. There was
also no impact on the comparative statement of financial position, due to the reclassification.

Note 4. Operating segments

Identification of reportable operating segments

The consolidated entity's operating segment is based on the internal reports that are reviewed and used by the Chief
Executive Officer and the Board of Directors (collectively referred to as the Chief Operating Decision Makers
('CODM") in assessing performance and in determining the allocation of resources.

The information reported to the CODM is on at least a monthly basis.

Following the discontinued operations of the online higher education provider (Kip McGrath Institute of Business
Australia (KMIBA)) business/segment during the year, the consolidated entity now operates in one segment being the
provision of franchising of education services for the pre-school, primary, secondary and tertiary market (Kip McGrath
Education Centres Limited ('(KMEC"), Kip McGrath Education UK ('KME UK") & Kip McGrath Direct (‘(KMD")).

Major customers
The consolidated entity has no significant individual customers.

Geographical information
The geographical information of non-current assets below is exclusive of financial instruments, deferred tax assets,
post employment benefits assets and rights under insurance contracts.

Geographical information

Sales to external Geographical

customers non-current assets

2011 2010 2011 2010

$'000 $'000 $'000 $'000
Australasia 2,444 3,441 7,879 10,258
United Kingdom and Europe 2,746 3,388 628 707
Overseas other 1,217 1,206 - -
6,407 8,035 8,507 10,965
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 5. Revenue

From continuing operations

Sales revenue

Revenue from franchise operations
Revenue from sale of master territories
Revenue from sale of franchisee centres
Revenue from direct sales

Other revenue
Interest
Other revenue

Revenue from continuing operations

Note 6. Expenses

Consolidated

2011 2010
$'000 $'000
5,939 6,068
- 1,311
455 621
13 35
6,407 8,035
6 7
22 45
28 52
6,435 8,087

Consolidated

Profit/(loss) before income tax includes the following

specific expenses:

Cost of sales
Cost of sales

Depreciation

Plant and equipment

Plant and equipment under lease
Motor vehicles

Total depreciation

Amortisation

Product and overseas development costs
Franchise territories

Other

Total amortisation

Total depreciation and amortisation

2011 2010
$'000 $'000

4,065 4,278

80 83

102 136

- 21

182 240

56 -

2 -

16 -

74 -

256 240
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 6. Expenses (continued)

Finance costs
Interest and finance charges paid/payable

Net foreign exchange loss
Net foreign exchange loss

Rental expense relating to operating leases
Minimum lease payments

Superannuation expense
Defined contribution superannuation expense

Net (profit)/loss on disposal
Net (profit)/loss on disposal of assets
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Consolidated

2011 2010
$'000 $'000

298 273

27 110

318 339

110 106

(5) 12




Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 7. Income tax expense

Consolidated

2011 2010
$'000 $'000
Income tax expense
Current tax 36 67
Deferred tax 116 172
Aggregate income tax expense 152 239
Income tax expense is attributable to:
Profit from continuing operations 256 258
Loss from discontinued operations (104) (19)
Aggregate income tax expense 152 239
Deferred tax included in income tax expense comprises:
Decrease/(increase) in deferred tax assets (note 16) 24 (68)
Increase in deferred tax liabilities (note 21) 92 240
116 172
Numerical reconciliation of income tax expense to prima
facie tax payable
Profit/(loss) before income tax expense from continuing
operations (596) 850
Profit/(loss) before income tax (expense)/benefit from
discontinued operations (2,709) (249)
(3,305) 601
Tax at the Australian tax rate of 30% (992) 180
Tax effect amounts which are not deductible/(taxable) in
calculating taxable income:
Depreciation of property, plant and equipment - 17
Impairment of assets 1,117 -
Capital allowances - (17)
Other non-deductible expenses - 6
Withholding tax credits not utilised 38 59
Sundry items (32) -
131 245
Prior year tax losses not recognised now recouped - (16)
Current year temporary differences not recognised 1 -
Difference in overseas tax rates 20 10
Income tax expense 152 239
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Kip McGrath Education Centres Limited
Notes to the financial statements

30 June 2011

Note 7. Income tax expense (continued)

Consolidated

2011 2010
$'000 $'000
Tax losses not recognised
Unused tax losses for which no deferred tax asset has
been recognised 3,723 16
Potential tax benefit @ 30% 1,117 5

The above potential tax benefit for capital tax losses has not been recognised in the statement of financial position.
These tax losses can only be utilised in the future if the continuity of ownership test is passed, or failing that, the same
business test is passed.

Note 8. Discontinued operations

Description

Kip McGrath Institute of Business Australia Pty Ltd was discontinued during the financial year and is in the process of
being liquidated. The Queensland Office of Higher Education did not recommend re-registration and reaccreditation
of the company.

Financial performance information

Consolidated

2011 2010

$'000 $'000
Revenue from online higher education student income 142 344
Total revenue 142 344
Cost of sales (77) (75)
Employee expenses (252) (310)
Marketing expenses (5) (8)
Administration expenses (52) (184)
Depreciation and amortisation expense (10) (17)
Impairment of assets (2,453) -
Other expenses (1)
Finance costs (1) (2)
Total expenses (2,851) (593)
Loss before income tax benefit (2,709) (249)
Income tax benefit 104 19
Loss after income tax benefit (2,605) (230)
Loss after income tax benefit from discontinued operations (2,605) (230)
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 9. Current assets - cash and cash equivalents

Consolidated

2011 2010
$'000 $'000
Cash at bank 512 731

Note 10. Current assets - trade and other receivables

Consolidated

2011 2010

$'000 $'000
Trade receivables 510 612
Less: Provision for impairment of receivables (65) (123)
445 489
Franchisee interest free loans 10 25
GST and other similar receivable - 9
455 523

Impairment of receivables
The consolidated entity has recognised a loss of $79,000 (2010: $191,000) in profit or loss in respect of impairment of
receivables for the year ended 30 June 2011.

The ageing of the impaired receivables recognised above are as follows:

Consolidated

2011 2010

$'000 $'000
0-30 days overdue 10 5
31-60 days overdue 7 12
61-90 days overdue 5 5
91-120 days overdue 43 101
65 123
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Kip McGrath Education Centres Limited

Notes to the financial statements

30 June 2011

Note 10. Current assets - trade and other receivables (continued)

Movements in the provision for impairment of receivables are as follows:

Consolidated

2011 2010

$'000 $'000
Opening balance 123 81
Additional provisions recognised 79 191
Amounts recovered during the year (39) (32)
Receivables written off during the year from discontinued
operations (20) _
Receivables written off during the year as uncollectable (74) (102)
Unused amounts reversed (4) (15)
Closing balance 65 123

Past due but not impaired
Customers with balances past due but without provision for impairment of receivables amount to $22,000 as at 30
June 2011 ($7,000 as at 30 June 2010).

The ageing of the past due but not impaired receivables are as follows:

Consolidated

2011 2010

$'000 $'000
31-60 days overdue 9 -
61-90 days overdue 7 5
91-120 days overdue 6 2
22 7

Note 11. Current assets - inventories

Consolidated

2011 2010
$'000 $'000
Stores & educational materials - at cost 96 171
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Kip McGrath Education Centres Limited
Notes to the financial statements

30 June 2011

Note 12. Current assets - other

Consolidated

2011 2010

$'000 $'000
Prepayments 74 83
Other deposits 6 7
Other current assets 38 15
118 105

Note 13. Non-current assets - receivables
Consolidated
2011 2010
$'000 $'000

Other receivables 8 16

Note 14. Non-current assets - property, plant and equipment

Consolidated

2011 2010

$'000 $'000
Plant and equipment - at cost 229 459
Less: Accumulated depreciation (167) (257)
62 202
Plant and equipment under lease 299 305
Less: Accumulated depreciation (205) (109)
94 196
Motor vehicles - at cost - 205
Less: Accumulated depreciation - (205)
156 398
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 14. Non-current assets - property, plant and equipment (continued)
Reconciliations

Reconciliations of the written down values at the beginning and end of the current and previous financial year are set
out below:

Plant and Equipment Motor
equipment  under lease vehicles Total
$'000 $'000 $'000 $'000

Consolidated
Balance at 1 July 2009 172 288 21 481
Additions 149 44 - 193
Disposals (14) - - (14)
Exchange differences (5) - - (5)
Depreciation expense (100) (136) (21) (257)
Balance at 30 June 2010 202 196 - 398
Additions 19 - - 19
Disposals (50) - - (50)
Exchange differences (2) - - (2)
Impairment of assets 17) - - 17)
Depreciation expense (90) (102) - (192)
Balance at 30 June 2011 62 94 - 156

Property, plant and equipment secured under finance leases
Refer to note 31 for detailed information on property, plant and equipment secured under finance leases.

Note 15. Non-current assets - intangibles

Consolidated

2011 2010
$'000 $'000
Intellectual property - at cost 4,025 4,015
4,025 4,015
Education licences 2,867 2,848
Less: Impairment (2,867) -
- 2,848
Product and overseas development costs 3,552 2,949
Less: Accumulated amortisation (56) -
3,496 2,949
Franchise territories 750 749
Less: Accumulated amortisation (17) (51)
733 698
Other intangible assets - at cost 108 44
Less: Accumulated amortisation (19) (3)
89 41
8,343 10,551
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 15. Non-current assets - intangibles (continued)
Reconciliations

Reconciliations of the written down values at the beginning and end of the current and previous financial year are set
out below:

Intellectual Education  Productand  Franchise Other
property licences development territories intangibles Total
$'000 $'000 $'000 $'000 $'000 $'000

Consolidated
Balance at 1 July 2009 4,015 2,098 2,835 796 28 9,772
Additions - 750 114 - 13 877
Exchange differences - - - (98) - (98)
Balance at 30 June 2010 4,015 2,848 2,949 698 41 10,551
Additions 10 19 603 111 64 807
Exchange differences - - - (74) - (74)
Impairment of assets - (2,867) - - - (2,867)
Amortisation expense - - (56) (2) (16) (74)
Balance at 30 June 2011 4,025 - 3,496 733 89 8,343

Impairment tests for indefinite life intangibles
Indefinite life intangibles are allocated to a single cash generating unit (CGU").

Recoverable amounts have been determined using:

* 2011/2012 management approved profit and loss and cashflow budgets for each cash generating unit
* inherent growth factors consistent with current performance

* pre-tax discount rate of 22.5% (2010: 13.5%)

* cashflow projections covering a five year period and terminal value

* terminal growth factors depending on the CGU have been set at 3.3% (2010: 2.5%).

The impairment of the education licence amounting to $2,867,000 was a result of the consolidated entity having
discontinued operations of its online higher education provider (Kip McGrath Institute of Business Australia (‘'KMIBA'))
business/segment during the year.

Sensitivity

Management believes that any reasonable possible change in the key assumptions, on which recoverable amounts
have been assessed would not cause any shortfall of recoverable amount in any of the cash generating units
described above.
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 16. Non-current assets - deferred tax

The balance comprises temporary differences attributable
to:

Amounts recognised in profit or loss:
Tax losses
Impairment of receivables
Accrued expenses
Provisions and employee benefits
QAX licence temporary difference
Education licence temporary difference
Share issue transaction costs

Deferred tax asset

Movements:
Opening balance
Credited/(charged) to profit or loss (note 7)

Closing balance

Note 17. Current liabilities - trade and other payables

Trade payables
GST and other similar payable
Other payables and accruals

Refer to note 27 for detailed information on financial instruments.

Kip McGrath Education Centres Limited AcN 003415889 | ANNUAL REPORT 2011

Consolidated

2011 2010
$'000 $'000

1,264 740

11 24

82 22

70 290

362 382

- 381

26 -

1,815 1,839

1,839 1,771

(24) 68

1,815 1,839

Consolidated

2011 2010
$'000 $'000
738 425
44 -
538 313
1,320 738




Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 18. Current liabilities - borrowings

Consolidated

2011 2010

$'000 $'000
Bank loans 3,093 240
Other deposits 34 -
Convertible notes payable 149 475
Lease liability 104 109
3,380 824

Convertible notes
666,667 convertible notes issued by Kip McGrath Institute of Business Australia Pty Limited in 2005 and 2006
amounting to $475,000 have been written off in the current year, following the discontinuation of operations.

On 1 February 2011 the consolidated entity entered into a funding agreement with La Jolla Cove Investors, Inc. ('La
Jolla") under which the consolidated entity would issue a series of up to three convertible notes to La Jolla with a total
issue price of US$9,000,000, being up to US$3,000,000 for each note. During the period one convertible note was
issued to La Jolla. Subject to ASX listing rules, La Jolla may convert some or all of the convertible notes to ordinary
shares in Kip McGrath Education Centres Limited in full or in part at any time. The conversion price is the lower of (i)
$0.75 and (ii) 80% of the average of the 3 lowest Volume Weighted Average Prices ("VWAP') during the 21 trading
days prior to La Jolla’s election to convert, subject to a VWAP floor price of $0.15. During the financial year $135,000
of the convertible note issued was converted into 2,859,978 ordinary shares.

At the reporting date the balance on the convertible note issued, that had not converted into ordinary shares,
amounted to $149,000. Interest is charged at a rate of 4.75% per annum payable monthly in cash, or at the election of
the consolidated entity, in ordinary shares to the value of the then applicable conversion price. The maturity date for
the first convertible note is 18 months after its issue and for the second and third convertible notes three years after
their issue. All amounts outstanding under the convertible notes which have not been converted are payable on their
maturity dates.

Refer to note 20 for further information on assets pledged as security and financing arrangements and note 27 for
detailed information on financial instruments.
Note 19. Current liabilities - provisions

Consolidated

2011 2010
$'000 $'000
Employee benefits 200 180
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Kip McGrath Education Centres Limited
Notes to the financial statements

30 June 2011

Note 20. Non-current liabilities - borrowings

Consolidated

2011 2010

$'000 $'000
Bank loans - 3,120
Related party loans 500 -
Lease liability 8 112
508 3,232

Refer to note 27 for detailed information on financial instruments.

Total secured liabilities
The total secured liabilities (current and non-current) are as follows:

Consolidated

2011 2010

$'000 $'000
Bank loans 3,093 3,360
Lease liability 112 221
3,205 3,581

Assets pledged as security
The bank loans are secured by fixed and floating charge over the assets of the consolidated entity.

The lease liabilities are effectively secured as the rights to the leased assets recognised in the statement of financial
position revert to the lessor in the event of default.

Financing arrangements
Unrestricted access was available at the reporting date to the following lines of credit:

Consolidated

2011 2010
$'000 $'000
Total facilities
Bank loans 3,093 3,360
Related party loans 500 -
3,593 3,360
Used at the reporting date
Bank loans 3,093 3,360
Related party loans 500 -
3,593 3,360

Unused at the reporting date
Bank loans - -
Related party loans - -
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 21. Non-current liabilities - deferred tax

The balance comprises temporary differences attributable
to:

Amounts recognised in profit or loss:
Property, plant and equipment
Research and development costs
Overseas development

Deferred tax liability

Movements:
Opening balance
Charged to profit or loss (note 7)

Closing balance

Note 22. Non-current liabilities - provisions

Employee benefits

Note 23. Equity - contributed

Ordinary shares - fully paid

Consolidated

2011 2010
Shares Shares
23,301,484 19,780,000

Consolidated

2011 2010
$'000 $'000
- 2
841 808
240 179
1,081 989
989 749
92 240
1,081 989

Consolidated
2011 2010
$'000 $'000

24 12

Consolidated

2011 2010
$'000 $'000
7,022 6,829
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Kip McGrath Education Centres Limited
Notes to the financial statements

30 June 2011

Note 23. Equity - contributed (continued)

Movements in ordinary share capital

Details Date No of shares Issue price $'000
Balance 1 July 2009 19,780,000 6,829
Balance 30 June 2010 19,780,000 6,829
Non-renounceable rights 3:4 share issue 22 December 2010 661,506 $0.200 132
Issue of shares on part conversion of

convertible note 17 February 2011 242,483 $0.103 25
Issue of shares on part conversion of

convertible note 28 February 2011 431,034 $0.093 40
Issue of shares on part conversion of

convertible note 5 May 2011 538,793 $0.046 25
Issue of shares on part conversion of

convertible note 27 May 2011 647,668 $0.039 25
Issue of shares on part conversion of

convertible note 20 June 2011 1,000,000 $0.020 20
Share issue transactions costs, net of tax - $0.000 (74)
Balance 30 June 2011 23,301,484 7,022
Ordinary shares

Ordinary shares entitle the holder to participate in dividends and the proceeds on the winding up of the company in
proportion to the number of and amounts paid on the shares held. The fully paid ordinary shares have no par value.

On a show of hands every member present at a meeting in person or by proxy shall have one vote and upon a poll
each share shall have one vote.

Share buy-back
There is no current on-market share buy-back.

Capital risk management

The consolidated entity's objectives when managing capital are to safeguard its ability to continue as a going concern,
so that it can provide returns for shareholders and benefits for other stakeholders and to maintain an optimum capital
structure to reduce the cost of capital.

In order to maintain or adjust the capital structure, the consolidated entity may adjust the amount of dividends paid to
shareholders, return capital to shareholders, issue new shares or sell assets to reduce debt.

The consolidated entity is subject to certain financing arrangements covenants, refer to note 27, and meeting these
are given priority in all capital risk management decisions. The consolidated entity was in breach of its financial
covenant as the interest cover did not meet the minimum 3.0 times Earnings before Interest, Tax, Depreciation and
Amortisation ('EBITDA').

The capital risk management policy remains unchanged from the 30 June 2010 Annual Report.
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Kip McGrath Education Centres Limited
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Note 24. Equity - reserves

Foreign currency reserve
Other reserves

Consolidated
Balance at 1 July 2009
Foreign currency translation

Balance at 30 June 2010
Foreign currency translation

Balance at 30 June 2011

Foreign currency reserve

Consolidated

2011 2010
$'000 $'000
(212) (93)
754 754
542 661
Foreign
currency General Total
$'000 $'000 $'000
(5) 754 749
(88) - (88)
(93) 754 661
(119) - (119)
(212) 754 542

The reserve is used to recognise exchange differences arising from translation of the financial statements of foreign
operations to Australian dollars. It is also used to recognise gains and losses on hedges of the net investments in

foreign operations.

Other reserves

This reserve is used to recognise the increments and decrements on changes in equity of the parent on acquisition of

a non-controlling interest.

Note 25. Equity - retained profits/(accumulated losses)

Retained profits at the beginning of the financial year

Profit/(loss) after income tax expense for the year

Dividends paid (note 26)

Retained profits/(accumulated losses) at the end of the

financial year

Consolidated

2011 2010
$'000 $'000

883 917

(3,457) 362

- (396)

(2,574) 883
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 26. Equity - dividends

Dividends
Consolidated
2011 2010
$'000 $'000
Final dividend for the year ended 30 June 2009 of 2 cents per ordinary share paid fully
franked based on a tax rate of 30% - 396

Franking credits
Consolidated

2011 2010

$'000 $'000
Franking credits available at the reporting date based on a tax rate of 30% 275 275
Franking credits available for subsequent financial years based on a tax rate of 30% 275 275

Note 27. Financial instruments

Financial risk management objectives

The consolidated entity's activities expose it to a variety of financial risks: market risk (including foreign currency risk
and interest rate risk), credit risk and liquidity risk. The consolidated entity's overall risk management program
focuses on the unpredictability of financial markets and seeks to minimise potential adverse effects on the financial
performance of the consolidated entity and to ensure that the consolidated entity is able to finance its business plans.
The consolidated entity uses different methods to measure different types of risk to which it is exposed. These
methods include sensitivity analysis in the case of interest rate, foreign exchange and other price risks and ageing
analysis for credit risk.

Risk management is carried out by senior executives (‘finance') under policies approved by the Board of Directors
('Board’). These policies include identification and analysis of the risk exposure of the consolidated entity and
appropriate procedures, controls and risk limits. The consolidated entity does not enter into or trade in financial
instruments, including derivative financial instruments, for speculative purposes. Finance reports to the Board on a
monthly basis.

Market risk

Foreign currency risk

The consolidated entity undertakes certain transactions denominated in foreign currency and are exposed to foreign
currency risk through foreign exchange rate fluctuations. The consolidated entity operates internationally and is
exposed to foreign exchange risk arising primarily from the Pound Sterling and New Zealand Dollar.

Foreign exchange risk arises from future commercial transactions and recognised financial assets. The risk is

measured using sensitivity analysis and cash flow forecasting. The consolidated entity presently does not hedge
foreign exchange risks.
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 27. Financial instruments (continued)

The carrying amount of the consolidated entity's foreign currency denominated financial assets and financial liabilities
at the reporting date was as follows:

Assets Liabilities
2011 2010 2011 2010
$'000 $'000 $'000 $'000
Consolidated
US dollars 4 26 173 -
Pound Sterling 21 2 - -
New Zealand dollars 22 45 - -
Singapore dollars 18 45 18 -
Other 45 64 - -
110 182 191 -

The consolidated entity had net liabilities denominated in foreign currencies of $81,000 (assets $110,000 less
liabilities $191,000) as at 30 June 2011 (2010: net assets of $182,000 (assets $182,000 less liabilities $nil)). Based
on this exposure, had the Australian dollar weakened by 10% / strengthened by 10% (2010: weakened by 10% /
strengthened by 10%) against these foreign currencies with all other variables held constant, the consolidated entity's
profit before tax for the year would have been $8,000 higher / $8,000 lower (2010: $18,000 lower / $18,000 higher)
and equity would have been $8,000 higher / $8,000 lower (2010: $18,000 lower / $18,000 higher). The percentage
change is the expected overall volatility of the significant currencies, which is based on management’s assessment of
reasonable possible fluctuations. The actual foreign exchange loss for the year ended 30 June 2011 was $27,000
(2010: loss of $110,000).

Price risk
The consolidated entity is not exposed to any significant price risk.

Interest rate risk

The consolidated entity's main interest rate risk arises from short-term and long-term borrowings. Borrowings issued
at variable rates expose the consolidated entity to interest rate risk. Borrowings issued at fixed rates expose the
consolidated entity to fair value interest rate risk.

The consolidated entity's objective is to maintain a balance between continuity of funding and flexibility through the
use of bank loans, related party loans and financial leases.
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 27. Financial instruments (continued)

As at the reporting date, the consolidated entity had the following variable rate borrowings outstanding:

2011 2010
Weighted Weighted
average average
interest rate Balance interest rate Balance
% $'000 % $'000
Consolidated
Bank overdraft and bank loans 6.26 3,093 5.93 1,360
Related party loans 10.00 500 - -
Cash at bank - term deposit 6.00 (40) 6.00 (40)
Net exposure to cash flow interest rate risk 3,553 1,320

An analysis by remaining contractual maturities in shown in 'liquidity and interest rate risk management' below.
The consolidated entity also has $nil (2010: $2,000,000) in bank loans at fixed interest rate of 6.29%.

The consolidated entity has net bank loans and borrowings outstanding, totalling $3,053,000 (2010: $3,360,000),
which are principal and interest payment loans. Quarterly cash outlays of approximately $85,000 (2010: $62,500) per
quarter are required to service the interest payments. An official increase/decrease in interest rates of one (2010:
one) percentage point would have an adverse/favourable effect on profit before tax of $35,000 (2010: $14,000) per
annum. The percentage change is based on the expected volatility of interest rates using market data and analysis.

Credit risk

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss to
the consolidated entity. The consolidated entity has adopted a policy of dealing with only recognised, creditworthy
third parties. All franchisees are subject to legal and credit checks prior to contracting with the consolidated entity.
Policies have been put in place to ensure that receivable balances are monitored on an ongoing basis with the result
that the consolidated entity's exposure to credit default is not significant. The consolidated entity does not hold any
collateral. However, the consolidated entity's policy for non-payment of debt by contracted partners within the
maximum 30-day terms is deactivation of access to student curriculum resources.

Before accepting any new customers, the consolidated entity assesses the potential customer's credit quality.

In determining the recoverability of a trade receivable, the consolidated entity considers any change in the credit
quality of the trade receivable from the date credit was initially granted up to the reporting date. The concentration of
credit risk is limited due to the customer base being large and unrelated. The maximum exposure to credit risk at the
reporting date to recognised financial assets is the carrying amount, net of any provisions for impairment of those
assets, as disclosed in the statement of financial position and notes to the financial statements.

Liquidity risk

Vigilant liquidity risk management requires the consolidated entity to maintain sufficient liquid assets (mainly cash and
cash equivalents) and available borrowing facilities to be able to pay debts as and when they become due and
payable.

The consolidated entity manages liquidity risk by maintaining adequate cash reserves and available borrowing

facilities by continuously monitoring actual and forecast cash flows and matching the maturity profiles of financial
assets and liabilities.

Kip McGrath Education Centres Limited AcN 003415889 | ANNUAL REPORT 2011



Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 27. Financial instruments (continued)

Financing arrangements
The bank loan facilities are provided by National Australia Bank and is subject to the following financial covenants:

Interest Cover
Minimum interest cover of 3.00 times measured for the 12 month period ended on 30 June 2011 and thereafter half
yearly for Kip McGrath Education Centres Limited.

Interest cover is defined as Earnings before Interest, Tax, Depreciation and Amortisation ('EBITDA'). divided by
interest.

Capital Adequacy

Minimum capital adequacy of 35.00% measured on a daily basis and reported in relation to the 12 month period
ended on 30 June 2011 and thereafter half yearly for Kip McGrath Education Centres Limited and subject to annual
review.

Capital adequacy calculation defined as: ((Total Assets minus Total Liabilities minus goodwill) divided by (Total
Assets)) * 100.

During the financial year the consolidated entity was in breach of its covenants. Refer to note 1, going concern, for
further details.

Remaining contractual maturities

The following tables detail the consolidated entity's remaining contractual maturity for its financial instrument liabilities.
The tables have been drawn up based on the undiscounted cash flows of financial liabilities based on the earliest date
on which the financial liabilities are required to be paid. The tables include both interest and principal cash flows
disclosed as remaining contractual maturities and therefore these totals may differ from their carrying amount in the
statement of financial position.

Weighted Remaining
average 1 year or Between 1 Between 2 contractual
Consolidated - 2011 interest rate less and 2 years and 5years Over5years maturities
% $'000 $'000 $'000 $'000 $'000
Non-derivatives
Non-interest bearing
Trade payables - 738 - - - 738
Other payables - 538 - - - 538
Interest-bearing - variable
Bank loans 6.26 3,190 - - - 3,190
Related party loans 10.00 50 525 - - 575
Interest-bearing - fixed rate
Convertible notes payable 4.75 153 - - - 153
Hire purchase 5.72 109 8 - - 117
Total non-derivatives 4,778 533 - - 5,311
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 27. Financial instruments (continued)

Weighted Remaining
average 1 year or Between 1 Between 2 contractual
Consolidated - 2010 interest rate less and 2 years and 5years Over5years maturities
% $'000 $'000 $'000 $'000 $'000

Non-derivatives
Non-interest bearing
Trade payables - 425 - - - 425
Other payables - 313 - - - 313
Interest-bearing - variable
Bank loans 5.53 440 3,216 - - 3,656
Interest-bearing - fixed rate
Convertible notes payable 5.00 487 - - - 487
Lease liability 5.72 121 117 - - 238
Total non-derivatives 1,786 3,333 - - 5,119

Bank loans are classified as current in 2011 as the bank has the right to payment on demand since the consolidated
entity breached its covenants. However, the consoldiated entity is confident that the bank will not demand repayment
and the current repayments of $85,000 per quarter and monthly varible interest will continue to service the bank
loans.

Cash flows in the maturity analysis above are not expected to occur significantly earlier than disclosed.

Fair value of financial instruments

Unless otherwise stated, the carrying amounts of financial instruments reflect their fair value. The carrying amounts of
trade receivables and trade payables are assumed to approximate their fair values due to their short-term nature. The
fair value of financial liabilities is estimated by discounting the remaining contractual maturities at the current market
interest rate that is available for similar financial instruments.

Note 28. Key management personnel disclosures

Directors
The following persons were directors of Kip McGrath Education Centres Limited during the financial year:

Lindy Hyam Non-Executive Director and Chairman

Kip McGrath Executive Director

Dagnija McGrath Non-Executive Director

lan Campbell Non-Executive Director

Glenn Turner (resigned on 21 April 2011) Former Non-Executive Director and Chairman
Storm McGrath (resigned on 21 April 2011) Former Managing Director

Other key management personnel
The following persons also had the authority and responsibility for planning, directing and controlling the major
activities of the consolidated entity, directly or indirectly, during the financial year:

Storm McGrath Chief Executive Officer
Darlene Perks Company Secretary and Chief Financial Officer
James Street Chief Executive Officer - Online
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 28. Key management personnel disclosures (continued)

Compensation

The aggregate compensation made to directors and other members of key management personnel of the

consolidated entity is set out below:

Short-term employee benefits
Post-employment benefits
Termination benefits

Shareholding

Consolidated

2011 2010
$ $
822,464 724,950
55,664 59,783
14,667 -
892,795 784,733

The number of shares in the parent entity held during the financial year by each director and other members of key
management personnel of the consolidated entity, including their personally related parties, is set out below:

Balance at Received Balance at

the start of as part of Disposals/ the end of
2011 the year  remuneration  Additions other the year
Ordinary shares
Lindy Hyam 30,000 - 77,500 - 107,500
Kip McGrath 5,266,320 - 251,193 (91,320) 5,426,193
Dagnija McGrath 4,293,320 - - (91,320) 4,202,000
lan Campbell 113,745 - 286,255 - 400,000
Glenn Turner * 214,000 - - (214,000) -
Storm McGrath 655,320 - 273,960 (91,320) 837,960
Darlene Perks 120,000 - 90,000 - 210,000

10,692,705 - 978,908 (487,960) 11,183,653

*

disposal of their shareholding

Disposals/other - represents this member no longer being a key management personnel, not necessarily physical

Balance at Received Balance at

the start of as part of Disposals/ the end of
2010 the year  remuneration  Additions other the year
Ordinary shares
Lindy Hyam - - 30,000 - 30,000
Kip McGrath 5,266,320 - - - 5,266,320
Dagnija McGrath 4,293,320 - - - 4,293,320
lan Campbell - - 113,745 - 113,745
Glenn Turner 130,000 - 84,000 - 214,000
Storm McGrath 655,320 - - - 655,320
Darlene Perks 120,000 - - - 120,000
Michael Seamer * 7,000 - - (7,000) -
Clinton Marquet * 117,605 - - (117,605) -

10,589,565 - 227,745 (124,605) 10,692,705

*

disposal of their shareholding

Disposals/other - represents this member no longer being a key management personnel, not necessarily physical
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Kip McGrath Education Centres Limited
Notes to the financial statements

30 June 2011

Note 28. Key management personnel disclosures (continued)

Option holding

The number of options over ordinary shares in the parent entity held during the financial year by each director and
other members of key management personnel of the consolidated entity, including their personally related parties, is

set out below:

Balance at Expired/ Balance at
the start of forfeited/ the end of
2011 the year Granted Exercised other the year
Options over ordinary shares
Storm McGrath 100,000 - (100,000) -
100,000 - (100,000) -
Balance at Expired/ Balance at
the start of forfeited/ the end of
2010 the year Granted Exercised other the year
Options over ordinary shares
Storm McGrath 100,000 - - 100,000
Michael Seamer 100,000 - (100,000) -
200,000 - (100,000) 100,000

Related party transactions
Related party transactions are set out in note 32.
Note 29. Remuneration of auditors

During the financial year the following fees were paid or payable for services provided by Forsythes Assurance &
Risk, the auditor of the company, and its related practices:

Consolidated

2011 2010

$ $
Audit services - Forsythes Assurance & Risk
Audit or review of the financial report 96,500 94,379
Audit services - unrelated practices
Audit or review of the financial report 9,294 8,230
Other services - unrelated practices
Other services - 839

9,294 9,069

Fees of $9,294 (2010: $9,069) were paid to Hazlewoods LLP, who are the auditors of the UK subsidiary Kip McGrath
Education United Kingdon Limited.
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 30. Contingent liabilities

The liquidator of Kip McGrath Institute of Business Australia Pty Limited (in liquidation) have advised there will be no
distribution to creditors which include convertible note holders of $475,000. In respect of the liquidation, management
believe there is no basis for any claim against the consolidated entity and parent entity and accordingly no provision
has been made.

The consolidated entity is in a dispute with its US broker regarding the amount of commission payable to the broker in
respect of fund raising activities. The consolidated entity has provided $18,000 relating to monies raised, which
management and their legal advisers believe is the amount due and payable. The total claim from the broker amounts
to $540,000.

Note 31. Commitments for expenditure

Consolidated

2011 2010
$'000 $'000
Lease commitments - operating
Committed at the reporting date but not recognised as
liabilities, payable:
Within one year 349 326
One to five years 538 634
887 960
Lease commitments - finance
Committed at the reporting date and recognised as
liabilities, payable:
Within one year 109 121
One to five years 8 117
Total commitment 117 238
Less: Future finance charges (5) (17)
Net commitment recognised as liabilities 112 221
Representing:
Lease liability - current (note 18) 104 109
Lease liability - non-current (note 20) 8 112
112 221
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 31. Commitments for expenditure (continued)

Operating lease commitments includes contracted amounts for offices and plant and equipment under non-
cancellable operating leases expiring within 1 to 5 years with, in some cases, options to extend. The leases have
various escalation clauses. On renewal, the terms of the leases are renegotiated.

The consolidated entity has entered into arrangements to provide a guarantee to the consolidated entity's lessor over
its operating lease of the head office premises amounting to $37,000 (2010: $37,000).

Finance lease commitments includes contracted amounts for various plant and equipment with a written down value
of $94,000 (2010: $196,000) under finance leases expiring within 1 to 2 years. Under the terms of the leases, the
consolidated entity has the option to acquire the leased assets for predetermined residual values on the expiry of the
leases.

Note 32. Related party transactions

Parent entity
Kip McGrath Education Centres Limited is the parent entity.

Subsidiaries
Interests in subsidiaries are set out in note 34.

Key management personnel
Disclosures relating to key management personnel are set out in note 28 and the remuneration report in the directors'

report.

Transactions with related parties
The following transactions occurred with related parties:

Consolidated

2011 2010
$ $
Payment for goods and services:
Purchases from McGrath Dynasty Pty Limited (company
owned by Storm McGrath) 42,344 63,813
Payment for other expenses:
Interest paid to Kip and Dagnija McGrath 16,273 -

Receivable from and payable to related parties
There were no trade receivables from or trade payables to related parties at the reporting date.

Loans to/from related parties
The following balances are outstanding at the reporting date in relation to loans with related parties:

Consolidated

2011 2010
$ $
Non-current borrowings:
Loan from Kip and Dagnija McGrath 500,000 -
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Kip McGrath Education Centres Limited

Notes to the financial statements

30 June 2011

Note 32. Related party transactions (continued)

Terms and conditions

All transactions were made on normal commercial terms and conditions and at market rates. The interest of the loan
is at 10% per annum.

Note 33. Parent entity information

Set out below is the supplementary information about the parent entity.

Statement of comprehensive income

Parent
2011 2010
$'000 $'000
Profit/(loss) after income tax (3,779) 486
Total comprehensive income (3,779) 486
Statement of financial position
Parent
2011 2010
$'000 $'000
Total current assets 741 1,173
Total assets 9,685 12,491
Total current liabilities 4,625 1,181
Total liabilities 5,966 5,186
Equity
Contributed equity 7,022 6,829
Retained profits/(accumulated losses) (3,303) 476
Total equity 3,719 7,305

Contingent liabilities
Except for as already disclosed in the notes to the financial statements, the parent entity had no other contingent
liabilities as at 30 June 2011 and 30 June 2010.

Financial support
The parent entity has issued a financial letter of support to Kip McGrath Education United Kingdom Limited. A letter of
support was also issued in the prior year.

Capital commitments - Property, plant and equipment

The parent entity had no capital commitments for property, plant and equipment at as 30 June 2011 and 30 June
2010.
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Note 33. Parent entity information (continued)

Significant accounting policies

The accounting policies of the parent entity are consistent with those of the consolidated entity, as disclosed in note 1,

except for the following:

o Investments in subsidiaries are accounted for at cost, less any impairment, in the parent entity. Dividends
received from subsidiaries are recognised as other income by the parent entity and its receipt may be an
indicator of an impairment of the investment.

Note 34. Subsidiaries

The consolidated financial statements incorporate the assets, liabilities and results of the following subsidiaries in
accordance with the accounting policy described in note 1:

Equity holding

Country of 2011 2010

Name of entity incorporation % %

Kip McGrath Education

Australia Pty Ltd * Australia 100.00 100.00
Kip McGrath Global Pty

Limited Australia 100.00 100.00
Kip McGrath Direct Pty

Limited Australia 100.00 100.00

Kip McGrath Institute of

Business Australia Pty

Limited ** Australia 100.00 100.00
Institute for Advanced

Knowledge (Australia) Pty

Limited Australia 100.00 100.00
Kip McGrath Education United

Kingdom Ltd United Kingdom 100.00 100.00
Kip McGrath Education New

Zealand Limited New Zealand 100.00 -

*  Formally known as Kip McGrath Further Education Pty Limited
** In liquidation
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Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 35. Events occurring after the reporting date

On 18 July 2011 the company held an extraordinary general meeting, seeking shareholder approval of two resolutions
in accordance with the La Jolla Cove Investors ('LJC') funding agreement. Shareholders resolved unanimously the
first resolution, which ratified the partial drawdown of the convertible note issued by the company to LJC. The second
resolution was voted against unanimously which sought approval for the company to drawdown amounts up to
US$900,000 under the convertible note. There were no other resolutions put to the meeting.

On 28 July 2011 National Australia Bank ('NAB') advised the company that whilst it had not waived its right to take
action at a later date in respect if the company being in breach of the interest covenant on the funding facility, it will
not be taking action at this point in time.

On 1 August 2011 the consolidated entity entered into Subscription Agreement for $209,713 in respect of the issue of
3,495,222 ordinary shares of 6 cents each and an unsecured loan loan of $290,287 with Editure Capital Pty Limited.
An additional $250,000 will be received from October 2011 via monthly instalments of $50,000 per month, under a
convertible note which is subject to shareholder approval.

No other matter or circumstance has arisen since 30 June 2011 that has significantly affected, or may significantly
affect the consolidated entity's operations, the results of those operations, or the consolidated entity's state of affairs
in future financial years.

Note 36. Reconciliation of profit/(loss) after income tax to net cash from operating activities

Consolidated

2011 2010
$'000 $'000
Profit/(loss) after income tax expense for the year (3,457) 362
Adjustments for:
Depreciation and amortisation 266 256
Net loss/(gain) on disposal of property, plant and
equipment (5) 16
Amortisation of bank facility - 5
NPV discount of convertible note - 22
Foreign exchange differences (32) 40
Impairment of assets 2,453 -
Change in operating assets and liabilities:
Decrease in trade and other receivables 53 72
Decrease in inventories 75 109
Decrease in income tax refund due 14 68
(Increase)/decrease in deferred tax assets 57 (68)
Decrease in prepayments 9 26
Increase in trade and other payables 572 207
Increase in deferred tax liabilities 92 240
Increase/(decrease) in other provisions 32 (2)
Net cash from operating activities 129 1,353
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Note 37. Earnings per share

Earnings per share from continuing operations
Profit/(loss) after income tax attributable to the owners of Kip McGrath Education
Centres Limited

Weighted average number of ordinary shares used in calculating basic earnings per
share

Weighted average number of ordinary shares used in calculating diluted earnings per
share

Basic earnings per share
Diluted earnings per share

Earnings per share from discontinued operations
Profit/(loss) after income tax attributable to the owners of Kip McGrath Education
Centres Limited

Weighted average number of ordinary shares used in calculating basic earnings per
share

Weighted average number of ordinary shares used in calculating diluted earnings per
share

Basic earnings per share
Diluted earnings per share
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Consolidated

2011 2010
$'000 $'000
(852) 592
Number Number
20,536,815 19,780,000
20,536,815 19,780,000
Cents Cents
(4.150) 2.990
(4.150) 2.990
Consolidated
2011 2010
$'000 $'000
(2,605) (230)
Number Number
20,536,815 19,780,000
20,536,815 19,780,000
Cents Cents
(12.680) (1.160)
(12.680) (1.160)



Kip McGrath Education Centres Limited
Notes to the financial statements
30 June 2011

Note 37. Earnings per share (continued)

Consolidated

2011 2010
$'000 $'000
Earnings per share for profit/(loss)
Profit/(loss) after income tax attributable to the owners of Kip McGrath Education
Centres Limited (3,457) 362
Number Number
Weighted average number of ordinary shares used in calculating basic earnings per
share 20,536,815 19,780,000
Weighted average number of ordinary shares used in calculating diluted earnings per
share 20,536,815 19,780,000
Cents Cents
Basic earnings per share (16.830) 1.830
Diluted earnings per share (16.830) 1.830

Kip McGrath Education Centres Limited AcN 003 415889 | ANNUAL REPORT 2011



Kip McGrath Education Centres Limited
Directors' declaration

In the directors' opinion:

the attached financial statements and notes thereto comply with the Corporations Act 2001, the Accounting
Standards, the Corporations Regulations 2001 and other mandatory professional reporting requirements;

the attached financial statements and notes thereto comply with International Financial Reporting Standards
as issued by the International Accounting Standards Board as described in note 1 to the financial
statements;

the attached financial statements and notes thereto give a true and fair view of the consolidated entity's
financial position as at 30 June 2011 and of its performance for the financial year ended on that date; and

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

The directors have been given the declarations required by section 295A of the Corporations Act 2001.

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

On behalf of the directors

Qﬂ% i

Lindy Hyam
Chairman

19 August 2011
Newcastle
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INDEPENDENT AUDITOR'S REPORT
TO THE MEMBERS OF KIP MCGRATH EDUCATION CENTRES LIMITED

We have audited the accompanying financial report of Kip McGrath Education Centres Limited, which
comprises the statement of financial position as at 30 June 2011, and the statement of comprehensive
income, statement of changes in equity and statement of cash flows for the year ended on that date, a
summary of significant accounting policies, other explanatory notes and the directors’ declaration of
the consolidated entity comprising the company and the entities it controlled at the year's end or from
time to time during the financial year.

Directors’ responsibility for the financial report

The directors of the company are responsible for the preparation and fair presentation of the financial
report in accordance with Australian Accounting Standards (including the Australian Accounting
Interpretations) and the Corporations Act 2001. This responsibility includes establishing and
maintaining internal control relevant to the preparation and fair presentation of the financial report
that is free from material misstatement, whether due to fraud or error: selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable in the
circumstances. In Note 1, the directors also state the financial report complies with International
Financial Reporting Standards.

Auditor’s responsibility

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

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

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

Independence
In conducting our audit, we have complied with the independence requirements of the Corporations
Act 2001.

Level 4, Hunter Mall Chambers, 175 Scott Street (PO Box 705) DX 7919 Newcastle NSW 2300 Australia
Telephone 02 4926 2699 Facsimile (02) 4929 1435 Website www.forsythes.com.au Email forsythes@forsythes.com.au

Liability limited by a scheme approved under Professional Standards Legislation, other than for the acts or omissions of financial services licencees

INCATA
MEMBER OF NEXIA INTERNATIONAL - A WORLDWIDE_NETWORK OF INDEPENDENT AGCOUNTING AND CONSULTING FIRMS TN ERNATION AL
73



Auditor’s opinion

In our opinion:

(a) the financial report of Kip McGrath Education Centres Limited is in accordance with the
Corporations Act 2001, including:

(i) giving a true and fair view of the consolidated entity’s financial position as at 30 June 2011
and of its performance for the year ended on that date; and

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

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

Significant Uncertainty Regarding Going Concern

Without qualification to the conclusion expressed above, attention is drawn to the following matter. As
a result of matters disclosed in Note 1 “Going Concern” to the financial statements, there is significant
uncertainty whether the company will be able to continue as a going concern and therefore whether it
will be able to pay its debts as and when they fall due and whether it will realise its assets and
extinguish its liabilities in the normal course of business and at the amounts stated in the financial
report. The financial report does not include any adjustments relating to the recoverability and
classification of recorded asset amounts or to the amounts and classification of liabilities that might
be necessary should the company not continue as going concern.

Report on the remuneration report

We have audited the remuneration report included in the directors’ report for the year ended 30 June
2011. The directors of the company are responsible for the preparation and presentation of the
remuneration report in accordance with section 300A of the Corporations Act 2001. Qur responsibility
is to express an opinion on the remuneration report, based on our audit conducted in accordance with
Australian Auditing Standards.

Auditor’s opinion

In our opinion the remuneration report of Kip McGrath Education Centres Limited for the year ended
30 June 2011, complies with section 300A of the Corporations Act 2001.
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FORSYTHES ASSURANCE & RISK

MJ Matthews

Partner

Chartered Accountants
Newcastle, 19 August 2011
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Kip McGrath Education Centres Limited
Shareholder information
30 June 2011

The shareholder information set out below was applicable as at 4 August 2011.

Distribution of equitable securities
Analysis of number of equitable security holders by size of holding:

Number
of holders
of ordinary

shares

1to 1,000 98

1,001 to 5,000 231
5,001 to 10,000 107
10,001 to 100,000 113
100,001 and over 35
584

Holding less than a marketable parcel 502

Equity security holders

Twenty largest quoted equity security holders
The names of the twenty largest security holders of quoted equity securities are listed below:
Ordinary shares
% of total
shares
Number held issued

Mr Kip McGrath 4,426,193 16.52
Mrs Dagnija McGrath 4,175,000 15.58
Editure Capital Pty Limited 3,495,222 13.04
Kip McGrath Investments Pty Limited 1,000,000 3.73
Mr Storm McGrath 833,959 3.11
Mr Chi Tung Duong 703,593 2.63
Mr Brian Stephen Sleigh 625,000 2.33
Dr Michelle Mulligan 573,418 2.14
Shift 6 Pty Ltd 535,933 2.00
Giverny Computer Software 401,582 1.50
Hetale Pty Limited 400,000 1.49
Belsov Pty Ltd 387,500 1.45
Tonesco Pty Ltd 319,874 1.19
The Genuine Snake Oil Company 300,000 1.12
Mrs Jennifer Anne Buchanan 266,600 0.99
Mr Robert Lundy 262,098 0.98
Liberty Consolidated Holdings 250,000 0.93
Mr Kul Bhatia 244,644 0.91
National Nominees Limited 241,459 0.90
Mrs Deborah Ann Keating 233,000 0.87

19,675,075 73.41

Unquoted equity securities
There are no unquoted equity securities.
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Kip McGrath Education Centres Limited
Shareholder information
30 June 2011

Substantial holders
Substantial holders in the company are set out below:

Mr Kip McGrath

Mrs Dugnija McGrath

Editure Capital Pty Limited

Kip McGrath Investments Pty Ltd

Voting rights
The voting rights attached to ordinary shares are set out below:

Ordinary shares

Ordinary shares
% of total
shares
Number held issued

4,426,193 16.52
4,202,000 15.68
3,495,222 13.04
1,000,000 3.73

On a show of hands every member present at a meeting in person or by proxy shall have one vote and upon a poll

each share shall have one vote.

There are no other classes of equity securities.
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