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Mission Statement:

“To provide sustainable water and power
solutions to the world, in so doing,
providing wealth to shareholders enabling

sustainable company growth.”
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CHAIRMANS REPORT
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The financial year 2000 - 2001 has been a period of significant milestones for SES.

The December 2000 Initial Public Offering of 20,000,000 shares successfully raised $5,000,000 to fund
the Company’s growth. We are investing the capital in product development, marketing, manufacturing
systems and R&D. The early focus of funds raised has been on completing the initial product development
of the Solarflow, lowering production costs of the Sun Mill, and recruiting professional engineering,
operations and sales management. Each of these investments has been critical for fuelling growth.

Sales of our key product line, the Sun Mill solar pumps, have increased 36% during the past year.
Significant business developments have occurred with the Sun Mill since listing, including an Australia-
wide distribution agreement with Shell Australia and initial sales in both the international ‘aid” market
(to the United Nations in East Timor) and into the salinity market. Given the social, environmental and
economic benefits these markets represent, we view these sales as significant despite their small dollar
value at this early stage.

Late in June the first commercial Solarflow System was completed. Using the sun’s energy, the Solarflow
can remove bacteria and metals from contaminated water to create potable drinking water. A very
exciting development, the Solarflow System incorporates the worlds only specifically designed solar
powered reverse osmosis unit together with the Sun Mill and related infrastructure. The life cycle cost of
$A0.02 per litre makes the Solarflow the most cost effective water purification option for many
applications. Domestic and international distribution channels are currently being investigated.

Solar grid-feed systems have been a secondary focus of the company over the year. Despite this, SES has
delivered close to 40% of the systems sold in WA, making us the market leader in the state of Western
Australia in this field.

In East Timor, SES has established our first international operation with the goal of providing SES with
East Timorese sales, exposure to international aid organisations and valuable experience and market
research into this potentially lucrative market. East Timor represents a very strategic opportunity for SES.

SES has invested heavily in what we believe to be our biggest asset - our people. SES now employs a
staff of 20 people. Two of our key recruits have been Chief Operating Officer, Greg Allen, and General
Manager of Marketing & Sales, Neville Fenton. Both have brought significant experience and seasoning
to the Company. Their collective presence is already beginning to bear fruit commercially and
organisationally.

In May SES won the Deloitte Touche Tohmatsu - Microsoft "Rising Star" Award. This followed on from our
first prize in the WA Water Awards: The Countryman Award for Farm Water Supply in October 2000.

We are looking forward to translating this year’s investments in product development, establishment of
distribution channels and highly skilled human resources into strong sales.

We thank you, as the owners of the company, for the support given to SES and look forward to continuing
to deliver results over the coming year.
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REVIEW OF OPERATIONS

SALES & MARKETING

SUN MILLS
Domestic Market

In our key product line, the Sun Mill, significant business developments have occurred since listing, including the
Australia-wide distribution agreement with Shell Australia and initial sales into the Salinity market with the
Bodallin project.

Sun Mill system sales for the 2000 - 2001 financial year were in excess of 108 systems with significant sales into
QLD and the Gascoyne and Pilbara regions of WA. For the first 2 months of the 2001 - 2002 financial year sales
totalled 22 systems.

Early in September 2001, the Queensland government announced a rebate to encourage the use of renewable energy
pumping systems (the Renewable Energy Pumping Subsidy (REPS) program). The subsidy covers approximately 35%
of the cost of a Sun Mill. Given that the biggest challenge in market acceptance of Sun Mills is the higher capital
cost, this is an extremely significant development.

The drain on SES’s previously limited resources during the "one off" float process and severe drought conditions in
our established primary market (being the WA Wheatbelt) have been inhibiting factors. Geographic spread of
distributors across Australia should help minimise the effect of these factors in the future. Considerable national
market research and distribution assessment is currently being performed and will continue for the remainder of the
2001 calendar year. Significant developments in the Sun Mill national distribution network are imminent.

== - I

Development work of the Sun Mill product is concentrating on improving product marketability. These improvements
are complete for the Universal Drive, replaced by the new Short Drive. The Short Drive model has seen significant

The new

efficiency and manufacturability improvements combined with enormous aesthetic and safety improvements. The short drive

standard assembly time for the new Short Drive is 45 minutes as compared with 3.5 hours for the old Universal Drive
with the same component costs. Similar design improvements for the Tall Drive have been initiated with completion
of the first commercial unit scheduled for mid November 2001.
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The short driver (previous Page) replaces
the Universal Pump drive. Pictured left.

SALES & MARKETING (CONT.)

International Market

Following initial sales into the international Aid market (to the United Nations in East Timor), SES’s first
international operation commenced in Dili, East Timor. The objectives of this operation are to establish
a base to display & market SES’s range of products gaining exposure to international aid agencies and to
gather valuable market research on this, perhaps SES’s most exciting market opportunity.

The long-term sustainability of systems in East Timor is critical as it is in all aid situations. In line with
SES’s triple bottom line philosophy and to ensure sustainability we have employed a local East Timorese,
Cinto Soares. Cinto is being trained by working side by side with our personnel on the ground. This will
enable SES to offer continued sales and service support of installed products in East Timor.

Since the end of the financial year, SES has signed up our first international distributors in Malaysia and
the Philippines. In addition to these international appointments SES is currently undertaking market
assessments, through Austrade of various other key international agricultural markets.

An Australian and US Patent application has been lodged for SES’s Sun Mill pumping system. Indications
are that this will be granted.

REMOTE AREA POWER SUPPLY SYSTEMS (RAPS)

The $70,000 Piney Lakes system was completed in May 2001. Piney Lakes is a showcase centre for
environmental education in Melville, WA. Over the 2000 - 2001 financial year RAPS business contributed
approximately $115,000 of total sales revenue at a 70% Cost of Goods Sold. In addition to Piney Lakes,
installation of the remaining systems for Rosneath Farm were completed. This period also saw the first
installation of a modular Compact RAPS System, a self-contained "plug and play" type RAPS system.

In late June, SES launched the company’s Solar Home System product. This is a simple lighting system
consisting of a single solar panel, battery, regulator and 3 high efficiency DC lights. This is a
complementary product, to both the Sun Mill and Solarflow, for the aid market enabling more of a total
package approach for small home (village) infrastructure solutions.

Development work in RAPS will see a focus on manufacturing improvements and testing of the Compact
RAPS System. Emphasis will continue to be placed on simplicity of design, manufacture, installation and
maintenance of systems.

Distribution channels for RAPS are under review for the domestic market and will be marketed through
the same channels currently being established for the Sun Mill in international markets.

L ANNUAL REPORT NN



Piney Lakes

GRID FEED SYSTEMS

Solar grid feed systems have been a secondary focus of the company over the year. Despite this, SES has delivered
13 of the 33 systems sold in WA, making us the market leader in the state of Western Australia in this field.

We feel that market leadership in grid feed systems is not due to a lack of competition. It is a result of SES’s quality
of service, level of professionalism and consumer confidence gained from a strong track record.

Distribution of the Grid Feed Systems will remain in house with some niche market advertising to try and build on
an already established strong base.

SOLARFLOW SYSTEMS
The Village potable water supply system was re-named as the Solarflow System.

Late in June the first commercial Solarflow System was completed. The Solarflow System includes the worlds only
specifically designed solar powered reverse osmosis unit incorporating the Sun Mill and related infrastructure. This
provides a unique water solution for any brackish on land water source, at a life cycle cost of $A0.02c per litre.

Development of the Solarflow System will focus on life cycle testing of the current systems and improvements in the
automation of maintenance procedures. In addition further development work on the larger output systems will
be continued.

Both national and international distribution channels are currently being investigated.
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MANUFACTURING

Significant improvements have been made in streamlining the manufacturing operation in Osborne Park.
The visible sign of this is the set up of operations in the second unit at Unit5/81 Guthrie St.

In line with work completed in Finance and Administration, bills of materials (Autobuilds) for the Sun
Mill product line are complete and have been implemented to improve stock control and order processing.
Assessment of our current manufacturing processes has been undertaken and the development of
documented manufacturing systems, instructions and procedures are in the final stages. Manufacturing
systems will be complete by the end of the 2001 calendar year.

The capacity of the manufacturing division has been assessed and we are confident that with the
combination of manufacturing systems, product manufacturability and work flow improvements we can
meet the projected demands on manufacturing resources for the Sun Mill product line. Any significant
increases in RAPS and Grid Feed manufacturing requirements will involve assessment of our current
capabilities.

FINANCE & ADMINISTRATION

East Timor Camp
under construction

Considerable improvements have been implemented in both the Finance and Administration areas. Some
of the more significant of these are as follows;

e A new chart of accounts better aligned to revenue streams.

e Inventory and cost control in the form of system Autobuilds.

e Order workflow procedures, including a traceable job numbering system for all products including
service and spares.

e A centralised Sales and Marketing based database that incorporates all company contacts.

e Procurement procedures for goods, services and capital equipment.

e Receipt and Dispatch procedures for both manufactured goods and procured products.

e Restructuring of the office layout to establish a more productive work environment.

RESEARCH & DEVELOPMENT
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Many significant improvements in the Sun Mill have been made during the year, improving performance,
life cycle efficiency, appearance and range of capabilities. This is likely to remain the priority of R&D for
the remainder of the calendar year. Below are some high priority areas that have been identified for the
remainder of the 2001 calendar year;

e Redesign of the Tall Drive, including prototype testing and commercial production.
e (Conceptual design of new Motor and Gearbox mechanisms.

® Development, testing and commercialisation of high efficiency seals.

e Field-testing of deeper model pumping systems.

e Design and test an improved Power Maximiser.

e Develop a shallow bore pump for saline water management.

e TIncrease the product range of Solar Home Systems.

This highlights that the main focus of R&D is improvement and commercialisation of existing product
lines. R&D has a dedicated focus on conceptual designs for existing and new product opportunities.



HUMAN RESOURCES

SES has invested heavily in what we believe to be our biggest asset — our people. SES now employs a staff of 20
people. Two of our key recruitments have been Chief Operating Officer Greg Allen and General Manager of Marketing
& Sales Neville Fenton. Both have brought a degree of professionalism and experience, the benefits of which are
already evident.

The R&D department saw the appointment of a dedicated Engineering Assistant, Jason Vaughan to complement the
R&D Manager, Bernie Brix.

A sales and marketing assistant, Brooke Eddington was appointed to help with the increasing volume of product
enquiries and logistics of establishing a reliable distribution network.

As manufacturing volumes increase a proportional increase of assembly labour will be evident, however this will be
self funded via direct manufacturing labour costs. To date an additional two manufacturing personnel have

been appointed.

All employees are encouraged to have equity in the company and this is proving to be a substantial motivator. It is
envisaged that the Employee share option plan will provide the opportunity for all employees to obtain equity in
SES. This is a policy that the board of SES is committed to continuing and growing.

We promote a safe, enjoyable and sustainable working environment. As an example of one of the measures being
adopted to promote a team atmosphere, we conduct a monthly staff conceptual breakfast meeting. A staff safety
awareness session is held and all staff are encouraged to voice ideas for improving all aspects of the SES operation.
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One of eight systems installed at Bodallin to help combat salinity

CONCLUSION

Greg Allen
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I would like to express my sincere appreciation for the support shown to Solar Energy Systems.

SES staff are firmly committed to the triple bottom line approach adopted by the company, the continued
ongoing improvement in our offer to customers and increased value to our shareholders.

We are all focused on achieving a break-even rate of sales in the first quarter of 2003 and we will

continue;

e to develop channels to market.

e to further develop the product lines of water delivery, water purification, Solar grid-feed and RAPS.

e  to increase revenue of all product lines.

e to offer all employees the opportunity to own equity in the company and to increase employee
ownership of the company.

® to increase value to shareholders.

e to pursue best environmental and socially responsible practice.

® to increase effectiveness and efficiency of operations.

Greg Allen
Chief Operations Officer



