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The UnderCoverWear opportunity to grow and evolve means
different things to different people.

For our Sales Consultants it is the opportunity to develop a
successful business in the fashion industry, the ability to work
around family commitments and the chance to evolve personally.

For our Customers, it is an opportunity to have fun with friends
whilst shopping from home and to discover the latest looks at
great prices.

And for our Shareholders, it is an investment which evolves each
year with sound business strategies and dedicated management.

Our Vision

To support family values,
and to empower women
from all walks of life,

by offering them a unique
business opportunity to be
part of the leading party plan
business in Australia,

New Zealand & Singapore.

a8 UnderCove

EALES CONSULTANT »
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Chairman’s Review
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The improved consolidated profit was
achieved as a result of management’s
successful implementation of initiatives
to improve efficiencies, working capital
utilisation and achieve greater productivity
with our sales consultants.

EBITDA 2003 - 2007

$2.4m

$3.1m

£00Z 900¢ 500¢ +00C €00C

$5.6m

$6.0m

$6.1m

Turnover 2003 - 2007

= $284m

=

% $323m

S $44.1m
S

g $46.5m
S $43.9m
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This is the fourth Annual Report of UnderCoverWear
Limited, for the year ended 30 June 2007.

The consolidated profit for the consolidated entity
after providing for income tax amounted to
$4,124,189 (2006, $4,060,799) representing a
1.6% increase over last year and earnings of 8.59
cents per share. This is a direct result of an
improvement in gross margins, on-going efficiency
reviews and an intensive education and learning
program, rather than an increase in sales and an
improvement in consultant numbers. Unless these
key areas are turned around, the prospects of any
significant improvement in the coming twelve
months remain subdued.

This result was derived from Revenue from Ordinary
Activities for the consolidated entity for the year
ended 30 June 2007 of $43,875,007 (2006,
$46,492,144) even though it was a disappointing
5.6% lower than last year.

The improved consolidated profit was achieved as
a result of management's successful implementation
of initiatives to improve efficiencies, working capital
utilisation and to achieve greater productivity with
our sales consultants.

A positive indicator was that the revenues and
consolidated profit for the six months ended

30 June 2007 exceeded the same period in 2006,
whilst the first six months of each chronological year
is traditionally the Company's, and the direct
selling industry's, quietest half of each year.

Whilst the retail economy has improved during the
year, so has the level of unemployment which has
had the counter effect of adversely affecting the

recruitment of new UnderCoverWear consultants.
Active consultant numbers have stabilised over the
past five months after a less than 10% decline in
the previous seven months. Management is focused
on growing this sales force as well as improving
the average sales per order and the activity rate of
each consultant by emphasising leadership,
education and support for the Consultants.

Your Company continues to maintain a strong
improved cash flow, does not maintain any
borrowings and operates with a low level of
capital investment and expenditure.

At year end, 70% of sales were represented by
imported garments as opposed to 64% at

30 June 2006. Your Board and Management have
recently reviewed the impact of fluctuations in the
Australian dollar on the costs of the imported
inventory and formed the view that it should not
materially affect the results of the Company.

Dividends

Your Board is pleased to report that based on the
profits earned by the Company during the year the
Directors have declared the payment of a final fully
franked dividend of 3.5 cents per share which will
be paid on 5 October 2007. This brings the total
ordinary dividend paid for the year ended 30
June 2007 to 6.5 cents per share, representing an
earnings payout ratio of 75.7%.

Outlook

In this strong economic climate the increasingly low
levels of unemployment are hampering the ability to
increase active Consultant numbers which normally
correspond to an increase in revenues.

Accordingly, it remains somewhat difficult to forecast

future growth in revenues and the results to be
achieved for this and future years. However, as one
of Australia's leading direct-selling organisations,
UnderCoverWear is actively pursuing all initiatives
to improve the Company's performance.

Management

On behalf of the Board | thank the Management,
under the leadership of our Chief Executive, Elaine
Vincent, for their dedicated, enthusiastic and
inspirational achievements during a challenging

year and the UnderCoverWear sales consultants
who are very focused and motivated to be the
leading performers in the direct selling industry.

Throughout this Annual Report, you'll read some
of the personal stories from our sales consultants
who inspire us all to reach for greater heights in
the coming year.
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Evolve - a business overview

At present, we have around 2,000 sales consultants
working with us around Australia, New Zealand
and Singapore. These consultants are our life
blood - our hands and feet - quite literally, our
team on the ground.

Which is why we work hard for them and with them.
From high-end incentives to our state-of-the-art
training and motivational programs, we aim to
motivate, inspire and nurture the success of our
sales consultants throughout the entire span of
their careers with us.

The Company also works to ensure that the general
brand of UnderCoverWear maintains a strong level
of integrity. In addition to fantastic designs and
quality garments, we ensure our products and
party concepts are affordable and desirable to our
buying markets.

We recognise the need to attract new consultants
in order to improve the company's performance
for the coming 12 months. We believe that our
educational programs, performance rewards and
motivational incentives are amongst the best in the
country and position UnderCoverWear favourably
in attracting new talent. In addition, retaining our
current consultants has never been more important
to us. We want to make sure they have all the

business tools, all the motivation, all the
knowledge and all the drive they need to not only
succeed in their UnderCoverWear careers but also,
to enjoy them.

We believe that along with financial profit, the
happiness and success of our people is one of
the truest measures of our performance so we're
delighted when we hear our consultants sing praises
of their evolution since joining UnderCoverWear.
Be it because their choice in career lets them have
more time for the family, gives them greater
earning capacity or helps them grow personally,

we are proud to say that the majority of our
consultants can't imagine a better career choice.

Within our sales team, there are literally hundreds
of rags-to-riches Cinderella stories, countless
stories from happy and fulfilled stay-at-home mums,
many tales from retirees who have enjoyed a gentle
return to the workforce and plenty of stories from
ordinary workers who still do a 9 to 5 job but enjoy
UnderCoverWear as a secondary source of income
and fulfillment. Throughout the next few pages we
bring you just some of UnderCoverWear's stories.
All are true, real-life stories of people who have,
through UnderCoverWear, learnt the meaning of
Dreaming, Believing and Achieving.

Imagine yourself in one of hundreds of lounge rooms around Australia.
There, you see a bunch of friends laughing and enjoying their time
together as they browse through high quality yet affordable garments.

Can you see the person running the show? At UnderCoverWear, we
call them our greatest assets - our Sales Consultants.




£&\When you're at home all day with the kids, you can really miss
having your own time. | adore being a mum to my three children
but I mean, who wants to talk just nappies and bottles all day?

UnderCoverWear has been great. It's let me be the sort of mum |
want to be... I'm there for the kids, I've made loads of friends and
| earn good money working when | want t0.99  Consultant Sam Vella, NSW

— LA

L

Looking for an outlet to express herself and meet
new people, Sam Vella joined UnderCoverWear
earlier this year.

As a mother of twins — Joshua and Nathan (aged 9)
and Liam (aged 4), Sam says she loves her new
career because the flexibility lets her achieve personal
goals and still be a full-time mum. “l don’t have to
disguise that my family always comes first... it's the
perfect life/work balance,” she says.

Working part time, Sam has already achieved one
of her goals — to qualify for the recent Sales
Convention on the Gold Coast. Sam says along

-

with the flexibility of the career, she simply loves
the size range at UnderCover\Wear, as it caters to all
her friends of different shapes.

With previous experience in retail and lingerie, Sam
says working with UnderCoverWear has enhanced
her quality of life. “I'm still a mum first of all. Except
now | go out three times a week, meet new people,
talk fashion and get paid for it!” she says.

Sam lives in Sydney and has been married to her
proud husband, Matt, for 12 years. “He appreciates
we girls need our own lives too,” Sam says. “We
need to mingle and set goals for ourselves.” J

Page 7
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L& | remember a few weeks before our wedding, my fiancé was shocked to learn
how expensive weddings were. He near panicked and asked if we had
enough money for it all... ‘Don’t worry, I've got it covered’ | said. But | think
that shocked him even more!

We had a six-month old baby and | was working part time so how could |
have saved that much, he must have thought. It's nice surprising people.33

Manager Julie Ashworth, ACT
It was a little more than ten years ago when Julie
Ashworth joined UnderCoverWear. Her original
motivation was to earn a bit of extra money to pay
off her new car but it didn’t take long for Julie to see
the opportunities on offer — so after just a short while,
UnderCoverWear became her full-time career.

Over the years, Julie says her career has evolved
- with her lifestyle. “I've made it part-time when | had
(‘\‘ - the children and then full-time when | had more
- time... and all the while, I've earned more than |
could have imagined.”

And Julie’s family has enjoyed the perks too, joining

her in Hawaii in April 2007 where she was attending

the UnderCoverWear Conference. Another highlight
was seeing their mum win a black UnderCoverWear
branded Citroen at our Consultant Conference in
September 2005 for highest sales.

Working in the suburbs of Canberra, Julie is one of
many mums, successfully running a busy household
and her own UnderCoverWear business. With two
young children, Tiffany (7) and Bailey (4), Julie says
“Being independent is important. This career helps
you to realise that you can do whatever you
want to do. Set goals, work hard and
realise the dream. It’s that simple.”

" o

[

) .
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€ |t ever there was a Cinderella story, it's probably mine. |
really feel like I've come from rags to riches! 11 years ago,
we lived in the tiniest fibro house - | used to call it 'the
caravan without wheels'. Today, I'm the primary breadwinner
of the house and the house is our absolute dream home with
an in-ground pool and big balcony. Life is good! 73
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Regional Executive Manager Laurie Fitzgerald, QLD

Laurie Fitzgerald joined UnderCoverWear over ten
years ago. Coming from a low-paying retail job,
Laurie was on maternity leave with her second child
when she discovered the career opportunities at
UnderCoverWear. After doing one party, Laurie
decided to never go back to her full-time job and
she says she's never looked back either!

Since joining UnderCoverWear, Laurie's success

has been outstanding. Financially and personally,

Laurie's growth over the span of her career has
flourished. In just her first year with the company,

Laurie worked hard to qualify for a holiday to Club
Med, Singapore.

The next year, she became a Manager and the
year after that she was promoted further, to Senior
Manager. Working in Queensland, today Laurie
enjoys her role as Regional Executive Manager,
leading a record-breaking team of 230
UnderCoverWear Consultants and Managers.
And although Laurie works hard, she says the
flexibility of her career has also let her be a
full-time mum to Daniel (14), Sheree (12) and
Courtney (10) and a full-time wife to husband,
John. As one of the company's most successful
managers, Laurie is a living example of someone
dreaming, believing and achieving her way to
absolute success.
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CEO'’s Report

L
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Number of Sales Consultants

To counteract this difficult environment,
UnderCoverWear has focused heavily
on improving productivity and average
value of sales at our parties. This has
been achieved by the introduction of
new sales training programs.

Learning & Development

Average Tenure of Consultants
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CEO'’s Report

To our team of 2,000 Consultants, weekly emails
still retain much benefit as well as our bi-monthly,
36 page, full colour printed newsletter. In addition
to the delivery of hard copy documents, all
communications are immediately posted
electronically in the Consultant section on our
website. This ensures accessibility is not limited.

For consultants aspiring to climb the management
ladder, two and three day specialised training
programs are held at our Sydney head office. This
year we sponsored 60 participants attending in
groups of up to 10 per session, whose participation
levels has qualified them to attend, free of charge.
These programs are a highlight for many participants,
triggering their enthusiasm and realisation of the
potential business opportunities being offered to
them. In addition, those interested in management
are supported in the field by their Regional
Managers with ongoing training programs.

Our three day annual convention was held this
year on the Gold Coast with a record number of
330 delegates attending. Our motto, “Dream,
Believe, Achieve” used throughout the year, truly
embodied the theme of this year's convention,
culminating with the presentation given by our
guest speaker, the inspirational “dream coach”,
Marcia Wieder.

oo
‘.ir
r

Incentive Programs

As well as the wealth of personal development,
selling and management skills training our
consultants are offered, they also receive many
incentives and performance-based programs to
encourage high performance and activity.

Our “Dream Start” program is three-staged and
encourages new consultants to higher levels of
activity. After successful completion of designated
training sessions and meetings, participants receive
additional sample garments for their business kits.
Since “Dream Start” began, 240 consultants have
participated in the program.

A similar “Fast Track to Manager” program offers
training and appropriate rewards to new consultants
that progress to management within a designated
time of joining the Company.

The “Rewards Points” program offers incentives
for high performance and activity on an ongoing
basis. Recognition for high performance is
highlighted at monthly team and regional meetings
as well as at our annual awards. A fleet of 100
company cars are available for Managers, based
on consistent results.

Consultants included in the “Circle of Excellence”
are announced every six months. This team of 20
top performers is consulted on a regular basis on
sales, marketing and training issues and trialled
with pilot programs before they are released.

Sales of our
“Supporting the Cause”
T-Shirt have raised over $440,000
during the last financial year for
breast cancer support services.

The
) Cancer
\// Council

Operations

Towards the end of the previous financial year we
appointed an additional Designer providing valuable
assistance and collaboration within our design
team. This has resulted in the production of four
very successful new fashion ranges during the
year and a 9.8% increase in spend-per-head by
our customers.

In addition, we fulfilled another objective in firming
up the percentage of imported garments in the
range at a time when the AUD exchange rate has
been consistently favourable. Our profit result
reflects improved margins as a result of the
successful implementation of this strategy.

Cost-reduction in a number of fixed overhead
expenses has also resulted in our improved net
profit results for the year.
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£t The biggest thing that attracted me to
UnderCoverWear was the fashion!

| am a self-diagnosed addict and now
my daughters are the same - they're
only one and three years old but they
love modelling the kids’ ranges!

Along with the fashion, it's nice to
be doing something | enjoy to earn
extra money - money that lets me
have those nice little luxuries like
facials and massages.7

Manager Hope Wilson, QLD

Hope Wilson is a qualified psychologist and
primary school teacher but it was her passion
for fashion that led her to UnderCoverWear.

Hope started her business three years ago.
Since then, she has qualified for Sales
Conventions in 2005, 2006 and 2007 and has
been promoted from Consultant to Manager.

Apart from the fashion and the ability to build
her business around her family commitments,
Hope believes the best thing about her job is
that it has taught her new things about herself.
Once a shy woman with a fear of public
speaking, today Hope is a confident and
successful business woman who can speak
to three or 300 people with ease. “l am proud
of my work and | absolutely love what | do. I'll
do it forever!”

UnderCoverWear : Annual Report : 2007



CEQO’s Report

A major part of this Annual Report has been dedicated to

highlighting the importance our Consultants play in the success

of our Company. As Chief Executive Officer | wish to personally
Page 16 acknowledge their hard work and inspiring attitudes.

Together we look forward to the year ahead, excited at the
challenges and rewards posed by new opportunities.

Page 17

L Gabby, Chloe, Casey, Tayla, Chelsea

Additionally, UnderCoverWear's commitment to | also wish to acknowledge the valuable

enhancing our sophisticated computer systems contribution of our Management team and staff and William. That's a lot of kids and
remains a priority. This year we have upgraded at head office and I'd like to thank them for their a lot of little mouths to feed!

our infrastructure requirements, our high speed ongoing dedication and enthusiasm throughout When | joined UnderCoverWear it
performance, redundancy systems and our the year. Together we look forward to the year was rea“y to make ends meet for
independently managed off-site backups and ahead, excited at the challenges and rewards our family of eight. Of course I'm a

data mirroring. All of these updates were aimed posed by new opportunities. full-time Mum first, but because |

also work, we can now afford holidays
and renovations - things | thought
were near impossible! 77

at giving the highest possible reliability to our

computer systems.
Average Spend per Customer

A customer survey was commissioned during
588

the year revealing an overall favourable response

$94 Senior Manager Angie Ridgeway, VIC

from our customers and hosts - 94% of customers

reported either a “great” or “quite good” party $98

£00Z 900 S00C

With six children under 11 years of age,

experience, with a likelihood of attending another )
Xper W el 9 Angie and her husband Grant, turned to

arty or purchasing again at 88% and 899 )
party . P 9ag 7 7 Average Sales per Party UnderCoverWear 4 years ago as a part-time
respectively. Other results from the survey have way to make ends meet. Within her first three

assisted us to target our future marketing 517 months, Angie was invited to attend a Future

strategies to meet our customers’ needs.

$525 Managers meeting which inspired her to set

6529 career goals and work hard to achieve them.

Future Developments

§548 With the six children keeping her busy, Angie

002 9002 G00¢ ¥00C

The main focus for the coming year will be on )
) ) says she’s never looked back. For Angie and
growth of consultant numbers and increasing . .
) her family, the extra income has meant the
sales revenue. Management is currently ) ) )
. o ‘ . Sales per annum whole family now enjoys holidays together and
investigating alternate and viable business
weekends away. They have also afforded
opportunities, enabling us to reach new customers Ager‘age 18k
ales
and potential consultants in other geographical Consultant Level
Top Sales e—————— 5 138.3k

renovations to their home and been able to

enrol their eldest two children, Gabby and
locations both within and outside of Australia.

Chloe, into private secondary schools.

Conclusion Average
P §231k

A major part of this Annual Report has been Top Sales [eam bevel $819

dedicated to highlighting the importance our

Consultants play in the success of our Company. R
verage
As Chief Executive Officer | wish to personally Sleg = $1.8T
X . . X Region Level
acknowledge their hard work and inspiring attitudes. Top Sales $6.2m
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FCA, FAICD, FTIA,
Chairman & Non-Executive Director

David Hall has been a director since 5 May 2004
and was appointed as Chairman of the Board
in November 2005. Mr Hall brings to the
Board and shareholders extensive experience
in corporate management, finance and the
Direct Selling Industry. A Fellow of the Institute
of Chartered Accountants and former partner
in a large chartered accounting firm, Mr Hall
has also held the positions of Group Managing
Director of Nutri-Metics International, Executive
Deputy Chairman of the Griffin Holdings Limited
Group and Managing Director of Roche Group
Pty Ltd. Mr Hall continues to serve as a director
of Roche Group Pty Ltd.

Mr Hall also currently serves as a director
of Brickworks Investment Company Limited.
During the past three years, he has held
external directorships in Challenger Listed
Investments Limited responsible entity for
Challenger Wine Trust and Challenger
Infrastructure Fund, Ainsworth Game
Technology Limited and Pacific Strategic
Investments Limited.

Mr Hall is Chairman of the Audit and
Remuneration Committees. He is also
a member of the Finance Committee.

Mr Hall holds an interest in 100,000 Ordinary
Shares in UnderCoverWear Limited.

B Comm.,
Executive Director & Chief Executive Officer

Ms Elaine Vincent was appointed as a Director
on 5 May 2004. After joining the company in
1995 as Financial Controller, Ms Vincent has
held the position of Chief Executive Officer of
UnderCoverWear for the past seven years. With
over 20 years experience in franchising and
retailing in the clothing and textile industry, Ms
Vincent has since focused her attention to direct
selling. In particular, the implementation of sound
financial systems and tailoring IT solutions to the
specific requirements of the Direct Selling
Industry. Prior to this, Ms Vincent operated her
own public accounting practice following on
from her 10 years experience working for a
Chartered Accounting firm.

Ms Vincent is a Member of the Finance
Committee. Ms Vincent holds an interest in
602,000 Ordinary Shares in UnderCoverWear
Limited. Ms Vincent has not held directorships in
any other public listed companies during the
past three years.

A.M., B Econ., AAS.A.,
Executive Director

Mr John Everett has been a Director of
UnderCoverWear Limited since 5 May
2004. Mr Everett has gained relevant
experience within the Direct Selling
Industry since his appointment as
Director of the business in 1991.

In 2002, Mr Everett was awarded a
Member of the Order of Australia (AM)
for his services to charity, particularly the
Prince of Wales Medical Research Institute.

Mr Everett is a Member of the Audit &
Remuneration Committees.

Mr Everett holds an interest in 18,168,377
Ordinary Shares in UnderCover\Wear
Limited. Mr Everett has not held
directorships in any other public listed
companies during the past three years.

B.Econ., MBA, FCPA, ASIA FAICD,
Non-Executive Director

Mr Geoffrey Hill has been a director of
UnderCoverWear Limited since 14 December
2006. A merchant banker, Mr Hill has
identified and implemented mergers and
takeovers and has acted for a wide range
of corporate clients in Australia and overseas.

Mr Hill also currently serves as a director
of Brickworks Investment Company
Limited, Heritage Gold NZ Limited, Hills
Industries Limited and Souls Private
Equity Limited (alternate director). During
the past three years, he has held external
directorships in Enterprise Energy NL &
Biron Capital Limited.

Mr Hill is a Member of the Audit Committee
and Remuneration Committee.

Mr Hill holds an interest in 10,000 Ordinary
Shares in UnderCoverWear Limited.

B Comm., CA,
Company Secretary & Chief
Financial Officer

Ms Tania Thomson commenced her
employment with the company in July
2004 as Financial Controller. Prior to
this, Ms Thomson had over 10 years
experience working in Chartered
Accounting firms. Ms Thomson was
appointed Company Secretary on

15 September 2004 and has also held
the role of Chief Financial Officer since
that date.
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Directors’ Report

Overall, results for the Company during the past financial
year were positive, showing a NPAT of $4,124,189, a 1.6%

Increase on last year.

These results were achieved even though revenue was down
by 5.6%, reflective of improved gross margins and reductions

in fixed overhead costs.

Page 21

Your directors present their report on the
Company and its controlled entity for the
financial year ended 30 June 2007.

Directors & Company Secretary

The names of Directors in office at any time during
or since the end of the year are:

David C Hall

John H Everett

Elaine M Vincent

Geoffrey G Hill (appointed 14 December 2006)
lan G Everingham (resigned 14 December 2006)

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

Tania Thomson held the position of Company
Secretary at the end of the financial year.

Details about experience and qualifications of
Directors and Company Secretary are included
on page 18 - 19 which forms part of this report.

Principal Activities

The principal activities of the consolidated entity
during the financial year were the importation,
manufacturing, distribution and export of
underwear and garments.

There were no significant changes in the nature of
the consolidated entity’s principal activities during
the financial year.

Operating Results

The consolidated profit of the consolidated entity
after providing for income tax amounted to
$4,124,189 (2006: $4,060,799).

Dividends Paid or Recommended

Dividends paid or declared by the Company since
the end of the previous financial were:

m  An interim ordinary dividend in respect of the
year ended 30 June 2007 of 3.0 cents per
share fully franked, paid on 12th April 2007.

m A final ordinary dividend in respect of the year
ended 30 June 2007 of 3.5 cents per share
fully franked, payable on 5th October 2007.

Review of Operations

Overall, results for the Company during the past
financial year were positive, showing a NPAT of
$4,124,189, a 1.6% increase on last year. These
results were achieved even though revenue was
down by 5.6%, reflective of improved gross
margins and reductions in fixed overhead costs.

Consultant numbers continue to be the main
driver in realising the Company’s results in revenue
and this has been the main focus for the major
part of the year. As unemployment levels in
Australia continue to fall, this has had an adverse
affect on the recruitment of new consultants.
Whilst there had been an initial slump in the earlier
part of the year, our consultant numbers have
remained steady during the last five months.

In May 2007, the Company established a new sales
group and further expanded its operations overseas,
supplying product from our head office warehouse
in Sydney direct to customers in Singapore. Results
so far have been very pleasing with future growth
in this location anticipated.

UnderCoverWear : Annual Report
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We have continued to support sponsorship and
fundraising activities in conjunction with the
Make-A-Wish Foundation and the Cancer
Councils of Australia & New Zealand. We have
donated in excess of $1,035,000 to these
charities since 1987.

The Company’s strong cash generation from its
operations will allow it to remain debt free.

Significant Changes in State of Affairs

There has been no significant changes in the
state of affairs of the parent entity during the
financial year.

After Balance Date Events

There were no significant events after the balance
sheet reporting date that effects the position at
30 June 2007.

Future Developments, Prospects and
Business Strategies

For the coming financial year, if the economic
trends in retail sales and low unemployment
continue, it is somewhat difficult to forecast future
growth in revenues and results achievable for the
year ending 30 June 2008. The main focus for the
forthcoming year will be on the growth of our sales
consultant numbers and increasing sales revenue.
Management is currently investigating alternative
business opportunities to enable us to reach new
customers in other geographic locations both
within and outside of Australia with the view of
increasing the numbers of our sales consultants.

Meetings of Directors

During the financial year, 11 meetings of directors
(including committees of directors) were held.
Attendances by each director during the year
were as follows:

Number of Meetings
Meetings of Directors’ Audit Remuneration
Directors Meetings Committee Committee
Eligible Attended Eligible Attended Eligible Attended

John H Everett 7 7 2 2 2 2
David C Hall 7 7 2 2 2 2
Elaine M Vincent 7 7 - - - -
Geoffrey G Hill 4 4 1 1 1 1
lan G Everingham 3 3 1 1 1 1

Environmental Issues

Operations are not subject to significant
environmental regulation under the law of the
Commonwealth and State.

Indemnifying Officers or Auditor

The Company has paid premiums to insure each
of the following Directors against liabilities for
costs and expenses incurred by them in defending
any legal proceedings arising out of their conduct
while acting in the capacity of Director of the
Company, other than conduct involving a wilful
breach of duty in relation to the Company. The
total amount of the premium was $13,732.

John Everett

Elaine Vincent

David Hall

Geoffrey Hill

lan Everingham

Tania Thomson (Secretary)

Options

There were no options over issued shares and
no options granted or outstanding during the
financial period ended 30 June 2007 or at the
date of this report.

Proceedings on Behalf of Company

No person has applied for leave of Court to
bring proceedings on behalf of the Company

or intervene in any proceedings to which the
Company is a party for the purpose of taking
responsibility on behalf of the Company for all
or any part of those proceedings. The Company
was not a party to any such proceedings during
the year.

Non-audit Services

The board of directors, in accordance with advice
from the audit committee, is satisfied that the
provision of non-audit services during the year
is compatible with the general standard of
independence for auditors imposed by the
Corporations Act 2001. The directors are satisfied
that the services disclosed below did not
compromise the external auditor’s independence
for the following reasons:

m all non-audit services are reviewed and approved
by the audit committee prior to commencement
to ensure they do not adversely affect the
integrity and objectivity of the auditor; and

m the nature of the services provided do not
compromise the general principles relating
to auditor independence in accordance with
APES 110: Code of Ethics for Professional
Accountants set by the Accounting
Professional and Ethical Standards Board.

Fees to the amount of $4,000 were paid/payable
to external auditors during the year ended
30 June 2007 for taxation services.

Auditor’s Independence Declaration

As required under Section 307C of the
Corporations Act, the auditor’s independence
declaration for the year ended 30 June 2007
has been received and can be found on page 63,
which forms part of this report.

Signed in accordance with a resolution of the
Board of Directors.

David C Hall , Director

23 August 2007
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The Remuneration Committee is responsible

for making recommendations to the Board on
remuneration policies and packages applicable
to Board Members and Senior Executives of the
Company and its controlled entities. The Board
remuneration policy is to ensure the remuneration
package properly reflects the person’s duties and
responsibilities, and that the remuneration is
competitive in attracting, retaining and motivating
people of the highest quality.

Non-Executive Directors

The board policy is to remunerate non-executive
directors at market rates for comparable companies
for time, commitment and responsibilities. The
Remuneration Committee determines payments
to the non-executive directors and reviews their
remuneration annually, based on market practice,
duties and accountability. Independent external
advice is sought when required. The maximum
aggregate amount of fees that can be paid to
non-executive directors is subject to approval by
shareholders at the Annual General Meeting. Fees
for non-executive directors are not linked to the
performance of the consolidated entity.

Executive Directors & Senior Executives

Remuneration packages for executive directors
and senior executives include a mix of fixed
remuneration (which is based on factors such as
length of service and experience), superannuation,
fringe benefits and performance incentives. The
remuneration committee reviews executive
packages annually by reference to the consolidated
entity’s performance, executive performance and
comparable information from industry sectors and
other listed companies in similar industries.

All directors and executives receive a superannuation
guarantee contribution required by the government,
which is currently 9%, and do not receive any other
retirement benefits. Some individuals, however,
have chosen to sacrifice part of their salary to
increase superannuation contributions.

Details of Remuneration for Year
Ended 30 June 2007

The remuneration for each director and each of
the executive officers of the consolidated entity
receiving the highest remuneration during the year
was as follows:

Remuneration for the Year Ended Salary, Fees & | Superannuation Cash Non-Cash Post Performance

Commissions Contribution Bonus Benefits Employment Total Related

$ $ $ $ $ $ %

Elaine Margaret Vincent 151,636 85,768 644,437 15,000 - 896,841 72.2
John Henry Everett 121,667 2,700 - - - 124,367 -
David Capp Hall - 100,000 - - - 100,000 -
Geoffrey Guild Hill
(appointed 14 December 2006) 16,451 1,481 - - - 17,932 -
lan Garnsey Everingham
(resigned 14 December 2006) 13,629 1,227 - - - 14,856 -
Total for Directors 303,383 191,176 644,437 15,000 - | 1,153,996
Colleen Walters
(commenced 3 July 2006) 109,194 5,397 11,639 974 - 127,204 8.1
Ana Tokic 85,550 9,913 6,587 20,000 - 122,050 57
Megan Everett
(commenced 14 August 2006) 101,774 9,160 2,000 5,415 - 118,349 -
Tania Thomson 70,723 6,365 2,500 - - 79,588 -
Nicole Riccioni 51,029 4,593 2,000 - - 57,622 -
Alice Bernice Carter
(resigned 4 August 2006) 35,756 1,828 - 2,192 - 39,776 -
Total for Executives 454,026 37,256 24,726 28,581 - 544,589

Details of Remuneration for Year Ended 30 June 2006

The remuneration for each director and each of the executive officers of the consolidated entity receiving
the highest remuneration during the year was as follows:

Remuneration for the Year Ended Salary, Fees & | Superannuation Cash Non-Cash Post Performance
30 June 2006 Commissions Contribution Bonus Benefits Employment Total Related Page 25
$ $ $ $ $ $ %

Elaine Margaret Vincent 176,796 100,587 529,215 58,724 - 865,322 72.4
John Henry Everett 130,000 2,700 - - - 132,700 -
David Capp Hall 32,592 44,600 - - - 77,192 -
lan Garnsey Everingham 30,000 2,700 - - - 32,700 -
Total for Directors 369,388 150,587 529,215 58,724 - 1,107,914

Ana Tokic 82,500 8,746 41,920 20,000 - 153,166 28.8
Alice Bernice Carter 86,400 16,376 - 19,000 - 121,776 -
Tania Thomson 94,525 8,507 5,000 4,500 - 112,532 -
Patricia Handford 95,974 - - - 5,000 100,974 -
Nicole Riccioni 75,000 6,750 5,000 13,300 - 100,050 -
Total for Executives 434,399 40,379 51,920 56,800 5,000 588,498

Number of Shares Held by Key Management Personnel

Balance Received as Net Change Balance

1.7.2006 Remuneration Other” 30.6.2007 #
Elaine Margaret Vincent 502,000 - 100,000 602,000
John Henry Everett 16,000,000 2,168,377 18,168,377
David Capp Hall 100,000 - 100,000
Geoffrey Guild Hill - 10,000 10,000
lan Garnsey Everingham 8,000,000 - 8,000,000
Tania Thomson 7,500 - 7,500
Alice Bernice Carter 22,000 - 22,000
Megan Everett 1,000 - 1,000
Colleen Walters - - -
Nicole Riccioni 12,000 - 12,000
Ana Tokic 10,000 - 10,000
Total 24,654,500 2,278,377 26,932,877

* Net change other refers to shares purchased or sold during the financial year.

# The balance represents ordinary shares held directly or indirectly by the specified directors and executives

(including their personally-related entities) at the end of the financial year.
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Headquartered in Baulkham Hills, Sydney,

UnderCoverWear operates from a large, modern
complex that incorporates garment and product
design, administration, production, warehousing

and distribution facilities.

Principles of Compensation

There are three key management personnel that
receive performance bonuses which are based on
achieved targets specified by management, as
described below.

The performance bonus of the Chief Executive
Officer is calculated as a percentage of the
difference between the current year’s EBIT and
‘base year’ EBIT. The performance bonus of our
Designer, is calculated as a percentage of the
difference between the current year’s EBIT and
prior year EBIT. These bonuses are calculated
using actual management results.

The performance bonus of our Sales & Business
Development Manager is calculated bonus on the
difference in actual gross margin dollars compared
to budgeted gross margin dollars achieved during
the year.

Bonus payments for other key management
personnel are not based on any performance criteria.

The Board remuneration policy is to ensure the
remuneration package properly reflects the person’s
duties and responsibilities, and that the remuneration
is competitive in attracting, retaining and motivating
people of the highest quality within the Company.

Remuneration Practices

The consolidated entity’s policy for determining
the nature and amount of emoluments of board
members and Senior Executives of the company
as outlined below.

The remuneration structure for Executive Officers,
including Executive Directors, is based on a number
of factors, including length of service, particular
experience of the individual concerned, and overall
performance of the company. The contracts for
service between the company and specified
directors and executives are on a continuing basis
the terms of which are not expected to change in
the immediate future. Upon retirement specified
Directors and Executives are paid employee
benefit entitlerments accrued to date of retirement.

Share Based Remuneration

There has been no share based remuneration for
the specified directors and executives during the
year ended 30 June 2007.

Corporate Governance

This statement discloses the key elements of the
Company's governance framework during the
reporting period and to the date of this report.

In this statement, the Company's relevant
governance practices are referenced to the ASX
Corporate Governance Council's Principles of
Good Corporate Governance and Best Practice
Recommendations (March 2003). The Company's
governance practices substantially comply with
the Best Practice Recommendations.

Principle 1: Lay Solid Foundations
for Management and Oversight

The Board has developed and implemented
policies and practices which ensure that the
Company complies with the recommendations
and principles set out in the guidelines, while
recognising that in a dynamic company with a
small board the relationships among directors
cannot be fully regulated and documented. Matters
specifically reserved for the Board are charting
the direction, strategies, financial objectives and
corporate policies, monitoring compliance with
regulatory requirements, and appointing and
reviewing the performance of the Chief Executive
Officer. A summary of the Company’s board charter
is available for viewing on the company’s website.

Principle 2: Structure the Board
to Add Value

The Board Charter describes the relationship
between the Board and management, and defines
their functions and responsibilities.

2.1 Independence of Directors

The Board currently comprises of two independent
non-executive directors (including the Chairman)
and two executive directors (including the CEQ).
The names, skills and experience of the directors
in office at the date of this statement, and the
period of office of each director, are set out in the
Directors’ Report.

The Board regularly assesses the independence
of each director according to the independence
criteria in ASX Principle 2 and to relevant laws,
regulations and listing rules. Directors facilitate this
review by providing up-to-date information regarding
their personal circumstances related to the company,
their external relationships and any potential conflicts
of interest. The independence of new directors is
assessed upon appointment.

Where there is an actual or potential conflict of
interest or material personal interest, the Board’s
policies and procedures ensure that:

m the interest is fully disclosed and the disclosure
is recorded in the register of director’s interest
and in the Board minutes;

m the relevant director is excluded from all
considerations of the matter by the Board;

m the relevant director does not receive any
segment of the Board papers or other
documents in which there is any reference
to the matter.

The Chairman, Mr David Hall, meets the
independence criteria given that he complies will
all criteria set down for assessment of independence.
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Mr Geoffrey Hill is an independent Non-Executive
Director in accordance with the independence
criteria, given that he complies will all criteria set
down for assessment of independence.

Mr John Everett, an Executive Director, is a
substantial shareholder of the company and is
considered not to be independent.

Mrs Elaine Vincent, the Chief Executive Officer, is
considered not to be independent.

Independent Professional Advice

Each director has the right, at the Company’s
expense, to seek independent professional advice
in relation to the execution of Board responsibilities.
Prior approval of the Chairman, which will not be
unreasonably withheld, is required. Where
appropriate, directors share such advice with

the other directors.

2.2 The Chairman should be independent

The Chairman of the Company is an independent
non-executive director and has extensive
experience serving as Chairman for Boards

of public and private companies.

2.3 The role of Chairman and Chief Executive

The roles of Chairman and Chief Executive Officer
are exercised by separate individuals.

2.4 Nomination Committee

No formal Nomination Committee exists given
that the size of the Board allows the entire Board
to participate directly in these functions. The
procedures of the Board in relation to matters
addressed by a nomination committee are in
compliance with the Principles.

Such responsibilities include reviewing Board
membership, which includes an assessment of
the necessary and desirable competencies of
Board members, Board succession plans and,
an evaluation of the Board’s performance and
consideration of appointments and approvals.
When a Board vacancy occurs, the existing Board
will identify the particular skills, experience and
expertise required that will best complement its
effectiveness and then undertake a process to
identify candidates who can meet those criteria.

Principle 3: Promote Ethical and
Responsible Decision Making
3.1 Code of Conduct

Through established practices and policies the
Board supports the need for directors and

employees to observe the highest standards of
behaviour and business ethics. All directors,
managers and employees are expected to act
with integrity, striving at all times to enhance the
reputation and performance of the Company. A
formal Code of Conduct for both directors and
employees, which draws together all of the
Company'’s existing policies has been implemented
and a summary of their main provisions is published
on the Company’s website.

3.2 Trading in Company Securities by
Directors, Officers and Employees

The Board has established written guidelines, set
out in its Share Trading Policy, that restrict dealings
by directors and relevant employees in the
Company’s shares. The Share Trading Policy
complies with the guidelines. It identifies certain
periods when, in the absence of knowledge of
unpublished price-sensitive information, directors
and relevant employees may buy or sell shares.
These periods are twenty-one days preceding the
announcement of half year and full year results. A
summary of the main provisions of the Share Trading
Policy is published on the Company’s website.

Principle 4: Safeguard Integrity in
Financial Reporting

4.1 Management Accountability

The Company encourages management
accountability and requires that the CEO and
CFO state in writing to the Board that the
Company’s financial reports present a true and
fair view, in all material respects, of the Company’s
financial condition and are in accordance with the
relevant accounting standards.

4.2 Established Audit Committee
The Board has an established Audit Committee.
4.3 Structure of the Audit Committee

The Committee comprises of two non-executive
independent directors (including the Chairman)
and one executive director. The Chairman of the
Audit Committee is an independent director who is
also Chairman of the Board.

The names and qualifications of members of the
Committee are set out in the Directors’ Report.
Meetings of the Committee are attended, by
invitation, by the Chief Financial Officer and the
engagement partner from the Company’s external
auditor and such other senior staff or professional
people as may be appropriate from time to time.
The number of meetings of the Committee held

during the year are set out in the Directors’ Report. The
Committee operates under formal terms of reference
(Charter) approved by the Board which are reviewed
annually. The functions and responsibilities of the
Committee under its Charter comply with the
recommendation in the guidelines. Minutes of all
Committee meetings are provided to the Board and the
Chairman of the Committee also reports to the Board
after each Committee meeting.

Auditor Independence

The external auditor, Grant Thornton NSW, has declared
its independence to the Board. The Committee has
examined detailed material provided by the external
auditor and by management and has satisfied itself that
the standards for auditor independence and associated
issues are fully complied with.

4.4 Audit Committee Charter

The Audit Committee’s Charter is available on the
Company’s website.

Principle 5: Make Timely and
Balanced Disclosure

5.1 Established Disclosure Policies

The Company has established policies and procedures
which comply with the recommendation in the guidelines
for timely disclosure of material information concerning the
Company. These policies and procedures are regularly
reviewed to ensure that the Company complies with its
obligations at law and under the ASX Listing Rules. The
Company Secretary is responsible for communications
with the Australian Stock Exchange including responsibility
for ensuring compliance with the continuous disclosure
requirements in the ASX Listing Rules and overseeing
information going to the ASX, shareholders and other
interested parties.

The directors have an obligation to inform the Company of
any securities trading in the Company. All announcements
made to the ASX by the Company are published on the
Company’s website. A summary of the policies and
procedures the Company has in place to ensure
compliance with ASX Listing Rule disclosure
requirements is published on the Company’s website.

Principle 6: Respect the Rights of Shareholders
6.1 Communications Strategy

The Company recognises its duty to ensure that its
shareholders are informed of the Company’s performance
and all major developments on an ongoing manner.

Information is communicated to shareholders through:

m the Annual Report which is distributed to all
shareholders

m the half-year shareholders’ report which is published
in the company’s website, containing summarised
financial information and a review of the operations
during the period since the annual report; and

m the Annual General Meeting and other shareholder
meetings called to obtain approval for Board action
as appropriate and required;

m other correspondence regarding matters impacting on
shareholders as required.

All documents that are released publicly are made
available on the Company’s web site. Shareholders are
also encouraged to participate in the Annual General
Meeting to ensure a high level of accountability and
identification with the Company’s strategies and goals.
Important issues are presented to shareholders as
single resolutions.

6.2 Availability of Auditor at AGM

The engagement partner of the Company’s external
auditor, Grant Thornton NSW, attends the Company’s
annual general meetings and is available to answer
questions from shareholders about the audit. The
Chairman advises the shareholders of this at the
commencement of each Annual General Meeting.

Principle 7: Recognise & Manage Risk
7.1 Risk Management

The Company has a proactive approach to risk
management. The Board is responsible for ensuring
that risks and also opportunities, are identified on a
timely basis and that the Company’s objectives and
activities are aligned with the risks and opportunities
identified by the Board. The Company believes that it
is important for all Board members to be part of this
process and, as such, the Board has not established
a separate risk management committee.

The Board has established policies on risk oversight and
management. executive directors are closely involved in
the day-to-day management of the Company’s operations
and, given the current size of the company, are in a
position to continually monitor risk with the assistance of
the Executive team.

7.2 Management Accountability

The Company encourages management accountability
and requires that the CEO and CFO state in writing to
the Board that, in accordance with Best Practice
Recommendation 4.1 (the integrity of the company’s

UnderCoverWear : Annual Report

Page 29

: 2007



Corporate Governance

Page 30

financial statements) is founded on a sound
system of risk management and internal
compliance and control which implements the
policies adopted by the Board; and the
Company’s risk management and internal
compliance and control system, is operating
efficiently and effectively in all material aspects.

Principle 8: Encourage Enhanced Board
and Management Performance

8.1 Performance Evaluation

The Board undertakes an annual self-assessment
of its performance, in line with recommendations of
the guidelines prior to the Annual General Meeting
each year. Reviews are initially conducted by way
of questionnaire, with the opportunity for follow-up
discussions if any director thought it would be
beneficial to do so.

The Chairman also conducts an annual assessment
of the performance of individual Directors, where
necessary, and meets privately with each director
to discuss this assessment. The Chairman’s
performance is reviewed by the Board.

The Board provides induction programs for new
directors in accordance with the recommendation
and complies with all of the recommendations in
relation to independent professional advice, access
to the Company Secretary, the appointment and
removal of the Company Secretary, and the provision
of information, including requests for additional
information. The Company Secretary attends all
Board meetings.

Principle 9: Remunerate Fairly
and Responsibly

9.1 Remuneration Policy

The Remuneration Committee of the Board of
Directors is responsible for recommending and
reviewing remuneration arrangements for the
directors, the Chief Executive Officer and the
Senior Executive team. The Remuneration
Committee assesses the appropriateness of the
nature and amount of remuneration of such
officers on a periodic basis by the reference to
relevant employment market conditions with the
overall objective of ensuring maximum stakeholder
benefit from the retention of a high quality Board
and Executive team. Executive management staff
are given the opportunity to receive their base
remuneration in a variety of forms including cash
and fringe benefits such as motor vehicles and

expense payment plans. It is intended that the
manner of payment chosen will be optimal for
the recipient without increasing the total cost for
the Company.

9.2 Remuneration Committee

The Board has an established Remuneration
Committee, currently comprising one executive
director and two non-executive directors (including
the Chairman who is also an independent director).
Their names and attendance at meetings of the
Committee are set out in the Directors’ Report.

A summary of the Committee’s role, rights,
responsibilities and membership requirements
is available on the Company’s website.

9.3 Structure of Remuneration

The structure of non-executive directors’
remuneration and that of executives is set out

in the relevant section of the Directors’ Report.
Details of the nature and amount of each element
of the remuneration of each director of the
Company and each of the five executive officers
of the Company and the consolidated entity
receiving the highest remuneration for the financial
year are disclosed in the relevant section of the
Directors’ Report.

Principle 10: Recognise the legitimate
interests of stakeholders

The Company has well-established policies,
procedures and codes of conduct which seek
to promote throughout the Company a culture
of compliance with legal requirements and
ethical standards.

As indicated under Principle 3, the Employee’s
Code of Conduct and Director’s Code of Conduct,
which draws together all of the Company’s policies
and codes have been established and a summary
of their main provisions are available on the
Company’s website.

Other Information

Further information relating to the Company’s
corporate governance practices and policies has
been made publicly available on the Company’s
web site at www.undercoverwear.com.au.






