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FINAL RESULT

The final result for the year after one-off costs was a
net surplus of $11.8 million, compared to the previous
year's result after one-off costs of $11.2 million.

The financial year to June 2005 can be described as
a year of two halves. The first half was strong and the
company achieved a net surplus of $12.2 million. This
met our six month budgeted net profit after tax.

However, the second half was poor with a net surplus
of only $807,000 before one-off costs.

We have written to shareholders on several bccasions
about the changes that affected us in the secand half,
but it is important to repeat them here in this annual
report. This is because our analysis of what has
happened to the carpet market sets the scene for
the wide-ranging actions your Board has taken since
early April.

It was in late March that it became clear to the Board
that the drop-off in profitability was not a result of a
short-term seasonal dip in sales, but was the result
of structural shifts in the market that were unlikely to
reverse in the near future. It also highlighted that our
business was not in a satisfactory state to absorb an
extended downturn, This dictated a need for
fundamental changes to the company.

MARKET DOWNTURN

In New Zealand, where the econemy has been strong,
and where the carpet market is predominantly wool
{and therefore synthetic imports have had less
penetration), our sales increased by 8.1% over

the previous financial year, and margins were held
during the financial year. We were pleased with our
performance in the New Zealand market. There are
signs that the New Zealand economy is beginning to

soften since the third quarter of the 2005 financial year.

By contrast, in Australia, where 75% of our total sales
are generated, and wherg 60% of our sales are in the
synthetic sector (and therefore are subject to greater
impaort competition), our sales fell 7.6% and gross
margins in Australia fell 3.3%. Compared to the first
half of the financial year, Australian gross margins in
the second half fall by nearly 10 percentage peints.
By the &nd of March, Australian consumer confidence,
renovations, and new building permits had fallen right
away. The drop in consumer sentiment reparted in

March was the biggest drop in 30 vears. This
translated directly to a drop in our Australian sales.

Other factors were also involved in the Company's
poor performance. These are discussed below.

Rises in synthetic raw material costs

Synthetic raw material costs rose, indirectly linked to
the price of oil. Whilst we anticipated these raw material
cost increases, we were unable to fully pass these on in
our selling prices because of infense competition in the
Australian market. Margins were affected as we tried fo
fold market share,

"I'he strong dollar and the rise of imports

In addition, the strong Australian dollar encouraged an
increase in imported carpet of all types. In Australia the
market share of imparted carpet rose during the year.
In an environment of rapidly decreasing demand, the
sales volume of locally manufactured carpet dropped,
as did margins.

The average selling price for our carpets in Australia
in the second six months was 3.9% lower than the first
six months.

Launch of new products and rise in cost of
samples for new ranges

We have previously talked about how we are
differentiating ourselves with our top end brands for
residential carpets — Feliex Reserve, Feltex Classic and
Redbook. As a result of our capital expenditure in new
technology and new manufacturing plant in financial
years 2004 and 2005, we launched many new products,
colours and designs for our key brands and ranges
during the 2005 financial year, particularly in the second
half of the year, Unfortunately, these initiatives caoincided
with the down-turn in the market. The production of
samples required to sell these new carpets into the retail
channel led to a one-off increase in costs that adversely
affected our result. Sampling ¢osts in the second half
were $1 million higher than in the first half and $2.1
million higher than budget. For the full year sampling
costs were $1.7 million higher than the previous year.

Stock levels

Qur average production cycle for woallen carpets,
from raw materials purchased to finished goods is four
months and for synthetic carpets about four weeks.

By the time the extent of the down-turn in market



demand became apparent in late March, the future
praduction decisions had been made, By the time we
had been able to slow production down, stock levels at
the end of the financial year had built up by $10m-515m
over normal levels. Overall inventory levels have been
addressed since financial year end, and we have an
objective to have reduced inventory by at least

$10 million by December 2005.

THE GROUP ANNUAL PERFORMANCE

Operating revenue for the year was $300 million.

The Group recorded a net surplus of $13 million for
the year ended June 2005, compared to $25.2 million
in the previous year.

EBITDA for the second six months was $8.6 million,
down 65% on the first six months of the financial year.

EBITDA for the year ended June 2005 was $33.2 million
compared to $46.2 million in the prior year.

The abaove figures exclude the one-off restructuring
cost of 51.3 million net of tax.

THE BOARD'S RESPONSE TO THE DOWNTURN

The respanse of the Board has been to focus on
medium to longer term strategies, whilst ensuring
confidence is maintained in Feltex in the short-term.
The aim is to put the business in a more sustainable
position to withstand cycles, more rapid shifts in
demand, currency / competitive movements, and
higher levels of imparts. In addition, a number of
short term measures for immediate improvement
have been implemented.

The Board did have longer term plans to improve the
business, which were to be spread over several years
10 reduce the costs of the changes. The third and fourth
quarter crunch called for far faster action and in the
short term, higher restructuring costs. However, the
benefits should come through earlier.

In summary, our cost structures were found to be
too high, our average praduction cycle too long and
inflexible, and many of our systems too rigid. Also
the volatility in market conditions that we have
experienced and the higher level of imports are
expected to continue. These factors underpin the
changes we are making.

Change in leadership team

With the low second six months resuit, the Baard
cansidered that the time was right to bring through

a new management team. The Board announced that

a new Chief Executive Officer would be appointed
folfowing an executive search that was immediately
initiated. Three long-standing members of the senior
management team: John Kokic, Chief Operating Officer;
Rod Lyons, General Manager Residential Sales; and John
Shackleton, General Manager Distribution and Customer
Services, also retired at this time. There is a one-off
restructuring cost of $1,3m after tax in the accounts
for the changes in the senior management team.

Twa new National Sales Managers, a General Manager
Strategic Planning, and a General Manager Supply Chain
have been appointed from within Feltex.

The Board is currently interviewing candidates for the
CEQ role with an abjective to have that appointment
made in the near future.

Management structure review

The Board implemented a review of the management
structure and a further 42 positions were made
redundant. This was an immediate action to begin
rebalancing aur cost structure. On an annualised

basis the savings from the reduction in 42 staff will be
S4 millign before tax. The one-off costs of $3.4 million
hefore tax for this restructuring will be included in the
next year's results.

Reduction in production

Given the stower market conditions, management
immeadiately assessed methods of slowing producticn in
the plants. The aim is to better align the inventory levels
to the forecast sales levels for the 2006 financial year.
The slow-down in the plants will result in an adverse
manufacturing cost performance in the first half of this
financial year. The realignment of praduction has heen
undertaken with the cooperation of the unions and plants
are operating on reduced hours.

Operational review

The Board initiated an operational review and has a
number of work-streams under way. By October most
decisions arising out of these work-streams wil have
been finalised and we are hopeful that the major
initiatives will all be in place {albeit not fully implemented)
by December, These are expected to re-balance the
company to take into account new realities in the
structure of the Australasian market.
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HOW WE ARE VIEWING THE MARKET AND
OUR OPERATIONS

Imports and the high volume segment

With both the Australian and New Zealand Governments
seeking Free Trade Agreements we believe imports

will remain a permanent feature of the carpet market
and increase further even if both the Australian and
New Zealand currencies weaken. In particular, imports
have affected our lower priced, high volume carpet
segments but they may come fo impact us across the
whole synthetic product profile. We are reviewing the
extent of our manufacturing participation in the high
volume segment.

The role of synthetic carpet

It is not the case that our synthetic carpets are all in the
low margin, high volume segments. Some of our highest
margins are achieved on Redbook synthetic carpet
ranges. We are assessing which segments of the
synthetic market are likely to remain profitable for the
Company and which we should continue to service.

We are also assessing new technologies which may
strengthen our niche position in certain synthetic
markets. What is important is to be able to promptly
deliver designs and styles that the local market is
seeking at competitive prices.

Our role as an importer

We are reviewing to what extent we should become

an importer. We already import carpet tiles that are
Feltex branded and we could increase our presence

as a synthetic carpat importer in either the high volume
or the high value end of the market, or both. if we do
s0, we would still manufacture carpet for those
segments where we can best compete against
international competition.

The location of operations

We are reviewing where both our synthetic and woollen
operations are located, taking into account operating
advantages and relative costs of different plants.

In summary, when the operational review is complete
we will have rebuilt Feltex to take into account the new
realities of the market - higher levels of imports,
ongoing strength of the Australian and New Zealand
doltars, the higher cost of synthetic raw material costs
indirectly driven by increased costs of oil, the need

to better align our manufacturing to the higher value
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segments of the residential market, and to better
achieve a competitive cost structure.

GODFREY HIRST

in June, Godfrey Hirst bought a 5.8% stake in the
company on the open market and expressed interest in
merger talks. Godfrey Hirst commenced operations as a
New Zealand company and is now substantially based in
Australia. The Godfrey Hirst group of companies is
privately owned by the McKendrick family interests.

We have commenced discussions with the management
and owners of Godfrey Hirst and we are exchanging
information. The Board's position is that it will assess the
value to shareholders of any merger opportunity against
the value of the re-vamped Feltex business trading on its
own. We are assessing whether there will be a material
increase in value for Feltex shareholders arising from
some form of merger. The Board has an gpen mind on
this or any other alternative.

OUR MARKETING

New Zealand is the most cost-efficient producer of
coarse wool in the world, Qur wool business is built
on applying our skills in design and fashion to the
manufacture of leading carpets for the home and for
the cffice in Australia and New Zealand. We have a
comparative advantage with our wool raw materials
that we must continue to exploit and build on.

Whether it is synthetic carpet ar wool, Feltex must
differentiate itself with Australasia's capabilities in
design and fashian, for which there is growing
international recognition.

We continue to invest in our brands with new designs,
colour ranges and marketing initiatives through this
difficult period. We have included an insert with this
annual report so that you can see the standard of
marketing that the team is undertaking.

When the upturn in sales demand does occur, we believe
this continued investment in our brands and distributian
channels will pay off. The recovery following the rapid
decline in sales after the Sydney Olympics and the
introduction of GST in Australia was surprisingly strong
when it did occur.

At the AGM in December we will have many of our carpet
ranges on display as well as examples of the in-store
promotional material and magazine and television
advertising for you to review.



OUR STAFF

The Board is consciaus that this is a very difficult time
for staff.

They have seen a number of their colleagues leave the
company after many years of leng service, The ongoing
operational review is unsetiling for staff as well, as the
Board and management wark on what will be the best
configuration of operations for the years ahead.

We deal with a number of unions who represent our
work-force and the relationships are professional and
based on mutual respect,

We are very sensitive to the impact of the changes we

are making on the lives of a number of our long-serving
staff. This is difficult and a task that we do not relish in
any way. Unfortunately, we have little option other than

to make these significant changes which are necessary
to secure the company's long-term future.

We can only say that as a Board we acknowledge the
enormous contribution of our employees to the success
of our brands, and our business.

We thank them for their loyalty and for the quality of
their work.

DIRECTORS

In May, we accepted the resignation of Joan Withers
upon her acceptance of the role of CEQ of Fairfax
New Zealand Ltd. Joan was a member of the Board's
Occupational Health and Safety, and Audit and Risk
Management committees.

After eight years, Craig Horrocks stepped down from
the Board. He was most recently the Chairman of the
Board’s Audit and Risk Management committee.

Both Joan and Craig served the company well.

We are grateful fo Peter Thomas who has agreed to
be Executive Director until the appointment of the new
CEQ. Peter has been on the Board since 1996 and
has an excellent understanding of the business.

We are operating with a leaner Board during this
period of reconstruction.

ANNUAL GENERAL MEETING

We invite you to attend the Annual General Meeting to be
held at 11 am on 1 December at the Aotea Centre in
Auckland te discuss the position of your company and its
future. We will have made a number of decisions on the
operational review by that time. A notice of the meeting
wil be sent to shareholders in due course.

SUMMARY

Since we realised that the downturn was more than a
shortterm seasonal dip, the Board has acted quickly and
decisively to re-shape the company to take into account
the new market factars. This will build sustainable value
for shareholders for the next few years.

We are operating in a highly competitive global market,
and we are positioning the company to be much more
responsive 1o changes in the environment as they cccur.
We do not expect the situation fo remain static.

The Board is very aware that for many shareholders the
value of their holding in the company is much less than
when purchased. We are also acutely aware that in the
second half of the year the company has not traded at
the level of the IPO earnings projection for the period.
The Board regrets this situation and is working hard to
restore the value in the company.

We have a vision for Feltex of a vibrant and profitable
Australasian manutacturer, importer and marketer of a
full range of contemporary carpets. We have a sound
understanding of what has to be done to realise this
vision and restore value to the business.

When we have done so, we trust that the market will
recognise the value of your holding. We know that it
would be easy to cease being a shareholder and the
Board appreciates your loyalty to Feltex.

-
/

TIM SAUNDERS

Chairman
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Inancilal a

nd Operations Review

After a strong first half to the financial year, Feltex experienced a difficuit and disappointing second half. The net
surplus for the six months ended June 2005 was $807,000, compared with a net surplus of $12.2 million in the first

six months of the financial year and $13.8 million in the prior carresponding period.

The Group recorded a net surplus of 513 million for the year ended June 2003, compared to $25.2 million in the

previous year.

EBITDA for the second six manths was $8.6 millian, down 65% an the first six months of the financial year reflecting

a much softer market than anticipated by the Graup as well as othar significant issues described below.
ERITDA for the year ended June 2005 was $33.2 million compared to $46.2 million in the prior year.

The above figures exclude the one-off restructuring cost of $1.3 million net of tax.

COMPARISON OF SIX MONTHS PERFORMANCE
{Before one-off costs}

JUNE 2005 DEC 2004 JUNE 2004
6 MONTHS 6 MONTHS CHANGE 6 MONTHS CHANGE
$000 $000 % $000 %
Operating revenue 134,311 160,888 {13.4%) 154, 887 {10.1%)
ERITDA
{Earnings before intorest, taxalion, depreciaton and ameartisation) 8,597 24,563 165.0%) 23,200 162.9%)
Net surplus 807! 12,226 (93.4%) 13813 194, 2%)

Compared to the prior corresponding pericd, sales were 515.7 million lower, with the shortfall analysed as follows:

« New Zealand sales increased by $1.6 million;

Yarn sales in the USA increased by $0.5 million;

Australian sales decreased by $11.3 miliion;

Further, the translation impact of the stronger New Zealand dollar on the Group’s Australian salas reduced reported

revenue by $5.3 million (3.4% adverse impact on reported operating revenue);

The closure of the Company’s rubber underiay operations in the previous financial year accounted for a reduction in

sales of $1.2 million,

{1) Befare providing for restructuring costs of $1.3 million net of tax.

(2} Before one-off items in FY 2004; Christchurch woven plant redundancies {32.8 million), rubber underiay closure costs
(31.3 million), write-off of bank facility fee {$0.3 millien), write-off of secured bond issue costs ($4.9 million) and premium
paid on early redemption of secured bonds ($4.8 million).




The combination of a number of significant issues adversely affected the Group’s performance during the second six

months, and resulted in the deteriaration in Australian sales and margin performance. These include:

 [ncreasing imports and intense competition in the Australian market that put prassure on the average selling price

for carpets and restricted Feltex’s ability to pass on higher synthetic raw material costs to its customers through

increased selling prices. The Group's average selling price decreased by 3.9% compared to the first six months of

the financial year;

« The drop in Austrafian consumer sentiment in the third quarter which became apparent in March adversely affected

consumer dermand during the second six menths;

* A increase in sampling costs and a build in inventory levels as the Company released new residential ranges.

Sampling costs in the second half were $1 million higher than the sampling costs in the first half, $2.1 million higher

than budget, and for the full year, sampling costs were $1.7 miilion higher than the previous year.

+ Higher corparate overheads, specifically legal and advisory costs,

COMPARISON OF ANNUAL PERFORMANCE
(Before one-off costs)

The net surplus for the year ended June 2005 was $13 million, compared ta $25.2 million in the priar year.

FY 2005 FY 2004
ACTUAL ACTUAL CHANGE
£000 4000 %
Operating revenue 300,199 329,064 18.8%)
EBITDA
{Earnings before interest, taxation, depreciation and amorhsation) 33,160 46,174 (28.2%)
Net surpius 13,033 25,227 (48.3%)

Compared to the prior year, sales were 527.7 million lower, with the shortfall analysed as follows:
= New Zealand sales increased by $5.2 million;
« Yarn sales in the USA increased by 50.7 million;

» Australian sales decreased by 519.0 million;

» Further, the trarslation impact of the stronger New Zealand doliar on the Group's Australian sales reduced reported

revenue by 511.2 million {3.4% adverse impact on reported operating revenug);

= The closure of the Company's rubber underiay operations in the previous financial year accounted for a reduction in

sales of $3.4 million,

(3) Before providing for restructuring costs of $1.3 mdlion net of tax,

{4) Before one-off items in FY 2004 Christchurch woven plant redundancies {52.8 million), rubber underlay closure costs
{51.3 million), write-off of bank facility fee ($0.3 mitlion), write-off of secured bond issue costs ($4.5 milion) and premium
paid on early rademption of secured bonds (54,8 million).

| M [



EBITDA for the year ended June 2005 decreased to $33.2 million, compared to $46.2 million in the prior year.
The Group generated EBITDA of $24.6 million in the first half of the financial year and $8.6 miltion in the second half.

The dateriaration in the second half has been explained ahave.

Whilst the EBITDA margin in the first six months was 15.4%, in the second six months this deteriorated to 6.4%.
Compared to the prior year, the Group’s EBITDA margin for the year deteriorated to 11.2% from 14.3%.

FINANCIAL POSITION

The company's working capital increased by $9.1 million due to the increase in inventary by $13 million. The reduction

in inventory levels is a key focus area of the Company.

In the second half of the financial year the Company entered into a trade bill finance facility with the ANZ Bank to
replace the extended trade terms provided by its major wool suppliers. This new trade hill finance facility has enabled

the Company to reduce the costs associated with the procurement of wool.

As at June 2005 the Company's net debt was $109.4 million, an increase of $23.7 million compared to June 2004,
The main camponents for this increase are: capital expenditure of $14.6 million, dividends paid of $17.9 mitlion, the
payment of non-resident withholding tax of $5.8 million in July 2004 (IPQ related), and the settiement of the acquisition
of the Foxtan manufacturing site of $4.8 million in early July 2004, offset by the net cash inflow from operating

activities of $19.6 million.

CAPITAL EXPENDITURE

Capital expenditure for the year was $14.6 million. The major portion of this expenditure related to the acquisition of
new tufting equipment installed and commissioned in the second half of the financial year. The earnings contribution of

this investment will flow through in financial year 2006 and beyond.

DIVIDENDS

An interim dividend of 6 cents per ordinary share was paid on 8 April 2005. Due to the Company's poor performance

in the second half of the financial year, no final dividend will be paid.

HEALTH AND SAFETY

To reinforce a positive safety culture, health and safety is regarded as a priority issue in management meetings, from
Board to plant level. The number of Jost time injuries reduced by a further 15.7% from 51 to 43, as resuit of a strang
safety culture management programme. The annualised Lost Time Injury (LTI) rate for the Group is 14.2, with Australia
at 13.8 compared to 14.7 for New Zealand. Despite the Company’s continuing intensive efforts, two serious accidents
post the end of the year have marred our recent safety performance. Any accidents are unacceptable ta the Board and

we will maintain our efforts to provide a safe work environment for all our employees.

As part of the Safety Recognition System a total of efeven safety awards were presented to plants for LTI free safety
milestonas including five bronze (three months), four silver (six months) and two gold awards (twelve months),

The Danngvirke Spinning Plant was recognised with the Safest Site Award for 2004.

The Mew Zealand operations have again maintained secondary level ACC accreditation, with improvement in

safety practices.
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Regular risk assessments are conducted to improve hazard management. Specific safety budgets have been agreed to
ensure appropriate investment in capital expenditure, and repairs and maintenance to provide a safer work environment

for our employees.

EMPLOYEE RELATIONS AND DEVELOPMENT

The tatal numbers of employees increased slightly from 1,653 to 1,679 as a result of increased spinning capacity
utilisation in New Zealand. The employee split is 55% in New Zealand and 45% in Australia. Staff turnover has been
consistent through the year for the group at 13%, with higher levels of 16% in New Zealand compared ta 9% in
Australia. A strong focus over the last year to improve absenteeism includes active management practices to reduce

absenteeism, with group performance at 3.5%. New Zealand is slightly higher at 3.7% compared to Australia at 3.2%.

Robust change management processes have been adopted to facilitate restructuring of internal operations, including
extensive communication and consultation initiatives to manage change effectively. This includes CEO Cammunicaticn
Sessions twice a year with all employees in group meetings to ensure high levels of staff awareness and understanding

of company developments,

The Australian operations successfully concluded a three year Enterprise Bargaining Agreement until August 2007,
In New Zealand, separate plant level collective employment agreements were concluded ranging from between twelve

months to seventeen months.

The Cadetship programme in New Zealand entered its third yvear with a further intake of nine new cadets. A total of
twenty-sight cadets are currently participating in a fouryear programme to achieve a National Diploma of Textiles.

This Diplorna prepares manufacturing emplayees for technical and supervisory roles. The Feltex Leadership
Development Programme continued with the completion of a second programme in Australia. The same comprehensive
programme of several modules covering contemporary leadership practices to further develop supervisors and

managers was also extended to New Zealand, to reinforce a consistent management approach across the business.

QUTLOOK

The operating conditions experienced in the fourth quarter of financial year 200% of lower demand, intense
competition, tighter margins and pressure from imports are expected to continue throughout financial year 2006.

However the company's cast structure is being reduced to reflect these conditions.

s

DES TOLAN

Chief Financial Officer
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TIM SAUNDERS p.com. MBA
Chairman

Mr Saunders has broad advisory experience in both
the public and private sectors. He was an adviser

to the New Zealand Treasury from 1987 to 1996,
primarily on corporatisation and privatisation matters.
He has also acted as a consuliant to a number of
international and lecal corporations and government
bodies. He is a Fellow of the New Zealand Institute

of Directors.

Mr Saunders currently holds several Directorships

in New Zealand public and private companies and
entities including Calan Healthcare Properties
Limited. Contact Energy Limited and Pyne Gould
Corporation Limited and he is Chairman of Solid
Energy New Zealand Limited. He is aiso a member of

the Australasian Advisory Board of LEK Consultants.

Mr Saunders holds a Bachelor of Commerce from

the University of Cape Town and a Master of Business
Administration from Calumbia University, New York.

He has been a Director of Feltex since March 1997
and is the Chairman of the Remuneration Committee
and a member of the Finance Commitize. He has been

Chairman of the Feltex Board of Directors since 2000.

MICHAEL FEENEY &.com (Marketing}

Non-Executive Director

Mr Feeney is a Partner of Collins Partners Corporate

Advisory, a Melbourne-based corporate advisory firm.

Mr Feeney has held senior positions in a number

of industries including the positions of Finance and
Strategy Directer for Philip Morris Limited, the
Executive Director Strategy and Corporate Affairs for
Elders IXL Limited and the Executive Directar Corporate
Strategy of Elders Resources NZFP Limited.

Mr Feeney is a Director of Sims Group Limited, which
is listed on the Australian Stock Exchange, and Carpet
Calt (Holdings} Pty Limited.

Mr Feeney received his Bachelor of Commerce from
the University of New South Wales. He has been a
Director of Feltex since June 2000 and is the Chairman
of the Occupational Health and Safety Boatd Cammittee

and a member of the Remuneration Committee.

DAVID HUNTER

Non-Executive Director

Mr Hunter retired as Chief Executive Officer of
Carter Holt Harvey Pulp and Paper Group in 1995
having previously held General Management roles
in the Manufacturing, Building Products and

Packaging divisions.

He is a Director of several private companies and

a Trustee of both the Eden Park and Dilworth Trust
Boards, Mr Hunter qualified as a Member of the

New Zealand Society of Accountants in 1962.

He has been a Director of Feltex since June 1999
and Chairman of the Audit and Risk Management
Committee and a member of the Occupational Health

and Safety Board Committee.
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PETER THOMAS &.com

Executive Director (acting)

Mr Thomas is a Director in a consulting firm,

Orion Associates Pty Limited. Mr Thamas was an
executive with Credit Suisse First Boston from 1981
to 2001. During this time, he served as Managing
Director of CSFB's Australian operations (1983 to
1984} and Chairman of its New Zealand operations
{1990 to 1994).

Mr Thomas is a Director of Bayard Capital Partners
Pty Limited (Australia), Limestone Creek Holdings
Limited {New Zealand}, Madowla Park Holdings
Limited (Australia), Malee Sampran Public Company
Limited (Thaitand), and various subsidiaries of these
holding companies. He is alsa a Consultant to Pan
Asian Advisors Limited {Jersey, Channel Islands,
United Kingdom).

Mr Thomas is a resident of Melbourne, and has a
Bachelor of Commerce degree from the University
of Auckland.

He has been a Director of Feltex since September
1996, and is a member of the Finance Committee,
Remuneration Committee and the Audit and Risk

Management Committee.

Pending the appaintment of a new Chief Executive
Officer, Mr Thomas has assumed the role of acting

Executive Director.
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SAM MAGILL &. Applied Sclence, (TIT)
Directer

Mr Magill has been Chief Executive Officer of Feltex

since November 2000.



DES TOLAN
Chief Financial Officer

Des joined Feltex in August 2000 and was promaoted

to his current role in July 2003, Before assuming his
current role, Des served as Feltex's Group Financial
Controller and Financial Controller New Zealand
Manufacturing. Des graduated with a Bacheler of
Commerce degree from the University of Natal

{South Africa) where he alsc completed a Post Graduate
Diploma in Accounting. Des is a Chartered Accountant
in South Africa and New Zealand. Des is a member of
the Institute of Chartered Accountants in New Zealand.

IAN BARBOUR
General Manager Operations New Zealand

lan joined a subsidiary of Feltex in 1978 holding various
senior management positions and assumed his current
rale in 1997, managing all of Feltex’s New Zealand
manufacturing operations.

PETER de FONTENAY
General Manager Supply Chain

Peter joined Feltex in 2003 as General Manager
Business Systems and assumed the additional
responsibilities of General Manager Supply Chain

in July 2005, Prior to joining Feltex, Peter was an
executive consultant in the retail industry through
DNA Supply Chain. Peter has also acted as the
Business Services Director for Cussons Pty Limited
where his responsibilities included supply chain
management, quality control, information technalogy
and New Zealand operations. Peter is a Member of
the Australian Computer Society and a Fellow of the
Australian Institute of Company Directors,

NEVILLE GILES
General Manager Manufacturing Australia

Neville joined Shaw Industries Australia in 1996 as
a Plant Manager. Following the acquisition of Shaw
Industries Australia by Feltex in 2000, Neville was
promoted to his current position, and assumed
responsibility for all Australian manufacturing sites.
Neville has 33 years experience in the textile
industry. Neville holds a Certificate in Textile
Technology, Management and Engineering, and has
campleted further studies in Textile Mechanics and
Manufacturing Accounting.

ZORAN JOYANOVSKI
General Manager Residential Sales and Marketing

Zoran joined Shaw Industries Australia in August 1997,
Zoran oversees the development and implementation
of all consumer and trade marketing activity, along
with vltimate responsibility for residential product
design and development and residential sales. Zoran
holds a Bachelor of Business from the Swinburne
Institute of Technaiogy (Hawthorn Campus).

WENDY McCARRISON-WILSCN

General Manager Commercial Sales

and Marketing

Wendy joined Feltex in 1986 and has 19 years
experience in the carpet industry, 17 of them

with Feitex. She represents Feitex on the Executive
Committee of the Nationa! Floaring Association of
New Zealand. Wendy has had various sales and
marketing roles within Feltex and now manages
the Commercial Sales and Marketing teams in both
New Zealand and Australia and an international
team respansible for all export and aircraft sales
and marketing.

JULIE SIMON
General Manager Strategic Planning

Julie joined Feltex in July 2004 as Strategic Planning
Manager and was promoted to her current role in
July 2005. Julie is a graduate of the University of
the Witwatersrand {South Africa} with a Bachelor of
Commerce and a Bachelor of Accountancy degree.
Julie is a member of the South African Institute for
Chartered Accountants,

CHARLES VAN HEERDEN
General Manager Human Resources

Charles joined Feltex in 1999 as Human Resources
Manager for Feltex New Zealand and was appointed

to his current position in July 2000. Charles has more
than twenty years of international experience in senior
human resource management roles in Australia,

New Zealand and Scuth Africa. Charles graduated
from the University of Pretoria with a BA in Psychology,
followed by an Honours degree (cum laude} in Industrial
Relations from the Rand Afrikaans University (now
University of Johannesburg). Charles is a member

of the Human Resources Institute of New Zealand.
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ROLE OF THE BOARD

The Board has ultimate respansibility for the strategic
direction of Feltex and oversight of the management of
Feltex for the benefit of Shareholders. Specifically, the

responsibilities of the Board include:

+ working with management to establish the

strategic direction of Feltex;
* monitoring management and financial performance;
» manitoring compliance and risk management;

+ establishing and monitaring the health and safety

policies of Feltex;

establishing and ensuring implementation of

successiaon plans for senior management; and

ensuring effective disclosure policies

and procedures.

In discharging their duties, non-executive Directors

have direct access to and may rely upon Feltex’s

senior management and external advisers and auditors.

Directors have the right, with the approval of the
Chairman or by resolution of the Board, to seek
independent tegal or financial advice at the expense
of Feltex for the purpose of the proper performance

of their duties.

The Board normally comprises seven Directors: a
non-executive Chairman, one executive Director, and
five non-executive Directors. Board members have an
appropriate range of proficiencies, expetience and
skills to ensure that all governance responsibilities are
fulfilled and to achieve the best possible management

of resources.

Due to the resignation of Craig Horrocks and

Joan Withers, two non-executive director positions

are currently vacant. The Company is currently seeking
a new Chief Executive Officer. Since August 2005,
pending the appointment of a new Chief Executive
Officer, Peter Thomas has assumed the role of acting

Executive Director of Feltex,

“»’“ TUA CARFE TS T

The Board formally meets at least five times during the
financial year and has additional sessions to consider
the strategic direction of Feitex. At least one Board
meeting is a multi-day meeting to consider revisions

10 a ralling three-year forward plan for Feltex. Video

and/or phane conferences are also used as required.

The Board has Board and Committee chariers, a cade
of ethics and an evaluation process for measuring
Board performance which are consistent with NZX's

Corporate Governance Best Practice Code.

The Board considers that each of Feltex's non-executive
Directors are independent directors for the purposes of
the NZSX Listing Rules. Peter Thamas is not considered
to be an independent director while he is acting in the

role of Executive Director.

Full Board Meeting attendances

{Excluding Board committea meetings)

BOARD & STRATEGY MEETINGS

Number of meetings 15
DIRECTORS

Tim Saunders 14
Sam Magill 15
Michael Feeney 13
Craig Horrocks — Resigned 12 July 2006 14
David Hunter 14
Peter Thonas 12
Joan Withers — Resigned 2 June 2005 12

BOARD COMMITTEES

The Board has four formally constituted committees
that comprise Directors and, in some cases,
representatives from management. Committees
established by the Board review and analyse policies
and strategies, usuvally developed by management,
which are within their terms of reference. They
examine proposals and, where appropriate, make
recommendations to the full Board. Committees do
not take action or make decisions on behalf of the
Board unless specifically mandated by prior Board

authority to do so.



The Committees are as follows: Audit and Risk Management Committee

Occupational Health and Safety Committee The Audit and Risk Management Committee is

responsible for overseeing the risk management,

The QOccupational Health and Safety Caommittee is ) ] ) o
insurance, accounting and audit activities of Feltex,

respansible for establishing policies for management ) ) o )
including reviewing the adequacy and effectiveness

on health and safety matters that might affect Feltex ) ) ] o
of internal controls, meeting with and reviewing the

employees, suppliers, customers and visitors, or that ) o
performance of external auditors, reviewing the

might adversely affect the general public. It is alsg . i ) .
consolidated financial statements, and making

responsible for ensuring compliance with relevant . . . . .
recommendations on financial and accounting policies.

legislation and monitoring performance against agreed ] o ]
The committee met nine times during the year.
pccupational health and satety goals and indicators.

The committee met four times during the year.

Finance Committee

The Finance Committee is responsible for reviewing
and overseeing the treasury and financing policies

of Feltex. The Committee meets several times during
the year, and on an ad hoc basis as required. The

Committee met regularly during the year.

Remuneration Committee

The Remuneration Committee is responsible for
overseeing management succession planning,
establishing employee incentive schemes, reviewing
and approving the compensation arrangements for the
Chief Executive Officer, executive Directors and senior
management, and recommending to the full Board the
compensation of Directors. The commitiee met eight

times during the year.
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Ell ERNST & YOUNG

To the Shareholders of Feltex Carpets Limited.

We have audited the financial statements on the financial statements are free from material
pages 20 to 45. The financial statements provide misstatements, whether caused by fraud or errar.
information about the past financial performance of the In forming our opinion we alsc evaluated the gverall
company and group and their financial position as at adequacy of the presentation of information in the

30 June 2005. This infarmation is stated in accordance financial statements.

with the accounting policies set out on pages 24 1o 25. Other than in our capacity as auditor and the pravision

Directors’ responsibilities of taxation services we have no relationship with, or

interest in, Feltex Carpets Limited.
The Directors are responsible for the preparation

of financial statements which comply with generally Ungualified opinion

accepted accounting practice in New Zealand and We have obtained all the information and explanations

give a true and fair view of the financial position of the )
we have required.

company and group as at 30 June 2005 and of their

financial performance and cash flows for the year In our opinion:

ended on that date. *  proper accounting records have been kept by the

. N company as far as appears from our examination
Auditor's responsibilities
of those recards; and

It is our responsibility to express an independent ] .
o o » the financial statements on pages 20 to 45:
opinion on the financial statements presented by .

the Directors and report our opinian ta you. - comply with generally accepted accounting

practice in New Zealand; and

Basis of opinion
- give a true and fair view of the financial position

An audit includes examining, on a test basis, evidence of the company and group as at 30 June 2005

relevant to the amounts and disclosures in the financial and their financial performance and cash flows

statements. It also includes assassing: for the year ended on that date.

* the significant estimates and judgements made Our audit was completed on 23 August 2005 and our

by the Directors in the preparation of the financial unqualified opinion is expressed as at that date.

statements; and

= whether the accounting policies are appropriate W "'

to the circumstances of the company and group,
consistently applied and adequately disclosed. ERNST & YOUNG

CHARTERED ACCOUNTANTS
Auckland, New Zealand

We conducted our audit in accordance with generally
accepted auditing standards in New Zealand. We
planned and performed our audit so as to obtain all
the information and explanations which we considered
necessary in order ta pravide us with sufficient

evidence to give reasanable assurance that
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The Directors have approved the Financial Statements of
Feltex Carpets Limited for the year ended 30 June 2005,
set out on pages 20 to 45 of this report.

For and on behalf of the Board:

PETER THOMAS

23 August 2005

TIM SAUNDERS

23 August 2005
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FELTEX CARPETS LIMITED
STATEMENT OF FINANCIAL PERFORMANCE

FOR THE YEAR ENDED 30 JUNE 2005 GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
NOTE $000 $000 $000 5000

Total operating revenue 2 300,199 329,064 141,940 155,867
Operating surplus before interest and income tax 24 618 34,178 19,391 22,323
Finance expense 3 {8,716} (23487} {4,862) {22,811)
Operating surplus / (deficit) before income tax 3 15,902 10,691 14,529 (488)
Income tax (expense) / benefit 4 {4,152) 492 (2,854} (110
Net surplus / (deficit) after income tax 11,750 11,183 11,675 (598}

Net surplus / (deficit] atiributable to
ordinary Shareholders 19 11,750 11,183 11,675 |598)

The accompanying notes form part of these fancial statements

FELTEX CARPETS LIMITED
STATEMENT OF MOVEMENTS IN EQUITY

FOR THE YEAR ENDED 20 JUNE 2005 GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
NOTE $000 $000 $000 $000

Net surplus / (deficit) attributable

to ordinary Sharehalders 19 11,750 11,183 11,675 1598)
Foreign exchange loss on consolidation 15 (210) {1,970

Revaluation of land and buildings 15 - 15,295 - 8,539
Total recognised revenues and expenses 11,540 24,508 11,678 7,941
Shares 1ssued 16 - 50,000 - 50,000
Share issue expenses 16 - {1,750 - (1,750)
Distributicns lo ordinary Shareholders 19 {17,930 - (17,930)

Movements in equity for the year {6,390} 72,758 (6.255) 56,191
Equity at beginning of the year 89,410 16,652 96,013 39,822
Equity at end of the year 83,020 89,410 89,758 96,013

The accompanying notes farm part of these financial stalements
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FELTEX CARPETS LIMITED

STATEMENT OF FINANCIAL PDSITICN

AS AT 30 JUNE 2005 GROUP COMPANY
JUME 2005 JUNE 2004 JUNE 2005 JUNE 2004
NOTE $000 $000 $000 $000
NET ASSETS
Current Assets
Cash 1,514 1.201 610 n7
Trade receivables 5 53,771 58.444 11,028 10,923
Other receivables and prepayments a 3,768 4,208 7,617 13,818
Tax recevable 4 5%0 705
Inventaries 7 83,166 70.242 31,466 23,953
142,869 134,095 51,426 49,511
LESS:
Current Liabilities
Bank overdraft 138
Accounts payable 8 65,068 65,707 34,128 42 437
Current portion of borrowings 10 738 742
Provisions 16,435 15,047 4,036 4,652
Provision for income tax 4 - 1.407 3
82,301 B3,033 38,164 47,092
60,668 51,062 13,262 2.419
PLUS:
Non-Current Assets
Praperty, plant and equipment 11 88,920 80.116 35,082 33,430
Term receivables and other non-current assets 12 76,887
Investments 13 6,153 5,342 58,052 66,148
Goodwill 14 28,178 30,169
Future income tax benefit 4 10,102 4,862 1,362 1,761
133,353 125,489 94,496 178,206
LESS:
Non-Current Liabilities
Borrowings 10 110,158 85,569 18,000 84,612
Provisions g9 743 1,172
110,901 87,141 18,000 84,612
Total Net Assets 83,020 89,410 89,758 96,013
CAPITAL EMPLOYED
Share capital 16 67,755 67,755 67,755 67,755
Reserves 15 14,264 14,474 8,539 8,539
Retained earnings attributable to ordinary Shareholders 19 1.o01 7.181 13,464 15,719
Total Equity 83,020 89,410 89,758 96,013
Total Capital Employed 83,020 89,410 89,758 96,013

The accompanying notes form part of these financral statements

For and on behalf of the Board, which autharised the issue of these financial statements on 23 August 2005.

-
/

Tim Saunders

Peter Thomas
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inancial Statements

FELTEX CARPETS LIMITED
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED 30 RINE 20053 GROUP COMPANY
JUNE 2005 JUNE 20C4 JUNE 2005 JUNE 2004
$000 $000 $000 $000

CASH FLOWS FROM OPERATING ACTIVITIES
Cash was provided from:

Receipts fram customers 299,778 322,983 140,134 144,070
Interest received 17 g8z 2,666 11,987
Income tax refunded 12 35 - -
Nonresidenl withholding tax received from Vendor (IPO) - 5,823 - 5,823
Government grants (Ausiralia) 3,777 4,766 -
Dividend received from assaociate company 536 283 -
Dividend received from subsidiary company - - 5,534

304,120 333,972 148,334 161,880
Cash was disbursed to;
Paymeats to suppliers and employees (274,495} (294,601) (117,142) 1127,173)
Financing expense paid 18,716) (14,370) 4,862) {13.935)
Ingome tax pald 6,161) - (2,900) -
Monrresident withholding tax paid 5,823 - (5,823)

{295,195) (308,571) (130.727) (141,108)
Net cash inflow from operating activities 3,925 25,001 17,607 20,772

CASH FLOWS FROM INVESTING ACTIVITIES
Cash was provided from:

Proceeds from the sale of property, plant and equipment 141 300 141 282
o 141 300 o 141 - 282
Cash was applied to:
Purchase of property, plant and equipment (14,622) {10,608} 4,281} (8,153)
(14,6221 10608  4,281) (8,153
Net cash cutflow from in-\resting activities (14,48i]- {10,308} . (4,140} (]",851]4

CASH FLOWS FROM FINANCING ACTIVITIES
Cash was provided from:

Proceeds from share issue - 50,000 - 50,000
Barrowings 24,181 5,000 - 5,000
Proceeds from loan to related party - 76,867 -

24,181 55,000 76,867 55.0007
Cash was applied to:
Repayment of secured bonds - (60,000} - (60,000)
Premium paid on early redemption of secured bonds
(early redemption amouri} - (4,800) - {4,800}
Share issle expenses - (1,750) - {1,750
Secured bonds issue expenses - (49) - 49}
Repayment of borrowings - (4,694) {72,485) 12,864)
Finance lease repayments (226) (762) - -
Fayment of dividends {17,930} - (17,930)

(18,156} (72,055) {20,415) 169,463}
Net cash inflow / [outflow] from financing activities 6,025 {17,055) (13,548) {14,463}
Net increase / {decrease) in cash held 469 {2,362) {81} (1,552}
Effect of exchange rate changes on cash (26} (16) {26) -
Opening cash balance 1,071 3,449 717 2,269
Closing cash balance 1,514 1,071 610 717
Represented by:
Cash at bank 1,614 1,201 610 77
Bank overdratt - {130)

1,514 1,071 al0 717

The accompanying notes form part of these financial statements
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FELTEX CARPETS LIMITED
RECONCILIATION OF CASH FLOWS FROM OPERATING ACTIVITIES

FOR THE YEAR ENDED 30 JUNE 2005 GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 5000 $000 $000
Net surplus / {deficit) after income tax 11,750 11,183 11,67% (598)

Non cash items

Amorhsation of secured band issue expenses - 4882 - 4,882

Depreciation 5,647 7,308 2,626 2,990

Amortisation of goodwill 1,882 1,974 -

{increase) / decrease n future income tax benefit (240 {1,638) 399 112

Decrease in investment in subsidiaries - - 8,096

{Increase) / decrease in profits of assoclates (819 {1,309}

Foreign currency translation adjustment - unrealised 27 (4) 27 4
6,497 11,213 11,148 7,980

Movement in working capital

Increase / (decrease] in accounts payable (639 {1,582} {8,309 5,925
Increase / {decrease) i provisions 1,019 11,830) (616) (1,244)
Increase / {decrease) in taxation payable {1,957) 1,407 (708 3
lincrease} / decrease in trade receivablés 4,673 {5,727 110%) 232
{Increase) / decrease 0 other recaivables and prepayments 410 {1,273 12,174 (2,656
fncrease} / decrease in inventories (12,954} 2,173 (7,513) 6,372
Foreign currency translation effects of working
capital movements 249 (2,347

(9,239) (2,178} (5,077) 8,632

ltems classified as an investing activity included in
net surplus / {deficit] after income tax

Met profit on disposal of property, plant and equipment {83} {17} {139) {42)

(83) (17) (139) (42

net surplus / {deficit) after income tax

Items classified as a financing activity included in
Premium paid on early redemption of secured bonds

(early redempticn amount) - 4,800 - 4,800
. 4,800 - 4,800
Met cash inflow from operating activities 2,925 25,001 17,607 20,772

The accompanying niofes form parf of these financia! statements
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FOR THE YEAR ENDED 30 JUNE 2005

1. STATEMENT OF ACCOUNTING POLICIES
Reporting Entity

Feltex Carpets Limited (“the Company”) is a company registered under the Companies Act 1993 and listed on the New Zealand
Stock Exchange. The Group consists of Feltex Carpets Limited and iis subsidiaries.

The Company is an issuer for the purposes of the Financial Reporting Act 1993, The financial statements of the Company and
Group have been prepared in accordance with the Companies Act 1993 and the Financial Reporting Act 1993.

Measurement Basis

The Campany and the Group follow the accounting pringiples recognised as appropriate for the measurement and reporting of
financial performance and financial position on an historical cost basis. The reporting currency is New Zealand dollars.

Specific Accounting Policies
The following specific accounting policies, which materiafly affect the financial statements, have beern applied:
al Basis of Consolidation - Purchase Method

The consolidated financial statements include the parent company and its subsidiaries accounted for using the purchase
method. All inter-company transactions are eliminated on consolidation. In the parent company’s financial statements,
investments in subsidiaries ave recognised at their cost less any provision for diminution in value.

b} Associate Companies

The associate comparnies ave companies in which the Feltex Group hoids substantial shareholdings and in whose commercial
and financial policy decisions if participates. Associate companies have been refiected in the consolidated financial statements
on an equity accounted basis which shows the Feltex Group's share of retained surpluses in the consolidated statement of
financia! performance, and its share of pest acquisition increases or decreases in net assets in the consolidated staterment

of financial position.

¢} Receivables

Trade receivables are recognised and carried at original invoice amount less a provision for any uncollectable debts.
An estimate for doubtful debts is made when collection of the full amount is no longer possible, Bad debts are written
off as incusred.

Receivables from related parties are recognised and carried at the nominal amount due.
d) Inventories
Inventories are stated at the lower of cost and net realisable value. Cost is determined on a firstinfirst-out basis.

The cost of work in progress and finished goods includes the direct cost of material and labour, and a proportion
of manufaciuring overhead, based an the normal capacity of the facilities, expended in putting the inventories in their
present location and condition.

e) Property, Plant and Equipment

The Group has seven classes of property, plant and equipment:
- Freehold land

- Buildings and leasehold improvements

- Plant and machinery - owned

- Plant and machinery - leased

- Furniture and fittings

- Office equipment

- Motor vehicles - owned

Property, plant and equipment are initially recorded at cost and, except for Jand, depreciated. Depreciation is provided

on a straight line basis on all tangible property, plant and equipment other than freehold land and capital work in progress,
at depreciation rates calculated to allocate the assets’ cost less estimated residual value, over their estimated useful
lives. Leased assets are depreciated over the shorter of the unexpired pericd of the lease and the estimated useful life

of the assets.

Major depreciation periods are:

- Buildings and leaseheld improvements 10 - 50 years or term of lease
- Plant and machinery - awned 6 - 14 years

- Plant and machinery — leased 6 - 14 years

- Furniture and fittings 3 -7 years

- Dffice equipment 3-7 years

- Mator vehicles — owned b years

When a fixed asset is disposed aof, any gain or (0ss is recognised in the statement of financial performance and is caiculated
as the difference between the sale price and the carrying value of the fixed asset.

If the recoverable amount of a fixed asset is less than its carrying amount, the item is written down to its recoverable amount.
The write-down of a fixed asset is recognised as an expense in the statement of financial performance.

Revaluations

Land and Buildings are stated at valuation as determined every three years by an independent registered valuer. The basis of
valuation is ‘Fair-Value' for existing use. Any increase in valug of a class of land and buildings is recognised directly in equity
unless it offsets a previous decrease in value recognised in the statement of financial parformance, in which case it is
recognised in the statement of financial performance. A decrease in value relating to a class of land and buildings is
recognised in the staterment of financial performance where it exceeds the increase previously recognised in equity.
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1. STATEMENT OF ACCOUNTING POLICIES continued
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Goodwill

Goodwill represents the excess of the purchase consideration over the fair value of the et tangible and identifiable intangible
assets, acquired at the time of acquisition of a business or an equity interest in a subsidiary. Goodwill is amortised by the
straightline methed over the period during which benefits are expected to be received. This is a maximum of 20 years.

Leases
The Group leases certain property, plant and machinery and motor vehicles.

Finance ieases, which effactively transfer to the Group substantially al! the risks and benefits incidental to ownership of the
leased item, are capitalised at the present value of the minimum lease payments. The leased assets and corresponding
liabilities are disclosed and the lzased assets are depreciated over the pericd during which the Group is expected to benefit
from their usa.

Operating lease payments, where the lessors effectively retain all the risks and benefits of ownership of the leased items,
are recognised in the determination of the operating surplus in egual instaiments over the lease term.

Income Tax

The income tax expense charged to the statement of financial perfermance inctudes both the current year's provision and
the income tax effects of timing differences calculated using the liability method.

Tax effect accounting is applied on a comprehensive basis to all timing differences. A debit balance in the deferred tax
account, arising from timing differences or income fax benefits from income tax losses, is recognised only if there is virtual
certainty of realisation.

Foreign Currency Transactions

Transactions in foreign currencies are converted at the New Zealand rate of exchange ruling at the date of the transaction.
Shortterm transactions covered by farward exchange contracts are measured and reported at the fovward rates specified
in those contracts.

At balance date foreign monetary assets and liabilities, including those of integrated foreign operations, are translated at the
closing rate, and exchange variations arising from these translations are included in the statement of financial performance.

Translation of Financial Statements of Foreign Operations

The financial statements of integrated foreign operations are translated in the same way as if the underlying transactions had
been entered into by the reporting entity itself.

The assets and liabilities of independent foreign operations are translated at the closing rate. Revenue and expense items are
translated at the spat rate at the transaction date or a rate approximating that rate. Foreign currency exchange differences are
recognised in the foreign currency translation reserve.

Cash Flows

For the purpose of the statement of cash flows, cash includes cash on hand, deposits held at call with banks and investments
in money market instruments, net of bank overdrafts, which are used as part of the day-to-day cash management.

Employee Entitlements

A liability for annual leave and long service leave is accrued and recognised in the statement of financial position. The
iability is equal to the present value of the estimated future cash outflows as a result of employee services provided up
to balance date.

Changes in Accounting Policies

There have been no changes in accounting policies. All policies have been applied on bases consistent with those used in the
prior year, being the year ended 30 June 2004.

Changes in Comparatives

Where applicable, certain comparatives have been restated to comply with the accounting presentation adopted for the
current year.

Financial instruments

Financial instruments recognised in the statement of financial position include cash balances, bank overdrafts, receivables,
payables, investrents and toans to others, and term borrowings. In addition, members of the Feltex Group are party to
financial instruments with off-balance sheet risk to meet financing needs and to reduce exposure to fluctuations in fareign
currency exchange rates, These financial instruments include guarantees of athers’ bank overdrait facilities, swaps, options,
forward rate agreements and foreign currency forward exchange contracts.

Losses from financial puarantees are recognised by the Company when it becomes liable for the outstanding balances.
Feltex Group enters inte foreign currency farward exchange contracts to hedge trading transactions, including anticipated
transactions, denominated in foreign currencies. Gains and losses on contracts which hedge speciiic short-term foreign
currency denominated transactions are recognised as a component of the related transaction in the period in which the
fransaction is completed.

Where the hedge of an anticipated transaction is terminated early, but the anticipated transaction is stil expected to ocour,
the gain or loss that arose prior to termination of the hedge continues to be deferred and is recognised as a component of the
transaction when # is completed. If the trading transaction is no longer expected to occur, the gain or loss on the terminated
hedge is recognised in the statement of financial performance immediately.

The net differential paid or received on interest swaps is recognised as a component of interest expense or interest revenue
aver the period of the agreement.

Premiums paid on interest rate options, and net settiements on forward rate agreements are amortised tc the statement
of financial performance over the life of the hedged item or the period hedged.
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FOR THE YEAR ENDED 30 JUNE 2005

2. TOTAL OPERATING REVENUE

FELTEX CARPETS LIMITED GROUP GOMPANY
JUNE 2005 JUNE 2604 JUNE 2005 JUNE 2004
$000 $000 $000 $000
Sales 294,803 322.607 133,599 143,838
Interest revenue 17 82 2,666 11,987
Profit on sale of property, plant and equipment 141 17 141 42
Government grants (Australia) 3,777 4 766
Share of dividend from associate company 536 283
Share of profits from associate company 819 1,309
Dwidend from subsidiary company H,h34
Total operating revenue 300,199 329,064 141,940 155,867
3. OPERATING SURPLUS / {DEFICIT) BEFORE INCOME TAX
Operating surplus / {delicit) before income tax is arrived at after taking account of the following:
FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 $000 $000 $000

Expenses
Amortisation of goodwill 1,882 1,974
Auditor’s fees - audit 383 290 17 107

- taxation 362 141 59 21

- other services 84 125 4 64
Bad and doubtful debts expense 205 369 114 121
Movement in doubtful debts provision h27) (87} {129) (1e6)
Bad debts recovered (24) (191 {7
Directors' fees 540 387 540 360
Donations 30 82 29 82
Rental and cperating lease expenses 3.362 3,950 1,438 2,241
Depreciation
Buildings and leasehald improvements 1,150 1,576 37N 175
Plant and machinery - owned 4,117 4,532 1,699 1,744
Flant and machinery - leased 119 126
Furniture and fittings 5% &9 59 649
Office equipment 199 1,002 197 1,002
Motor vehicles - owned 3 3 -
Total depreciation 5,647 7.308 2,626 2,990
Financing expense
Interast 8,685 13,387 4,862 12,790
Fingnce charges on finance leases 31 79 -
Write-off of bank facility fee 339 339
Write-off of secured bond issue expenses 4,882 4,882
Early redemption amount {a) 4,800 4,800
Total financing expense 8,716 23,487 4,862 22,811

B 1R

(a) Premium paid on early redemption of secured bonds.
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Insight. Expertise. Innovation.

More than ever, Feltex is focused on building our market position
for our consumer and commercial segments using insight, expertise
and innovation.

Our research tells us that in the past year we have improved brand
awareness and brand preference levels for our key brands in both
Australia and New Zealand.

[t is our expertise that has enabled us to bring on stream new
manufacturing technologies to produce the new carpet ranges.

It has been a year of innovation with new brands, new colours,
new designs and new marketing tools.

I i R S il N Y



Innovation through research

Listening to our customers

You hear the word 'innovation’ a lot thase days.

But there's only one way for a company 1o truly
innovate, and to stand out in a competitive
marketplace: by listening.

Listening to our customers — through research,
feedback and careful analysis — has the power to
transform our business, in every aspect.

It means we can develop the kinds of products that
work for them: in their homes, in their businesses,
on their floors.

It means we can arm our sales force, and in turn,
our retail and commercial partners, with the tools
and the support they need to selt our products.

And it means we can better position the company
to further strengthen it financially, and return profits
to our sharsholders.

Benefits-based marketing

In-depth market research has allowed us 1o develop
a clear picture of our strengths and wesaknesses
from the perspective of consumers, trade pariners
and designers who recommend our products.

The consumer market is characterised by a number
of distinct segments. Our broad portfolio of brands
allows us to serve all segments with a variety of
products In & vast array of colours and styles.

Several of our brands serve the
famity market. Research tells us
families demand affordable carpet
that can withstand the rugged
treatment they bring to their floors,
while stili being warm and
comfortable to live on, and
attractive to ook at.

For designers and
decorators, our flagship brand
Feltex Carpets dslivers incredible
luxury, design and construction
quality. Qur top-end ranges,
including Feltex Classic and Feltex
Reserve mest the needs, tastes
and preferences of this segment
like no other compstitor.

All of these efforts allow us to develop the kinds of
innovative solutions in product development,
markating and customer fulfiiment that will

see us continue to lead the market.




See the effect that colour
has an a room with e
Viral Designer

Feltex wool carpets have been the carpet of choice Fel.t ex Tren d FO recaSting

for anyone demanding sophisticated luxury and
e!egant desjgn, for yEars. it's not jUSt IiStening to our customers that allow us

to develop the kinds of products they demand. We
also keep abreast of worldwids design, fashion and
interior trend developments, through exclusive
partnerships with leading trend forecasters from
around the worid.

And over the past year, Feltex has worked hard 1o
reinforce the core qualities of its premium wool
brands, Feltex Classic and Feltex Reserve.

Again, through the use of extensive market research
and analysis, we have determined and refined the
key selling points that encapsulate all the features

and benefits of Feltex wool carpets. FO r V\/ a rd

Thesa core features and benefits include:

Forward

Quality
o | uxury
Design
Texture
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In the detal

African adorn

Style & Colour .

Professional designers, specifiers and media editors
all appreciate the detailed trend forecasts and
insights we present, and make available to them,
further ensuring they continue to highlight Fealtex
Carpets to their customers and readers.

Timeless elegance. Classic design.
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Innovation in synthetic product

Over the past several years, Feltex has made great
advances in the development of our synthetic carpet
ranges — and in how we take them to market.

With a primary focus of positioning within Australia,
these products represent high-qguality, high-performance
and great value for money.

The typical family consumer demands a great deal
from their carpet. Research conducted with this
market allows us to develop innovative product —

and effective ways to communicate the benefits —
that few competitors can match.

Listening 10 consumers in the family segment, we are
able to distil their preferences into a list of features
and benefits that we strive to provide with every
carpet we make:

These features and
benefits are in turn
communicated through
a wide range of media
and communication
channels.

Practicality
Stain-protection
Warmth
Comfort

Colour

Style

Most significantly, the Redbock Carpets website
has been completely revamped, so that nearly every
aspect and detall of Redbook carpet is readily
available and beautifully presented.

fort never looked $0 gued.
ol

. pity and
Redbouok Carpets. Rractcality @ SRR,
P (g Cekmr G {(JOwbn GlMemproreian Py g@;

www.redbookcarpets.com

Consumers can access the full range of colour,
style, retailer/store locations, product attributes
and other key selling information in just a few clicks.

Customers who aren’t online are still exposed to
Redbook through an effective mix of television, print,
in store, and diract communications.




é Tools for success

Feltex has a long history of working closely with our
distribution network and retail partners, to ensure

success for all parties.

Those efforts continue today, with a greatly-
increased emphasis on the Feltex Sales
Development programme.

Our Sales Development programme has been
focused on providing our sales force and the retail
network with access 10 the tools they need to sell
our products.

Furthermore, an ambitious programme of product
training has been undertaken with all retail sales
staff, so that no one is more knowledgeable about
avery key feature and benefit of each of our carpets
than the retail salesperson.

It makes good business sense for Feltex to support
our retail partners' businesses, and for them to
support ours. That way, everyone bensfits — and that
includes our customers and shareholders as well,

Redbock Happy Feet m
Color N
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...No one is more knowledgeable
about every key feature and

benefit of Feltex carpets
than the salesperson.

Feltex Key Brand Attributes
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Weaving a little magic

Loz

[ellex

There has been a strategic review of the woven
carpet collection and its marketing io better meet the
needs of specific market segments in the residential,
hospitality and commercial markets.

To strengthen the business that has long been
producing some of the finest woven Wilton and
Axminster carpets in the world we introduced the new
Feltex Woven brand. The smart new image positions
the collection at the ultra premium end of the market.

Leading the new product charge in the outstanding
Feltex Woven collection is Weallington Park, a Wilton
with a subtle, understated design that transforms
contempcrary homes and has been a hit with the
market since its introduction.

There have been important changes in the way we
market and distribute woven carpet. We have more
sampling, increased sales support and a revolutionary
display system.

Making excellent carpet is one thing. Displaying it to
best advantage at retail level is anather thing again!

New Feltex Woven cPod is a revolutio'nary carpet
display system that enables our carpets to be shown
to maximum advantage in the showroom while making
it easy for them to be removed for close up viewing.

The cPod display system is an innovative, flexible

response to the neads of our customers and has

been warmly welcomed by carpet retailers in New
Zealand and Austrafia alike.

Over the past year the woven campets division has

strengthened relationships with retailers. They have
the knowledge and customer base to successfully

market these exclusive products.

The resuit of this carefully managed relaunch of our
woven products is a new division that is profitable
and looking forward to weaving a little magic as we
continue to grow in the future.
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The introduction of new technology combined with
inspired design is behind the success of the Feltex
Commercial brand during 2005.

The brand's credentials for innovative carpet making
were recognised earlier this year at the world's
largest exhibition of floor coverings, Domotex 2005 at
Hannover, Germany.

Thisis to cortiy that

Soprano
vy Faltex Carpets Ltd

was the winpar of tha award for

2005

Best Construction

in the

2005 Carpet Innovation Competition

at Domotex 2005

presontzd by

A

Allstalr Caleman
Gangral Manager A Wool Intsriars {(KZ}

E

HNEW ZEALAND™

The recently released Soprano, a stylish level ioop
pile carpset made from 100% pure New Zealand wool
interspersed with metallic-look thread highlights, won
the Best Construction Category in the Wool Carpet
Innovations Award.

Our investment in DigiTuft* precision technology
in 2004 gave Feltex Commercial a world first with
the introduction of the e)scapes collection and its
unigue, three dimensional structure in a textured
loop pile carpet.

The e)scapes collection has given a strategic edge to
the Feltex Commercial brand and has continued to
achieve excellent results in 2005 with the introduction
of the activate range.

DigiTuft* precision technology has also been utilised
for a number of high profile projacts, including the
installation of a unique custom designed carpet for
the Law Institute of Victoria.

The brand's credentials for
innovative carpet making
were recognised earlier

this year at the world's largest
exhibition of floor coverings...




Our connection with the world's largest carpetmaker,
Shaw Carpets of the USA, was leveraged o spear-
head our participation in the carpet tile market in
2005. Feitex Commercial has won wide acceptance
of this addition to our portfolic and is now marketing
some of their most stylish and innovative designs
under the Feltex Commercial brand.

In the export market, Feltex has consolidated its
approach under one brand and promoted our
position as one of the largest purchasers of 100%
New Zealand wool for our carpets, particularly in the
USA where we expanded our distribution in 2005,

... inspired design and the use of
innovative technology have

produced the platform for the
ongoing growth of Feltex Commercial.

www.feltex.com

We successfully promoted the brand and New
Zealand on the world stage at major trade
exhibitions including Domotex 20056 Shanghai,
China, and Aircraft Interiors 2005 at Hamburg,
Germany.

From design to manufacture to markets both here
and overseas, inspired design and the use of
innovative technology have produced the platform
for the ongoing growth of Feltex Commarcial,




4, TAXATION

FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
5000 $000 $000 $000
Operating surplus / (deficit) hefore income tax 15,902 10,691 14,529 {488)
Taxation at 33 cents per dollar 5,248 3,528 4,795 {161)

Adjusted for:

Permanent differences 168 1,253 (1,7498) 68
Permanent differences - Australian tax consclidation @ - (3,674}

Prior year adjustments (667} 3 16 3
Recognition of previously unrecognised tax losses (624} {1,590) {161)

Tax benefits not recognised - 631 - 200
Adjustment for effect of foreign currency translations (5} 1270 2

Adjustment for rates ather than 33 cents 32 {373

Income tax (benefit) / expense 4,152 {492} 2,854 110

Current taxation

New Zealand 2,458 - 2.4h5
Non New Zealand 1,584 1,372 - 3
Total current taxation 4,439 1,372 2,455 3

Deferred taxation

New Zealand 389 - 3499

Non New Zealand (686) {1,864) - 107
Total deferred taxation {287} (1,864) 399 107
Income tax {benefit) / expense 4,152 {492) 2,854 110

Deferred taxation - future income tax benefit

Opening halance 8,862 3,224 1,761 1,873
Mavement for the year 298 1,864 {(388) (107
Fareign currency translation effect (58} (226) {11} (5
Closing balance 10,102 9,862 1,362 1,761

Unrecognised tax benefits - gross

New Zaaland 2,855 3,308 2,855 3,308

Total unrecognised tax benefits 2,855 3,308 2,855 3,308

{8} The Australian Government introduced consalidated income taxation of business groups on 1 July 2002 as part of the Business Tax
Reform package. This allows wholly-owned groups of Australian entities to consclidate their tax returns and be treated as a single
entity for taxation purposes. The Australian Feltex Group enlered info the tax consolidation regime with effect from 1 July 2003.
The tax consolidation regime provided Feltex with an opportunity to reset the tax value of its assets.

Income tax lesses and timing differences are recognised only to the extent that there is virtual certainty of realisation in future periads.

R



Notes to and forming part of the Financial Stateme

o k.

FOR THE YEAR ENDED 30 JUNE 2005

TAXATION continued
IMPUTATION CREDITS

FELTEX CARPETS LIMITED GOMPANY
JUNE 2005 JUNE 2004
$000 5000

Balance at beginning of the year - 8,981
Imputation credits cancelled — shareholder conlinuity provisions - {8,981)
Imputation credits on provisional tax payments 2,900

Imputation credits attached to dividends (4,139)

Balance at end of the year (1,239} -

The imputation year runs from 1 April to the fallowing 31 March.

Due o the Company's Initial Public Offering of shares and the resultant change of ownership of the Cormpany on 2 June 2004, the
Company was unahle to carry forward imputation credits as it did not satisfy the sharehalder continuity provisions of the Income Tax Act.

FRANKING CREDITS - NEW ZEALAND {Trans-Tasman imputation credits]

FELTEX CARPETS LIMITED COMPANY
JUNE 2005 JUNE 2004
A$000 AS000

Balance at beginning of the year

Franking credits associated with dividends received 2,186
Franking credits assoctated with dividends paid to Shareholders {2,160} -
Balance at end of the year 26 -

FRANKING CREDITS - AUSTRALIA

FELTEX CARPETS LIMITED GROUP
JUNE 2005 JUNE 2004
AS000 AS000
Balance at beginning of the year 7,933 7,933
Franking credits attached to dividends {2,186}
Franking credits associated with tax payments 2,999 -
Balance at end of the year 8,746 7,933

An Austraiizn wholly owned subsidiary of a New Zealand franking company is allowed to retain access to franking credits accumulated before
1 April 2003 for Trans-Tasman imputation credit purposes provided certain conditions are satisfied, As these conditions have not been
satisfied, the franking credits of Feltex’s wholly owned Australian subsidiary, Feltex Australia Holdings Pty Ltd, are not available for transition
into the TransTasman imputation regime. However, these franking credits can be used to offset any Australian dividend withholding tax on
the distribution of dividends from Feltex Australia Holdings Pty Ltd to the New Zealand Parent enfity, Fainex Carpets Limited.

Australian franking credits generated after 1 Apri 2003 will be eligible for inclusion and capable of being distnbuted by Feltex Carpets
Limited to Australian resident shareholders on a pro+ata basis. As the Austraiian Entity has paid tax since 1 Aprn! 2003, there are franking
credits available for transition into the Trans-Tasman imputation regime as at 30 June 2005.

PROVISION FOR INCOME TAX / {TAX RECEIVABLE)

FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 $000 5000 $000
Balance at beginning of the vear 1,407 . 3
Income tax refunded 12 35
Income tax paid {6,161} - {2,900)
Supplementary dividend to non-resident Sharehalders 1277) - (277
Current taxation 4,450 1,372 2,466 3
Foreign currency translation effect (21} - 3

Balance at end of the year 1590) 1,307 {705) 3
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5. TRADE RECEIVABLES

FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 $000 5000 $000
Trade debtors - external 54,830 60,025 11,210 11.234
Less: Provision for doubtful debts {1,059) (1,581) (182} (3L1)
Total trade receivables 53,771 58,444 11,028 10,923
6. OTHER RECEIVABLES AND PREPAYMENTS
FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 $000 5000 $000
Prepayments 3,578 3,692 1,550 1,746
GST receivable 185 473 185 473
Other 35 43 9
Receivables from subsidiary companies 5,873 11,699
Total other receivables and prepayments 3,798 4,208 7,617 13,918
7. INVENTORIES
FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 $000 $000 $000
Raw materials 19,048 17,963 4170 3,118
Work in progress 10,268 10,550 6,407 6,386
Finished goods 53,880 41,729 20,889 14,449
Total inventory 83,196 70,242 31,466 23,953
8. ACCOUNTS PAYABLE
FELTEX CARPETS LIMITED GROUP COMFPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 $000 $000 $000
Accounts payable - external 48,792 56,884 17,852 28,528
Trade bills of exchange @ 16,276 16,276
Amaunts payable to subsidiary company 8,086
Nonresident withholding tax payable 5,823 5.823
Total accounts payable 65,068 65,707 34,128 42,437

{a) Trade hills of exchangs are secured by way of a first martgage over land and buildings of the Group, and by fixed

and floating charges over the assaets and undertakings of the Group. The average interest rate payable was 6.56%.

ol



FOR THE YEAR ENDED 30 JUNE 2005

9. PROVISIONS

FELTEX CARPETS LIMITED GROUP COMPANY

JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004

$000 $000 5000 $000

CURRENT
Employee entitlements 12,643 11.875 3,437 3,612
Warranties and claims 1,996 3,172 599 1,040
Restructuring costs 1,856
Total provisions - Current 16,495 15,047 4,036 4,652
NON-CURRENT
Employee entitiements 743 1,172
Total provisions — Non-current 743 1,172 - -
RECONCILIATION OF MOVEMENT IN PROVISIONS
FELTEX GARPETS LIMITED GROUP COMPANY

JUNE 2005 JUNE 2004 JUNE 2003 JUNE 2004

$000 $000 $000 $000

EMPLOYEE ENTITLEMENTS
Balance at beginning of the year 13,047 13,789 3,612 4,100
Additional provision 5,777 6,024 2.669 3,165
Amounts utilised during the year {5,222 16,376) (2,844) (3,653}
Foreign currency transtation etfact 216) (390
Balance at end of the year 13,3886 13,047 3,437 3,612
Current 12,643 11,875 3,437 3,612
Non-current 743 1,172
Total employee entitlemants 13,386 13,047 3,437 3,612
WARRANTIES AND CLAIMS
Balance at beginning of the year 3,172 4,260 1,040 1,756
Additional provision 3,166 4,127 204 468
Amounts ulilised during the vear {4,375} {5,118 (645) (1,224)
Foreign currency translation effect 33 (97
Balance at end of the year 1,996 3,172 599 1,040
RESTRUCTURING COSTS
Balance at beginning of the year - R
Additionai provision 1,832 -
Fareign currency tranclation effect 24
Balance at end of the year 1,856 - - -

Kl /I

Restructuring

This restructuring provision relates to changes in the executive team and specific positions which have hecome radundant.

The restructuring plan was approved and communicated to affected empioyees prior to 30 June 2005 and is expected to be

completed by December 2005,




10. BORROWINGS

FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
S000 $000 $000 $000
Debentures - 2 2
Interest rate - 6.49% 6.44%
Term loan = bank 82,125 79,610 79,610
interest rate £.60% £.49% 6.48%
Term advance - bank 27417 5,000 18,000 5,000
Interast rate 7.26% 6.70% 7.72% 6.70%
Term loan - other 1,108 1,606
Interest rale 6.20% 6.20%
Finance lease 245 493
Interest rate 8.20% 8.20%
Total borrowings 110,896 86,711 18,000 84,612
Total borrowings are classified as follews:
Non-current portion 110,158 35,969 18,000 24,612
Current portion 738 742
Total borrowings 110,896 86,711 18,000 84,612
Repayable as follows:
Less than one year 738 742
Between ane and two years 616 780
Between two and five years 109,542 £5,189 18,000 84,612
Total borrowings 110,896 86,711 18,000 84,612

Bank loans, commercial bills, bank overdrafls and other bank facilities provided by the ANZ Banking Group to the Group are

secured by way of a first mortgage over land and buildings of the Group, and by fixed and floating charges over the assets and
undertakings of the Group. The term loan of the Company's facility with the ANZ Banking Group expires on 1 July 2009, the term

advance expires on 1 July 2006.
The term loan — other is secured by a charge over the related plant.
The finance lease is secured by a charge over the leased asset.

Interest rates are hased on the interest rates as at 30 June 2005 and incorporate the effect of the relevant derivative hedge
contracts. Refer to note 26 for the re-pricing analysis.
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FOR THE YEAR ENDED 30 JUNE 2005

11. PROPERTY, PLANT AND EQUIPMENT

FELTEX CARPETS LIMITED ACCUMULATED BOOK
GROUP JUNE 2005 COST DEPRECIATION VALUE
$000 $000 $000
Land 22,501 22,501
Buildings and leasehold tmprovements 32,834 {5,778} 27,056
Plant and machinery - owned 654,961 (26,724) 38,237
Plant and machinery - leased 1,223 (243) 980
Furniture and fittings 991 977) 14
Office equipment 8,294 {R,165) 129
Wator vehicles - owned 40 {37) 3
Total property, plant and equipment 130,844 [41,924) 88,920
FELTEX CARPETS LIMITED ACCUMILATED BOOK
COMPANY JUNE 2005 COST DEFRECIATION VALUE
$000 $000 $000
Land 7,08% 7.089
Buildings and leaseheld improvements 13,844 {1,601} 12,243
Piant and machinery - cwned 25,186 (9,577) 15,609
Furniture and fittings 938 (974) 14
Office equipment 8,269 (8,142) 127
Total property, plant and equipment 55,375 (20,294) 35,082
FELTEX CARPETS LIMITED ACCUMULATED BOOK
GROUP JUNE 2004 COsT DEPRECIATION VALUE
$000 5000 $000
Land 22,541 - 22,5841
Buildings and leasehold improvements 32,567 (4,630) 27,937
Plant and machinery - cwned 50,835 (22,620) 28,215
Plant and machinery - leased 1,227 (123 1,104
Furniture and fittings 992 919) 73
Otfice equipment 8,213 17,973) 240
Motar vehicles - awned 41 {35} 6
Total property, plant and equipment 116,416 [36,300) 80,116
FELTEX CARPETS LIMITED ACCUMULATED 800K
COMPANY JUNE 2004 COST DEPRECIATION VALUE
$000 $000 5000
Land 7,085 7.085
Buildings and leasehold improvements 13,522 {1,230 12,292
Plant and machinery - cwned 21,322 {7,578} 13,744
Furniture and fittings 988 (915} 73
Office equipment 8,182 {7,946} 236
Total property, plant and equipment 51,099 {17,669) 33,430

Wil iR

Land and buildings have been mortgaged in respect of borrowings. Other assets are secured by fixed and floating charges as
security for borrowings (refer to note 10).

Land and buildings were re-valued based on independent valuations as at 31 March 2004. resulting in an increase in fixed assefs

of 15,3 milion (refer note 15).




12. TERM RECEIVABLES

FELTEX CARPETS LIMITED GROUP COMPANY

JINE 2005 JUNE 2004 JUNE 2005 JUNE 2004

$000 5000 $000 $000
Term loan - subsidiary company - 76,867
Total term receivables - - 76,867
13. INVESTMENTS
NAME FRINCIPAL ACTIVITY % INTEREST OF % INTEREST OF
COMPANY COMPANY
JUNE 2005 JUNE 2004

Investments in subsidiaries:
Feltex USA Incorporated @ Carpet and varn distributor 100% 100%
Feltax Australia Holdings Pty Limited t2} Investment holding company 100% 100%
Feltex Australia Pty Limited t®! Manufacturar and distributor of carpet and yarn 100% 100%
Alimers Pty Limited & Investment in associate 100% 100%
Dperations Limited @) Property lessee 100%
Carpet Mill Products Mew Zealand Lirnited (e Non trading 100%
Mellon Investments Pty Limited fe (! Ownership of plant, equipment and property 100%
invicta Carpets inc, ()@l Mon trading 100%
IGIPC Pty Limited idi e} Ownershup of plant and equipment 100%
Shaw Tiles Australia Pty Limited {et! Manufacturer and distribitor ot carpet products 100%
Investments in associate:
Carpet Call (Holdings) Pty Limited ! Whalesale, retail and installation of floor coverings 50% 50%
Balance date for all subsidiaries and associate is 30 Jupe.
{a) directly controlled by Feltex Carpets Limited {d) directly controlled by Mellon Investments Pty Limited
(b} directly controlled by Feltex Australia Holdings Pty Limited {e) companies deregistered during the year
{t) directly controlled by Feltex Australia Pty Limited f) incorporated in Australia.
There was no effect on the Group on an aggregate basis with regard to the deregistration of the companies in relation to:
» the individual assets and liabilities of the consolidated entity
¢ the net surplus or deficlt after tax of the consolidated enfity.
FELTEX CARPETS LIMITED GROUP COMPANY

JUNE 2005 JUNE 2004 JUNE 2005 JUKRE 2004

£000 $000 $000 $000

ASSOCIATE
Share of operating surplus befcre income tax 2,064 2,338 -
Share of taxation expense {684} (719
Share of operating surplus after income tax 1,380 1,619 -
Goodwill amartisation (25) (27
Share of surplus after income tax 1,355 1,592 -
Dividends received from associate (530) (283
Share of retained surplus after income tax 819 1,309 -
Share of retained surplus at beginning of the year 2,552 1,338
Foreign exchange revaluation of share of retained surplus n {95)
Share of retained surplus at end of the year 3,354 2,552 - -
Cost of investment in associate 3,233 3,233
Foreign exchange revaluation of cost {434) (443)
Investment in associate 6,153 5,342 -
Share of goodwill n investment in associate 364 389

The associate does not have any contingent assets, contingent liabilities or amounts committed for future capitat expenditure
as at 30 June 2005.

SUBSIDIARIES
Investments in subsidiaries - - 58,052

66,148
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FOR THE YEAR ENDED 30 JUNE 2005

14.GOODWILL

Notes to and forming part of the Financial Statements

FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
000 $000 $000 5000
Goodwill at cost 44,043 44.043
Foreign exchange revaluation of cost (5,517} {5,408)
Accumulated amortisation (10.348) (8,466)
Total goodwill 28,178 30,169
15.RESERVES
FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2003 JUNE 2004 JUNE 2005 JUNE 2004
5000 5000 5000 5000
Foreign currency transiation reserve
Opening balance 821) 1,149
Movement during the year (210 [1.970)
Closing balance {1,031 {821}
Revaluation reserve
Opening balance 15,295 8,539
Revaluation of Land and Buildings dunng the year 15,285 8,539
Closing balance 15,295 15,295 8,539 8,539
Total reserves 14,264 14,474 8,539 8,539
16. SHARE CAPITAL
FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
£000 $000 5000 $000
Opening balance 67,755 19,505 67,755 19,505
Shares issued 50,000 50,000
Share 1ssue expenses 11,750) (1,750}
Share capital 67,755 &7,755 67,755 67,755

Represented by number of fully paid ordinary shares

Openting balance
Bonus 1ssue
Share split

MNew shares issued @

149,411,870 19,505,095

1
100,494,904
- 29,411,870

143,411,870 19,505,095
1

100,494,904

29,411,870

Total ordinary shares

149,411,870 149,411,870

149,411,870 149,411,870

All shares have egual voting rights and share equally in dividends and surplus on winding up,
{a} Mew shares tssued on 2 June 2004 as part of the Company's Initial Public Offer of Shares.
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17. EARNINGS PER SHARE

FELTEX CARPETS LIMITED

Basic earnings per share

The calculation of basic earnings per share is based on:

Met surplus attributable to ordinary Shareholders - $000
Weighted average number of shares

Opening balance

Bonus issue

Share spht

Mew shares 1ssued - June 2004 {weighted)

Waighted average number of shares

Basic earnings per share - cents

GRoOUP
JUNE 2005 JUNE 2004
11,750 11,183
149,411,870 19,505,095
1
100,454,904
2,256,253
143,411,870 122,256,253
7.86 5.15

When calculating diluted earnings per share by dividing the net profit attributable to ordinary Shareholders by the weighted average
number of crdinary shares outstanding during the year ladjusted for the effects of outstanding options}, the result has indicated no

dilution for the Group.

18. DIVIDENDS

FELTEX CARPETS LIMITED COMPANY
JUNE 2003 JUNE 2004
$000 £000
Final dividend for financial year 2004 - nonimputed: 6 cents 8,965
Interim dividend for financial year 2005 - fully imputed: € cents 8,965
17,930
19. RETAINED EARNINGS
FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 $000 $000 $000
Opening balance 7,181 14,002) 19,719 20,317
Add: Net surplus / (deficit) for the year 11,750 11,183 11,675 (5498)
Less: Distributions to ordinary Shareholders (17,830} - (17,930)
Closing balance 1,001 7,181 13,464 19,719
20. CAPITAL EXPENDITURE COMMITMENTS
FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 $000 $000 $000
Capital expenditure commitments 1,405 5,136 1,066 3,016
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FOR THE YEAR ENDED 30 JUNE 2005
21. LEASE COMMITMENTS

FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
$000 $000 $000 $000

Lease commitments under non-cancellable
aperating leases:

Less than one year 3,287 3.485 1,065 1,250
Belween one and two years 2,327 2,686 772 766
Between two and five years 2,305 1,832 1,854 714
Greater than five years 1,327 1,012 1,327 1,012
Total operating lease commitments 9,246 9,115 5,018 3,787

Lease commitments under finance leases:

Less than one year 255 279
Between one and two years - 256

255 535 - -
Future finance lease charges (10} {42)
Net finance lease liability 245 493 -
Current 245 248
Naon-current - 245 -
Net finance lease liability 245 493 -

—
Al the end af the Jease term the Group has the option to purchase the plant and machinery. The Directors believe that it is highly
likely that this option will be exercised.
22. CONTINGENT LIABILITIES
Feltex Carpets Limited 1s not aware of any material contingent liabilities. Curing the vear, Feltex Carpats Limited settled a
contingent liability from the pricr year brought by Ceramic Funds Management Limitad over the supply of carpet.
23. TRANSACTIONS WITH RELATED PARTIES
The subsidiaries and asscciated entity identified in note 13 are considered 1o be related parties of Feltex Carpets Limited.
During the year the following types of related party transacticns occurred between Group entities:
Transaction Type Class of related party
Sale of inventory Associated enity
Purchase and sale of inventory Subsidiary
Fiant utilisation charges Subsidiary
Interest on borrowings Subsidiary
Management services fee Subsidiary
SALE OF INVENTORY TO ASSOCIATE ENTITY
FELTEX CARPETS LIMITED GROUP
JUNE 2005 JUNE 2004
A$000 AS000

Carpet Call (Holdings} Ply Limited 11,205 14,145

BN

Transactions with former key personnel

During the year the Feltex Group paid legal fees of 510,514 {June 2004: $228,532) to Clendan Feeney, a firm with which
Mr. C.E. Horrocks, a former Director, is associated, The fees were charged on normal teyms and conditions.




24. FEES PAID TO GROUP AUDIT FIRM

FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
5000 $000 $000 $000
Audit 383 290 17 107
Taxation 362 141 59 21
Other services 24 125 4 64
Independent accountant’s report — Share offer (IPO] @ 1,471 1,471
Total fees paid 859 2,027 80 1,663
{(a) These fees were fully funded by CSFEBAMP as part of the sale of ils shareholdings in the Company through
the Initial Public Offer,
25. GEOGRAPHICAL SEGMENT INFORMATION - GROUP
FELTEX CARPETS LIMITED NEW ZEALAND AUSTRALIA UsA ELIMINATIONS TOTAL
JUNE JUNE JUNE JUNE JUNE JUNE JUNE JUNE JUNE JUNE
2005 2004 2008 2004 2005 2004 2005 2004 2005 2004
$000 $000 $000 $000 $000 $000 $000 $000 $000 5000
Sales 133599 143838 233481 261283 4875 4,701 (77,0460  (87,215) 294,909 322 607
Interest revenue 2,666 11,987 11 33 [2.6600 {11,%38) 17 82
Profit on sales of
property, plant and
eguipment 141 47 (25} 141 7
Government grants
(Australia) 3,777 4,766 3777 4,766
Share of divigend from
associate cormpany 536 283 536 283
Share of praofits from
associate company 819 1,309 819 1,309
Dividend from
subsidiary company 5,534 {5,534)
Total operating reverue 141,940 155,867 238,624 267,649 4,875 4,701  (B5,240) (99,153} 300,199 326,064
Operating surplus
before interest paid
and income tax 19,391 22,323 11,687 25,019 1523 [1,307) {7,983] (11,857) 24,618 34,178
Net surplus / [deficit) 11,675 |598) 4,125 12,972 1273 (1273 {5,323) 81 11,750 11,183
Total assets 145922 215,139 101574 189,051 2,883 2,931  (64,157) (147,537) 276,222 259,584

The Company operates predominantly in one industry from which its revenues are derived being the manufacture of synthetic and

natural fibre carpets.
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Notes to and forming part of the Financial Statements

FOR THE YEAR ENDED 39 JUNE 2005

26. FINANCIAL INSTRUMENTS
CREDIT RISK

To the extent that Feltex Carpets Group has a receivable from another party, there 15 a credit risk in the event of non-performance
by that counter party. Financial instruments that potentially subject Feltex Carpets Group 1o credit risk consist principally of bank
balances, receivables, foreign currency forward exchange contracts, foerward rate agreements and financial guarantees.

Feltex Carpets Group manages expasure to credit risk.
Feltex Carpets Group performs cradit evaiuations an all customers requiring credit, but generally does not require colfateral,

Feltex Carpets Group continuously monitors the credit quality of major financial institutions that are counter parties ta its financial
instruments, and does not anticipate non-perfarmance by the counter parties.

Maximum exposures to credit risk at balance date were:

FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
5000 $000 $000 $000
Bank balances 1,514 1,201 610 717

Receivables 53,771 b8,444 11,028 10,823

The maximum exposures stated are net of any recognised provision for lasses on the financial instruments. No collateral is heid
on the above amounts.

CURRENCY RISK

Feltex Carpets Group has exposure to foreign exchange risk as a result of transactions denominated in foreign currencies arising
from normal trading activities. The currencies in which Feltex Carpets Group primarily transacts are US doliars, Great Britan
pounds, Euros, Australian delars and New Zealand dollars, Where exposures are certain it is the Feltex Carpels Group palicy to
hedge these risks as they arise. For those exposures less certam in their timing and extent, such as forecast sales and purchases,
it 15 the policy of Feltex Carpets Group to cover & maximum of 50% of anticipated exposures for a maximum period of twelve
manths forward.

Feltex Carpets Group uses foreign currency forward exchange contracts to manage these exposures. At balance date the principal
or contract amounts of fareign currency exchange contracts outstanding were:

FELTEX CARPETS LIMITED GROUP GOMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
5000 £000 $000 3000

Foreign exchange contracts
On foreign currency payables (@ 54,630 21,606 5615

Cn foreign currency receivables 24,793 729,951 24,793 29,951

(a} No amcunts were hedged in the Company in the prior vear.

All third party foreign currency payables and receivables as at 30 June 2005 were hedged.

INTEREST RATE RISK

At balance date the principal or contract amounts of interest rate contracts outstanding were:

FELTEX CARPETS LIMITED GROUP COMPANY
JUNE 2005 JUNE 2004 JUNE 2005 JUNE 2004
5000 5000 5000 5000
Interest rate swaps 65,700 54,905 65,700 54,905

Feltex Carpets Group has exposure ta interest rate risk to the extent that it borrows or invests for a fixed term at fixed rates.
Feltex Carpets Group manages its cost of horrowing &y placing limits on the propartion of borrowings at floating rate, and the
proportion of fixed rate borrowing that 1s re-priced in any year.

Feltex Carpets Group uses interest rate swaps and forward rate agreements to manage interest rate risk,




26. FINANCIAL INSTRUMENTS continued

RE-PRICING ANALYSIS

The following tahle identifies the period in which financial instruments that are subject to interest rate risk re-price. The effective
interesi rate incorporates the effect of the relevant derivative contracts.

GROUP
FELTEX CARPETS LIMITED EFFECTIVE TOTAL SIX BETWEEN BETWEEN BETWEEN GREATER
INTEREST $000 MONTHS 6-12 1-2 2-5 THAN 5
RATE OR LESS MONTHS YEARS YEARS YEARS
5000 $000 $000 $000 5000
JUNE 2005
Liabilities
Term loan - bank 6.60% 82,125 38,325 10,950 10,450 21,900
Term advance - bank 7.26% 27417 27417 - - -
Term loan - other 6.20% 1,109 - 1,109
Finance lease 8.20% 245 - 245
110,896 65,742 11,195 12,059 21,900
JUNE 2004
Liabilities
Term lgan - bank 6.49% 79,610 35,686 10,5981 32,943
Term advance - bank 6.70% 5,000 5,000
Debentures 6.49% 2 2 -
Term loan - other 6.20% 1,606 - 1,606
Finance lease 8.20% 493 493
86,711 40,688 - 11,474 34,549 -
COMPANY
FELTEX CARPETS LIMITED EFFECTIVE TOTAL SIX BETWEEN BETWEEN BETWEEN GREATER
INTEREST $000 MONTHS 612 i-2 25 THAN 5
RATE OR LESS MONTHS YEARS YEARS YEARS
5000 $000 $000 $000 $000
JUNE 2005
Liabilities
Term advance - bank 7.72% 18,000 18,000 -
18,000 18,000 - - - -
JUNE 2004
Liabilities
Term loan - bank £.49% 79,610 35,686 10,981 32,943
Term advance - bank 6.70% 5,000 5,000 -
Debentures 6.49% 2 2
84,612 40,688 - 10,981 32,943
CREDIT FACILITIES
Feltex Carpets Group has a total bank facility as follows:
FELTEX CARPETS LIMITED GROUP
JUNE 2005 JUNE 2004
$000 5000
Term lean / Money market facility 125,925 126,282
Trade bills of exchange 25,000
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Notes to anc

FOR THE YEAR ENDEDR 30 JUNE 2005

26. FINANCIAL INSTRUMENTS continued
FAIR VALUES

The estimated fair values of financial instruments that ditfer from carrying values are as follows:

FELTEX CARPETS LIMITED GROUP GROUP
CARRYING FAIR CARRYING FAIR
AMOQUNT AMODUNT AMOUNT AMOUNT
JUNE 2005 JUNE 2005 JUNE 2004 JUNE 2004
5000 $000 $000 5000
Interast rate swaps — amounts (payable) / receivable {577) 521} {1,092} 16

BANK BALANCES, RECEIVABLES, PAYABLES & BANK OVERDRAFT

The carrying value is the fair value for each of these classes of financial instruments.

BORROWINGS AND INVESTMENTS

The fair values of the Group's term liabiliies and investrments are estimated based on the clrrent market rates available to the
Group for items of a similar nature.

FOREIGN CURRENCY FORWARD EXCHANGE CONTRACTS
The fair value of these financial instruments is based on the quoied market prices of comparzble financial instruments.
INTEREST RATE SWAPS

The Tair value of these financial mstrumants is current market valuation {cash settlernent requirement) based on published market rates.

FINANCIAL GUARANTEES

It is not practicable to estimate the far value of financial guarantees within an acceptable level of reliability.

27. PROSPECTIVE FINANCIAL INFORMATION

FELTEX CARPETS LIMITED ) GROUP
STATEMEMT OF FINANCIAL PERFORMANCE
FOR THE YEAR ENDED 30 JUNE 2005 ACTUAL PROJECTION VARIANCE
NOTE $000 $000 5000
Total Operating Revenue {a) 299,380 348,147 {48,767)
Operating surplus before interest, tax, !
depreciation and amortisatipn - EBITDA (b 31,328 51,683 {20,355)
Dapreciation fe (5,647 (8,427) 2,780
Operating surplus before interest,
tax and amortisation - EB|TA 25,681 43,256 {17,575}
Amortisation of goodwill (1,882 (1,984} 102
Operating surplus before interest and income tax 23,799 41,272 (17,473}
Finance expense {d (8,716) (7,576) (1,150)
Operating surplus before income tax 15,083 33,746 {18,663)
Incame tax expense fe {4,152} {11,33%) 7,183
Net surplus after income tax 10,931 22,411 (11,480)
Equity accounted earnings of associate company {f} 819 1,478 {659)

Net surplus attributable to ordinary Shareholders (g) 11,750 23,889 (12,139}




27. PROSPECTIVE FINANCIAL INFORMATION continued

FELTEX CARPETS LIMITED GROUP

RECONCILIATION OF TOTAL OPERATING REVENUE

FOR THE YEAR ENDED 30 JUNE 2005 ACTUAL FROJECTION VARIANCE

$000 5000 $000

As shown in Prospective Financial Information

Total operating revenue 299,380 348,147 (48,767)

Equity accounted earmings of associate company 819 1,478 (659)

Total operating revenue (1) 300,199 349 625 {49,426)

{1)Reconciliation of Actual Group resuit to note 2.

FELTEX CARPETS LIMITED GROUP

STATEMENT OF MOVEMENTS IN EQUITY

FOR THE YEAR ENDED 30 JUNE 2005 ACTUAL PROJECTION VARIANCE
NOTE 060 $000 $000

Net surplus attributable to ordinary Shareholders (h) 11,750 23,885 (12,139

Foreign exchange loss en consolidation (210} (210}

Total recognised revenues and expenses 11,540 23,889 (12,349)

Distributions to ardinary Shareholders {i (17,930} {15,806) (1,124)

Movements in equity for the year (6,390) 7,083 {13,473)

Equity at beginning of the year 89,410 90,250 {840)

Equity at end of the year ] 83,020 97,333 {14,313}
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FOR THE YEAR ENDED 30 JUNE 2005

27. PROSPECTIVE FINANCIAL INFORMATION continued

Bl

FELTEX CARPETS LIMITED GROUP
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 JUNE 2005 ACTUAL PROJECTION VARIANCE
NOTE $000 $000 $000
CASH FLOWS FROM OPERATING ACTIVITIES
Cash was provided from:
Receipts from customers 299,778 347,035 (47,257}
Interesl received 17 17
Income Iax refunded 12 12
Government grants (Australia) 3,777 1,850 1,927
Dividend received from assaciate company 536 300 236
304,120 349,185 {45,065)
Cash was disbursed to:
Paviments to suppliers and employees (274,455} (298,753) 24,258
Financing expense paid (8,716) {7,530 {1,1886)
Income tax paid {6,161) {10,676} 4,515
Non+resident withholding tax paid (5,823} (5,823)
[295,195) (316,959) 21,764
Net cash inflow from operating activities (k) 8,925 32,226 (23,301ﬂ
CASH FLOWS FROM INVESTING ACTIVITIES
Cash was provided from:
Praceeds from the sale of property, plant and equipment 141 141
141 - 141
Cash was applied to: 1
Purchase of property, plant and equipment {1} (14,622} {8,500) (6,122
(14,622) (8,500} (6,122)
Net cash outflow frem investing activities {14,481} {8,500 [5,981)
CASH FLLOWS FROM FINANCING ACTIVITIES
Cash was provided from:
Borrawings {m) 24,181 24,181
24,181 - 24,181
Cash was applied to:
Repayment of borrowings im) (6,970) 6,520
Finance lease repayments (226) {226)
Fayment of dividends {17,930 {16,806) {1,124
{18,156} {23,726} 5,570
Net cash inflow / [outflow) from financing activities 6,025 (23,726} 29,751
Net increase in cash held 469 - A69
Effect of exchange rate changes on cash {26) (26)
Opening cash balance 1,071 1,000 7l
Closing cash balance 1,514 1,000 514
Represented by:
Cash at bank 1,514 1,000 514
1,514 1,000 514




27.PROSPECTIVE FINANCIAL INFORMATION continued
EXPLANATIONS FOR VARIANCES TO PROJECTION
STATEMENT OF FINANCIAL PERFORMANCE

{a) Total Operating Revenue
Total aperating revenue was lower thap projected by $48.8 million due to the following:

» Lower than projected sales of $51.1 million attributable to:

- Increasing imports, intense competition and lower overall demand in Australia adversely affected sales by approximately
$35.8 million. This shortfall in sales was mainly in the lower price segments of the business;

- The translation impact of the stronger New Zealand dollar on the Group's Australian sales adversely affected reported
revenue by $12.1 miilion. The projection assumed an exchange rate of 0.8772 AS per NZ$ whilst the actual average
exchange rate for the 2005 financial year was 0.9258 AS per NZS:

- Sales in New Zealand were slightly below the projected sales by $2.6 million; and
- Yarn sales in the USA were adversely affected by the translation impact of the stronger New Zealand doliar.
« Offset by higher Australian Strategic Investment Program (SIP) grants of $1.9 mitlion.

(b} EBITDA
EBITDA was lower than the projection by $20.4 million mainly due to:
+ The loss of the margin contribution from the lower sales explained above;
= Lower margins due to the increased competition in Australia and higher synthetic raw material costs that the Company was
not ahte to fully pass through to its custemers through increased selling prices;
+ The higher cost, due to the stronger New Zealand dollar, of New Zealand produced carpet transferred to and on sold in
Australia. This adversely affected EBITDA by approximately $1.6 million in the second six manths of the financial year;
*» Higher actual sampling costs above the projected sampling costs by $1.3 million;
+ Higher corporate overheads, specifically legal and advisory costs; and
+ Restructuring costs of $1.8 million in relation o the depariure of senior executives.
{c) Depreciation
Depreciation was lower than projected by 52.8 million mainly due to:
+ The timing of capital expenditure that was incurred later than projected; and
* Lower depreciation on office equipment, business software and plant and equipment due to certain items that have now
been fully depreciated.
{d) Finance Expense

Financing expense exceeded the projection by $1.2 million mainly due to the higher working capital levels, increased capital
expenditure (refer note {I) and higher interest rates.

{e} Income Tax Expense

The income tax expense was $7.2 million below the projected tax expense due to the lower actual earnings for the year and
accounting for previously unrecognised timing differences, resulting in a lower effective tax rate.

(#) Equity Accounted Earnings

The equity earnings from the Company's associate, Carpet Call (Holdings) Pty Limited, was $0.7 millian below the projection
due to the lower earnings of Carpet Gall (Holdings) Py Limited.

(g) Net Surplus Attributable to Ordinary Shareholders

The net surplus attributable to ordinary Shareholders was $12.1 milkion below the projection. The key reasons are as follows:

» The shortfall in margin contribution from the lower sales explained in (a) above;

* Lower margins due io the intense competition in Australia;

* Higher raw material costs that the Company was not able to fully pass through to its cusiomers through increased
selling prices;

+ The higher cost, due to the stronger New Zealand dollar, of New Zealand produced carpet transferred te and on
sold in Australia;

= Higher overheads, specifically sampding and legal and advisory costs;
» Restructuring costs of $1.3 millian {after tax};
* Higher interest costs;
» Offset by lower depreciation and taxation.
STATEMENT OF MOVEMENTS IN EQUITY
{h) Met Surplus Attributable to Ordinary Shareholders
Refer explanation {g) above,
(i} Distribution te Ordinary Sharsholders

The distribution to ordinary Shareholders was higher than the projection due to the increased interim dividend; 6 cents as
opposed to 5.2 cents per ordinary share.
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FOR THE YEAR ENDED 30 JUNE 2005

27.PROSPECTIVE FINANCIAL INFORMATION continued
(i} Equity at End of the Year
The equity at the end of the year was $14.3 miliien below the projection due to:
¢ The net surplus attributable to ordinary Shareholders was $12.1 million below the projected amount -
refer explanation (g) on previous page;
* The increased interim dwidend; and

¢ The opening equity at the beginning of the year was $0.8 million below the projected amount, as explained in last year's
annual report.

STATEMENT OF CASH FLOWS
{k} Net Cash Inflow from Operating Activities
The net cash inflow from operating activities was lower than the projected amount by $23.3 million mainly due to:

* The timing of the payment of the nonresident withhokding tax of $5.8 million. In the IPO projected cash flow, this was
projected to be paid in June 2004 but the actual payment was made in July 2004, i.e. the current financial year;

= The shortfall in EBITDA of $20.4 million explained in {b) on previous page;

* The payment of higher financing expenses of $1.Z million explained in (d} on previous page;

« Offset by the reduced income tax paid of $4.5 million.

(1) Capital Expenditure

Capital expenditure was 36.1 million higher than the projected due to the acquisition of new tufting equipment that was not
anticipated in the projection. Expenditure on the new tuiting equipment was $6.7 million.

(m) Borrowings
Borrowings were higher than projected by $22.2 million due to the following:

= The net cash inflow from operating activities was $23.3 million less than projected - refer explanation (k) above:

* Capital expenditure was above the projected amount by $6.1 million — refer explanation (1) above;

+ The interim dividend paid in April 2005 was 51.1 million higher than projected - refer explanation (i) on previous page;

« Dffset by the opening position of borrowings at the beginning of the financial year that was $8.5 million less than projected.

28.EVENTS AFTER THE BALANCE SHEET DATE

Prior to year-end, Feltex Carpets Limited anngunced the restructure of the executive team and indicated specific pasitions
which would become redundant as part of that restructure. The cost of this restructure of $1,832,000 has been included in
the 30 June 2005 financial result.

Subsequent to year-end, there has been a further announcement that the Company would undertake a second round of restructuring
which would resuit in fortytwo positions being made redundant. It is expected that the cost of this restructure will be $2,248,000.
As this decision was made subsequent to vear-end, this cost has not been provided for in the 30 June 2005 finangial statements.

29.IMPACT OF ADOPTING NEW ZEALAND EQUIVALENTS OF INTERNATIONAL
FINANCIAL REPORTING STANDARDS

Feltex Carpets Limited is in the process of transitioning its accounting policies and financial reporting from current New Zealand
Financial Reporting Standards and Statements of Standard Accounting Practice (NZ FRS) to New Zealand equivalents of International
Financial Reporting Standards (IFRS} which will be applicable for the financial year ending 30 June 2006, In 2004, the Company
allocated internal resources and engaged expert consultants to conduct impact assessments to identify key areas that will be
impacted by the transition to IFRS. As a result, Feltex established project teams to address each of the areas in order of priority.
An IFRS steering committes was established to oversee the progress of each of the project teams and make necessary decisions.
Priority was given to the preparation of an opening balance sheet in accordance with IFRS as at 1 July 2004, Feltex's transition
date to IFRS. This will form the basis of accounting for IFRS in the future, and is required when Feltex prepares its first fully IFRS
compliant financial report for the year ending 30 June 2006.

Set out below are the key areas where accounting policies are expected to change on adoption of IFRS and our best estimate of
the guantitative impact of the changes on total equity as at the date of transition and 30 June 2005.

The figures disclosed are management's best estimates of the quantitative impact of the changes as at the date of preparing the
30 June 2005 financial report. The actual effects of transition to IFRS may differ from the estimates disclosed due 1o (a) ongoing
work being undertaken by the IFRS project teams; (b} potential amendments to IFRSs and Interpretations thereof being issued by
the standard-setters and IFRIC; and (¢} emerging accepted practice in the interpretation and application of [FRS and Interpretations.

a) Set out below are the key areas where accounting policies will change

) Under NZ IAS 20 Accounting for Government Grants and Disclosure of Government Assistance, accounting for government
grants requires adopting the matching principle whereby grant revenue is to be recognised as income on a systematic
basis cver the period necessary to match such revenue with the related costs which they are intended to compensate.

In the case of a government grant for the acquisition or construction of a long-term asset, NZ IAS 20 requires the amount
of the grant to be carried forward and to be presented as Deferred income. This must be recognised on a systematic
basis cver the life of the asset. The impact of adopting IFRS for the deferral of revenue from government grants is
recognition of deferred income as at 30 June 2005 of apgoroximately $3.5 million (2004: $3.0 millicn), which results

in a reduction to Equity, net of tax, of approximately $0.4 million (2004: $2.0 million).

(i) Under NZ |AS 39 Financial Instruments: Recognition and Measurement, doubtful debts provision will be calculated based on an
‘incurred loss' model rather than the less stringent ‘expected loss' model allowed under NZ FRS. In anticipation of transition to
IFRS, during the current financial year Feltex proceeded to account for the doubtful debts provision based on the ‘incurred
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29.IMPACT OF ADOPTING NEW ZEALAND EQUIVALENTS OF INTERNATIONAL
FINANCIAL REPORTING STANDARDS continued

loss' model. Therafore ihere is no additional financial effect as at 30 June 2005 {2004: reduced provision of approximately
$0.6 millign). The impact, net of tax, on Equity as at 30 Jure 2004 is an increase of approximately $0.4 million.

{iiit NZ 1AS 12 Income Taxes requires Feltex to use a balance sheet liability methad, rather than the current income staternent
method. The balance sheet approach recognises deferred tax balances on all temporary differences between the
accounting carrying value of an asset or liability and its tax base. An adjustment will need to be booked to reflect deferred
tax on these items that were not subject to deferred tax under the partial method under NZ FRS. A reliable estimate at the
date of this report has not been quantified.

{iv) Under NZ 1AS 19 Employee Benefits, on transiticn Feltex will recognise the liability for accrued sick leave which is eligible
to be paid out to employees under an Australian Enterprise Bargaining Agreement (Textile Workers). These costs are not
recognised under NZ FRS. The impact of adopting IFRS for the provision of sick leave for Feltex is an additional fiability
as at 30 June 2005 of approximately $0.2 miflion {2004: $0.1 million). The impact, net of tax, on Eouity is approximately
50.1 million (2004: 50.1 million).

(v) Under NZ IAS 19 Employee Benefits, on transition Feltex will recognise the present legal obfigation arising under any
uefined benefit plans. Feliex predominantly has defined contribution superannuation plans that reuire a known contribution
to be made, but also has a small number of employees on a defined benefit superannuation plan. Under IFRS it is a
requirement to recognise the full constructive obligation, being the amount by which the accumulated benefit obligation
to all members exceeded the fair value of the assets relating to those members. The full constructive obligation is
determined by an actuarial assessment. The impact of adopting IFRS for Feltex is an additional gross liability as at
30 June 2005 of approximately $0.05 million (2004: $0.1 milion). The impact, net of tax, on Equity is to increase
Equity by approximately $0.02 miltion {2004: decrease Equity by $0.05 million).

{vi) Under NZ IAS 21 The Effects of Changes in Foreign Exchange Rates and NZ IFRS 1 First Time Adoption of New Zealand
Fquivalents to taternational Reporting Standards, on transition to IFRS Feliex are offered an exemption whereby cumulative
translation differences for all foreign subsidiaries are deemed to be zero, with an adjusting entry to retained earnings.
Feltex will elect to take advantage of this exemption and accordingly as at 30 June 2004, the balance of $0.8 million in
the foreign currency translation reserve account will be reversed and applied against retained earnings. Accordingly there
is no impact on Eguity.

{uii) Under MZ IERS 3 Business Combinations gocdwill is not permitted to be amortised but rather is subject to impatrment
tesfing on an annual basis or upon the occurrence of triggers which may indicate a potential impairment if the assessment
of fair value of the goodwill is lower than its current value, The impairment of goodwill is assessed using a present value
of expected net cash flaws approach and is completed at the lowest cash generating unit. Feltex has reviewed the fair
values of goodwill at the lowest cash generating unit and no impairment has been indicated. Currently under NZ FRS,
Feltex amortises goadwill over its useful life but not exceeding 20 years. Fettex will not elect to apply NZ IFRS 3
retrospectively and hence, prior year amortisation will not be written-back as at the date of transition. The impact of
adopting IFRS as at 30 June 2005 is to increase assets by approximately 51.9 million {2004: Nil). The impact on Equity
is an increase of approximately $1.9 miilion (2004: Nil).

tviii) Under NZ 1AS 36 Jmpairment of Assets, the recoverable amount of an asset is determined as the higher of its net selling
price and value in use. Feltex's current accounting palicy is to determine the recoverable amount of an asset an the basis
of discountad cash flows. Feltex’s assets including goodwill were tested for impairment on transition and each subsequent
reporting date as part of the cash generating unit to which they belong. Sheuld impairment losses be indicated from this
testing, these losses will be recognised under IFRS,

(it Under NZ IAS 16 Property, Plant and Equipment, on transition Feltex will be required to include as part of the cost of its
leasehold improvements, an estimate of the costs ta remove those improvements at the end of the lease term and the
potential restoration costs of the property where such an obligation exists to the lessor. These costs are not currently
recognised under NZ FRS. A corresponding liability will be recognised under IFRS in accordance with NZ IAS 37 Provisions,
Contingent Liabilities and Contingent Assets. Feltex will use the services of a valuer to provide an estimate of these costs
which at the date of this report has not been guantified.

x] Under NZ IFRS 2 Share Based Payments, on transitian Feltex will recognise the fair value of options granted to employees
as remuneration as an expense on a pro-ata basis over the vesting period in the income statement with a corresponding
adjustment to equity. Share-based payment costs are not recognised under NZ FRS, A reliable estimate at the date of this
report has not been quantified.

(i} Under NZ IAS 39 Financial Instruments: Recogaition and Measurement, any gains and losses on derivative instruments that
were designated as hedges of specific items o economic exposures were deferred and recognised on the same basis as
the underlying hedge item. The fair value of derivative instruments were previously disclosed in the notes to the financial
statements. Under NZ 18S 39 there is a requirement to recognise all derivative instruments at fair value. If the instrument
does not meet the requirements for hedge accounting then any mark to market revaluations will be recognised in the
Income Statement. If a derivative instrument does qualify for cash fiow hedge accounting then any mark to market
revaluations will be recagnised directly within equity and transferred to the Income Statement at the time the hedged
item is processed to the Income Staternent. Feltex currently complies with the specific requirements for effective hedge
accounting under NZ 1AS 39 and therefore there will be no financial impact.

{xiiy Feltex will apply the exemplion provided in N2 \FRS 1 First Time Adoption of New Zealand Equivalents to international
Financial Reporting Standards which permits entities not to apply the requirements of NZ IAS 32 Financial Instruments:
Presentation and Disclosure and NZ J1AS 39 Financial Instruments: Recognition and Measurement for the financial year
ended 30 Jure 2005. The standards will be applied from 1 July 2005.

b) Restated IFRS Statement of Cash Flows for the year ended 30 June 2005
No material impacts are expected to the cash flows presented under NZ FRS on adoption of IFRS.
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STOCK EXCHANGE LISTING

The Company's ardinary shares are listed on the New Zealand Stock Exchange.

DISTRIBUTION OF SECURITY HOLDERS AND SECURITY HOLDINGS

AS AT 31 JULY 2005 SECURITY HOLDERS SECURITIES
NUMBER % NUMBER %

SIZE OF HOLDING
1 - 995 181 1.78% 94,934 0.06%
Looo - 4999 4,472 43,99% 11,692,585 7.83%
5000 - 9999 2,621 25.78% 17,089,024 11.44%
10,000 - 49,989 2,575 25.33% 45,707,913 30.59%
30,000 - 99539 187 1.84% 11,650,543 7.80%
100.000 - 130 1.28% 63,176,871 42.28%

10,166 100.00% 149,411,870 100.00%
GEOGRAPHIC DISTRIBUTION
New Zealand 10,058 98.95% 137,789,432 92.21%
Australia 50 0.50% 10,240,481 7.05%
Rest of the world h8 (.55% 1,081,957 0.74%

10,166 100.00% 149,411,870 100.00%
20 LARGEST REGISTERED HOLDERS OF QUOTED EQUITY SECURITIES
AS AT 31 JuULY 2005 NUMBER %
Godfrey Hirst Australia Pty Limited 8,715,558 5.83%
Leversged Equities Finance Limited 5,632,285 3.70%
Farbar Custodians Limited 3,869,474 2.59%
Forbar Custodians Limited 3,062,026 2.45%
First NZ Capital Custodians Limited 3,291,634 2.20%
Citibank Nominees (New Zealand) Limited — A/C NZCSD 2,969,714 1.99%
Forbar Custodians Limited 2,484,191 1.66%
Farbar Custodians Limited 2,368,277 1.59%
First NZ Capital Custodians Limited 2,040,708 1.37%
Philip Robert Briggs and Pamela Annette Briggs 1,073,716 0.72%
Hemat Lal Patel 1,000,000 0.67%
John Zdenko Kokic 022 836 0.62%
Jarden Custodians Limited 850,000 0.57%
Doyle Securities Limited 750,000 0.50%
Custodial Services Limited 730,158 0.49%
Market Force Limited 708,354 0.47%
National Nominees Mew Zealand Limited - A/C NZC3D 567,500 0.38%
Custodial Services Limited 554,638 0.37%
Farbar Custodians Limited 543,168 0.36%
AMP Superannuastion Tracker Fund - A/C NZCSD 532,000 0.36%

43,166,237 28.89%




SUBSTANTIAL SECURITY HOLDERS

AS AT 31 JULY 2005 VOTING SECURITIES
NUMBER %
Godfrey Hirst Australia Pty Limited 8,715,558 5.83%

As at 31 July 2005 the total number of issued voting securities of Feltex Carpets Limiled was 149,411,870,

DIRECTORS’ SECURITY HOLDINGS

Equity securities in which Directors have a relevant interest.

AS AT 31 JULY 2005 TOTAL
NUMBER OF NUMBER OF NUMBER OF

SHARES OPTIONS EQUITY
SECURITIES
Michael Feeney 221,481 - 221,481
David Hunter 258,441 - 258,441
Samuel Magill 2,660,895 1,812,500 @ 4,473,395
Tim Saunders 500,000 - 500,000
Peter Thomas 569,440 . 569,440
Total 4,210,257 1,812,500 6,022,757

fa) 1,812,500 options o acquire equity securities.
() Inciudes a non-beneficial interest of 30,000 shares as Cobxecutor of a deceased estate.

INTERESTS REGISTER
SHARE DEALINGS

Feitex Directors disclosed the following transactions in Feltex Shares durinig the year.

DIRECTOR DATE OF CONSIDERATION NUMBER NATURE OF
TRANSACTION PER SHARE OF SHARES RELEVANT
ACQUHRED INTEREST
Peter Thomas 14 Qctober 2004 $1.60 16,500 Beneficial
11 May 2005 - 30,000 Non-beneficial
Sam Magill 25 August_?_‘()()d 51.67/1.68 100,000 Beneficial
12 Octeber 2004 51.58 50,000 Beneficial
31 March 2005 §1.47 50,000 Beneficial
David Hunter 20 Octaber 2004 5157 6,000 Beneficial

INTEREST IN TRANSACTIONS
There were no specific disclosures made during the year of any interasts in transactions entered into by Feltex,

Drrectors advised the following changes to their general disclosures in the interests register during the year:

DIRECTOR ENTITY DISCLOSURE

Peter Thomas Chance Bingo Australia Ply Ltd Appainted as a director
Orion Associates Pty Limited Appointed as a director

Michael Feeney Feenix Lifelong Learning Pty Lid Appointed as a director

Collins Partners Corporate Advisory Change of entity name

In addition, following 30 June 2005 Tim Saunders disclosed his resignation as a directer of Capital Properties (NZ) Limited and
Mew Zealand Exchange Limited and Peter Thomas disclosed his resignation as a director of Titan Resources NL (Australia).

DIRECTOR RESIGNATIONS

Detalls contained in the interest register relating to Joan Withers and Craig Horrocks were removed from the register upaon their
resigning as a director of Feltex.

DIRECTORS AND OFFICERS INSURANCE

Feltex has arranged directors’ and officers’ liability insurance to cover, to the extent normally covered by such insurance policies,
the risks arising out of acts or omissions of Direciors and employees of Feltex and its subsidiaries.
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DIRECTORS AND EXECUTIVES REMUNERATION

The Board's remuneration policy 15 to ensure that the remuneration package properly reflects the person's duties and
responsibilities and that remuneration is competitive in attracting, retaining and motivating people of the highest quality.

Executive Directors and senior executives may receive bonuses based on the achievement of specific goals related to the
performance of the cansolidated entity. Non-executive Directors do not receive any performance related remuneration.

Details of the nature and the amount of each major element of emoluments of each Director of the Company and the
subsidiaries are:

FELTEX CARPETS LIMITED FEES SALARY BONUSES OTHER TOTAL
$000 5000 $000 5000 5000

COMPANY

Michael Feeney 80 80

David Hunter 80 80

Tim Saunders 140 - - - 140

Peter Thomas 80 80

Craig Herrocks - Resigned 12 July 2005 80 80

Joan Withers - Resigned 2 June 2005 80 80

540 - - - 540

SUBSIDIARIES

Feltex Australia Pty Limited

Samuel Magill - 512 12el - 638

Allmere Pty Limited

Michael Feeney - - - 56 56

Russell Martin - - - 30 30

Total remuneration 540 512 126 86 1,264

B

(1} This amount related to the performance for the year ended 30 June 2004 and was provided for in financial year 2004,
The amount was paid in September 2004,

SUBSIDIARY COMPANY DIRECTORS

Feltex is required to disclose details of the directors of each of its subsidiaries and details of the total remuneratior and value of
other benefits recewved by each director and any farmer directors of such subsidiaries made during the year ended 30 June 2005,

Except as noted below, details of remuneration and other benefits paid to Directors are set out above. The directors of gach
subsidiary are set out below

Feltex USA Incarporated - Sam Magill

Feltex Australia Holdings Pty Limited - Tim Saunders, Sam Magill, Michael Feeney and Pater Thomas
Feltex Australia Pty Limited — Tim Saunders, Sam Magill, Michael Feeney and Peter Thomas

Allmere Pty Limited - Michael Feenay and Russell Martin.

During the course of the year Feltex deregistered the following subsidiaries:

Qperations Limited, Carpet Mill Products New Zealand Limited, Mellon Investments Pty Limited, Invicta Carpets Incorporated,
Shaw Tiles Australia Pty Limited and IGIPC Pty Limited.




EXECUTIVE EMPLOYEES' REMUNERATION

During the year the following numbers of employees receved remuneration of at least NZ5100.000.

NUMEBER OF EMPLOYEES

COMPANY

o006 - 110,000 2
110,000 - 120,000 3
120,000 - 130,000 3
130,000 - 140,000 1
140,000 - 150,000 1
150,000 - 160,000 1
160,000 - 170,000 1
230,000 - 740,000 1
270,000 - 280,000 1
SUBSIDIARIES

Feltex Australia Pty Limited

100,000 - 110,000 13
110,000 - 120,000 7
120,060 - 134,000 11
130,006 - 140,000 8
140,000 - 150,000 3
150,000 - 160,000 3
160,000 - 170,000 4
170,000 - 180,000 2
180,000 - 180,000 1
210,000 - 220,000 2
230,000 - 240,000 3
250,000 - 260,000 1
250,000 - 300,000 1
460,000 - 470,000 1
Feltex USA Incorporated

160,000 - 170,000 1

FINANCIAL ASSISTANCE DISCLOSURE

In February 2004, Feltex established its Dividend Reinvestment Plan to provide shareholders the opportunity to use the dividends
paid by Feltex to fund the acquistion of additional existing shares on-market. All Feltex shareholders may participate in the Plan,
except for shareholders whose address is cutside of New Zealand and the Board considers that offering the Plan to such
Shareholders would breach the laws of their resident country. The maximum number of shares that any shareholder may nominate
for participation is 10,000 shares.

The additional shares are purchased on behalf of participating shareholders by Fersyth Barr Limited and Feltex pays brokerage
costs relating to the share purchases. No transaction costs are incurred by participating shareholders.

Payment of the brokerage costs by Feltex constitutes financial assistance for the purposes of the Companies Act 1993 and Feitex
is required to disclose the amount of financial assistance provided hy Feltex to all shareholders. During the year ended

30 June 2005, Feltex paid brokerage costs of $2,514 in respect of the purchase of additional shares for participating shareholders
under the Plan.

DONATIONS

During the year ended 30 June 2005, Feltex made donations totalling $30,000.

AUDITORS

The amounts paid by Feltex to Ernst & Young during the vear ended 30 June 2005 are set out at page 37.
CREDIT RATING

Feltex has not sought a credit rating.
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FOR THE YEAR ENDED 30 JUNE 2005

B 1R

FELTEX CARPETS LIMITED JUNE 2005 JUNE 2004 & JUNE 2003 JUNE 2002 1 JUNE 2001

12 MONTHS 12 MONTHS 12 MONTHS 12 MONTHS 12 MONTHS
$000 $000 $000 5000 $000

STATEMENT OF FINANCIAL

PERFORMANCE

Total operating revenue 300,199 329,064 315,473 323,008 350,160

Operating surptus before interest

and income tax 24,618 34,178 22,501 2,318 5,671

Finance expense {8,716} (23,487 {15,695) {19,977) (18,759)

Operating surplus / {deficit)

before income tax 15,902 10,691 6,806 (17,659) {13,128}

Income tax (expense) / benefit (4,152} 492 35 (383) {255}

Met surplus / (deficit) after income tax 11,750 11,183 6,841 (18,042) {13,383

(Surplus} / deficit after income tax

attributable to minarity sharehalders

in subsidiary companies (241} 202

Net surplus / (deficit) attributable

to shareholders 11,750 11,183 6,841 (18,283) (13,181)

STATEMENT OF FINANCIAL POSITION

Total assets 276,222 289 584 252,565 230,822 274,714

Total tangible assets 248,044 229,415 218,112 195,010 233,760

Total liahilities 193,202 170,174 235,913 220,876 247 850

Net assets (Total equity) 83,020 89,410 16,652 9,946 26,764

NOTES

{1} In April 2002, the Group sold its interest 1n Andersens Home Furnishings Co Pty Ltd. The operating results of Andersens
Home Furishings Co Pty Ltd have heen excluded from the statement of financial performance from that date. This reduced

fotal operating revenus by 519.2 million.

(2} Financing expense for the year ended 30 June 2004 includes the following (refer to note 31

*+ Write-off of bank facility fee - $339,000;

» Write-off of secured bond issue expenses - $4,882,000; and

+ Premium paid on early redemption of secured bonds - $4,800,000.




