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Strategy Implementation

Commencsd implementation of the strategy
announced in July 2003 1o accselerate the growih of
our core ophthalmic faser business over the medium
to fong term. These strategies continue to be
funded from tliex’s oparating cashfiow.

Japan

Established a Japanese subsidiary 1o conirol
distribution of our products into the Japanese
Market. As the second largest market in the world
this represents a significant opportunity to grow
revenue and profitability.

R&D Expansion

Expanded our product development capability with
the establishment of an advanced R&D centre in
California.  Ellex secured the services of an
axperienced team of ophthalmic faser designers to
compliment our Adelaide based capability.

R&D Grant

Secured a $3.3 milion R&D Grant from the
Australian Government business unit, Ausindustyy,
o assist in the development of a range of laser
products for the freatment of retinal diseases.

NPAT

Geanarated NPAT pre-goodwifl of $0.9 miflion after
invasting $3.0 milion on key initiatives including
those highlighted here. This was in ling with the
guidance given at the start of the year.

Positive Funds

Maintained a positive cash business afier
investment in growth initiatives with $0.8 milion of
positive funds at year end.
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{ present for your consideration the Company’s Annuat
Raport for the year ending 30 June 2004,

The year under review has seen the implementation of
our five-year strategic plan, which we expect will resull in
a substantial increase in revenues and profit over that
pariod.

Tha plan provides for significant invastmeant in new
products, and for the establishment of our own
distrbution companies in key marksts in the first two
years,

Both of thess strategies were implemented during the
yvear and we are pleased to weicome our U.S. Research
and Development team, based in California, and our
Japanese sales and distribution team, based in Usaka.

Both strategies are on track, and we hope 1o begin
reaping the benefits around the end of this financial year,
subject to product testing time periods.

The result of this long term investment has seen net profit
affected substantiaily this year {as predicted}, as the
costs are fully written off.

in addition, revenues in Japan were affected as a result
of esiablishing our own distribution, as our previous
distrbutar cuts margins o mest our challenge. We do
expact to turn this around this year, as our own ieam
responds and new products come on stream.,

Unfortunately, share market analysis do not appear to

have the same confidence in our growth stralegies as we
have. Markets in Australia are far {oo driven by short
term resuiis, whereas in America, for example, the
markets recognise long term investment strategies,

particular those required of technology companies.

We thank our current shareholders for thelr patience
whilst we invest our profits in future growth. Hopefully
wa are not too far away from a guanium leap in revenues

and profitability.

Yours sinceraly,

Diavid J Lindh LLB, FT14 FalCh

Non-Executive Chalrman
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Cverview

The past financial year will prove {o have been a very
important year in the history of Ellex as it heralded a sea
change in the company’s business stralegy. This year
BHex embarked on a path aimed at becoming the
pramier laser supplier to the ophthaimic industry within a
five year period.

The medical markets of the world are growing, fuelled by
the aging of the population and by improving standards of
health care in third world nations. Over the last decade we
have withessed double-digit growih rates. Yat over the last
two years there has been a change o the giobal scene,
and the market for capital equipment has contracted
significantly. The ophthalmic laser market contracted by
6% in 2003, having akready contracted by 7% in 20027

We belisve the confraction is due to two primary factors.
Firstly, contracting globatl economies have resulted in a
maore cautious spending pattern by doctors. Secondly,
the major cphthalmic retailers whose core businesses are
outside ophthalmic lasers are concentrating on other
more profitable segments.

Analysts™ are forecasting a rebound in the ophthalmic laser
market and estimate growth of 10% in 2004, with the
expectation that US economic growth will be the key
driver. By developing its own indspendsnt distribution
network and increasing its product range, Ellex will be
better able 1o take advantage of this rebound whie the
major players remaln distracted from this market segment.

Transforming the Business

For the last decade, Hlex has grown by adherence to a
business model that concentrated on enginesring and
marufacturing of high qualty, cost-affective laser
products. We formed distribution networks in the giobal
market through partnaerships with some of the most
significant ophthalmic marketing companies. Business
was conducted through annual contracts at a globally
competitive “wholesale price” demanded of us by our
distribution pariners, who use their well-developed
distrbuticn chains to offer cur product, badged with thelr
company's brand. Thase third party “OFM contracts”, as
they are known in the industry, have served us and our
partners wall, as together we have grown.

The advantage of OEM contracts to a small manufacturer
iike Ellax is the ability to penstrate the market with minimal
resources. The disadvaniage is that ow products are
largely marketed under other people’s brands, so our
brand is not well established in af marksts.

I 2004, we began transforming our business away from
a refiance on OEM contracts to becoming a global
marketing company, with marketing vertically integrated
with research and development {R&D), engineering, and
manufacturing. As indicated at the start of the year, this
transition would provide Eliex with more control of its
own destiny, rather than being dependent on the actions
of its distribution partners, but this wouid require
significart investment, and hence shareholders should
axpect a dampening of short-term profits for the sake of
iong-term growih.

Financial Results

The total revenues achieved for 2003-2004 were $26.5

million, 1.68% higher than the previous vear. This was a

very craditable result in the light of global frends and our
company strategy.

The key financial cuicomes achieved during the year

have been:

« NPAT was positive $0.9 millicn on a pre-goodwil basis
{a loss of $0.2 miliion after amortization of goodwil)

¢ 3 cash position of $0.75 milicn at the end of the year,
with our only debt being a term facility on our freehoid
buliding in Adelalde, Australia

This result was achieved after investing $3.0 million fully

axpensed on two ambiticus inftiatives, which were:

+ establishing a direct sales and distribution subsidiary
in Japan with a staff of ten by the end of the year,
ncluding six sales people

* expanding our product development capacity by
establishing an advanced R&D centre based in Silicon
Valisy, California

Our strategy o sell our product divectly in Japan this year
required us to sacrifice some shart-term revenues from our
pravious third pariy distribution arrangements. The
resultant revenues from this market were down by $1.5
million on the previous year, but we expect revenue growih
from this iniiative o follow within the next two years.

“Spectium Consuiting, January 2004
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Exchange rate movemants over the past year have
placed pressures on revenue and margins. Fortunately,
we staried the year with a strong hedge position through
forward exchange contracts and realised $0.6 millon in
gains from these coniracts to offset some of the impact.

We secured an R&D Start Grant, which is a competitive
grant provided by the Australian Government o assist
Australian companies in the development of new technology.
This will provide a total of $3.3 milion to be spent over three
financlal years and will fund a key REL infiative.

Critical Initiatives

BHex's core strength for the last decade has been its

afficient product development capability and high quality

manufacturing capability. Twelve months ago the Board

and Management developed a five-year strategic plan,

the core emphasis of which was o drive revenue and

profit growth by strengthening our sakes and distribution

channeis and developing a more complete product range

across those ophthaimic iaser segments in which we are

focused. To this end, we have staried a number of

critical initiatives in addition to those described above:

+ reviewing all cur distribution arrangements around the
world 1o ensure we have the bast quality distrbutors
In sach ragion

+ sirengthening our sales and distribution team fo
faciiitate closer working relationships with our
distribuiors, and 1o improve sales performance

+ astablishing a direct sales and distribution subsiciary
In Japan

+ appointing a Manager based in France to focus on our
Furopean and Middle Fast markets

* pursuing opportunitiss to add complementary
aphthalmic product lines from other manufacturers, to
Increase revenues and disburse operating costs,
particularly for our Japanese subsidiary

We secured key Japanese regulatory approvals in March
and since then have put in place the infrastructure to
grow this business over the next year. Sales to date have
been limited due to the timing of regulatory approvals and
the traditional long demonstration cycle in Japan.

Our product devetopment program is on track, and our
chjpctive is 1o have a complete praduct range in the

ophthalmic laser segments in which we are focused
{secondary cataract, retinal and glaucoma; by 2008,
This iz an ambitious pian, which will be assisted by the
astablishment of an B&D facility in the US.

The $3.3 milion R&D Start Grant from the Australian
Government will fund a part of this program over three
years: the development of new range of
Phoiocoagulator products. The grant covers the pericd
October 2003 1o December 2005,

Looking to Future

We have released a new range of SLT lasers for
traatment of glaucoma, and we are currently ons of only
two companies in the world to offer this technology. The
Tango {pffering a dual 8LT and cataract treatment} and
tha Solo {SLT only) supplement the product offered undar
an OFM arrangemant with Lamenis. The global
glaucoma market is significant, with over A%4 bilfion
spent annually on drug therapies. We believe these
products will generate substantial revenues in the future,

The next twelve months will be an exciting and
challenging year for us, during which we expect fo ses
tha first signs of success of our strategies.

| would like to thank my fellow divectors, management
and staff for their support and continued hard work in
building the Ellex business.

Victor Previn s
Managing Cirector
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David Lindh, Non-Executive Chairman

David Lindh Is a solicitor, consuitant and company Direcior with over 30 years
axperience. Me is chalrman and a Cirector of a number of public and private
companies, as well as government and non-profit organisations. Mr Lindh is a
consultant with Minter Ellison Lawyers and advises in the area of corporations and
securities law, governmeni and international trade. He has been adviser to the South
Australlan Government on various commercial matters, Including restructuring and
privatisation matiers.

Victor Previn, Managing Director

Victor Previn is a professional enginesr and one of the original founders of Ellex.

He has a caresr that spans more than 25 years in the laser industry. Mr Previn was
responsible for developing and commercialising the technology platiorm that is the core
of Bllex’s current production. He has spent more than 15 years in the ophthalimic iaser
industry traveling widely throughout Asia, Furope and the USA in a business
development capacily. He has been the Managing Direcior since November 2002,

Peter Falzon, Non-Executive Director

Peter Falzon has considerable experience in business development and global
distribution of ophthalmic equipment and is the Vice Prasident of Business
Devalopment at Cutera Inc. Prior to this, he was the Senior Direcior of the Ophthaimic
Businass unit of Coherent fnow Lumenis) — a US$450 million revenue medical laser
company listed on the Nasdaqg where in 1997 - a downturn year in the world
ophihalmic industry - he implemented a turn arcund strategy which resufted in 150%
growih in the subsequent thres years. Peler is alsc a member of the Ellex Medical
Advisory Board.
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Bob Johnson, Non-Executive Director

Hob Johnson is an Adelaide-based businessman with wide interests in mining and
technology. He operates the Maptek Group which has grown its software and laser
mapping business through the world. He has extensive experience in overseas
business development and marketing strategies. He is also Chalrman of Havilah
Resourcas NL, an exploration company operating in South Australia as well as several
other private companies.

He is also Chairman of Sclution City, an industry-sponsored initiative to promote the
technology companies of Adelaide.

COMPANY SECRETARY

Kevin McGuinness

Kevin joined Eliex in October 2002 as Chief Financial Officer and Company Secretary.
Kavin has over 15 years senior financial management expernence of public and private
companies. Kevin ioined Ellex from ASX listed company Nactifus, an ASX listed
company with turnover of approximately $20 million in the food and logistics arena,
Prior to this Kevin was Direcior, Finance & Operations for Urban Paciiic where he
managed the commercial and financial elements of a number of significant and
complex property projects. Kevin holds a Bachelor of Arts in Accounting from the
University of South Australia and is a Chartered Accountant having worked for seven
years in Australia and the UK for Deloittes.
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Comparison of Operating Results ($°000)

Statement of

i——EHex Meadical Lasers Limited——|

|——Eitex Medical Pty Ltd*———]

EBITDA

EBI

Firancial Performance 2003 2002 2001 2000 1809
Operating revenue 25,850 27,3584 21,8451 17,835 385
Total cost of goods sold (14,633 {13,804} (11,671) {10,768 [5.566)
Total other expenses (7,545 {7,873} 5,713 {4,183} (4,108
Total other revenus 160 fGe2 1,283 333 @n
3.832 8,108 5,568 3,340 655
Baprecation and amartisation (1,418) {1,331} (1809 {151} {141}
2.414 4,778 5,388 3,189 515
nterest incomelexpense) (1598) B0 163 {¥4) 49
Net profit tefors tax 2.218 4,718 5585 3115 466
Tax (expensei/benafit (584 {1,437 {2.100) {1,113 (B5)
Mat profit after tax 1,832 3,281 3,455 2,004 357
Crutsice equity interest - {166} (204) {17 {46
Met profit aftar tax minorities 1,638 3,115 3,251 1,805 351
Net Profit after tax before
goodwill amortisation 2,737 4,168 3,251 1,825 351
T Fravioiisty Tacsosn Py i
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This statement outlines the main corporate governance
practices in place throughout the financial vear, which cormyply
with the ASK Corporate Governance Councit recommendations,
unless ciherwise stated.

Board of Directors and its Commitiees

Role of the Board
The Board's prirmary role is the protection and enhancement of
long-term sharehelder value.

To Ul this rols, the Board iz responsible for the overall
corporate governanee of the consolidated entity including its
strategic dirsction, establishing goals for managsrment and
raonitoring the achisvernent of these goals.

Board Process

To assist in the execution of its responsibiitizs, the Board has
astablishad an Audit Cormmittes.  Given the size of the
orgarisation, the role of Nomination and Rermuneration
Caommittes is undertaken by the Board itsalf. There are written
mandates and operating proceduras, which are reviewed on a
regular basis. The sffectiveness of each commities is also
cohstantly monitored. The Board has also establishaed a
framework Tor the management of the consolidated sntity
including a system of intermal control, a business risks
managernent process and the estabishment of appropriate
athical standards.

The fulf Board currently holds twelve scheduled mestings each
year, plus strategy mestings and any extraordinary mestings at
such oiher imes as may be necessary to address any specific
roatters that may arise.

The agenda for mestings is prepared in conjunclion with the
Chairrman, Managing Director and Cornpany Secretany.
Standing items inciude the Managing Birector's report, financial
reporis, strategic matters, governance and compliance.
Submissions are choulated in advance. BExecutives are regularly
invalved in board discussions and Directors have other
opportunities, including visits 1o operations, for contact with &
wider group of emplovess,

The Beard conducts an annual review of ite processes to ensuare
that it is abde to carry out B funcions in the most effectve rmanner,

Composition of the Board

The names of the Directors of the company in office st the date
of this Statement are set out in the Direciors’ repart on pags 18
of this financial report.

The composition of the Board is determined using the following

principles.

« A rninirmum of thres Bireclors, with a broad range of
axpertize both naticnally and intermationaily

* A non-executive Director as Chairman

s A mzjority of non-executive Directors, with at least 50%
being independsnt non-executive Directors

*  Enough Birectors to gerve on various cormmittess without

cverburdening the Dirsctors or making it difficult for them to
fully discharge their responsibilities

* At sach Annual General Meeting one-third of the Directors
fexcept for the Managing Bireclor) o, if their number is not a
multipie of thres, then the number nearest bub not
axceeding one-third shall retirs from office by rotation. The
Birartors to retire each year will be thoss Direciors who
have served the longest since their last slection.

Anindepeandent Director iz & Director who is not & raemier of
managament (& non-Girector and who:

* s not g substantiat shareholoer of the company or an officsr
of, or othenwise associated, directly or indirecthy, with &
sibstantial shareholdar of the cormpany

¢ Hag not within the last three years basn emgloyed in an
axgcutive capacty by the comparny or ancthar group
mearmier, or been a Director after ceasing 1o hold any such
amployrnent

e Viihin the last thres years hag not been a pringipal o
amployes of a matetial professional adviser or a material
consultant to the company o anothsr group membesr

¢ |s noi & significant supplier or custormer of the company or
anciher graup member, or an officer of or othenwise
gsgociated, directly or indirectly with a significant supplier or
cusiomer

¢ Has no matetial contractual relationship with the cornpany
of anothet group membet, other than as a Director of the
COMPEny

e s free from any interest and any business or other
redationship which could, or could reasonably be percaived
tey, materially interfers with the Director’s ability o aot in the
bast interests of the company.

Conflict of Interest

Directors must keep the Board advised, on an ongeing basis, of
any interest that colid potentally confict with those of the
company. \Where the Board belisves that significant confict
exists, the Director concerned does not receive the relevant
poard papers and s noi present at the meeting whilst the itern is
considered. The Board has developed procedures to assist
Directors 1o disclose potentisl conflicts of interast. Details of
Director refated entity iransactions with the Company and
conaolidated entity are sat out in Note 3% to the financial
statemants.

Nomination Cotnmittee

Tha Board of Directors acts as the Nomination Comemittes and
oversses the appointmeant and induction process for Directors,
The Chairman proposes a shott list of candidates with the
appropriate skils and experience, which is then presentad (o the
full Board. \Where appropriate, external consulans can be
engaged to gseist in the process. The Tull Board will approve,
oy a Unanirmaous voete, the most suitable candidate, The Board
st sanclion appointess to the Advisory Committess to
managemant. The newly appointed member of the Board must
then stand for election at the next Annuai General Meeting of the
Company.

The performance of all Directors i reviewsad by the Chairman
sach year

2004 Anrual Report
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Director Education

The conzclidated entity has a formal process to educate new
Birectors about the nature of the business, current igsuess, the
corporate strategy and the expectations of the congolidated
antity concearming performance of Directars. Directors also have
the opporiunity to visit consolidated entity facilities and meet
with managameant 1o gain a better understanding of business
operations.

Director Dealings in Company Shares

Errectors and senior management may acouire sharas in the

Company, but are prohibited from dealing i Company shares of

axercising options:

«  Fora period from 31 December, and 30 Juns to the releass
of the Company’s half-year and annuat results to the
Australizn Stock Exchangs {“ASX")

o Whilst in possession of price sensitive information,

Birectors must optain the approval of the Chairman of the Board

and notify the Company Secratary before they sall or buy shares

in the Comiparty, and it is subject to Board veto, Directors must
advise the ASX of any transactions conductad by them in shares
in the Compary.

independent Professional Advice and Access to
Company Information

Each Director has the right of access o all relevant comgany
information and 1o the Company’s executives and, subisect o
prior consultation with the Chairmean, may sesk ndependsant
professional advice at the consolidated entity’s sxpenss, A copy
of any advice received by the Director is rade available to all
other members of the Board.

Remuneration Committee

The Board of Directors acts as the Rernuneration Committes
and reviews remunesration packages and policies appicabie to
the Managing Director, senior executives and Directors
themsshves. The Board evalustes the performance of the
Managing Birector and monitors managsment succassion
planning. The Board is also responsible for share option
schernes, policies and professional indermnity and Sability
insurance policies appiicable. Remuneration isvels are
compstitively st to attract and retain the most qualified and
axpetienced Directors and ssnior executhes, The Board obtaing
incependant advice on the appropriateness of rermunaration
packages, given trends in comparative companies both locally
and internationally.

Drrector's base fees are prasently $40,000 per annurn. The
Chairrman receives the base fee plus $10,000 per annurm.
Birector's fees cover all main Board functions bt excluds
raambarship of the Audit Corarmities. A fes of $5,000 per
annum s payable for marnbership of the Audit Committes. The
Company doss not have a formal Board Retirement scheme.,

Further details of Directors’ remuneration, superannuation and
retirernent payments are sel out in the Directors” Report and
Mote 4 to the financial statements.

Audit Commitige

The Audit Corremittee has a docurmented Chartern, approvad by
the Board, All members must be non-executive Direciors or
independant consultants with & majority being independsnt.
The Chairman meay not be the Charman of the Board, The
Cormymittes achvises on the establishrnent and maintenance of a
framework of internal contrel and approgriate ethicsl standards
for the managament of the consolidated antity.

The mambers of the Audit Commities during the year were:

Mr K B Johnson (Chairman of Audit Cornraittes}

Mr D Kerr — (Resignsd 4 August 2003) - independent
Consuhtant

Mr D Lindh — Non-Executive Dirsctor

The external auditors, the Mansging Director and Chie? Financia!
Officer, ars invited to Audit Comemittes mestings at the discretion
of the Committee. The Comnittes met four times during the year,

The external auditor mat with the Audit Committee and the
Board of Directors four times during the vear

The Audit Cormymittee also conducis an annual review of its
processes and current performance against its Charter to ensure
that it has carvied cut its functions in an effsciive manner. The
Charter iz availabie to members on raguest,

The responsibiities of the Audit Commities include:

*  Beviewing the annual and half-year financial reports and
other financial information distributed externally, including
new accounting policies 1o ensure compliance with
Avatralian Accounting Standards and generally accepted
gooounting principies

*  Monitoring corporate risk assessment processes

*  Reviewing the Company's policies and procedures for the
transition to the Australian soquivalents to International
Financial Beporting Standards for reporting periods
beginring on or after 1 July 2008

¢ Considering whether non-audit services provided by the
axtarnal auditor are congistent with maintaining the extsrnal
auditor’s independence. The external auditor provicdes an
anngal declaration of indspendence

*  Reviewing the nomination and performance of the extemal
auditor,

¢ Monitoring the estabishment of an appropriate internat
control framework and appropriate ethical standards

+  Monitoring compiance with the Gompany's Fraud Control
Plan and prompt and appropriate rectification of any
deficiencies or breakdowns identified

*  Menitoring the procedures to ensure compliznce with the
Corporations Act 2007 and the ASX Listing Rules and ali
other regulaiory requirsments

*  Addressing any matters outstanding with auditors, Australian
Taxation Cffice, Australian Securities and nvestments
Corarmission, ASX and financial institutions.

The Audit Committee reviews the performance of the exiermal

auditors on an annual basls and normally meests with them

during the year as follows:

¢ Todiscuss the external audit plans, identifying any significant
changes in structure, operations, internal controls or
gooounting policies likely 1o impact the financial staternents
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and 1o revew he fees proposed for the audit work 1o be
performed

s Prior to anncuncemsnt of results:

- Ro revisw the half-year and praliminary final report pricr to
lodgernent with the ASX, and any significant adjustrients
required as a result of the auditors findings

- R recommend Board approval of these docurmnents
«  Tofinafise half-year and annual reporting:

- Feview the results and findings of the auditor, the
adeguacy of accounting and financial controls, and o
moritor the implermentation of any recommendations
rmacds

-~ Heview the draft financial report and recommend Board
approval of the financial repont

« Asrequired, to organise, review and report on any special
reviews or investigations desmed nscessary by the Board.

Internal Control Framework

The Board is resgonsiple for the overall intermal contral
frarnework, but recognizes that no cost effective internal control
system will precluds all errars and irsgularities. The Board has
instigated the following internal control framework:

«  Fnancig reporting — Monthly actual resuits are reported
against budgets approved by the Directors and revised
forecasts for the yvear are prapared ragularty

«  Continuous disclosures — A comprehensive policy and
process s in place 1o identify matters that may have a
miatarial effect on the price of the Company’s securities and
natify thesms to the ASX and post them on the Company's
web site. The Board of Birectors and the Chisf Financial
OHicer/Company Secratary ars responsible for all
comgmunications with the ASX

«  Quslity and integrty of personnal — Formal appraisals are
conducted at lzast annually for gl employees

«  Operating units control —The Managing Dirsctor and Chief
Firancig Officer ensure compliance with financial contaols
and procedues including information systerns controls
detaiad in procedures manuais

«  fFunctional speciality reporting — Key arsas subject to regular
reporting o the Board include Treasury and Derivatives
Operations and Tax Compliance matiers

Irvestment appraisal — Guidelines for capital expenditure
inclucke annual budgets, detaded appraisal and review
procedures, favels of authority and due diigence
recuirements where businesses ars being acquirsd of
divestad.

internal Audit

The Company doas not have a forrmal and separats interna
gudit function. During the year ongoing review of operations of
the business is undertaken by management.

Australian Quality Standard AS/NZS 1SO 9602

The consolidated entity strives to ensure that #ts products are of
the highest standard. Towards this airn it has undertaken &
program to achigve AS/NZS S0 5002 accreditation for each of
its business segrients,

Business Risk Management

The Audit Committee advises the Board and reporis on the
status of business risks. Major business risks arise from such
matters as actions by competitors, govermment policy changes,
the impact of exchange rate moverments, difficulties in sourcing
suppliies and the purchase, and the development and use of
information systems.

The consolidated entity’s risk managernent policies and
procedures cover emdrenment, sccupational health and safety,
property, financial reporting and internal contral,

Training and developrnent and appropriate remuneration and
ncentives with regular performance reviews create an
envircnment of cooperation and constructive diziogue within
ernpicyees and senior management, A succession plan is also
in place to ensure sanior positions are filled by competant and
knowledgeable employess when retiremsnts or resignations
ocour. The consolidated entity’s ranagemsnt of envirenmental
risk is discussed undsr “Environymenta Begulation” within the
Directors’ Report.

Further details of the company’s policies refating to interest rate
managemant, forward exchangs rate managemsnt and cradit
risk rmanagement ars included in Note 37 1o the financial
statemeants.

Cormprahensive practices are established such that:

e Capital expenditure and revenue commitrnenis above a
certain size require prior Board approval

*  Financial exposures are controlled, including the use of
derivatives

¢ Cocupational health and safety standards and managemsnt
systemns are montored and reviewsd to achieve high
standards of performances and compliznce with regulations

*  Business fransactions are properly avthorised and executed,

Ethical Standards

The consolidated entity has advised sach Director, manager and
ampioyes that they must comply with the Ethical Sandards
Manusl

All Directors, managers and employess are expected to act with
the utmaost integrity and objectivity, striving at all times 1o
anhance the reputation and performance of the consolidated
antity, Every empioyse has a nominated supendsor to whaorm
they may refer any issues arising from their employment. The
manugt s reviswed reguiarly by the Board and processes are in
olacs 1o promote and comrunicats these policies.
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The Role of Shareholders

The Board informs shareholdars of all major developments
affecting the consolidated entily's state of affairs as follows:

«  The full znmual report is distributed 1o all sharshoiders
{urdess a sharehoider has specifically requested not to
recaive the document), including refevant information about
the oparations of the consoldated entity during the yvear,
changes in the state of affairs and detals of future
developments

+  The half-ysarly report containg summarised financial
information and a review of the operations of the
consolidated entity during the period. The half-ysar
reviewed financial repart i lodged with the Austraian
Securities and Investments Commission and the ASX, and is
gent to any sharsholder who reguests i

*  Proposed major changes in the consolidated entity which
may impact on share ownsrship rights are sebraitted to a
vote of sharshoidars

s Any information which the Board considsrs worthy of
disclesure 1o sharsholders is activated by release to the
ASK,

Al docurmnents thatl are released pablicly ars mades available on
the conaolidated entity’s internet web site at www.eliex.com.au.

The Board encourages full paricipation of sharehoiders at the
Annual General Meeting to ensure & high level of accountability
and identification with the consolidated entity’s strategy and
goals. imporiant msues are presented to the shareholders as
single resclutions.

The sharehoiders are requested to vote on the apgointrmesnt and
remuneration of Dirsctors, the granting of options and shares to
Erreciors and changes 1o the Constitution. Copies of the
Constitution are available 1o any shargholder whe requests it
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The Birectors of Ellex Medical Lasers Limited submit herewith the annual financial repart of the company for the financial year ended
30 dune 2004, In order to comply with the provisions of the Corporations Act 2001, the Directors Report as foliows:

fa)

th}

fc)

{d}

Directors
The Diractors of the company during or since the end of the last fnancial vear are:

D . Lindh {Chairman of Directors — Non-Exgcutive)

David Lindh is 55 years old and was reappointed as 2 Director at the annual general rmeeating held 27 October 2003, having previcushy
been a Director since 4 Apdl 2000, He has over 30 years experience as & comemarcial lawyer and company Director, and iz & Director
of & nurmber of public and private companies.

V Previn (Managing Director)

Victor Previn is 468 years old and was appointed a Director on 16 duly 2001 after the acquisition of Elisx Laser Systema. He is currently
Wanaging Directer. He has considerable experience in the ophthalmic laser industry and was one of the original founders and
sharehclders of Ellex.

P J Falzen (Non-Executive)

Peter Falzon i 41 years old and was appointed a Dirscior on 28 November 2002, Peter has congiderable expetience in businass
developrnent and global distribution of ophthaimic products having worked as a senicr executive with Coherent in the US and Japarn,
Dr K R (Bob) Johnson (Non-Executive}

Bob dohnzon i 57 years old and was appointad a Birector on 30 April 2003, He has significant experiencs in growing intermational
compranies and international distribution as the founder and Managing Director of Maptek, a software cormpany and supplier of
computer applications to the mining industry.

Prirtcipal Activities

The consolidated entity’s principal actiities have besn the development, manufzcture and distribution of madical iaser equigrnent for
appication in ophthaimic oroceduras.

Review atd Besults of Operations
The consolidated loss for the year affer income tax was $208,000 compared o & profit of $1.632 milion for 2002/2003.

The consolidated net profit pre goodwil amertization for the year after income tax was $859,000 compared to $2.737 million for

2002/2003.

As previously advised, Ellex has focussed over the past twelve months on establishing a platform for growth. The Directors have

previously stated this would curb short term profits with & view to driving growth in the medium to longer ferm. Approximately 53

miHicn has besn investad on wo key initiatives.

*  Expanding Pessarch & Devslopment capability through & new US based Research & Development cenire. Ellex secured a
talented feam with over ten years experience in the ophthaimic laser market. This team brings cornplimentary skilis fo our
Ressarch & Development faciity in Australiz and wi enable us 1o accelerate product developrant over the next hwe years.

s Establishing direct distribution and sales in Japan. Japan is the second largest ophthalmic faser market in the world behind the
LS. Ellex now has ditect presence in these two signficant rarkets through whaolly owned subsidiaries.

Eliex expects these two strategies to deliver substantial growth in revenue and profits over the next two to thres years.

A review of operations and results of these operations of the consolidated entity during the financial year are contaned in the
Chairrnan’s Review and Managing Director's Beview which formas part of the Annugl report for the consclidated entity.

State of Affairs

In the opinion of the Directors, there were no significant changes 1o the state of affairs of the consolidated entity that cecurred during
the financia year,
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fe)

)

{o)

th)

fi

Dividends

Dividends paid o declarad by the Company to members since the end of the pravious financial vear wera,

Cents per  Total Amount Franked/ Date of
Share 5000 Unifranked Payment
In respect of the previcus financisd year:
- Finat — Crdinasy Ml Mil MAA A
Note
Diealt with in this financial report as:
- Dividends 28

All the franked dividends paid by the Cornpany since the end of the pravious financial year were franked to 100% at the 30% corporats
iax rate.

Shares and Options
{1] Shares snd options issued during the year are outlined in Note 28 to the fnancial statements,
{2 Dirsctors and Bmplovees Share Option Schernes
On & July 2001, a Directors and Employees Share Opltion Plan was approved at an extracrdinary meeting of sharsholders.

O 25 Movernber 2003, under the rules of the Dirsctors and Bmployvees Share Option Scherne, the Dirsctors' approved the issue
of BB3,667 options for managarment and employees exetcizable at $0.50 by 30 Novernber 2008, These options expirg apon
terrination of employment. Cptions issued to Directors and executives were as follows:

Number of Nurmber of
Options lssuing Ordinary Shares
Granted Ertity under Option
Dirgctors
¥ R Johnsoh 53,000 Efex Medical Lasers Umited 50,000
F Falzon 103,000 Efex Medical Lasers Limited 100,000
Executives
Kevin MeGuinness 103,000 Efex Medical Lasers Umited 00,000
Mike Fullgrabe £0,000 Ellex Medical Lasers Limnited 50,000
Athy Kalatzis 66,667 Biex Medical Lasers Uimited 66,667
Bil} Swairn 53,000 Efex Medical Lasers Uimited 50,000
Jerzy Criiszewski 30,000 Eiiex Medical Lasers Limited 30,000
Subseqguent Everts

Apart from the oiher matters discussed slsswhers in this Arnual Beport, the Directors are not avare of any oiher matter or
circumstance that has arisen since 30 June 2004 that has signfficantly affected or may significantly affect the operations of the
conanlidated entity in subsequent financial years, the results of these operations, or state of affairs of the conaolidated entity in fulure
YEETE.

Future Developments

The company will continue to focus on the further development of its business being the developrnent, manufacture and distribution of
medical lasar equipment for use in ophthakmic procedures worldwids,

Further disclosure of information regarding likely developrnents in the operations of the consolidated entity in future financial yvears and
the expecied resuits of thoss operations is likely to result in unreasonable prejudics to the consolidated entity.  Accordingly, this
information has not heen discinsed in this report.

Legal Matters

There are no legal matters with any potential roaterial impact on the financial report.
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{fi Meetings of Directors

The raamber of Directors mestings fncluding mestings of cormmittess of Biectors) and number of meetings altended by each Director

ot the Corapany during the financial year were:

Regular Meetings

Audit Committes

A B A g
[ 4 Lindh 12 12 4 4
W Pravin 12 12
P Falzon 10 12
K R Johnson 11 2 4 4

A - Nurnber of meetings attended
B - Mumiber of mestings held during the time the Director held office

tky Directors’ inferests

The interests of sach Director in the ordinary share capital of the company as at the date of this report are as follows:

Interests of Directors

interests of Director Related Entities

Crdinary Shares Options Ordiinary Shares Options
[ 4 Lindh £,000 2,000 548,072
W Pravin - - 3,164,034
P Falzon - 150,000 -
K R dohnson - 50,000 40,500

i Directors’ & Executives’ Remuneration

The Rernuneration Commities reviews the remuneration packagss of &l Bireclors and Executive Officers on an annuzl basiz and
migkes recommendations o the Board, Bemuneration packages of & Oirectors and Executive Officers are reviewed with dus regard to

performance and other relevant factors,

I order to retain and attract executives of sufficient calibre to faciitate the efficient and effective management of the company's
operations, the remunaration committes sesks the advice of external advisers in connection with the structure of rerauneration

packages.
Remuneration packages confain the following key elsrnants:

{8) Salary/fess,

{b) Bensfits - including the provision of motor vehicle, superannuation and heslth bensfits; and

{e) Incentives schemes - including performance relafed bonuses and share options under the Directors” and Employes Share Gotion

plan as disciosed in note & to the financial statemenis.

Salary/ Consultancy Incentive
Fees Fees Henefits Schemes Tota
[ Lindh Men Exscutive Director &0,000 40,000 5,400 - 105,400
W Pravin Managing Birsclor 237,550 - 38,081 - 276,601
P Falzon Ron Executive Director 34,518 - - 3,000 37518
kKR Johnson Men Executive Birector 53,000 - - 1,500 51,800
Total 382,085 40,000 44,451 4 500 471,046

Ermoluments of the five most highty paid Executive Officars of the Company and consolidated entity including the Executive Direciors:

Salary/ Consultancy Incentive

Fees Fees Henefits Schemes Tota

W Pravin Managing Birector 237,550 - 39,081 - 276,601

B Swaim President — Laserex Inc — US 232,851 - 58,958 1,500 283,308

J Crkisrewski President — 214164 - 17,1258 a00 232,194
Headev Labs ine - US

Y lsoda Pragident — Armphi 197,641 1,524 4798 - 293,963
Medicad Corp — Japan

K MeGuinness Chief Financial Officer 123,728 - 32,850 3,000 154,387

Total 1,005,938 91,524 152,581 5,400 1,255 454
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(i) Directors” and Auditors” indemnification

+  On 8 July 2001, at an Extracrdinary General Mesting, the company passad & resolution to adopt a Desd of Access and Inderanity
for the current Directors.

*  On 30 January 2003 the Company signed a Deed of Accsss and Indemnity for Birectors' B J Lindh, V Previn, P Falzon and
Company Secretary K MceGuinness, A Deed of Assamplion was executed for KB Johnson on 30 Aptit 2003 in relation to the Desd
of Access and Indemnity,

*  The Company has not otherwise, during the financial year indemnified or agresd fo indsmnify an officer or auditer of the Corapany
or of any refated pody corporate, against a liability incurred as such an officer or auditor,

{ri} Rounding
The Company iz & company of the kind referred to in ASIC Class Order 88/0100 dated 10 July 19598, and in accordance with that Class
Order, amounts in e Directors” report and the financial report are rounded off to the nearest thousand dollars unless otherwize stated.

Signed in accordance with & resciution of the Directors made pursuant 1o 5.288 (2) of the Corporations Act 2001,
On bshalf of the Dirsctors
— - T
C L sk I_::-qll_l’ill_-.: T
Davicl J Lindh

Chairrman
Adelaide, 26 August 2004
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Independent audit report 1o the members of Ellex Medical Lasers Limited

Scope

The financial report and Directors’ responsibility

The fnancial report cormprises the statement of financial position, staternent of financial performance, statement of cash flows,
accompanying notes to the financial statements, and the Dirsciors’ declaration for both Blisx Medical Lasars Urnited {the cormpany) and the
consolidated entity, for the financial year ended 30 June 2004 a5 set out in pages 21 to 45, The consolidated entity cornprises the
company and the entities it controlled at the year's end or from time 1o tims during the yearn

The Bireciors of the company are responsible for the preparation and trus and fair presentation of the financial report in accordance with
the Corporations Act 2001, This includes responsibifity for the maintenance of adequate accounting records and internal contrals that are
designed o prevent and detect fraud and error, and for the accounting pelicies and accounting estimates inherent in the financia report.

Aidit approach

W have conducted an independent audit of the financial report in order 10 express an opinion on # to the members of the company. Our
audit has besn conductaed in accordance with Australizn Auditing Standards to provide reasonable assurance whether the financial report
is free of material misstatemeant. The nature of an audit iz influenced by factors such as the use of professional judgermnent, sslective
testing, the inherent mitations of internal controls, and the availebility of persuasive rather than conclusive avidence. Therefore, an audit
camot guarantee that all material rmisstatements have been detected.

We petformed procedures to form an opinion whether, in all raterial respects, the financial report i presentsd fairly in accordance with the
Corporations Act 2001 and Accounting Standards and other mandatory professional reporting requirernents in Australia so as to present 2
view which is consistent with owr understanding of the company’s and the consolidated entity's financist posttion, and performance as
represanted by the results of thelr operations and their cash fiows,

Owr procedures included examination, on a test basis, of evidence supporting the amaounts and other disclosures in the financial report,
and the evalugtion of accounting policies and significant accounting estimates mads by the Birectors.

Whils we considersd the effsctiveness of managsment’s internal controls over financial reporting when determining the nature and exteant of
our procedures, our audit was not designed to provide assurance on internal condrols,

The audit opinion expressed in this report has baen formed on the above basis.

independence
n conducting our audit, we followed applicabls independence requirements of Australian professional ethical pronouncements and the
Corporations Act 2001,

Audit Opinion
fn our apinion, the financial report of Bilex Medical Lasers Limited i3 in accordance with:
{g) e Corporations Act 2001, including:

il oiving & true and fair view of the company’s and consolidated entity’s financial position as at 30 June 2004 and of their
performance for the year ended on that date; and

{i)  compiving with Accounting Standards in Australia and the Corporations Regulations 2001; and

b} other mandatory professional reporting reguiremsnts in Australa,

- -r -~
LT S -
_III.L- __-'-_h.'.-_*-. _.-. -I'—Ji.
DELCITYE TOUCHE TOHMATSU

Stephean Harvey

Partewer

Chartared Accountants
Adslaide, 26 August 2004

The liabié#ty of Deloitte Touchs Tohmatsu is Emited by, and to the extent of, the Accountants’ Schame under the Professional Standaras Act
1594 (NSW).
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Directors Declaration

The Birsciors declare that:

fg) The attached financial staternents and notes comply with Accounting Standards;

T

The atteched financial statements and notes thereto give & true and fair view of the financial position and performance of the Cornpany
and the Consolidated Entity

I the Birectors opinion, the attached financial statements and notes thereto are in accordance with the Corporations Act 2001, and

2T

In the Birectors’ opinion, thers are resgonabls grounds 1o believe that the Company will be able 1o pay its debis as and when they
becomes dus and payable.

Signed in accordance with a resclution of the Directors made porscant to 5.285(8} of the Corporations Act 2001,

O behalf of Directors

A b
ez

Bavid J Lindh
Chairrman
Adslside, 26 August 2004
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Note

Revenue from ordinary activities

Raw rmaterals and consumables ueed
Changes i labour and overhead
Employse bensfits expenss

Leosl fees

Beaprecistion and amortisation expenss
Advertising and marketing expenses
Borrowing costs

nsurances costs

Cither expenszes from ordinary activities

{Loss)/profit from ordinary activities
before income tax lexpensejfbeneafit 2

fncome tax (Expenseibenefit relating to ordinary activities 3

{Loss)/profit from ordinary activities
after refated income lax {oxpense)fbenefit

Incrsgsefdecrease) in forsign currency
franslation reserve arising on transiation of
self-sustaining foreign operations 25

Total changes in equity other than those
resuiting from transactions with owners as owners

Earnings per share
- Basic [cents per share} 28
- Diluted (cents per share} 28

Motes 10 the Financial Statements are included on pages 25 to 45

Consoalidated

2003
$'000

26,128
{13,420)
408

Company
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Current assots
Cash assets
Receivables
friventories

Current tax assets
Cither current assets

Total current asseis

Non-current assets

Other financial assets
Property, plant and eqgUipmsant
Intangibles

Deferrad tax asssts

Total non-current assels

Total assels

Current Nabifities
Payshles
tnferest-bearing labilities
Currant tax liabilities
Provigions

{Other

Total current liabilities

Nor-current labilitfies
tnterest-bearing labilities
Provigions

Total non-current labilities
Total labilities

Net assels

Equity

Contribited equity

Resarvas

Retained profitsfdaccumulated losses)

Total equity

Note

11
12
13
14

146
17
15
15
20

21
22

25
28
27

Motes {0 the Financial Statements are included o pages 25 to 45

Consoalidated

24,180

37075

27,085
2,808

30,550

Company

2003
$'000

4,263

4,265

24,083

gz
24,191

28,456

27,584
47z

28,456
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Consolidated
inflows (Outflows)

Company
Inflows {Outflows}

2003 2003

Note $1000 000
Cash flows from operating activities
Recsipts from customers 28,400 -
Payments to suppliers and employses {23,822) 2
triterest and hill discounts received 18 g
fnterest and other costs of finance paid [216) -
Buidends received - 1,531
Income tax refunds received 121 -
fncome tax paid (1.B72) -
Net cash frorm: operating activities 36ic 2,728 1,542
Cash flows from investing activities
Payment for purchase of intangioles - -
Paymeant for property, plant and equipment 484) -
Procseds fror sale of property, plast and equipment 47 -
Net cash used in investing activities [437)
Cash flows from financing activitios
Proceads from issues of eglily securities 73 TG
Payment for share issue costs {3) -
Repayment of borrowings {1,400) (¥80)
Proceeds from borrowings 1,423 -
Bividends paid (1.531) (1,551
Repaymeant of leases (128) -
Net cash used in financing activities [1.568) (2,244
Net increasef{decrease) in cash held 726 (BO9)
Cash at the beginning of the financial year 3688 699
Effects of exchange rate changes on the
balance of cash held in forsign currencies (35) -
Cash at the end of the financial year 36 1,088 -

Motes 10 the Financial Statements are included on pages 25 to 45
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1. Summary of Accounting Policies

Firancial Reporting Framework
The financial report is & general purposes financial report which has been prepared in accordance with the Corporations Act 2001, Accounting
Standards and Urgent Issues Group Consensus Views, and complss with oiher requirements of the faw.

The financial report has been prepared on the basls of historical cost and except where stated, deess net take into acoount changing money
vatues or current valuations of non-current assets. Cost is based on the fair values of the consideration given in exchange for asssts.

Significant Accounting Policies
Accounting policies are selected and applied in a manner which ensures that the resulting financial information satisfies the concepts of
relevance and reliability, thersby ensuring that the substance of the undarlying transactions or oiher events is reporied.

The followding significant accounting policies have been adopied in the preparation and prasentation of the financial report:

{a} Accounts Payable

Trade payables and other accounts payable are recognised when the consolidated entity becomes obliged to make fulurs payments resulting
from the purchase of goods and services.

(b} Acquisition of Assets
Asgets acquired are recorded &t the cost of acquisition, being the purchase consideration determined as af the date of acquisition plus costs
incidentat o the acouisition.

in the event that settlement of &l or part of the cash consideration given in the acouisition of an asset iz deferred, the fai value of the purchase
consideration & determined by discourting the amounts payable in the future o thelr present value as at the date of acgLisition.

{c} Capital Gains Tax

Ne provision has been made for capial gains tax which may arise in the avent of sale of assets as no decision has been made to sell any of
these assats.

{d} Depraciation

Beprecigtion s provided on property, plant and equipment, including freshold bulldings but excitding land and Investment properties.

Bepreciation s caiculated on a straight line and dirminishing value basis 50 a5 to write off the net cost or other revalued amount of sach assst
over its expeacted useful life. The fofowing estimated useful lives are used in the calculation of depreciation:

* Buiidings 40 years
s Plant & eguipment 2.5 - 20 years
s Eguipment under finance leass 6.5 - 8 years

{e} Derivative Financial instraments

The conaolidated entity enters inte a varety of derivative financial instruments to manages s exposure o forsion exchangs rate risk, including
forward forsign exchangs contracts. Further details of detivative Binancial instruments are disclosed in noie 37 to the financial statements.

Foreign Exchance Condracts

Exchangs differences on forward foreign exchangs contracts to hedge the purchase or sale of specific goods and services are deferred and
included in the measurernent of the purchase or sale,

In the event of the early termination of a foreign currency hedge of an anticipated purchase or sale of goods and services, the deferrad gains
and losses that arose on the foreign exchangs contract prior 1o its termingtion are:
s Deferred and included in the measurement of the purchase or sale when # fakes place, where the anticipated transaction s still
expected to ocour as designated; or

s Hscognised in nat profit or loss at the date of termination, if the anticipated transaction is no longer expected 1o cocwr as designated.

{f Employes Entitlements

Provision is made for benefits accruing 1o smployess in respect of wages and salaries, annual lsave and long senvice leave when it s probable
that settlement will be recuired and thay are capable of being rmeasurad reliably.

Provisions made in respsct of wages and salaries, annusl leave, [ong senvice leave, and other ernployes entitlements expected o be settled
within 12 months, are measured at their nominal values, using the remuneration rate expected to apply at the time of sattfernent.

Provigions made in respect of othar employes antiternents which are not sxpecied to bhe sattied within 12 rmonths are measured as the
present vaiue of the estimated future cash outflows 1o be made by the consolidated entity in reapect of services provided by employess up
e reporting dats.

{g) Foreign Currency
Al forsign currency transactions during the financial yesr ars brought to account using the exchange rate in affect at the date of the
transaction. Foreign currency monetary ferms at reporting date are translated at the exchange rate existing at that date.

Exchange differences are recognised in net profit or loss in the perfod i which they arise except that:
i exehange differences which relate to assets under construction for future productive use are included in the cost of those assets; and

il exchange differences on transactions entered into in order to hedges the purchase or sale of specific goods and sendces are deferred
and included in the roeasurement of the purchases or sale.
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In refation to fransactions intended o hedges specific purchases or sales:
i costs or gains arising at the me of entering into the ransactions; and

i) exchange diferences, to the exdent that they arise up to the dates of purchase or sale are deferred and ncluded in the rmeasurement
of the purchases or sales,
Exchange differences relating to forsign curmency rmonetary tems forming part of the net investment in a self-sustaining foreion operation are
fransferred on consolidation to the forsign currency ranslation resenve.
Financial statements of self-sustaining foreign controlied entities are translated at reporting date using the current rate msthed and exchangs
differences are taken dirsctly to the foreign currency transiation resarve.

Financial statements of integrated foreign controlled entities ars translated at reporting dale using the temporal method and exchangs
differences are included in the statement of financial performance,

(h) Goods and Services Tax
Revenues, sxpenses and assets are recoghised net of the amount of goods and services tax (GST), except:
i whers the amount of GST incurred i not recoverable from the taxation authority, i i recognised as part of the acquigition of an assst
of as part of an #arm of expense; or
i) for receivables and payables which are recognissd inclusive of G5T
The nat amount of GET recoverable from, or payabls to, the taxation authority is includsd as part of receivables or payables.

Cash flows are included in the statement of cash flows on a gross basis. The GET component of cash flows arising from investing and
financing activities which is recoverable from, or payable 1o, the taxation authority is classfied as operating cash flow.

(i} Goodwill
Goodwill, representing the excess of the cost of acouisition over the fair value of the identifizble net assets acouired, is amortised on & straight
line basis over a pericd of 20 years,

{i} Income Tax

Tax-efect accounting policies ars adopted whersby income ta expenss is calculated on pre-tax accounting resuits alter adjustment for
permanent differences. The tax-effect of timing differences, which cccor when items are included or sffowed for incorme tax purposes in a
pericd different 1o that for accounting, s shown at current taxgtion rates in the deferred tax assets and deferred tax lishiliies, as applicable.

{k} interest-Bearing Lishilities
Bills of exchange are recorded &t an amount equal to the net proceeds recaivad, with the premium or discount amortised over the parod until
ragturily. Interest expenses is recognised on an sffective vield basis,

Bebentures, bark loans and other oans are recorded at an armount egual to the net procesds received. Interest expenses are recognised on
ah accruat basis,

I} Inventories

Inventoriss are valued at the lower of cost and net regliseble valus., Costs, including an approprigte portion of fed and variable overhead
axpensas, are assigned to inventory on hand at standard cost.

{m) Investments
frnvestmants in controlled ertities are recorded at cost, Other investments are recorded at cost.

Bavidend revenue is recognised on a receivable basiz, Inferest revenue is recognised on an accrugt basis.

() Leased Assets

Leased assets classified as finance lsases are recognised as assets. The amount initially Brought 1o account is the present value of minimurn
lsase paymenis.

A finance lease s one which effectively fransfers from the lesscr to the lesses substantially all the risks and benefits ncidental to cwnershio
of the isased proparty.

Finance leased asssts are amortissd on a straight ling basis over the sstirnated uselul ¥e of the assest.

Finance lsass paymants are aiocated betwesen interest expense and reduction of leases lishility over the s of the lease. The interest expense
is determined by apphing the interest rate implicit in the sase to the cutstanding lease liabiity 2t the beginning of each lease payrnent period.

Operating lsase payments are recognissd 43 an expense on a basis which reflects the pattem in which econormic bensfits fror the lsased
asset are consumed.

{0) Patents, Trademarks and Licences
Patents, trademarks and licences are recorded at cost and amortised on & straight line basis over a period of 20 years.

{p} Principles of Consolidation

The consolidated financial staternents are prepared by combining the financial statements of alf the entitizs that comprizse the consolidated
ardty, being the company (the parent entity] and its controlled entities as defined in Accounting Standard AASE 1024 Consolidated
Accounts’. A st of controlled entities appears in note 33 to the Enancial statements. Consistent accounting policies are erployed in the
preparation and presentation of the consolidated financial staternenis.

The consolidated financial statements inclide the information and resuits of sach contrellsd entity from the date on which the comparny
chtaing control and until such time as the company ceases to control such antity,
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In preparing the consolidated financial statemsnts, alf infercompany balances and transactions, and unvealised profits anising within the
consolidated entity are eliminated in full,

{q) Provisions

Provisions are recagnissd when the consoidated entity has & present obligation, the future sacrifice of economic benefits is probable, and
the amount of the provision can be measursd reliably.

\ihen some or all of the economic benafits reglired to ssttle a provision are expected 1o be recovered from a third party, the receivabls s
recognised as an asset if # is probable that recevery will be received and the amaunt of the recaivable can be measured relisbly.

The amount recognised as a provision is the best estimate of the consideration 1o settle the present obligation at fepotting date, taking into
gooount the risks and uncertainties sumounding the obligation. Where a provision is reasured using the cashfiows estimatad 1o settle the
present obligation, s carrving amount is the present value of those cashiiows.

Bividends
A provision is recognised for dividends when they have been declared, determined or poblicly recommendad by the Directors,

{ri Receivables
Trade receivables and other receivables are recorded at amounts due less any allowances for doubtiul debta,

{s) Recoverabie Amount of Non-Current Assets
Nen-current asssts are written down to recoverable amount whers the carning value of any non-current asset exceeds recoverable amount.
In determining the recoverable amount of non-current assets, the expected nst cash flows have not been discounted to their present value,

) Research and Development Costs

Ressarch and development costs are recognised as an expense when incurred, sxcept 1o the exlent that such costs, together with
unamortised deferrad costs in refation to that project, are expecied, beyond any regsonable doubt, to be recoverable, During the current year
ne costs have been deferad.

Any deferrsd research and development costs are amaortissd over the period in which the corresponding benefits ars expected o adise,
commencing with the commercial production of the product.

The unamertised balance of research and development costs deferred i previous periods i3 reviewead reguiarly and at each reporting date,
1o ensure the criterion for deferral continues o be metl. Where such costs are no longer considersd recoverable, ey are written-off as an
axpense in net proft of loss,

Governgment granis seceived or receivable in relation to ressarch and development costs, which are deferrad, ars deducted from the carmying
arrount. Grants received or recsivable in relation to research and developrnent costs, which are recognised as an expense during the current
or previous periods, are recognissd as revenug in net profit or loss.

{u) Revenus Recognition
Sale of Goods and Disposal of Assets — Revenus from the sale of goods and dispesal of other assets is recognised when the consclidated
antity has passed control of the goods or other assets 1o the buyer.

Non-refundable Governrment Granis received have been recognised as revenus in net profit or loss.
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2. Profit/{Loss} from Ordinary Activities

Profitdloss) fom ordinary activities before incomes tax includes the following items of revenue and expense:

{a}  Operating revenue
Sales ravenus:
Saie of goods

frterest ravenue:

Cther entities
Bividends recsived:

Wholly cwned controlied entities
Foreign exchangs gain
Ressarch & Development Stant Grant ncoms
{Othesr

{b} Non Operating revenue
Procseds from saie of assets note 7)
Property, plant and eguipment

fc}  Expenses

Cosat of saiss

Borrowing costs
interest:
Finance lezses
Cher entities

Mat Bad and doubiful debts — other entities

Bepreciation of non-current assets:
Froperty, plant and sguipment
Armortisation of non-current assats:
Goodwil
Ciher intangibles

Total depreciation and amortisation of non-current assets

Plant & sguiprnsnt:

WOV of plant and equipment disposed of
Currant assets:

WOV of mining leaze bonds disposed of
Ressarch and development costs writien off
Mat transfers to provisions:

Warranty
Net forsign exchangs loss
Lensl fees
Provigion for emploves entitlements
Operating lease minimum lease payments
Superannuation contriutions

Consoalidated

245,950

113

26,081

47
47
26,128

14,633
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3. lncome Tax

The prima facis income tax expensa/(bansiity on pre-tax accounting profit/(loss) reconciles to the income fax axpensa/(benefit} in the financial
statements as follows:

Consolidated Company

(Lossl/Profit from ordinary activities

Income tax expense/(benefit} calculatad
&t 30% of cperating profit{loss)

Parmanant differences:

Amortisation of infangible assets

Effoct of higher tax rates of tax on overseas INncome
Beductible equity raising costs

Ressarch & development tax concassion

Cither parmanent differences

Cer provision of income tax in previous year

Income tax expense/(banefit} attribLiable to ordinary activities

Tax Consolidation System

Legislation to sllow groups, comprising & parent entity and its Australian resident wholly-owned entities, 1o elect to consolidate and be treated
&s a single entity for income tax purposes was substantively enacted on 21 October 2002, The company and #s wholly-owmed Australian
resident entities are gligible to consolidate for tax purposes under this legislation and the Directors of these enlities consider i fikely that they
wif elect 1o implement the tax consclidation systern in dus course.

However, at the date of this report the Dirsctors have not yat finalised an assessrnent of the financial sffect that implementation may have on
the company and the consolidatad entity. Accordingly, the Directors have not made a final formal decision whether or not to implement the
tax consolidation system, and if so, from which date implementation would coour.,

Ag aresult, only the financiad effects of the mandatory aspects of the enabling legislation has been recognised in the financial statements and
no adjusiment has been made to recogrise the financial effects that may result from the implementation of the tax consolidation system.

In the svent that the tax consolidation system is implemented, the company is likely to become the "head entity’ of the tax-consolidated group,
and is fikely to agres to cormpensate each wholly-owned subsidiary for the carrving amount of its deferred tax balances.

4. Directors’ and Executives’ Rermnuneration

The specified Directors of Blex Medical Lagers Limited during the year were:
B J Lindh {Chalrman, non-sxecuiive)

VK Previn (Managing Director)

K R Johnsoh (Mon-executive)

P Falzen Non-executive)

The specified executives of Ellex Medical Lasers Limited during the year were:
K. MeGuinness (Chief Financial Officer)

M Fullgrabe {General Manager — retired 30 May 2004)

A Walatzis {Business Development Manager)

B Swaim {President — Laserex Systems Ing, US)

J Orkigzewski {President — ResDev Labs Inc, US)

Y lsoda {President — Araphi Madical Corg, Japan)

| Primary | ; Post Employmernt———

Salary Nor- Super-  Prescribed Equity Other

& Fees Honus  Monetary annuation Benefits Other Options  Benefits Total
2004 $ $ 5 S 8 3 $ S $
Specified Directors
B J Lindgh 80,000 - - 5,400 - - - 40,00 105,400
Y Previn 237 550 - 18,126 20,928 - - - - 2780
K B Johnson £0,000 - - - - - 1,500 - 51,500
P Falzon 34815 - - - - - 3,000 - 37,518

382,065 - 18,128 28,325 - “ 4,500 40,000 471,016
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| Primary | Post Employmernt———

Salary Nor- Super-  Prescribed Equity Other

& Fees Honus  Monetary annuation Benefits Other Options  Benefits Total
2004 $ $ 5 S 8 3 $ S $
Specified Executives
K MeGuinness 123,728 - 20,124 12,535 - - 3,000 - 158,387
M Fullgrabe 127,271 - - 12,542 - 12,083 - - 151,886
A Kalatzis 120081 - 6,162 11,145 - - 2,000 - 139,382
B Swaim 210483 22588 26,144 32,814 - - 1,500 - 293,309
J Orkizsewski 214,165 - 10,560 5,465 - - 200 - 232,184
Y lsods 147,641 - - 4,798 - - - 91,624 203,983

963,393 22,358 63,080 80,303 - 12,083 7,400 91,524 1,270,141

Further details of the options issusd are contained in notes & and 35 to the financizt statsrents,

Contracts for Services

B J Lindh acts as & consultant to the consclidated entity in providing corporate, strategic and legal senvices in gddition to services provided

as a Director, and receives a retainer of 340,000 per annum for these sendces (included above in 'Other benefita’),

5. Employee Share Option Plan
The consclidatad entity has an ownership based remuneration scheme for employess and executives (including exscutive Directors). |In
gooordance with the provisions of the scherne, as approved by shareholders at an annual gensral mesting, employess and exscutives ans
granted options to purchase parcels of ordinary shares at a price determined by the Directors.

The options granted expire within three years of grant date or when an employee ceases ermployment with the cormpany, whichever is the

aarlier.
Share Option Plan 2004 2003
No. N
Balance at beginring of financial yvear { 781,835 126,000
Granted during the financial year {i) 868,667 35,835
Exsrcised during the financial year {iil) - 1%,000)
Lapsed during the financial year {ivi {185,167) [65,000)
Batance at end of the financial year i} 1,465,335 781,835
{ij Balance at the beginning of Financial Year
2003 Grarst Expity/ Exercise
Options - Series No. Date Exercise Date Price
[T} lasued 25 March 2002 83,000 01/03/02 25/07/04 F0.50
(2} lssued 15 Janussy 2003 845,835 28/11/02 251108 $0.50
Total 781,835

Employes and sxecutive share oplions carry no rights to dividends and no voting rights.
In accordancs with the terms of the employves and executive share scheme, options issued during the year ended 30 June 2004 vest at their

day of issue.

In accordances with the terms of the employee and executive share aplion scheme, oplions may be axercised at any fime from the date of
their issue 1o the date of thelr expiry

{ii} Granted during the Financial Year

2004 Grarst Expity/ Exercise Fair Value

Options - Series No. Date Exercise Date Price Haceived
[3}issued 15 January 2004 BE8, 66T 0112/03 30/1 108 F0.50 Ikl

2003 Grarst Expity/ Exercise Fair Value

Options - Series No. Date Exercise Date Price Haceived
[3}issued 15 January 2003 735,838 26/11/02 251105 F0.50 Ikl

Employes and sxecutive share oplions carry no rights to dividends and no voting rights,

In accordancs with the terms of the employes and executive share scheme, options issued during the year ended 30 June 2004 vest at their

day of issUe,
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{iif} Exercised during the Financial Year

Fair Value

2004 No. of No. of Per Share
Option - Opticns Grant Exercise Expiry Exercise shares Falr Valus at Date
Series Exercised Date Date Date Price lssued Heceived of issus

i Nl il

Fair Value

2003 No. of No. of Per Share
Option - Opticns Grant Exercise Expiry Exercise shares Falr Valus at Date
Series Exercised Date Date Date Price lssued Heceived of issus

(2} lssued 25 July 2002- Betwesn $0.36
March 2002 19,000 O1/03/02 June 2003 2R/01/04 F0.50 19,000 F4,500 and $1.04

Fair vaiue of consideration received s measured as the norminal vaiue of cash receipts on conversion, The fair value of shares &t the date of
their issue is measured as the markst valus at cloge of rade on the date of thelr iseue.

{iv} Lapsed during the Financial Yoar
The followdng equity based instruments izsued to employess have lapsed during the reporting period:

Options -~ Series 2004 2003
No. N

Serigs {1} issued 25 March 2002 14,000 24,000
Series {2} issusd 15 January 2003 106,187 41,000
Series {3 issuad 15 January 2004 5,000 -
Total 185,167 65,000

Cptions (13, (23 and {3) are options to purchase ordinary shares for $0.50 per share at any time from the date of their ssue to the date of
SXPiry.
The options carry no voling or dividend rights.

{v} Balance at End of Financial Year

2004 Grarst Expity/ Exercise
Options - Series No. Date Exercise Date Price
(1} lasued 25 March 2002 69,000 01/03/02 25/07/04 F0.50
(2} lssued 15 January 2003 502 668 26/11/02 2514/08 F0.50
(3} lzsued 15 January 2004 803,667 0112/03 3071108 F0.50
Tozal 1,465,335
2003 Grarst Expity/ Exercise
Options - Series No. Date Exercise Date Price
[T} lasued 25 March 2002 83,000 01/03/02 25/07/04 F0.50
(2} lzsued 15 January 2003 BO8,835 26/11/02 2511705 F0.50
Teotal 781,835

Employes and executive share oplions carry no rights to dividends and no voting rights.

In accordance with the tarms of the emplovee and executive share scheme, oplions issued during the years ended 30 June 2002, 2003 and
2004 vest at their day of issus.

Tre difference between the total market value of options issued during the financial yvear, at the date of issue, and the total ameunt received
from execttives and employeess i not recognised in the financial statements except for the purposes of determining Directors' and executives’
remunsration in respect of that financial year as discloged in note 4 1o the financial statements.

The amounts ars disciosed in remuneration in regpect of the financial year in which the entitiernant was eamed.

Consideration recetved on the exarcige of executive options ig recognised in contriblied eqlity. Daring the financial year BNiE (2003 BNl was
recognised in contributed souity arising from the exercise of employes and executive options.
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6. Remuneration of Auditors

Auditor of the parent entity
Auditing the financial report
Other services

7. Sales of Assets
Sales of assets in the ardinary course of businsss have
given rise 1o the fofowing profits and losses:

Net losses
nvestments — Mining assets
Property, plant and egUipmseant

Net profits
Proparty, plant and eqguipment

8. Current Receivables
Trade recelvables
Alowmance for aoubiful debis

Goods and sanvdces tax {G57) recoversbls
Sundry deposits recoverable

Othet receivables

Beposit for sale of Mining assets

Foreign currency hedge receivable
Receivaile from controliad antity

9. Current Inventories

Baw materiais — at net reslisable valus
Baw materiais — at cost

WIAP — at net reaiisalle valus

WIP — at cost

Finished goods - at net realizable value
Finished goods - at cost

10. Other Current Assels

Prapayments

11. Gther Non-Current Financial Assefs
At zost
frivestroant in controlled entity

Consoalidated

Company
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12, Property, Plant and Equipment

Consolidated

Equipmeant
Under
Frachold Plant & Finance
Land Huildings Equiprnent Lease TOTAL
$'000 5000 $'000 $'000 $'000
Gross carrying amount
Balance at 30 June 2003 40 1812 1,875 a0 iors
Additions - 26 1,188 138 1,357
Net forsign curtency exchange differences arising on the
franslation of financial statements of forsign operations - - 10 - 10
Disposals - - {é5) - iB)
Balance at 30 June 2004 740 1,841 3,168 219 5,068
Accumulated depreciation/amaortization
Balance at 30 June 2003 - [85) [857) (41 (1,023)
Bapreciation expense - 48 [373) 13 {434)
Net forsign currtency exchange differsnces arising on the
translation of financial statements of forsign operations - - [3) - {3
Bignosals - - 3 - 3
Balance at 30 June 2004 - {133) {(1.270) (4] (1,457)
Met ook valus
As at 30 Juns 2003 40 1,827 1,078 358 3,684
Az at 30 June 2004 740 1,808 1,858 1685 4,611
Aggrenste depraciation allocated, whether recognised
&5 an expense of capitalised az part of the camying
amount of other assets during the yean
Consolidated Company
2003 2003
$C00 5000
Buildings 48 -
Flant and sguiprnent 2435 -
Eouiprnent Under Bnance lsase 12 -
a0s -
13. Intangibles
Goochwill 22,108 -
Accumulated amortisation 2,189) -
19,949 -
Patents, trademarks and licenses [Ga) -
Accumulated amortisation 58) -
" N
Orgarisational costs - -
Accumulated amortisation - -
19,9568 -
Aggrenste amortisation allocated, whether recognissd as an
axpenss of recoghised as part of the carrying amount of
other assats during the year
Goachwil 1,108 -
Patants, frademarks and licenses g -
Organisational costs - -
1,113 -
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Assumptions made in respect of recoverable amount

In determining recoverable ameunt the expected fulures cashflows
associated with the business, for the remaining seventzen years
ovar which it is to be amortised, have been calculated based on
currant and future forecasts, and have not been discountad to
present valus.

14. Deferred Tax Assets

Future income tax benafit
Tax losses - revenus
Timing differences

Future incorme tax bensfit has been reducsd by the
provision for deferred income tax attributable to timing
differences by the arnount of:

15. Assets Pledged As Security

Consoalidated

Ail aszets of the consolidated entity have been pledged as security for
liabiities, as disclosed in notes 17 and 21 to the financial staternents,

16. Current Payables

Trade payables
Accruals

Payshls io Diractors
Cither payabiss

17. Current interest Bearing Liabifities

SacUred:
Finance advances
Finance lease fabilities incte 32}

The secured interest bearing liabilities are secured by the assets
under finance.
18. Current Tax Assets/Liabilities

Income tax payable
fncome tax rafundable

18. Current Provisions

Employse antitiernents {nota 23)
Warranty (hote 24)

20. Other Current Liabifities

Uneamed incoms
Beferred gain on foreign curmency contracts

21. Non-Current Interest-Bearing Liabilities

Secured:
Commercial bl for purchase of Land and Buiidings
Finance lsase liabiities {note 32)

The Commercial Bill is secured by the land and buildings under finance.
The facility rolls svery 30 days, and is dus 1o expire in Sepltember 2010,
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Consolidated Company

2003 2003
$1000 000
22, Non-Current Provisions
Ernployes entitlernant {note 23) 108 -
23, Employee Entitlernents
The aggregate empioyee entitiernent liability recoghised and
included in the financial staternents is as follows:
Current {nota 19) 472 -
Mon-current {note 22) 1065 -
Accrued wages and salariss® 187 -
735 -
Mumber of employeess at end of financial year 1065 -
24. Provisions
Warranty
Balence at beginning of year 184 -
Additicnal provisions recognised 145 -
Payments made {465) -
Reductions resulting from the re-measurernent
of the estimate future sacrifice (149) -
Balance at end of year 134 -
The provision for warranty clairns represants the Directorg” best
astimate of the future sacrifice of economic benefits that will be
required under the consolidated entity’s warranty prooram. The
astimate has been made on the basis of higtorical warranty trends
and rnay vary &s a result of new matsrials, aitered manufacturing
processes or other events affecting product guality.
25. Contributed Equity
Contributed equity
61,236,853 fully paid ordinary shares (2003: 61,238,853) 27885 27,584
Coansolidated
2003
No. 000
000
Fully paid ordinary share capital
Balance at beginning of fnancial year 61,001 32,280
Shares izsUad during the year:

Shares igsued at 0,50 146 3
Transfer from Retained Losses® - {4,368)
Costs of share izsues - i)
Balance at end of financial year 61,237 27,585

Fully paict ordinary shares carry one vots per share and carry he right 1o dividends.

& Acoried wages and safares ars inchedec in the cuvvent frade cayablas balance ab disclosad i Note 15 1o the frangigl repont.

S During fhe prior vearn, the & et BOGT ard with

shaire capidat by cancating pad L caodtal iy the amotnt of 54,565,854, as in amound sefacted a foss relaling 1o ihe

OF5 rahodved, SursusEnl | JE e canee

st 2RAE Of the Corpoal

T any SHATSS i

e Comeasy, 10 reducs the Company's

CEY S OO DU IESS 2
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Share Options
11,564,398 (2003 11,564,358 options exercisabls at 30.50 sach and explring 25 July 2004 were on igsue and wers not exercigsd at the
and of the year

Nl {2003: 2,783,853) The secondary options exercisabis at $1.00 each fapsed at their expiry date of 31 May 2004 and ware no longer on
hand at the end of the year,

65,000 (2603: 83,000) unguotad employes options exercizabls at $0.80 each and axpiring 25 July 2004 were issued and were not exertisad
at the end of the year.

KO0 GES (2003 688,8358) unguoted emploves options exercizable at 3050 each and expiring 25 Novernber 2005 were issued and were not
axgrisad at the end of the financial year

BO3,G6T {2003 Ml unguoted employss options exercisable at $0.50 each and expiring 30 Novsmber 20068 were issued and wers not
axercized at the end of the financial ysar

Further details of the Emplayes Share Option Plan arg contained in note 5 1o the financial statements.

26. Reserves

Consolidated Company
2003 2003
$C00 5000
{a) Reserves comprise
Foreign currency translation [B11) -
General profit reserve 3,216 472
2,805 478
B  Movements in reserves
General profit reserve
Balances at beginning of financial year 3,115 -
Transfer from ratained profits 1,632 2,003
Dividend paid [1.531) (1,551
Balancs 3,216 472
Foreign currency transiation reserve
Balance at begirning of financial year (223) -
Translation of forgign operations [388) -
Balancs B11) -
Balance of reserves at end of financial vear 2,805 472
Exchange differences relating to foreign currency monetary #ems
forming part of the net investiment in a seli-sustaining foreign operation
and the translation of sslf-sustaining foreign controlled entities are
brought o account by entries made directly to the foreion currency
franslation reserve, as described in note 1.
27. Retained profits/{accumuiated losses)
Balancs at beginning of #nancial year {4.368) {4,080
Transfer 1o share capital 4,368 4,368
Met profitloss) 1,632 1,727
Transfer 1o general profit reserve (1.B32) (2,003)
Balance at end of financial yvear - -
28. Dividends
2004 2003
Total Total
$C00 5000
Fuily paid ordinary shares
Final dividend — frankad to 30% I 1,531
Consolidated Company
2003 2003
$C00 5000
Adjusted frarking account balance {tax paid basis) 2,254 25
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29. Earnings Per Share
Basic earnings per share
Bifuted earmings per shars

Basic earnings per share
The sarnings and weighted average number of ordinary shares used
in the calculation of basic sarnings per share are as follows:

Eamings

Weighted averags nurnber of ordinary shares

Giluted earnings per share

The sarnings and weighted averages number of ordinary
and potential shares Used in the calculation of diluted
sarnings per share are as follows:

Earmings

Weighted averags number of ordinary shares
and potential ordinary shares

The following polential ardinasy shares are not dilutive and are
thetefore excluded from the weighted averags nurnber of ordinary
shares and potential ordinary shares usad in the caloulation

of ditutec earnings per share:

Crdinary Opticns
Secondary Options
Ungueted Ernploves Options

30. Commitments for Expenditure

{a) Lease commitments
Finance lease liabiities and non-cancellable operating lease
cornraitments are disclosed in note 32 to the fnancial statements.

Consoclidated

2003
Cents
per share

[ ]

2003
$'000

1,832

2003
Na.

61,189,771

2003
$'000

1,832

2003
Na.

61,199,771

2003
No. 000

11,564
2,794
a2
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31. Acquisition of businesses

Names of businesses Date of Proportion of Cost of
acguired Principat activity acquisiion shares acquired % acquisition $000
Controlled entities

ResDev Labs Inc Hesearch & Development & August 2003 100% -

Arnphi Medical Corporation Distribution 12 Saptermber 2003 100% 132

Thig acguisition of businesses note relates to the incorporation of new wholly-owned subsidiariss of the consolidated group. The cost of
scquisition comprises payment for share capital, The share cagital for ResDev Labs Inc was less than $1,000.

Consolidated Company

2003
$'000

2003
$'000
32. Leases

Finance Leases

Leasing arangements

Finance lsases relats to maotor vehicles and plant and eguipment with
lease terms of between 3 1o & years. The conaolidated entity has
opticns to purchase the eqguipment for a nominal amount &t the
conciusion of the |sase agreemsnts.

Finance lsase liabiities

Mo later than 1 yesr

Eater than 1 year and not fater than & years

Minirnum finance leass payrnents

Less fulure finance charges

Finance lsass liabiities

Inciudad in the financial statements as:
Current interest bearing liabilities (hote 17
MNon-current interest bearing liabilties (hote 21)

130
Operating Leases

Leasing arangements

Operating leases relate to business premises with leases tarms of

between 3 1o 5 years, The business premises lsase will bs reviewed
at the end of the lease term.

Non-cancellable operating leases

Nt longer than 1 year

Langer than 1 year and not longer than 5 years
Longer than & years

38. Controfled Entities
|— Ownership Interest ——}

Narne of Entity Country of 2004 2003
Incorporation % %

Parent Entity

Eiex Medical Lasers Umited Australia

Controlled Entities

Eiex Medical Pty Ltd Australia 100 100
Eéex RE& O Py Ltd Australia 100 100
Laserax Systems Ino LISA 100 100
ResDev Labs Inc HSA 100 -
Arnphi Medical Corporation Jagan 100 -
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34. Segment Information

The primary segment of the consolidated group is the business of eslling Ophthalmic Lasars, shown in the consolidated staternent of financial
performance and statement of financial position in this annual report,

The secondary segment of the consolidated group i geographical as indicgted below:

Revenue from External Acquisition of

Customers Segment Assets Segment Assets

Geographical 2004 2003 2004 2003 2004 2003

Segments 5000 $'000 $'000 $¢00 $'00C $'000

Australia® 3,180 828 31,717 34,262 638 47

USA 17471 17,248 4,085 2813 473 17

Europs 4,086 4,275 - - - -
Japan 704 2,085 2512 - 186
Asia fazi 1.231 - - -
Other 258 451 - - -

26,558 28,128 38,314 37,075 1357 454

“Bavenus for Australiz in 2004 includes a Besearch & Developrment Grant of $1,008,000, for which thers was ne revenus in 2003,

The consclidated entity operates in five principal geographical areas — Australiz, USA, Europe, Japan and Asia. The compesition of each
geograghical ssgment is as follows:

o Australiz - the consolicated entity mansfacturers 2 its products in Australia and sslls some products in Australia.
* USA —the consolidated entity has a distribution office based in Minneagolis, USA and sells & range of its products in the USA.
« Furopes — the consolidated entity sells & broad range of #s products in Europes and the Middle East.

* Japan - during the year, the consolidated entity established a distribotion office based in Osaka, Japan and salls & ranges of its products
In Japan.
«  Agia - the consolidated entity =ells & broad range of s products in Asia.

35. Related Party Disclosures

{a} Equity interests in related parties
Dretails of the percentage of ordinary shares held in controlled entities arg disclosed in note 33 1o the financial statements.

(b} Directors’ remuneration and retirement benefits
Dietails of Directors” remuneration and rstirement benefits ars disclosed in note 4 1o the fnancial statements,

{t} Specified Directors’ and specified executives’ equity holdings

Fuily paid ordinary shares issued by Ellex Medical Lasers Limited

Balance at Granted as Rec'd on exercise Neat other Balance st Balance hald
1/7/03 remuneration of opticns change 30/6/04 nominally
Ne. No. No. Ne. No. No.

Specified Directors
B J Lindh 654,072 - - - B54,072 B548,072
W Prawin 3,000,000 - - 164,054 3,164,034 3,164,034
K. R Johnson 40,000 - - - 40,000 43,000
P Falzon - - - - - -
Specified Executives
K MoGuinness 60,000 - - - 60,000
M Fullgrabe - - - - -
A Kalatris - - - - -
B Swaim - - - - -
J Orkizzewski - - - - -
Y lsods - - - - -
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Share Options issued by Ellex Medical Lasers Limited

Balance at Granted as Rec'd on exercise Neat other Balance st Balance hald
1/7/03 remuneration of opticns change 30/6/04 nominally
Na. No. No. Na. No. No.

Specified Directors
B J Lindh 1,417 392 - - (215,302} 1,202,000 1,200,000
VK Previn 3,500,000 - - - 3,500,000 3,500,000
K B Johnson - 50,000 - - A0,000 -
P Falzen A0,000 160,000 - - 150,000
Specified Executives
K MeGuinness A0,000 100,000 - - 150,000
b Fullgrabe - B0,000 - (B0,000% -
A Ralatzs 66,6687 56,667 - - 133,354
B Swaim - 50,000 - - A0,000
J Orkizzewski - 30,000 - - 30,000
Y lzods - - - - -

Al share options issued to the Directors during the financial vear wers mads in accordance with the provision of the employes share opticn
plars,

Each share option converts inio one ordinary share of Eliex Medical Lasers Umitad on exercise. No amouris are paid or payablis by the
recipient on granting of the option.

Al opticns issued during the year wers issusd on 15 January 2004, The fair vaiue of the options issued on 18 January 2004 was $0.03
Further detailz of the options granted during the year are contained in note & to the financial staterments.

{d} Transactions within the wholly-owned group

The wholly-cwned group inclocdes:
the ultimate parent entity in the wholly-cwmned group
wholly-owned controlled entities
other entities in the whally-owned groug.

The ultimate parsnt entity of the whally-owned group is Bllex Medical Lassrs Umited.

Betails of dividend and interest revenue derived by the entity from entitiss in the wholly-owned group are disclosed in nots 2 to the financial
staternents.

Batails of intersst expense, allowancss for doubiful receivables and write-downs of receivables in respect of ransactions with endities in the
wholly-cwned group are disclosed in note 2 to the financia statements.

Amnunts recaivable from entities in the wholly-owned greup arg disclosed in note 8 to the financial statements.

Erring the financial year, Elex Medical Pty Ltd provided accounting and adrinistration services, at various costs, to entities in the wholly-
owned Jgrowp.

(&) Other transactions with Director refated entities

The cormpany has purchasad consulting services from SEQM Pty Bid for $21, 500 (2003: $21,8001 A Dirsctor of this company is a relative of
the chairrnan. Fromm duly 2003 to February 2004, the consultancy was based on an hourly rate charged for lnvestor Befations acthities each
rmenth, which is iy accordance with normal comemarcial terms and condiions. From March to June 2004, the consultancy becamea a monthly
retainer for investor Relations activities, in accordances with normal comrmercial terrs and conditions.

The company received rent from a tsnant, Your Amige Pry Ltd for $18,500 (2003: $24,000). M V Previn is a Non Execotive Director of Your
Arrige Pty Ltd. For the period July to Decaember 2003, thiz rental was $2 000 par month, based on normal comimercial terme. For the period
January to May 2004, this rental decreased o $1,500 per month, as the size of the tenants premises was decreased. The tenants coased
renting the prermises in May 2004, based on condition of the rental agreernent that the tenants would vacate given a specified notice period.

The amount payable 1o Direciors per note 16 refers to salary and Directors fess for Mr V' Pravin,
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Consolidated Company

2003 2003
$1000 000
36. Notes to the Staterment of Cash Flows
{a} Reconciliation of cash
For the purposas of the statement of cash flows, cash includes
cash an hand and in hanks and investmesnts in money market
instrurnents, net of outstanding bank overdrafts, Cash at the end
of the financial year as showr in the statement of cash flows is
raconciled o the related iterms in the balance sheet as follows:
Cash 1,058 -
1,058 -
(b} Financing facilities
Securad loan and overdraft faciiies with various maturity dates
threugh to 2005 and which may be extended by mutual agresmeant:
Armount used 2,000 -
Armount Unused 4,000 -
6,000 -
{c} Reconciliation of profit/{loss) from ordinary activities after
related income tax to net cash flows from operating activities
Profitfiloss] from ordinary activities after refated incomes tax 1,832 1,727
Profitiloss on sale of non-curent asssats 18 3
Beaprecistion and amortisation of non-current asssts 1,418 -
Increasafidecraeasa) in income tax payable [1,085) (34)
Changes in net assets and lizhilities, net of effects from acoLisition
and disposat of husinesses:
increasei/decranse in assats:
Current receivables 2,04 {73
Current invantories {1.084) -
Cther assets 129 g
ihersase/{decreases) in liabiities:
Current rade payailes (222) {89)
Cther Habilities [179) -
Net cash from operating activities 2,728 1,642

{d} Non cash finaneing and investing activities
Buring the financial year, the consolidated entity purchasad proparty, plant and equipment at & cost of $135,000 undst finance lease
arrangements, and financed insurancs of $188,000. These amounts ars not reflectsd in the statement of cash fiows.

37. Financial Instruments

{a} Significant accounting policies

Betzils of the significant accounting policias and methods adopted, including the eriteria for recognition, the basls of messurement and the
basiz on which revenues and expenses are recoghised, in respect of each class of financigl asset, financial lisbility and souity instrument are
disciosed in note 1 to the financial statermants,

by Significant ferms and conditions

Forward foreign exchange coniracis

g the policy of the consolidated antily to enter into forward forsipn axchange contracts to protect againgt potentis! achverss currency
fuctugtions, dus to the sale and purchase of goods i foreign currencigs. The following table details the forward forgign currency contracts
outstanding as at the reporting date:

Average Exchange Rate Principal Amount

Outstanding Contracts 2003 2003
$'000

Selt US Doflars
Less than 3 months G.5331 423
3 to & months G.5871 1,559
Langer than & months 5350 2,101
G.EH0 4,481
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Coifar Qplions
Using collar options, the conasolidated entity takes up options to protect against potential adverse currency fluctuations, dus to the sale and
purchase of goods in foreign currencigs. The fofowing table details the collar options ouistanding as at the reporting date:

2004 2003 Principal Amount
Qutstanding Call Put Calf
Options Average Average Average Average 2004 2003

Strike Rate Strike Rate Strike Rate Stike Rate $000 $'000
Se#t US Dollars
Mot longer than 1 year o.yre 0.8852 - - g
Longer than 1 year - - - - -
Selt Japanese Yen
Mot longer than 1 year 0.80C 0.8806 - - 882
Longer than 1 year - - - - -
1,601 -

(&} Interest rate risk

The following table details the consolidated entity's exposure to intersst rate risk as at the 30 Juneg 2004; &l other financigl asssts and liabilities

are non-interest bearing:

|- Fixed Interest Rate Maturity -|

Average  Variable Less More Now-
Irterest Interest than 1 15 than b Interest
Rate Rate Year Years Years  Bearing Total
2004 %o $'000 5000 $'000 $000 $'000 $000
Financial Asseis
Cash 1.4% TEE - - - TEE
756 - - - 756
Financial Liabilities
Bark loans 6.8% - - 2,000 - 2,000
Finance lease lizbilities 8.2% - g2 145 - 237
- 92 2,145 - 2,237

|- Fixed Interest Rate Maturity —|

The following table details the consolidated entity's exposure to interest rate risk as at the 30 Juneg 2003, &ll other financial asssts and liabilities
are non-interest bearing:

Average  Variable Less More Now-
Interest Interest than 1 1t05 than 5 Interest
Rate Rate Year Years Years  Bearing Total
2004 % $000 $000 $1000 $000 §000 $000
Financizt Assets
Cash 0.5% i - - - G4 1,085
i - - - G4 1,085
Financial Liabiities
Barnk owerdraft
Bank loans 6.8% - - 2,000 - 2,600
Firnance lease lizhilities 7.2% - 73 a7 - 160
- 73 2,087 - 2,160

{d} Credit risk

Credit risk refers 1o the risk thal counterparty will defalit on its contractual obligations resulting in financial ioss to the consolidated entity. The
consolidated entity has adepted the policy of only dealing with creditworthy counterparties and obtaining sufficient collateral or ether security
where appropriats, as a means of mitigating the rizk of financial loss fom defaulis. The consolidated entity measures credit risk on a fair value

basis.

The consolidated entity doss not have any significant oredit risk exposwre 1o any single counterparty or any grodp of counterparties having

similar characteristics.

The carrying amount of financial assets recorded in the financial statements, net of any allowances for fosses, represents the conzolidated

antity’s maxirnum exposurs 1o credit risk without taking account of the vaiue of any collateral or other security obtained,

Fage 43




{&} Net fair value
Except as detailed in the following table, the carrying amount of financial assets and lisbilties recorded in the financial statement approxirnates
their respective nat fair values,

The net fair vakis of financial asssts and financial #abilities are determined as follows:

* the net fair value of financial assets and financial Fabilities with standard terms and conditions and fraded on actie liguid markets ars
determined with reference 1o guoted market prices; and

* the net fair valus of other financial assets and financial lishilites are determined in accordance with generafly accepied pricing models
basad on discountad cash flow theony,

The followdng tables detall the net fair value of financial assets:

Carrying Amourit Net Fair Vaiue
Financial Assets 2003 2003
$'000 $'000
Not Readily Traded
Forsign exchangs contracts 427 427

38. Impact of adopting the Austrafian equivalents to International Financial Reporting Standards

Management of the transition to A-IFRSs

In scocardance with the Financial Reporting Council’s strategic directive, the consolidated antity will be required to prepare financial statements
that comply with Australian equivaients to Infernational Financial Peporting Standards ("A-IFRSs™ for annual reporting periods beginning on
or after 1 January 2005, Accordingly, the consolidated entity’s first half-year report preparsd undar A-IFRSs will be for the half-vear reporting
pericd enced 31 December 2005, and it first annuat financial report prepared under A-IFRSs will be for the year ended 30 June 2008,

At the date of this report, the Directors of the consolidated entity have established a project tsam which has performed a high-level
assessment of the impact of A-IFRSs on the consolidated entity, and determined how they will manags the transition 1o A-IFRSs and carry
aut the transition work, The Dirsclors and project team are menitoring the developments in A-IFRSs and the poiential impact it will have on
the comgany to be A-IFRS compiant shoriy.

While no formal decision has yat been made as (o the policy altematives to be appiad or the axtent of which it will affect the comparny, the
Erreciors of Ellex Medical Lasers Lid have identified the following as being the key accounting policy differences expectad to arise on the
transition to A-IFRSs.

Income tax

The conzolidated entity currently recognises deferred taxes by accourding for the differences between accounting profits and taxaile income,
which gives rise 1o ‘permanent’ and timing’ diferences. Under A-IFRS, deferred taxes are measured by reference to the temporary differences’
determined as the difference between the carrying amounts and the tax bases of assets and liabilities recognised in the balance shest.

Adjustments to the recognised ameounts of deferred taxes will be also result as a consequance of adjustrnents to carrying amounts of asssts
and lizbilities resulting from the adoption of other A-IFRS. The fikely impact of these changes on deferred tax balances has not been currently
determinad.

Impairment of assets

Non-current assets arg written down 1o recoverable amount when an assel’s carrying amount exceeds #a recoverable amount. Historically,
Ellex Medical Lasers Ltd has nof used discounted cash flows in defermining rscoverable amount. A-IFRS preseribes a more prescriptive
impairrmant test, and requires discounted cash flows 1o be used whers value in gee iz used to assess recoverable armount. Non-current assets,
besides goochwill and indefinite life intangible assets, will continue 1o be depreciated, and are only subject to e impairment test if an indication
of impairment exists,

Undar the transitional rules of A-IFRS, the consolidated entity has the option to uee fair value as the desmed cost of fixed aessts, The likely
impact of using fair value has not Besn currently determined.

Amportisation of goodwill

Goodwill is currently amortised over a 20-year pericd. A-IFRS does not permit goodwill to be amortised, but instead requires the carmying
amount o be tested for impairment at least annually, Goodwill currently recognised in the bafance sheet, adjusted if necessary on the optional
restaternent of business corbinations, must be allocated to indivicdual cash generating units {or groups of cash gensrating units) and tested
for impaisment at the affocated isvel. This changes in accounting policy may resuit in increasad volatility in the income staternent, as impairment
Iosses are expectad to coour nfrequanty,

Off-balance sheet financial assets and lishilities

A-IFRS recuires the recognition of af fnancial assets and financial lishilites, including derivatives and embedded derfvatives, which is not presently
regjuired under current Australian GAAR On initial assessment of this requirernent, the consolidated antity does not believe that there are any
financial assets and fingncial lisbiities that are currently not recognised on the balance sheet that would require recognition under A-IFBS.
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Hedge accounting

The consoidated entity enters into forward exchange contracts for its purchases in order to hadgs #s exposure to fluctuations in exchanges
rates. Under A-IFRS, hedges are designated as fair value hedges or cash flow hedges, and the accounting differs depending on the
designation. Where a hedge is designated as a fair vaius hedge, changes in the fair value of the hedged item and hedging nstrument ang
recoghised i profit or loss to the exdent hedged, however, changes in the fair value of the hedging instruments classified as cash flow hedgss
are recognised in eqguity, and are recycled to e income statement when the hedged iransaction affects the profit or loes.

The designation, documentation and effectivensss requirements under A-IFRS may result i some hedges no ionger qualifying for hadgs
gocounting. On fransition, the consclidated entity alse has the option of designating financial instruments currently considered hedges as
financial assets and liabi#ties that are recognised al falr value through the profit and foss, 1t is not possible 1o determing the impact of the
change in hedging requirements until a full analyais of the impact of the different options available 1o the entity (including no longsr accounting
for hedging instruments under hedgs accounting has been finalised,

Proceeds from sale of assetls

The current definition of revenue reguires procesds on sals of non-current assets o be included as ravenus — this has the effect of grossing
up the statement of financial performance. Under A-IFRS, such procesds on sals will no lohger meet the definition of revenue and accordingly
wilt be excluded from revenua, However, the net gain or loss from the sale will continue to be recognised as part of the incoms staternent as
‘income’. Conseduently, there is no impact on nat profit from this change in accounting policy.

Government grants

Prezently, non-reciprocal grants received arg recognised as revenug when the conselidated entity obtaing control of the grant, regardiess of
the specific purpose to which the grant is required to be expended or the periods ovar which the grant applies. A fability to repay the grant
is onty recognized where a present obligation exists to repay grant monies. A-IFRS reguires grants received 1o be recognhised as incoma on
z systernatic basiz over the periods necassary to match them with related costs, which they are intended to compensats, bat onty when there
is rsagonable assurance that the entity will comply with the conditions attaching to them and the grants will be received. As this tresatment is
currently used, there will be no changs in accounting policy.

Foreign currency translation

The current requirernents for translation of forsign subsidiariss diferentiates between self-sustaining and integrated forsign subsidiariss, with
the foreign currency differences for imegrated forsign subsiciaries being inchudad in the profit and Joss, However, under AJFRS, thera is no
differentiation betwesn thess two types of subsidiaries, and & foreign currency differences are included in equity. The impact of the change
on the financial statements will increase the volatility in the income statement.

Valuation of options

Under A-IFRS, opticns issued by the company each year must be valued and expensed in the profit and 1ose over the vesting pericd of the
options. The impact of the changs on the fnancial statements cannot yet be quantified, but will reduce reported profits and increase eguity.

Business combinations
Under A-IFRS, the purchase method of accounting must be appied where therg is a business combination, howesver, not al acquisitions wil
glalify &z a business cornbination, and as such the purchase method of accounting for these acoudsitions wilt ne longer be appropriate.

Furthermere, thare are a2 number of recognition and measurement differences that resull i relation to assets and fabilities acquirsd in a
business cormbination, particutarty in relation to intangible assets and restructuring provisions. The impact of thess changes in accounting
paolicy on first-times adoption will depend on whether the consolidated entity will elect io adopt the exernplion avaiabile to it to not reopen past
acguisitions and retrospectively account for them,
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{a} Number of Holders of Eguity Securities

Ordinary Share Capital:

B1,238,853 fully paid ordinary shares ars held by 4,032 ndividual shareholdera, Al issued shares carry one vole per share,

Options:

542,668 Bmploves apticng are held by 30 aption holders and expire on 25 November 2005 or termination of emgloyment, whichever ocours first.

B38,667 Employes aptions are held by 54 aption holders and expire on 30 Novernber 2006 or termination of erngloyrnent, whichever ocours first,

(b} Distribution of Holders of Equily Securities

i Analysis of nuraber of helders of eguity securities by size of holding:

Ordinary Empioyee

Shares OpHons
1 — 1,000 1,321 1
1,001 — 8,000 1,035 15
5,009 — 10,000 748 16
10,001 - 106,000 8658 17
00,001 and over it} &

i) TFhere were 1,457 hoiders of less than & marketable parcel of 1,786 ordinary shares,

{c} Twenty largest shareholders

Narne Nurrber % of
of Shares Class
Citicorp Norinees Pty Limited <CFS Developing Corpanies A/C> 3,437,339 561
Sedico Pty Ltd 3,184,034 BT
Sandhurst Trustees Lid <Aust Eihical Equitiss A/Cs> 2,371,808 3.87
W Giuseppe Canala + Mes Mira Canala <Giuseppe Canala 5/F A/C 1,848,630 3.02
Pine Street Pty Lid «<Pine Strast A/C 1,400,000 2,25
Unlay Underwriters Pty Limited 1,107,424 1.81
Ma Choi Chu Les 853,000 1.35
Guaynvill Trading Pty Lid 800,000 1.3
Davan NMominges Pty Ltd 648,072 106
Permanant Trustes Australia Umited <PVAQDDZ A/C> 500,000 0.82
Wi Rabymon Charlss Coupe + Mrs Julia Beborah Coups <Coups Super Fund AXC> 445138 0.81
Tayeol Nominess Pty Lid 453,142 0.74
Dagres Pty Lid <Dagres Discretionary A/C= 428,500 0.70
W Victor John Plummer 400,000 0.65
Wrs Susan Whiting 328,000 0.65
Big Blue Cne Investmeants Pty Lid 380,000 0.64
Westpac Custodian Mominess Limnited 371,854 0.1
Berne Mo 132 Nominses Pty Lid <323731 A/Cx 350,000 0.57
W Lai Ses Lisa Lau 300,000 045
MW John Lawrenee Conole + Mrs Chylstine Mary Conols 270,000 0.44
{d} Substantial Shareholders
The Corapanies Register of substantial Sharehoiders records the folowing:

Number of Percentage

Ordinary of Shares

Narne Shares Heid lssues

Coloniz! First State 3,437 338 561

Sedico Pty Ltd 3,184,084 57
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