/ Pl G et vt
el o (e Lhumme i BT




. IMPORTANT NOTICE .~ .. -

C Tl Fr 55 s iy

* - or e o at whigh Sha ;
S e ASK
| RESTRICTIONS ONTHE ™

T DISTRIBUTIOR OF THIS
. PROSPECTUS o oo

i T, o L any

S el ol b dadul under e s of gny
o unigdiciion ouiside Austahz oo -

© T Prospeclus 1s &

S il paper Lo R oF 25 cowniosd
-, LT TG e

witlh e Astnian

ting of such an oller ™ -,

Directors
Mr Bonald Rowland AM Non-Executive Chairman
Mr David Sekel Managing Cirector

Frof Ronald Sekel GAM Executive Director

Cr Richard Gregson Non-Executive

Mr John Lee Non-Executive

Company Secretary
Mr David Fdwards

Registered Office
Unit 3

44 McCauley Strest
Matraville, NSW 2036

Share Registry

Computershare investor Services Pty Limited
Level 3

60 Carrington Street

Sydney NSW 2000

Auditor

Grant Thornton NSW
Lavel 17

383 Kert Stroet
Sydney, NSW 2000

Financial Adviser and Broker io the Issue
AXIS Financial Group (Austrafia) Limited

Level 24, Royal Exchange Building

56 Pt Street

Sydrey, NSW 2600

Legal Advisers to the issue
Ueaccns

1 Alfred Street

Sydnay, NSW 2000

Independent Accountant

Grant Thornton Corporate (NSW) Pty Limited
Level 17

383 Kent Street

Sydnay, NSW 2000

Independent Industry Expert
Brandwood Bicmedical Pty Ltd
14 Richter Close

Fadden, ACT 2904

Patent Attorney
Walsh & Associates
71 St Johns Road
Glebe, NSW 2037




Phesar ywestor,

On behalf ot the board ot Directors, it gives me great pleasure to invite you
1o become a shareholder in Portiand Orthopaedics Limited (Portland).

Fortland specialises in the development, distribution and marketing ot
innovative joini replacement systems. Portland's first product, the OTC hip,
was concelved in 1991 and first implanied in 1997, Portland has oitained
reguiatory agprovals in the US| Europe, Australia, New Zealand and isras]

and will scon release its Equator Plus and M-COR ranges, followed shorily
by its Beacon Knee system. The Company has to date sold more than 1,600 |mpian‘{s in the US anci
Australia alone. -

The Cirectors believe that the cornersione of Portland's success is the innovative design of several
unigue prostheses for use in hip and knee replacements. The technology used i Poﬂlands products
assists in improved patient quality of [ife.

The global market for orthopaedics last year was estimated to be valued at USE17.9 bilicn and is ... o
forecast to grow over the next five vears at a compound rate of 12%. The mosi common reason for a
hip or knee replacement is ostecarthrilis and it is estimated that there are 21 milion peopie in the US
alone suffering this condition. - T

Orthopaedic companies are well positioned to 1ake advantage of contemparary demographic frends.
Individuals are at risk of requiring hip or knee surgery whether they live an active or indeed a sedentary
ifestyle. Obesity is a major contributor to joint replacement as individuals who arg just 4kg overweight
have a high arthritis risk especially in weight bearing joints such as knees. [ndivigals who are active and
athletic are also prone to joint replacement surgery as high levels of activity will cause wear and can
damage joinis. :

[n this initial public offer, Portland is offering a minimum of 16,000,000 fully paid ordinary shares at $0.25
per Share together with one Option for every four Shares subscribed. The issue of Shares pursuant o
this Issue will enabie Porland to fund the continued commercialisation of the Company's technclogy and
product applications. It will alse enatde public participation in the cwnership and growih potential of this
innovative Company.

This Prospectus contains detailed information on the Issue, cur Company and our business and i
encourage you 1o read it carefully before making vour investment decision. On behalf of the Directors
[ commend this investment opportunity 1o you and lcok forward 1o welcoming you as a sharehcider.

Yours faithtully

Ronald Rowtand AM
Chairman
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Opening date for receipt of Applications 16 Novermnber 2005
Closing date for receipt of Applications 9 Uecember 20057
Expecied despatch of Share and Option holding statements 16 December 2005
Expected date of quotation of Shares and Options on ASX 21 December 2005

“The Company may cicse the issue betore or after the Clasing Date at any fime after the expiry of the
exposure paricd (see Secticn 1.8}, The above dates are indicative only and may vary, subject to the
requirements of the Listing Rules and the Corporations Act.
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This Prospectus can be downloaded from the folicwing welbs sites:

www.portland-orthopaedics.com www.axisfinancial.com.au

Interpretation: Certain words have defined meanings when used in this Prospectus. A glossary of defined
terms is set out in Section 16 of this Prospectus.

The people and assets depicted in pholographs in this Prospectus are not employees or assets of
Portland, unless ctherwise stated. Dlagrams appearing in this Prospecius are illustrative only and may
not be drawn to scale.




Prospective investors should be aware that an investment in the Company involves risk and should
consider carefully the risk factors which are described in Section 4 of this Prospecius. Investment should__ s

be made cnly by those who have the necessary expeﬁm@ o appraise the invesiment or aitﬂmatwet ;
those who have obtained appropriate mvestment advac@ o

The fellowing information is a summary onfy and is not intended to provids Compreh@nsa\f@ detaris ot the
lssue. Prospective investors showld read the full text of this Prospectus. Neither the Company nor any
other person guaranteas the performance of the Shares or Oplions |°Squ pui’suant 10 this Prospectus
or the performance of the Company or the return on any 1nvestment '
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Minimuem Maximum L e
Subscriptions Subscriptions . T
Number of Shares in the fssue 16.0 million 200miion "
Issue price of each Share pursuant to this Prospectus 25¢cents " 25 cents
Mumber of ASX tadeable Options in the Ilssue . 4.0 million 5.0 miltion
(Gross proceeds received from the Issue T $40miion 7 $5.0 milfion
Iszued Shares at completion of the Issue e 128.0 million 132.0 mitlion

Market Capitalisation at completion of the ss%xe T $32.0 milfion” $33.0 million*
"Based on the Issue Price L R

NS VIERTT HICGHLIGHTS

® Large, growing and attractive market: The global market for reconstructive orthopaedic implants
was estimated at US$3 bilion in 2004, This was an increase of 168% over 2003, and the comgound
annual growth rate over the next 5 years is forecast at 13%.

B Strong competitive position in market: Portland's hip and knee replacement systems, e OTC
for revision, M-COR for primary, Eguator Plus cup and the proposed Portland Revision Knes offer
significant potential advaniages over competing products for both surgecns and patierds:

- Portland’s producis have particular application in primary, revision and difficutt anatomy
cases as well as cneology patients;

- Portland's Equater Flus cup, recently FOA approved, is designed to increase the longewity of
an Implart by reducing wear particie generation which causes secondary bone damage; and
- Portland’s second hip range, the M-COR will complement the Company’s existing revision
range of products,
These advantages allow for better outcomes for the patients.
# Demonstrable Clinical History: In orthopaedics, data on the parformance of implants over & and

10 years is the “standard’ for establishing the credentials of a new product. Portland’s data collection
for its UTC hip commencead in the US in 2601,




Track record of operations and performance: Poriland's first hip, the DTC systemn, was
concelved in 1991 with the first implant in 1987, Since that time, the UTC hip has been successfuilly
implanted in over 1,800 patients in Australia and the United Sfaies,

International player with strong growth prospects: Portland began cperations in the US in 2601
and has established a network of sales agents and surgecns. Portland is poised for strong revenue
growth by expanding the product range and by expanding its distributor and surgeon user network,

In-house manufacturing: Porfland operates fully accredited facilities in Sydney, NSW, incorporating
30 design, manufacture and packaging of orthopaedic surgical instruments and devices.

Strong patent position: Intelleciual property associated with the proprietary elements of Portland's
products are patented and cwned by the Portiand group.
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1 Shares andd Optiors OFored for Submorintion

Portland is ctiering a minimum of 16.0 million Shares for subscription together with one attaching Option
1o subscribe for a further Share for every 4 Shares allofted to subscribers pursuant to this Prospecius.

Shares

The Shares will ba issued al a price of $6.25 each, payable in full upon application. The newly issued
Shares will rank equally in all respects with all gther existing Shares on issue.

Options

One attaching Option for every 4 new Shares subscribed for will be offered 1o participating investers.
The Optichs will be exercisable at a price of £0.25 on or Getore 30 Novermber 2008,

Subscriptions

The minimum subscription is 4.0 million by the issue of 16.0 milicn Shares, which woutd carry
entitlernant t¢ 4.0 milion Options. The Company resarves the right to accept cver subscriptions prior to
the Closing Date up to a maximum additional 4.0 mifion Shares and 1.0 millicn Opticns. The maxmum
subscription 15 $5.0 million by the issue of 26.0 milion Shares, which would carry an entitlement to 5.0
mifion Options.

Offer period
Opening Date for receipt of Applications 16 November 2605

Closing Date for receipt of Applications (subject to alteration) 9 December 2004




Allotment

The Company will proceed to alloiment cnce the lssue closes.

If the minimum subscription for the [ssue is not achieved and the application mornies for these Shares are

not received by the Company by the Closing Date, the Company wili repay all money received from

appicants, without interest.

LE Froceods of the fssore

The funds raised by the tssus, net of costs, will be directly applied towards expansion of the business as follows:

Minimem $ Maximum §
Gross funds raised 4,000,600 5,000,000
Less Issue costs 656,000 711,000
Net amount available to the Company after listing on ASX 3,344,000 4,289,600
Intended use of funds:
Expansion of US distribution channel 975,000 1,243,000
fWarketing and clinical affairs 311,080 418,000
Inventory and instrumentation 1,326,660 1,695,000
Research and development 732,000 933,000
3,344,000 4,288,000

Following completion of the Issue, the Direciors believe that the Company will have sufficient working capital to achieve

its ahjectives outtined in this Prospecius.




1.3 Capdtal Structure

Immediately prior o the issue of Shares and Options under this Prospectus the total issued capital of
Portland wili be 112,000,000 Shares and 5,767,901 Options. Following completion of the |ssue, the
capital structure of the Company will be as set out in the fables below:

{i) Minimum Subscription

Number Holders % Holding

{i} Maximum Subscription

Number Holders % Holding

A number of imporiant rights attaching to the Shares and Options the subject of the issue are summarised in Section 9 of
this Prospactus.

The Founders and Veniure Capital Investors, in respect of their existing Share holdings, have enfered into restriction
agreements under which they may not dispose of those holdings urtil the release of the Company's preliminary financiat
resulis for the financial year ending 30 June 2006, plus an additional three {3) months in respect of 25% of their Shares
{except for the Shares of STA} in the case of the Yenture Capital investors and two (2) years in the case of the Founders
{subject to any obligation fo transfer Shares persuant to existing call options over the Founders’ Shares). These restriction
agreements are summarised in Saction 9 of the Prospectus.

The terms and conditions of the Existing Options on issue ag at the date of this Prospectus, including vesting periods and
performance hurdles, are also summarised in Section 8 of the Prospectus.




T Ehwictored Folioy

Uepaendent on the results of the Company, the
Diractors will consider the payment of dividends
to sharehclders, However, investors should note
that it is the Directors’ inteniion to utifise retained
garnings and free cash ficws 1o fund the
ongoing growth of Portland in priority to the
paymant ot dividends.

Intending investors should note that no
guarantes is given as 1o the performance of the
Company or as 1o the timing or amount of any
dividend payment.

1.8 Risk Factors

A discussion of the key risk factors which may
attect an investment in the Company, is set out
in Section 4 of this Prospectus.

Prior to deciding to invest in Porfland, potential
invaestors should read the entire Prospecius.

T8 Agemhomtion for Sharas
sl Optiors

This Prospecius may be viewed coniine

by persons in Australia at
www.portiand-orthopaedics.com and at
www.axisfinancial.com.au. A paper form of
this Prospectus is available to persons receiving
the elecironic Prospectus within Australia. If you
wish to subscribs for Shares and Options, you

may either:

# complete and return the Application Form

which is attached 10 a paper copy of this '
Prospectus; of - o
@ print a copy of the online Prospectus and
comdete and return a copy O‘f_ _ihe :
Application Form. o
[nstructions for completing the Application Form .. e
are set ot on the reverse 0"; the Application !ﬁq_rm

Shares and Options will only be issued on
teceipt of an Application Form issued together
with this Prospectus (whether in paper or
electronic formy, : =

Exposure Period

This Prospectus is subject to an exposure |
period of 7 days from the date of this .~
Frospecius. This period may be extended by
ASIC for a further 7. days. The purpose of the
exposure period is {o enable the Prospecius to
e examined by market participanis pricr to the
raising of funds. That examination may resuft in
ithe identification of deficiencies in the Prospectus.
Inn these circumstances, any Application that has
been received may need to be dealt with in
accordance with section 724 of the Corporations
Act. Therefore no Applications will e accepted
until the exposure pericd has expired and no
preference will be conferred on Applications
received during the exposure period.




Offer Period

The 1ssue will open at 8:.00am Sydney time on
16 November 2008 and will remain open until
5:00pm Sydney time on & Decembaear 2005,
subject to the right of the Company and without
orior notice, to close the 1ssue earlier or extend
the Closing Date.

How to Apply

The minimum application is for 8,000 Shares
vald 1o $0.25 ($2.000) and thereafter in muitiples
of 2,000 Shares ($500).

Applications must be accompanied by payment
in Australian currency of $0.25 for each Share.
Cheques should be made payable to “Portland
Orthopaadics Limited — Share lssue Account”
and crossed "Not Negotiable”. No brokerage or
stamp duty is payabte by applicants. The
amount payable cn application will not vary
during the period of the Issue. Application
monies will be held in trust in a subscription
account established and conirclied by the
Company untii allotment has 1aken place.

You are not required to sign the Application Form,

Completed Application Farms should be
delivered or posied o either

Paortiand Orthopaedics Limited Share Issue

C/- Axis Financial Group (Australial Limited
RO Box R1464

Royal Exchange NSW 1225

Level 24, 55 Pt Street

SYDNEY NSW 20060

or
Paortland Orthopaedics Limited Share Issue

C/- Computershare Investor Services Pty Limited
GRO Box 7115

Sydney NSW 2001

Level 3, 6C Carrington Street

SYDNEY NSW 2000

and must be received at the above addrass by
5.00 pm Sydney time on 8 December 2005, As
stated above, the lssue may be closed betore or
extended beyond this date. Accordingly,
invesiors are encouraged o submit their
applications as early as possible.




An application for Shares and Options may not
be withdrawn after lodgement unless the
applicant is permitted to withdraw the
Appdication Form in accordance with the
Corporations Act,

L issue et Lincorwrithon

The offer contained in this Prospecius is not
undenwritien,

1.

&

Hiamedn of SHooaiion

The Company reserves the right 1o allocate the
Shares and Opticns in full on any Application or
to allocate any lesser number of Shares and
Opticns applied for or reject any Application. The
Company has discration with respect to the
acceptance of Applications and the allocation of
Shares and Opticns and reserves the right 1o
sliccate sach applicant a lesser numbear of
Shares and Opticns than the number for which
the applicant applies. If the number of Shares
and Options allocated is less than the number
applied for, the surplus application money will be
refunded fo the applicant without interest,
Holding siatements will be dispatched as soon
as possible after allotmert.

It is the responsibility of Applicants to confirm
the number of Shares and Opticns allotied to
them prior to trading in the Shares or Options.
Applicants who sell Shares or Options before
they receive notification of the numiber of Shares
and Options allocated to them do so at their
oW sk,

Portland has an agreement with Axis to act as
Financial Adviser and Broker fo the 1ssue. Under
the agreement {the ierms of which are
summarised in Section 9 Axis is 1o assist the
Company tc obtain subscriptions to the ssus.

Brockerage and/or handiing fees on Applications

for Shares and Options will be payable to
memiber firms of the ASX or ficensed investment
advisars on such Application Forms bearng thelr
stamp and accepted by the Company. Any such
brokerage or handiing fees will be paid by Axis
out af its brokerage fee in accordance with the
provisions of the Corporations Act.

110 ABX Listing -

Application will be made 10 ASX within 7 days of
the date of the Prospectus for the Company ta -
be adritted to the official fist of ASX and for - s
quotation of the Shares and Options issusd - '
purstant 1o the terms of this Prospectys, -
together with Shares already on issug. No
application for quotation of the xsting Cptions
will be made at this stage. if an application for
admissicn of the Shares and Opticns to
quatafion is not made within 7 days of the date
ot this Prospecius or the Shares and Options

are not admitted to quotation within the time
specified in Section 723(3) of the Corporations
Act, all application monies under this 1ssus will
ba refunded without interest in accordance with
the Corporations Act. ASX accepts no
responsibility for the contents of the Prospectus
or the investment to which it relates. The fact
that ASX may admit the Company to its official
lisi is not to be taken in any way as an indication
ot the meriis of the Company.

I s

The Company will apply to ASX 1o participate in
the Clearing House Elecironic Subregister
System (CHESS), Accordingly, Share and Option
certificates will not be provided to successful
applicants. Following allotment, the Company
will provide Share and Option holdars with
holding statements that set out the number ot
Shares and Options allotted to sach successful
applicant in accordance with this Prospecius.
That notice will also advise Share and Option




holders of their holder identification numiber and

sponsoring issuer number, [f there is a change in
Share or Option holdings during a month, the
redevant Share or Opticn holder will receive a
statement 1o that effect at the end of that
macnth. That person may aisc require the
Company t¢ provide a siatement at cther times
subject to payment of an administration fee.

o Oresrsens Distribaation

The distripution of the Prospectus cutside the
Commacnwealth of Australia may be restricted by
law, Consequeantly, all persons who receive the
Prospectus must inform themselves of all
applicable iaws and observe any such
restrictions. The failure to comply with any
applicable restrictions may constitute a viclation
of securities laws. This Prospectus is nct
imtended to, and doas not, constitute an ofter of
securities in any place in which, or 1o any parscn
to whom, the making of such an offer would nct
be lawful under the laws ot any jurisdiction
ouiside Australia.

1R Invvastor Broukriss

Additional copies of the Prospectus or further
advice on how to complete the Application Form
can be obtained by telephoning or visiting:

Axis Financial Group {Australia} Limited
Level 24, 56 Pitt Strest
SYONEY NSW 2000

Telephons: (02} 9375 010G
Facsimile: (02} 9247 4844
Ermnail: gragory.wood@axisfinancial.com.au
Contact:  Gregory Wood

1. Frivady
When you apply to invast in the Company, you

acknowledge and agree that:

a) you are required to provide the Company, the
Biroker to the lssue and the Share Registry
with cerfam personal information to:

i1 facilitaie the assessment of an
Application;

i} enable the Company to assess the
neads of applicants and provide
appropriate faciities and services for
applicants; and

i) carry out appropriate administration;

k) the Company may be required to disclose this
infcrmation to;

i third parties who carry out functions on
behalf of the Company, including but not
limited fo marketing and administration
functions, on a confidential basis; and

it third parties if that disclosure is required
by law, and

ci related bodies corporate (as that term is
detined in the Corporations Act) which carry
aut functions on behalf of the Company.

Under the Privacy Act 1988 (as amended),
applicants may request access (o thelr personal
information held by (or on behalf ofy the
Company. Applicants may request access to
personal information by telephoning or writing to
the Company Secreiary or the Share Registry.

148 Finanoial Foregasts

The Directors have considered the matiers set
out in ASIC Policy Statement 170 and belisve
that they do not have a reasonable basis to
forecast future sarnings on the basis that
Forfland’s future prospects are dependent upon
many factors, including the commercialisation of
new products and continued success of its
research and development program.
Accordingly, any forecast or prospective financial
information woudd contain such a broad range of
potential ouicomes and possibilities that it is not
possible to prepare a refiable best estimate
jorecast or projecticn.










b Dorpparyy Overviaw

Porfland is an innovative developer,
manufacturer and distributor of a range of
reconstructive orthopaedic devices, specifically
focusing on joint replacement systems such as
hips and knees.

Portland's business was established in 1991 1o
develop and then commercialise its first unique
hip replacement system developed by Professor
Ron Sekel, OAM. The Company implanted is
first hip in Australia in 1897 and in the US in
2000, it is headquartered and has a
manufacturing taciity in Sydney, New South
Wales, and a sales office in Michigan, US.

The DTC hip has been successfully used for
more than seven years having received
regulatory approval for sale in the US FDA),
turcpe (CF Mark), Australia (TGA), New Zealand
and |srael. Porland has established its own
distribution netwark in the US and is preparing
to launch inte Asia and Europe.

Portiand’s proprietary hip and knee products
primarily target the more chaltlenging revision and
difficult anatomy segments that benefit from the
unigue solutions characteristic of the Company's
systems. Portland's proprietany products atfer
significant advantages over the compsatition in
these segments. .

Parfland is in the process of expanding its
business from a single product focus into a
muiti-product orthopaedics comgpany. The
Company has already received regulatory
approval for its Equator Plus cup in the US and
is expecting approval for a second
complementary range of primary hip
replacements, the M-COR stem system in the
first quarter of 2006, A fourth product range for
the Company, a total knee repfacement system,
is due for completion in mid 2006,

Relationships have been established with leading
and reputable surgeons in the US to coflect
clinical data {including surgecns from the
University of California, Los Angeles (UCLA),
Cedars Sinal and Yale University).




Portland is, on an ongoing basis, negotiating
distribution agreements with major
rmanufacturers of hip and knee products,
inciuding Signal Medical Inc and CeramTec AG.
This will give Portland the ability to offer a
greaier range to surgecns.

Key Strengths
Portland's key strengths:

B A suite of proprietary products and
iechnologies with distinct advantages in the
primary, revision and oncology segments

Considerable clinical history for its OTC hip

A management tearm with extensive

orthopaedic and device industry experience.

o, Corporates Hiatory ang
Chreattny Btruobbres

The business was founded in 1891 by Professor
Ron Sekel, an orthopaedic surgeon with over 25
years experience in jcint replfacements.
Frofessor Sekel concelved the idea of a new
method ot fixing an tmplant into bone that could
sclve many ot the problems he and other
surgecns had been experiencing with hip
replacement surgery.

To daie, Portland has achieved more than 1,500
implants of the DTC Hp in the US and Australia.

The folicwing table cutlines Portland’s
development history.







Portland Group Structure

Portland Orthopaedics Limited has seven
subsidtaries, which operate individual parts of
the business. All subsidiaries are 100%
controlied by Porfland Orthopaedics Limited.
The subsidiaries are:

# Porland Orthopaedics (nc, which was
incorporated in 2000 to manage marketing
and distributicn in the United States

B [Forland Orthopaedics (Aust.) Pty Limited,
which was incorporated in 2004 1o manage
marketing and distribution in Australia

B  Portland Orthopaedics (UK} Limited, which
was incorporated in 2002 to manage
marketing and distribution in Europe

B Vimek Pty Umited is the manufacturer of the
orthopaedic implants and also underfakes
manufacturing on contract to third parties

B [Poriland Square Pty Limited holds the
existing inteliectual property

B [Forland Square Manufacturing Pty Limited
is now & dormant company

# Forland Orthopaedics [P Holdings Pty was
formed 1o hold all future intellectual property
of the group.

L Inchustey Ohvervianw

2.3.1. Market Growth

Joint pain is increasingly common as the
populations age. For many pecple, the normal
activities of life cause the soft tissues and
carfifages ihat connect and protect weight-
bearing joints 1o deteriorate. The resulf is the
degenerative disarder known as cstecarthritis.
Osteoarthritis is the most common cause for
joint pain requiring reconstruction. About 96% ot
his replacement procedures and nearty 100% of
knea replacement procedures are a result of
ostecarthritis. Osteocarthritis aftects nearly 21
mifion people in the US,

Fortland participates in the reconstructive

implant market, which consists of devices to
replace joints that are worn, damaged or
diseased (for example, hips, knees and
shouiders). The reconstructive imglant market
contribuies more than 40% of ali orthopaedic
sector revenues.

Global product sales in the oithopasdics
industry reached an estimated US$12 billion in
2004, a growth of 168% over the prior year. In
2004, the reconstructive implants sector grew
by 16% to an estimated USSE billion, up from
US$6.57 bilian in 2003, The market is forecast
o approach USE11.4 bilion by 2007, a five-year
compound annual growth rate of 13%.

Reconstructive Industry Growth (U5$bn)

The Directors believe that the reconstructive

implant market will continue 1o exhibit significant
grawth in the future. Demand for joint
replacement products is increasing as access to
heatthcare improves and the poputation of the
developed world ages. [t is estimated that the
incidenca of hip fractures and other
degenerative conditions is rising at the raie ot &-
10% per annum, and approximately 1.6 million
hip fractures occur globally each year.

The industry is characterised by attractive EEIT
margins reflecting the profitability participants are
able to enjoy.




2.3.2. Reconstruction Market

Hip and knee reconstructions represent the bulk
of the reconstructive market (46% and 50%
respeciivelyl, Portiand’s focus is the US market
representing 60% of the gichal reconstructive
impfant market or 25% of the global
orthopaedics secior.

Global Reconstructive Market

Sandier §%.

i e

Fnsnmmiiins 1%

The reconstructive market is also divided into
two segments: primary and revisicn. The market
is split approximately B8% and 12% between
the primary and revision segments respectively.

Primary hip replacemeant involves first time hip
replacement. This market is highly compatitive
and is dominated by large muitinational
companies producing similar implants.

Revision hip replacements are performed where
an existing hip replacement s removed due fo
faiture through either wear or actual device failure
and is replaced with a new imglant. Itis
estimated that about 90-95% of hip implants are
successfid up to 10 years and are principally
replaced due {o osteclysis, a reaction in the
bone caused by polyethylene particles escaping
from the bearing surtace. Revision surgery is
maore difficult than primary surgery and is usually
underiaken by a specialist orthopaedist. The
revision market, because of its complexity, is
technology and sclution driven and is therefore
[mss price sensitive,

Portland’s O1C hip and propristary knee

products target the revision segment.

2.3.3 Hip Replacement Market

Hip replacement, or arthroplasty, is a strgical
procedure in which the diseased parts ¢t the hip _
jolft are removed and replaced with new artificial -~
parts. These artificial parts are called prosthesis -

or implants. The goals of hip replacement .~

surgery are 1o improve mobiity by relieving pain

and improve function of the hip jaint. o

The most common reason, representing 85-90% : a
ot all hip replacements, is the wearing down of - '

the hip joint that results in ostecarthritia. The '

secend mast common {79) reported cause of

hip replacement is avascular Necrosis, éd%sease

that results from the temporary oF permansnt

loss of the Blood supply 1o the bones. Without

blood, the bone tissue dies and causes the joint

to collapse. Only about 3% of patients receive

prmary hip repiacemenis due to fracture.

In 2003, approximatgly 700,00C hip
replacements were pertormed worldwide. The
rate of hip replacements globally rose
approximately 12% from 2002 to 2003.

United States

Ostecarthritis is responsible for more than 80%
ot all primary hip and nearly 1009% of knee
replacement procedures in the US, The disease,
a natural by-product of the ageing process,
afflicis nearly 21 million people in the US and as
much as 80% of the population over the age of
85, Nearly cne-third of all adulis are estimated 1o
have radiographic evidence of ostecarthritis in
their hands, feet, knees or hips.

In addition, mare than 286,000 femoral neck
{upper seclion of the femur} fraciures are treated
sach year in the US, many with partial hip
replacement implants. Most fractures cocur in
post-mencpausal wormen who have
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ostecporosis, a disease that afficts around 28

mifion people in the US. More than 4,000
women anter menopause each day in the US
and araund cne in every two women aver the
age of B0 will suffer an osteoporotic fraciura in
thelr fifetimas.

Europe

Lurope is characterised by smaller companies
focused on gecgraphic areas and on key
surgeon chamiicns.

Hip procedures by country in the Furcpean
market are broadly in ine with population size
with France, Germany and Haly representing
£1% of the market by volume.

Australia

There were appreximately 29,100 hip
replacements in Australia in the 12 months {o 30
June 2004, an increase of 4.8% over the pricr
yeay. An estimated 87% of these hips were
primary procedurss and 13% wers revision hips.

Asia

The total orthopaedics markeat in Asia is
estimated at US%1.1 billion. Product sales
are well established at high prices compared
to other markets, Porfland has pricritised is
entry to the Japanese market due to high
profit margins.

2.3.4 Knee Replacement Market

The knee is the fargest joint in the body and has
a hinge-lke function which is subjacied to
constant pounding, bending and twisting from
everyday activities. Total Knee Replacement
(TKH) is most commaonly performed for knee
joint failure caused by ostecarthritis, Ostecarthitis
accounts for 98% of knee implants with other
indicaticns, particulary rheumatoid arthritis
accounting for 2% of implants.

Fatients usually have radiographic evidence of
joint damage and moderale 1o severe persistent
pain despite nonsurgical management. The aims
ot TKR are relief from pain and improvement in
function for these patients. Obesity increases the
need for joint replacement, parficularly at the
knee as this joint bears the added weight.

The reconstructive market is uniquely positioned
{0 capitalise on demographic trends and patient
ifestyles. In the orthopaedic patient population
the cverweight and inactive are at increased risk
for requiring reconstructive surgery. Indeed,
obesity is a major contributing factor 1o joint
replacement as individuals who are more than
4kgs overweight have a high risk for arthritis
especially in weight bearing joinis such as the
knee. But individuals who are more active are also
at risk for joint replacement as high levels ot
activity causes wear and risk ot damage to jcints.

Glotally in 2003 apprexdmately 732,000 knee
replacements were performed, an increase ot
13% cver the prior year. The US accounted for
5E3% of procedures. The average selling price for

1 Besign completion -
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a TKR is US$4,700. There were abouf 28,900 These assets strengthen the Company's
knee replacements in Australia in the 12 months compeatitive position.

to 30 June 2004, an increase of 5.8% over 2003,
g

Frociuct Ohwvarviaw
2.3.5 Competition

The global orthopaedics industry is a
competitive industry with evidence of
consolidation as the larger comianies acquire

the technology based smaller players. There are

estimated to be over 160 companies in this 241 The DTC Revisioﬁ Hip
secior. These include, Johnson & Johnson, '
Smith & Nephew, Medironic Synthes-Stratec,
Biomet, Stryker and Jimmer/Cenirepuise.

Portland’s first product was the BTC hip. The
OTC hip is based on the palented technology
of the double threaded cone (BTC). The

Smaller companies, ke Portland, are either
advantages of this patented technology allow

focused on gecgraphic regions or niche

applications. the OTC hip to be used for revision hip .-

replacement and oncology surgery. The

Portland is able to compete against larger threading system of the D1C hip.used in

companies because of the design advantages of revision, oncology and difficult primary anatomy

fis developed products compared to competitor solidly fixes into bone using a rotational principle,

products. Orthopaedic surgecns are comparad to the traditional

conservative and expect long term clinical data hammer and nail-like

on implanis. This is partly because of problems approach used by al”

with new implant systems during the 1880's other products. : SONE SerErs

when there was a spate of premature revision _ . _
surgery associaled with new iechnclogies. Ore of fts main acvantages is that it is fully

However, it appears that there is a greater adjustable at the end of stem preparation, and

wilingness, especially by younger surgeons, to thus addresses the frequent chalienges faced by

assess and implant new technologies surgecns when confronted with different

anatomies and varying degrees of bone decay.
Portland has patented and developed its new

technology and has an established research,

The CTC hip provides surgecns with a more

adaptable and effective implant {manufactured in
manufacturing and distribution infrastructure, cobait chrome which is an extramely strong
implant materialy and cffers improved longevity in

Fenvision surgery.

500 Inplants .7
limpants Sommenced 2004 ' ' - ' :

0. ... % Regulatory approvals YSA First lizplant ' Reguiatory approvake Aus/Eur
Design compietion ¢ fequatory approvats Aus/Eur & HEA
H
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The OTC hip is a modular prosthasis
consisting of:

B A tapering cone stem with two different
speed exdernal threads and longitudinal de-
rofation calumns, giving immediate and long
ierm stability in the upper or lower bonge ot
the femur

B An adjustable modular neck component
which allows full four vactor correction at the
and ¢t stermn insertion

The DTG hip provides three standout benefits:

B  Fixation: The DTC hip is more versatile and
simpler in revision surgery for the surgeon to
insert, requining less complicated carpentry
skills. Traditicnal hip systems use a "hammer
and nail’ approach to fix the implant inlo the
bone. Howevar, in certain cases {particularly
revision hip replacements and oncology
cases) the lack of proximal bone makes
fixation more difficutt and using a traditional
wadge implant has major limitaticns. The
OTC hip uses a double screw mechanism
for fixation in good bone that may be
lccated further down the femur (see diagram
above). Hence, in difficult cases where there
has been substantial bone loss, the OTC hip
offers significant advantages over more
proximal focking hip systems.

Alignment: Accurately aligning the hip
implant with the cup in the pelvis is crucial
to minimising wear and failure. The OTC hip
has a madular neck to aliow the surgeon
increased scope in setling the corract
alignment, including final adjustments af the
end of the procedire.

Strength: Manufaciured in colbait chrome,
the UTC hip can achieve greater strength for
a given diameter than competitors. Thisis a
majcr advantage in small Astan poputations,
now resident in all countries and also in
tradiional Asian markets, where patients
generally have much smaller femora in
which to insert the imptant.




2.4.2. The Astan Hip Series

In earty 2004 Porfland released its new Asian
Hip Series. The OTC Asian Hip Series includes
the paiented double-threaded cone, yet is

significantly smalier. The clinical results to date
hawe been promising.

s M-COR Mndulae Prmary Hip Sesien

2.4.3 The M-COR Modular Primary .~
Hip System . e

To compliment the revision and difficult anatomy
systems offered with the O7C, Portiand has
developed a madern and innovative primary hip
system in its M-COR range. to provide surgecn
users with a more complete suite of options in
hip replacement. The M-COR systemn uiilises the
proven OTC modularity and
neck components and
combines them with a more

FREFEATTEN PRI BVIETERR

familiar hammer and nail
type stem component to fulfil the surgecns’ suite
ot product offerings.

The M-COR design has several unique points of
difference against competitors. At the same time
M-COR is familiar enough to surgeons to enabie
easy and rapid adcption.

Cr Dan Oates of University of Southern California
is assisting Porfland with development and
instrument design for the M-COR. The M-COR
range will be lodged for FOA approval in
November, which is expected to e granted in
early 2006, FPorfland expects that M-COR will be
first implanted by a US surgeon in early 2006,
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2.4.4 The Equator Plus Cup

To date, Porffand has used a competifor's
generic cup to complement its OTC hip implant.
However, Partland has now been granted FDA
approval for its own propristary cup, and
expacts that the product will be available for sale
in early 2006. It has been shown that 83% of
surgeons use the same
company for a hip and a
cup. There are advaniages

in the tquator Plus system
over the generic cups cHiered by the
compatition,

In a traditicnal cup, polyethyiens back wear
remains an unsclved problem. The Equator Plus
does not allow back wear due to its unique
design. In the traditional cup, a metal cup liner is
prass fit or screwed intc the pehids. A
polvethyiene liner is then inserted intc the metal
cup liner and the ball of the hip implant rolates
on this polyethylene cup insert. The friction of
the hip implant against the polyethylene, and
mavemnent betwesn the metal finer and the
polvethylene insert create wear particles. Some
of these particles escape through the back ot
the metal shell via the screw hdles. These
polvethylene wear particies are mildly toxic to
the surrcunding bone and cver a long period ot

aial hacking on fhe polvethylons and with & cerany

time contribute to bone loss and undermining

the hip implant.

As an alternative bearing surtace to
palyethylene, surgeons may also select ceramic.
Ceramic is only approved for use in the United
States after a fully and supervised study and is
nct readily available to all companies. Fortiand is
currently negotiating a licensing arrangement
with Ceramiec for the sale of ceramic in the US
try utilising Ceramtec’s IDE Study data. This will
allow Portland to offer a choice of bearing
surfaces adding to our fist of benefits tc a
surgecn. Approval of the PMA Inthe US is
expacted in 2006, FFor use in Australia and
Europe, approval is expected in early 2006,
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2.4.5 The DTC Knee Replacement System

Portland has received a 31,90 grant from
Ausindustry to develop a unique Revision Knee
Sysiem. To date, the Company has received
$1.4M and there is approximately $0.5M left to
claim. In addition to the revision knee project,
Paoriland has licensed a Primary Knee from
Signal Orthopaedics in Michigan USA. The
Beacon knee will be offered for sale by Portland
under the license as the Beacon primary knee.
The Beacon knee will alsc be used as the
platform from which o base Portland's
proprietary knee, to form the patented Portland
rendsion knee, TGA applications for the

Kreg Jpilant Sestenn

proprietary revision knee glement are expected to
be lodged in mid 2006. L

Malalignment between the anatomical and
mechanical axes causes rapid wear and tear of
the traditionat knee system. Portiand’s
proprietary and patented revision knee systam
has a unigue modular 5 axis taper, alicwing
imprcved alignment of both the femeral and
iitial componenis with the articulating surface,
as depicted in the diagrams balow.

Frimary knee sales in the US are expected to
commence in early calendar 2008, Many
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surgeons, who perform hip procedures using the
7T hip, alsc perform total knee procedures.
This will enable efficient and low cost marketing
and distribution ot the Portiand Knee,

Certain outcomes from research and
development of the Portland Revision Knee are
expected 10 be able to be appied 1o the ankie,
shoulder and other joints. Althcugh these jcints
represent a small companent of the current

w8 Intesleodual Froperty

Portland currently possesses a number of United
States, Australian and other national patents.
Portland alsc has formal decumentation
covering all other key aspecis of its intellectual
property. [N iotal, there are more than four
separate processes or designs within Portland’s
imtellectual property portiolic, including two
current patents and two patent applications.
Portland befieves that its continued in-house
research and development will provide an on-
going source of competitive advaniage.

w8 Marufacturing syl
Cababity Oordred

Portland manufactures its products at its
engineering plant in Sydney, New Scuth Wales.
The plant is situated near Sydnay Alrport and
the University of NSW.

Manufacturing satisfies all Australian, US and
turcpean standards. Portland has received
Qualty Accrediation to EN13485 and is fully
compliant with the tMedical Device Directive. The
EN13485 accredited production process is

suppored by a sophisticated quality assurance
system and documentation.

Forfiand has an automated stock tracking
system to frack movements of inventory from
manufaciuring, to point of sale, distributors
and hospitals,

Fortiand’s plant is equipped with the fatest
computerised numerical control machines
backed up by a state-oi-the-art 30 modelfiing
system aliowing fast design and prototype
changes to cocur. Quality assured sub-
contractors undertake other processes such as
plasma coating of the stems and sterifisation.

=7 Bhominess Mookt

The key elements of FPortland's business model
and marketing sirategy include:

# Uevelop differentiated and unigue, high
quality products to attract distributors and
SUFgEoNSs

# [ocus on revision and oncology surgery with
the price premiums available in these
segments
Focus initially on US markets
Target senicr cpinion leaders

# Build a propristary distribution network o
sefi Portland’s products

# Growth and deveicpment ot product range
These are described in grealer detail below:
Product differentiation

Fortland believes that as a niche player in the
market, it is imperative to offer specialised,
innovative and high-quality products that provide
technclogical advantages for both patients and
surgecns. These products, combined with the
strength of distributor relationships, will maximise
cross seling of a broader range of products.




Specific focus on revision and
oncology surgery

Portland's marketing strategy focuses primarily in
the markets of revision, oncology (cancer) and
difficult and small anatomy. Margins in the
revision and oncology markets are generally
higher and technical superiority is mare
important. Portland will not try to compete
directly with the major competitors in the sale of
generic products. However, by offering the
surgeon a range of complementary producis
{i.2. primary hips and kneas} in addition o the
revision components, the Company will be

able 1o target the maijority of cases performed
by a surgacn.

Us focus

The US is the largest global market and
accounts for about 60% of global revenue from
joint replacements. Accordingly Portland’s
primary focus will be on the US market. Poriland
has already established a sales force in the US
with independent distributer relationships and
has established several relationships with leading
surgeons. Success in the US will allow for easier
penatration of other markets,

Target opinion leaders

The opinions of high-profile surgeons and
institutions are vital to winning the allegiances of
large numbers of surgeons. Most surgeons

follow the recommendations of leadars on _
decisions on using new and difierent products, =
rortiand has addressed this issue through =
three inftiatives: - L

1. Portland has established a high-cafibre
Clinical Advisory Board comgrising eminent
people within the industry. These pecple are
opinion leaders and arg instrumental in
securing support from other high-profile
surgeons and institutions.

2. Portland has established consuiting
redationships in the US at respected
instiiutions. The relationships provide Portiand
with an educational site as well as a
distribution network across the US, These
inciude surgeons from:

B Yale University, New Haven, Connecticut

B University of California Los Angeles,
Los Angeles, California {UCLA)

B Cedars Sinai MHospital, Los Angeles,
California

B Tampa General iHospial, Tampa, Forida

B University of Mississippi,
Jackson, Mississippi

B University of California San Diego,
San Diego, California




3. A number of exgerenced and reputable
surgeons use Porland’s products and will
publish resulis. Significantly, these surgecns
have strong podium presence, are opinion
leaders and underfake new surgeon user
iraining. They overses registrar development
(education and fellowship programs) and
deliver papers af targeted meetings.

The resuits from the high-profile surgeons and
institutions will be important in influencing other
surgeons about the benefits of Porfiand’s
products, In orthopaedics, data on the
perdormance of implants over 5 and 10 years is
the ‘standard’ for astablishing the credentials of
a new product. Portland belisves that the uptake
of its products will accelerate as the survival
data accumulates,

Establishment of distributor relationships

Distributors play a key role in sales due to their
close relationships with surgeons. In the US, for
example, distributor representatives usually
aftend major joint surgery operations.
Uistributors usually work with the surgecn prior
io the surgery on the planning, sizing and
templating of the radicgraphic fims and during
the procedure advise on correct surgical
iechnigue and componert selection.

Securing good distributors is therefore vital 1o an
orthopaedic company’s ability 1o penelrate
markets, Companies ke Portland with
innovative and differentiated products are able 1o
attract high-guality distributors. Innovative
products allow distributors 1o approach new
surgecns with a unique offering that will help the
surgecns sclve maore difficult cases. Once the
refationship is established, the distributer is able
o sell a broad range of products, including
generic and undifferentiated products.




Portland has devoted considerable resources
building its distribution network, paricularly in
the US, The Company has used its relationships
with clinical institutions 1o develop distributor
refafionships and has engaged direct sales staff,

& hybrid sales force model has been
established, where regional managers are direct
empicyees of Portland but the general field sales
force comprises independent distributors, This
maodel is a proven sirategy adopied by a
number of US mid-tier orthopaedic companias.

Portland sales model

The regional managers are responsible for

recruiting, iraining and managing the independent
distributors as well as helping the distributors
make sales to surgecns. Currently Portland has

a Vice President of Sales based in Michigan and
12 distributors in the US. These distributors act on
a consignment basis and receive a commission on
gach sale. 3

Partiand plans to expand its distribution netwark
in the US by employing this hybrid model. 1t will
aim 1o recruit more regicnal managers who have
experience with the large orthopaedic companies.
The regicnal managers in tum will expand the
number ot distributors sefing Forfiand’s
products. n ather markets, such as Furope,
Fortland will seak to partner with distribution
companies with large product bases. Forland
may also seek opportunities to partner in the US
with a larger orthopaedic company for the
exclusive distribution of one or all of its products,

Growth and development of product range

Porfland intends 1o migrate from a single
product focus into a multi-product arthopaedic
company. Portland is positioned to place new
products into its existing hip range without the
need to recreale new infrastructure o
distributicn channels.




Growth opporiunities exist for Portland through
new launches:

# The M-COR primary hip range in both
uncemanied and cemented form

B The Fguator Plus cup

B The Poriland Knee range in both primary
and revision

B The Asian Hip series into the Asian markets,

8 Frioing

Forfiand’s products have generally sold at
premium prices due to their modularity and
unigueness. For example, Porland’s Primary Hip
is priced depending an configuration and
hospital in the US. The average selling price for
a Portland revision hip is US$6,140, the average
for a Portland primary is US$3,500. This is price
competitive compared with products of similar
basic functicnal specifications. A larger premium
is achievable in the revision hip and knea
markets as these markets are driven by
tachnical supericrity.

Fricing in Australia is negotiaied with the heafth
funds biannually and is presenily ai a higher
reimbursement ievel than that recelved in the US.

The Equatoer Plus cup is intended fo be sold
at a reimbursement level similar to that of our
major competitors ulilising existing
reimbursement codes.
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Ronald Rowland AM
MNon-Execulive Chalrman - Age: 68

Ronald J. Rowland served as the Group
Managing Divector and CEO of Australian
Pharmaceutical industries from October 1978
unti Decamber 2000, Ron is the past Global
Chairman ot the International Federation ot
Pharmaceutical Wholesalers, on which he has
served 14 years and was the longest serving
chairman of 5 years.

Over a 22—year iime frame, Ron changed AP
Ltd from a low profit co—operaiive into a dynamic
and successiul publicly isted company, with
current sales exceeding $3.5 blion per annum.
During his time, profits rose 4000% plus.

In January 1899, Hon was honoured as a
Member of the Crder of Australia by Her Majesty
the Queen for services to the pharmaceutical
industry and io the community. That same year
in May, Ronald was ranked among the "Best
CED's in Australia’. In the 1990 he also

served as Chairman of the Western Sydney Area
Health Services.

2001 saw Fon listed with eight other CEC's in
the Bulletin Honour Role in Novemnber and
accepting the Distinguished Medallion fward by
the Pharmacy Guild of Australia. Mr Rowdand
has been rated in the Top 20 CEG's in Australia

by the Financial Review, based on “relurn on
investimeni cver a & year period”

Fricr to joining APl in 1878, Ron had served as
CEO and director of Burns Philip South Sea Lid,
a conglomerate; as CEO of Fizpatrick Far tast
Ltd., a Malaysia food supplier; and as divisicnal
manager of Woclworths Ltd, in charge of
supermarkets and department stores.

Ronald Rowland is a Foundation Felicw of the
Ausiralian Institute of Company Direciors and is
an international conference speaker,

David Ford Sekel BEco Dip Law

Managing Director - Age: 37

Cavid Sekel is a qualified lawyer and accouniant
who began practice in 1989 as a management
accountant and then later for 8 years practiced
in Sydney as a corporate lawyer in a medium
sized firm.

His specific expertise in business and finance
management has been used 1o develop the
systems of administrative and financial control
for Portland and he is its Chief Executive Officer,
David has bean responsitle for Portland
attaining all registrations including FDA, TGA and
CE Mark as well as for establishing and
maintaining Fortiand's distrbution throughout the
US, the Middle East and Austrafia.




In 2003, David became Deputy Chair of the
National Steering Committee for the Medical
Device Network and he is a regular speaker af
seminars on start up 1o commercialisation. He
is a member of the Strategic (ndustry Leaders
Group appainted for the Medical Device Action
Agenda run by the Commorwealih Department
of Industry.

After over seven years of involvement in
Portland, David has developed a strong network
of affiiations in the US within the orthopaesdics
industry in manufacturing, supply and sales.
With a consideratie part of his fime spent in the
US he has remained focused on developing the
sales and commercialisation af Portland’s
existing and future product lines.

Professor Ronatd Sekel OAM

MBBS, FRACS(orth}, FRCSE

Executive Director ~ Age: 64

Professor Sekel has been practising as a
consultant orthopaedic surgecn for over 25
years, Me is an Affiliate Professor of Enginesring
at the University of New Scuth Wales, a former
Director of the NSW Hone Bank and has
represented the Australian Orthopaedic
Association on the federal government
commiitee of prosthesis listing. Frotessor Sekel
has had 10 years of management experience at
a Sydney based regional commuter and charter

aircraft company and 30 years in the orthopaedtic .
and academic worlds. Me has a fong and -
estesmed research and developmaent track '

record in hip replacement and medical research.

Dr Richard Gregson BSc DPhil MBA
Morn-Executive Director - Age: 58

O Gregscn is Managing Director of Bauty
Partners, a private equity fund management
group that manages funds on behalf of
instituticnal investors. Equity FPartners invested in
Portiand in October 2001, He has served as a
non-execuiive director on the boards of a
number of private companies and pricr to
entering the private equity industry he was
inveivad in the healthcare industry. He brings
substantial business development, finance and
commercial expertise to the Board.

John Robert Lee BCom BEdu MBA FAICD
Non-Executive Director - Age: 58

John Les, most recently Chairman of listed
Panbio Limited, is a former director and
Chairman of listed companies; Online Advantage
Limited and EcoAir Limited, and a directar of
Crescent Gold Mining Umited, Richard Oiiver
International Pty Lid. and Guild [nsurance
Limited. Mr Lee is currently a director of TMG
International Pty Limited.




Mr Lee, as a director and chairman of listed and

unifisted companies has had experience in
capital raisings, corperate governance, strategic
reviews, in development of enhanced financial
reporiing procedures, industrial relations
strategies and seniar management succession,

Mr Lee, through his corpcrate consulancy
Stockholder Relations, has advised clients on
financial structuring, capital raising, mergers,
acgiuisitions and disposals, Mr Les has held
varicus senior executive roles including Chisf
General Manager, Corporate Services,
Woelwerths Limited and General Manager,
Personnel & Corporate Relations Fiders XL
Limitad. These roles, and experience, iogather
with listed company governance participation,
have given him an excellent base from which to
ofter the Company.

3.8 Corporate Ooverrmne

The main corporate governance practices
proposed by the Company are summarised
below.

3.2.1 Board Composition

The Board will comprise both executive and
non-executive Directors, intially with 3 non-
executive and 2 execuUtive.

The full Board is responsible for setling the
strategic direction of Poriland within the context
of the aim o increase shareholder value. its
responsibilities includa:

B Hevewing Porfland’s long tenm goals and
straiegic plans to achieve these goals.
B Reviewing and approving annual budgets

and Portland's staiutory reporting.

B Monitoring the sffective and responsibie
conduct of the business.

# Insuring that risk management practices
are in place to protect shareholder value as
represanted by Portland’s assets.

# Istablishing the criteria for Board
meambership, reviewing its composition and
identifying and nominating Directors.

3.2.2 Independent professional advice

In fulfilling their duties, the Directors may cbtain
independent professional advice at the
Company's expense.

3.2.3 Audit Committee

An audit committes is established with at least
three maembaers and a majority of non-executive
directars.

3.2.4 Remuneration Committee

A remuneration committes is to be established
with at teast three members and a majority of
non-executive directors,

3.3 Managerment Tearn
The Portiand #Management team consists of:

John Green, Vice-President Sales: Former
Managing Director and Head of Sales of Ebos
Health, 26 vears joint replacement experience.

David Edwards, Chief Financial Officer and
Company Secretary: extensive experience as a
senior finance executive of listed corgorations in
the UK. David has an honours degree in
Economics and is a chartered accountant.

Roy Aniezark, Consultant Director of
Marketing. former Country Divector, Ausiralia &
New Zealand for Boston Sclentific. Pricr to that
he held a US-based role as Group Markeating
Manager, Director of Marketing — Cardiovascutar,
Inter-Continental, also former Directar of Sales
and Marketing for Schneider Australia.




Yaron Eshel, R and Operations. Yaron

{Ronnie} has been a valued member of the
Portland team for more than two years. Ronnig
brought with him expertise in HR and project
management strengthened through his
gualifications in BSc (Psychology) and an MEBA,

Ronnie has led the R&D and production
components of Porfland and is responsible for
managing staft in quality assurance,
manufacturing and regulatcry affairs,

.4 Chndosl Advisory Bosed

Portland has a strong US presence, driven by an
experienced US Chnical Adviscry Board:

# Dr Bert Thomas MD
Head Jeint Replacement Surgery — UCLA

# Dr David Gibson MD
Orthopaedics — Yale University Profassor

# Dr Louis Kwong MD
Ciractor of Research and Education
UCLA - Harbour CA

B Dr Seth Grenwald, DPhit {Oxon}
President of Orthopaedic Research
Laberataries, Cleveland Clinic and President
Current Concepts in Joint Repacement
Instituta.

The Directors ot Fortland believe that employes. L
equity cwnership provides significant benefits to
shareholders through promoting increased

corparate knowledge by employees, aligning
employee and shareholder rewards and the
increased produciivity associated with such
employes ownership, The Board has an

employee opticn plan to enable employees and
Uiractors 1o participate in the cwnership of

Portland. A copy of the Option Plan Rules is
availatde for inspection during office hours at _
the registered office of the Company until the - -
Closing Date. ' o L

Details of the plan are set out in Sect_iof}_ g of
the Prospectys, P







The Directors strongly recommend investors

examine the contents of this Prospectus and
consult their professional advisers before
deciding whether to apply for the Shares and
Opticns offered pursuant 1o this Prospectus. In
addition, investors should be aware that there
are econcmic and business risks associated
with an investment in the Company. There are
numerous widespread risks asscciated with
invasting in any form of business and with
invasting in the share market generally. Thera is
also a range of specific risks associated with the
Company's business, which are largely beyond
the control of the Company and the Directors
because of the naiure of the Company's
business. Therefore the securities offered
pursuant to this Prospectus carry no guarantee
with respect io the payment of dividends,
returns of capital or the market value of the
securities.

While it is impossible to identify all risks, the risks
and other factars which may affect the value ot
the Company's assets and the market value ot
its Shares and Options, include the folowing:

Filabon Bpescifie to Poriiand

{f} Business Risks

The sarnings may be affected by a number of
factors including the gensral commarcial and
economic risks faced by al businesses,
including but not limited to the risk of industrial
disruption, the loss of a major customar,
itigation, interruption fo the supply of product or
its pricing and terms, the success or otherwise
of any marketing and advertising campaign, an
increase in interest rates and other events that
unforesgeably and unpradictably could interrupt
normal commercial activity.

(i} investment Risks

Approval will be scught for the Shares and -7
Options in the Company offered undear this . '
Prospactus to be granted quctation by ASX,

Investors should be aware that cwning Shares

and Options listed on ASX carries risks L
assaciated with general stock market returns as - '
well as performance of the Company. The price

at which the Shares and Options trade on ASXK

may be higher or lower than the [ssue Price.

{iii) Marketing o

investors should be aware of the potentially long o
lead times involved in bringing products to. '
market. The future success of Portland liss in its
ability 1o get its products accepted in the

international marketplace. Thus, fiming

represents a major risk factor in regard to

Porfland’s marketing success overseas.

(iv) Market acceptance

The commercial success of Portland’s product
range will depend on several tactors including
the demand for more inncvative products than
are currently offered by competitors and the
establishment of the advantages of Fortland’s
products, There may be a reluctance by
surgecns to use products they have nct
previcusly utilised.

(v} Competition

Fortiand’s current and future potential
competitors include companies with substantially
greater resources. Whitst the Direclors are
confident about the quality, technical and cost
advaniages of Portland's products and

proposed products, and the intellectual property
profecting them, there is No assurance that it will
be atdle to win market share from its compatitors




and that its competitors will not succead in

developing products that are more effective or
economic than Portland’s products. Competitive
factors consist primarily of product features and
design, innovation, service, the ability to maintain
new product fow, refationships with key
orthopaedic surgeans and hospitals, strength of
distribution network and price.

{vi} Risk of Product Liability and
Uninsured Risk
Portland's business exposes it to potential
product liability risks that are inherent in the
research and development, manufaciuring,
marketing and use of its producis. It will be
necessary for Porland to secure sufiicient levels
of insurance 1o cover potential product fiabflity
risks in the course of maintaining its business.

There can be no assurance that adeguate or
necessary insurance coverage will be avallable
at an acceptable cost or in sufficient quantum, if
at alf, or that product liatility or other claims
would not materially and adversely affact the
business or financial condition of Portland.

{vii) Need for research and
development; risk of rapid
technology change

The orthopaedic implant industry is subject to

rapid technological change and in arder for the

Company t¢ remain competitive and 1o retain

market share, it must continually develop new

products as well as improve its existing ones.

Accordingly, the Company must devcte

substantial resources o research and

development. There can be no assurance that
the Company wili be successiul in developing
competitive new products and/or improving
existing products so that such products remain
competitive and avoid obsclescence. There can
be no assurance that any or ali of the

Company's research and development projacts
for new products will resuli in commercial
products, ar that, if such products are
successfully designed and launched, they

will be profitable.

(viijj Funding

While Portland befieves it will have sufficient
funds after completion ot the Issue to meet all of
its growth and capitai requirements as stated in
this Prospecius, some opportunities may require
ihat it raise additional capital from equity or delbst
scuUrces, of sesk Gther sources of funds. There
can be no assurance that Portland will be able
o raise such capital or access funds on
favourable terms or at all. If Paorfiand is unable to
obtain such additional capital, it may not be able
o exploit such opportunities or bring products
{0 market in accordance with the Company's
expected timetable or budgeted cost.

(ix} Patents

The costs of enforcing existing and potential
patent rights against infringers or defending
infringerment charges by Gther patent holdars
may be significant. In addition, no assurances
can be given that the patent applicaticns
currently pending by Portland will be granted.
fFurther, ali patents have a limited e and some
ot Porfland’s patents may expire before Portland
is able to fully exploit the exclusivity arising from
these patents. in addhion, the granting of a
patent does not guarantee that the rights ot
others are nct infringed or that competitors will
nct develop technclogy to aveld the patented
tachnclogy. Thus the Uirectors of Partiand must
warn potential investors of the vagaries of
patents pending and patents currently grantad
on Portland products. For further information
clease refer fo Secfion 8 of this Prospecius.




{x} Effect of Government Reguiation
The developmeant, iesting, labeling, distribution,
marketing and manufaciure of medical devices,
including reconstructive implant products, are
subject 1o exiensive and rigorous regulation in
the United States and certain other countries.
The primary regulatory authority in the United
States is the United States Food and Drug
Administration DA}, The process of oblaining
approval of clearance from the FDA and other
regulators far the sale and marketing of new
products is time-consuming, expensive and
uncerain. In addition, regulatory approval or
clearance ot products can subsequently be
withdrawn due 1o failure to comply with
regulatory standards or the accurrence of
unfcresesn problems following initial marketing.
Regulators have the power to ban products
manufactured or distributed by the Company as
weli as to require the recall, repalr, or
replacement of or refund for such products,

A significant recall of one or more of its
products could have a material adverse affect
on the Company.

{xi} Uncertainty Relating To Third-Party
Reimbursement
Health care providers, including hospitals and
physicians, that purchase the Company's
products, generally rety on third-party payers,
paricularly private health insurance plans, 1o pay
for ali or a portion of the cost of joint
reconsiructive procedures, including the cost of
the Company's products Utilised in such
orocedures. There can be no assurance thaf
thisd-party reimbursement for the Comgany’s
products will continue to be available,

{xit) Need To Maintain Substantial
inventory Levels

Because orthcpaedic surgeons require

immediate access to a broad range of sizas and

types of reconstructive implant products, the

Company is required 1o maintain substantial e
levels of inventory. The maintenance of relatively - . '
high levels of inventory requires the Company i

incur significant expenditures of its resources. -

There can be no assurance that the Company

will ba able to maintain the fevels of inventory ot

such products necessary to support the

expansion of its business. The falure by the o
Company to maintain requived tevels of inventory '

could have a material acverse effect on the
Company’s expansion. Y

(xili) Loss of Key Management

The Company's performance is substandially
dependent on its senicr management and key
technical personng to continue fo develop and
manage the Company’s producis and senvices.
The loss of key management could have a
material adverse effect on the business and
consequently its financial performance.

[t is noted that key personnel in senior positions
have entered into formal employment contracts
with the Company (see Secticn 9.5.8 for detailg).

The fulure success of the Company is also
dependent on its ability to attract and retain
highly qualified {echnical and managerial
personnal. The inability to aftract such
personnal may result in a material adverse
eftect on the business.

{(xiv} Management of Growth

Partland’s anticipated growth may place a
significant strain on its managerial, operational
and financial resourcaes. To manage its polential




growth, Portland must further develop its (xviii) Taxation

operational and financial systems. There can be Portiand’s business could be materially affected
no assurance that Poriand will be able to by changes to federal. state and local
effectively manage the expansion of its government policies and tax regimes.

operafions, that its facilities, systems,
procedures or controls will be adequate to General Investment Risks
support its operations or that it will he able to

. _ There is a risk that the price of Shares and
achieve the expansicn necessary to fully exploit

Options and returns to sharehclders may be

the market cpportunities for the Portland .
affected by changes in:

systermns, Any inabiity to manage growth

effectively could have a material adverse effect ®  Local and world economic conditions.

on Periland's business, results of operations and g  Intorest rates.

financial condition.
# |evels of tax, taxation law and

accounting practice.
(v} Customers Loss or Default d

Detautt by or disputes with major clients could ® Government legisiation or intervention.

create difficulties and cause a reduction in @ Inflation or inffationary expectations.
earnings or cash flow of Portland. Disputes

. o o . # Natural disasters, social upheaval or war in
with third parties may alsc indirectly impact

. Australia or overseas,
upon Portland,

{xvi} Foreign Currency Exchange

Rate Fluctuations
Changes in foreign currency exchange rates can
affect the value of Porfland’s assels and
iabilities, revenues and costs. Portland may in
appropriate circumstances in the future, use
hedging transactions to reduce its exposure o
these risks. The results of Porfland may
therefore be affected as a result of exchange
rate fluctuations.

{xvi} Changes in Government Policies
Changes in law, government policies or other
factors may adversely affect the esarnings of
the Company.
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Actual for the Actual for the Actual for the
year ended year ended year ended
30 June 2003 30 June 2004 30 June 2005
Audited (i) Audited (i) Aulited (i)
3 $ $




Financial Information

Actual

for the

year ended
30 June 2003
Audited

$

Actual

for the

year ended
30 June 2004
Arrdlited

$

Actual

for the

year ended
30 June 2085
Audited

$




Financial Information



Financial Information

Minimum Maximum

Actuat asat ProFormaasat  Pro Forma as at
30 June 2005 30 June 2005 30 June 2085
Audited Unaudited Unaudited

$ $ 5
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Actual Actual Actual

for the for the for the

year ended year ended year ended
30 June 2003 30 June 2004 30 June 2085
Audited Audited Audited

5 $ $




Financial Information

Actual Actual Actual

for the for the for the
year ended year ended year ended
30 June 2003 30 June 2004 30 June 2005

Audited Audited Audited
5 - 3
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Manufacturing Equipment 2-6 years

4 years

Office Fguipment 2-5 years

bidures and Fittings 2-5 years
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Financial Information

Gonselidated
Year ended
38 June 2005

Reconciliation of net profit

Gonsolidated
as at
38 June 2805



Financial Information

Pro Ferma asat  Pro Forma as at
30 June 2005 30 June 2085
Minimuem Maximum

Actual as at
30 June 2005
Audited

Actual as at
30 June 2005

Auclited
3
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30 June 2085
Audited

Actual as at
30 June 2085
Audited

3



Financial Information

..

Actual as at
30 June 2005
Auclited

Actual as at
38 June 2005
Audited

$

Actual as at
30 June 2005
Aucited

5

Actual as at
30 June 2005
Aucited

$




Financial Information

 ProFormaasat  Pro Forma as at
30 June 2005 30 June 2605
Minimeem Maximum

Minimum Minimum Maximuem Maximum
Pro Forma as at ProFormaasat ProFormaasat ProFormaasat

30 June 2005 30 June 2005 30 June 2005 30 June 2005
Shares L Shares 5




Financial Information

Actual

as at

38 June 2005
Audited

Country of Class of Equily holding
incorporation shares 2005




Financial Information

Actual as at
30 June 2085
Audited
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Additional Information

Ho of Shares'
Mr Ronald Rowland N
Mr David Sekel 3,350
rof. Bon Sekel 7,925,639

4,000,000°

Hil
Nl



Additional Information

Minimum Maximum
Subscriptions Subscriplions

$000 $000
nancial advisory fees 105 1058
220 275
a0 et
56

atent Attorney's Report
SX and ASIC fees

rinting, Marketing
nd Distribution
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