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* Earnings before interest, tax, depreciation and amortisation.




Dear Shareholder,

The past year was one of considerable investment in 8o Natural Foods. We invested in additional manage-
ment and staff, we invested in product development, we invested in production efficiencies and we invested

in a new functiona! product area in canned seafcod.

Our improved profitability only partly refiects these efforts and both management and your directors are
confident that considerably more can be achieved. With the soy milk category producing anocther year of
minimal growth and strong margin pressures, your cormpany has worked effectively to cement its position
as a key participant in the sector.

The initiative in extending our Australia’s Own range of organic soy and rice drinks is already bearing fruit
locally and internationally. We have positioned the business fo be the primary source of quality certified
organic processed product in and from Australia.

The other major initiative undertaken was our move into the fast growing canned seafood category of
functional foods. The common thread of Omega 3 content in fish and soy attracted us to establish an initial
entry point in acguiring Paramount Seafoods. We have secured world best product sourcing in our exclusive
relationship with US based Bumbie Bee Seafoods as part of the purchase and are excited at the opporiunities
in the sector.

This acquisition reflects our view that consuming functional foods in their whole form is the best way to
compiement sensible eating habits.

Last vear So Natural Foods issued additional eguity to fund growth and position ourselves for new
opporiunities. This despening of the shareholder base has improved stock market ligquidity and was
substantially assisted by the Board attracting Stephen Higgs and Perry Gunner as directors. A company
of our size and stage of development is extrernely fortunate o have directors of their calibre. Larry Case

resigned as a director after 13 years with us and we thank him for his iong service to the company.

Good corporate governance is an issue for all public companies and | am pleased o report that 30 Natural
Foods already complies with a number of key procedures relating o good governance. In particular the
company has an active high quality Board, a separate Audit and Compliance Committes as well as a
Remuneration and Nomination Committes together with an Acquisition Committee and an internal code of
conduct. Where we do not yet comply in full with the ASX Corporate Governance Council recommendations
wae shall be working towards compliance with these principles as the year progresses.

Our plans for the current year envisage growth in ali areas of our business despite very competitive trading
conditions. On behalf of the Board, | wish to thank Geoff Babidge and his team for their considerable
efforts in a year of rapid change.

(A Ak

Christopher Grubb, Chairman
& September, 2003




Financial performance

The group produced a consolidated operating
profit after tax of $564,000 for the 12 months
ended 30 June 2003 which compares with the
operating profit after tax and before significant
itemns in 2002 of $220,000. A fully franksd
dividend of 1 cent per share was paid for the year

The financial results reflected steady perform-
ance for the soy business on the previous year
given increased proprietary beverage sales
and improvement in factory efficiencies. The
result would have been higher but for lower
contract manufaciure activity compared to
earlier years given a reduced number of
contract customers. The costs of assessing

a potential acquisition which did not proceed
were fully expensed. The acquisition of
Paramount Seafoods Pty Ltd contributed a

profit in June.

The year has been one of simultanecusly
developing the core business, building the
management and sysiems o manage signifi-
cant growth and undertaking the Company's
first acquisition. The company undertook
two separate private placements of shares to
fund growth in November and June, raising
a total of $3.7m from private and institutional
sharehoiders.

Earnings per share on a weighted average
fully diluted basis were 2.4 cents.
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Paramount Scafoods

During the year, a number of
growth opportunities were
investigated which cuiminated
in the acquisition of Paramount
Seafoods Pty Limited in June
2003, Seafood is currently the
fastest growing protein of
choice in Australia with canned
seafood showing strong
growth. There is an increasing
food health focus across the
community which is translating
into an increasing general
awareness of the benefits of fish.

Paramount Seafoods is primarily a
sales and marketing business with the
Pararnount brand in Australia being long

established. # is the number three canned
seafood brand by volume in the Australian retail
trade and nurmber two proprietary brand in canned

salmon and aiso has a small market position in New
Zealand. So Naturat Foods has acquired ownership of
the brand in Australia and New Zealand and rights to

extend the brand throughout Asia.

A key part of the transaction has involved So Natural
Foods establishing a sirategic alliance with the former
owner of Paramount Seafocods, Bumbls Bee Seafoods
LE Bumble Bee is the world's largest full line canned
seafood group with market leading positions in the
US and Canada. The long term exciusive alliance
provides for Bumble Bee to facilitate product sourcing
on competitive terms, quality assurance and new
product development, key attractions of the association
for So Natural Foods.

The acquisition of Paramount Seafoods for a multiple
of around 6 times recent historical earnings is seen as g
prudent entry 1o a complementary food category with
potential for rationalisation and growth over time.
Seafood is a core functional food providing the benefits
of Omega 3 fatty acids essential in the diet in its natural
form. The key fish stocks supplying the Paramount
range are considered sustainabie due to regulations of
fishing practices and catches now in place.




Australia’s Own

The Company has developed a new strategy fo
broaden its activities in organic foods.

Our goal is for our brand to be a leader in pack-
aged organic foods and beverages in Australia
and selected international markets. During the
year we launched new “Austratia’s Own" packaging
for organic soy and rice milks and developed a
marketing plan and new packaging to broaden the
product range in key segments. Priority products
include organic dairy milk, olive oil and other
heverages.

A growth market for Australia’s Own is Japan
where our distributor is expanding the range of
products to now include Australia’s Own
fiavoured soy beverages incorporating specific

Japanese pack graphics. Historical sales have been
strong albeit off a low base. in addition, we are
seeking access to new markets in Asia and the UK.

Australia’s Caen
{.)rgm';.fc itk
The real taste
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Review of performance

The core soy milk business performed creditably
during the year with overall volumes of proprietary
heverages above last year. The UHT sovy and rice
rnarket, which represents around 78% of the market,
was broadly fiat whereas the fresh segment
continues to grow. Margin pressures increased
during the second half so it is pleasing that So
Natural Foods’ volume share of retail branded
UHT beverages marginally increased to 24.8%
{rmoving annual total} in June.

5o Natural Foods developed a new brand strategy
and packaging for the So Natural range of soy
and rice beverages which was progressively
introduced during the second haif of the year. We
recently achieved increased ranging of So Natural
fresh soy milk in retail which has resulted in share
growth to almost 9% by year end. An upgraded
Australia’s Own range of organic soy and rice

beverages showed strong growth in health food
stores and supermarksts.

So Natural soy yogurt remains market leader
although volumes were marginally below last
year. Qur focus has been on maintaining ranging
in an increasingly competitive market through
continued improvements in taste, consistency
and distribution.

The Company has refocused its export activities
with new management, appointment of new
distributors, and alignment of activities in certain
markets with those of cur strategic shareholder,
Bega Cheese. Our priority markets for soy
beverages are New Zealand, the Middle East,
Hong Kong, Singapore, Japan and China.

Following a strategic review of the domestic soy
beverage rmarket, the Company has developed a
significant new product initiative. The product

"Smooth White" represents a new range of best




tasting soy beverages to be marketed to both soy
and dairy consumers interested in a healthy
lifestyle and is positioned as an addition to our
core whole bean soy beverage products. The
product has been presented to the retail trade
and distribution commenced in August 2003.

As foreshadowed last year, the Company has
undertaken capital expenditure totalling $1.85m
during the vear to achieve gains in soy plant
flexibility and capacity. These projects included a
major upgrading of packaging lines, implementa-
tion of standard outer carton packaging and an
increase in blending facilities. The new projects
were progressively commissioned during the
second half and together with improved manage-
mant of key production indicators have significantly
lowered our ongoing costs of production. Future
capital expenditure is projected at lower levels
than for the current year.

Following the significant effort of our production
and technical teams, the Company was recently
successful in achieving HACCP accreditation for
the Taren Point facility. In addition, the factory
gained certification for contract manufacture by a
major international food company. These initiatives
will assist So Natural Foods progress towards our
next guatity obiective, 150 8002 accreditation.




Your directors submit the financial report of
So Natural Foods Australia Limited (the
Company and its Subsidiaries} for the vear
ended 30 June 2003.

Directors

The names and particulars of the directors of
the company during or since the end of the
financial year are:

Mr. C.C. Grubb

Chairman {Non-executive), Age 57

B.A., B.Comm. — extensive experience in the
securities and investment banking industry in
Australia and Asia. Appointed Chairman in
Novermber 1897 Also director of JF Japan OIC
Fund inc, Odyssey House MceGrath Foundation.
Chairman of the Remuneration & Nomination

Committee and Acquisition Committee.

Interest in shares and options are 8,603,599
ordinary sharss and nii options. The shares held
by Australian Food Holdings Pty Ltd, Nepeal Pty
Limited, Nepeal Trading Pty Limited and Demeta
Pry Ltd are inciuded in the shareholding of Mr
Grubb who is a director and shareholder in these
compaties. Further Messrs Grubb and Reaney
intend to vote consistently on issues and thus
Mr Reaney's ordinary shares have been included
in determining interest in ordinary shares.

M:. G.H. Babidge
Managing Director (Executive}, Age 50

B.Comm., ACA — extensive public company
experience within the food industry. Former
CEQO of the major milling and baking group,
Bunge Defiance and many years Managing
Director of the dairy interests of National Foods
Limited. Appointed director in January 2002,

Interest in shares and options are 60,883

ordinary shares and 1,225,000 options.

Mr. G. J. Reaney
Director (Non-executivel, Age 60

BComm, CPA — was formerly Managing
Director National Foods Limited and has over
30 years experience in large Australian and
overseds corporations. Also director of The
Australian Gas Light Company and 5t George
Bank Limited and Chairman of PMP Limited.
Appointed director in February 2001, Chairman
of the Audit Commitize and member of the

Acquisition Committes.

Interest in shares and options are ordinary
8,003,599 shares and nil options. The shares
heid by Australian Food Holdings Pty Ltd,
Nepeal Pty Limited and Nepeal Trading Pty
Lirnited in are included in the shareholding of
Mr Reaney who is a shareholder of in these
companies. Further Messrs Reaney and Grubb
intend to vote consistently on issues and thus
Mr Grubb’s ordinary shares have been included
in interest in ordinary shares.

Mr. M. van Ryn
Director (Non-executivel, Age 48

AASA, CPA, General Manager of Bega Co-
operative Socisty Lid. Has financial and account-
ing background and strong dairy experience.
Appointed director in November 1993, Member
of the Remuneration & Nomination Committee.

Interest in shares and options are 46,3133
ordinary shares and nil options.

Mr. 5. FE Higgs
Director (Non-executivel, Age b6

B Ec. - was founder and former director of UBS
Australia. Also director of Primary Heailth Care
Company Limited, Rural Press Limited, 1PAC
Securities and Juvenile Diabetes Research




Foundation. Appointed director April 2003.

Interast in shares and options are 384,615
ordinary shares and nil options.

Mr. P R. Gunner
Director (Non-executive}, Age b6

BA {Agriculture) - was former Chairman and
CEG of Orlando Wines. Also director of
McGuigan Simeon Wines and Ausbuik Limited.
Appointed director April 2003.

Interast in shares and options are 24,795
ordinary shares and nil options.

Mr. LE. Case
Director (Non-executive}, Age 57

MBA (Pennsylvania}, BSedlllinois). Investor
with over twenty five years experience in
investment and manufacturing industries.
Retired as a director February 2003.

Interast inn shares and options are 5,649
ordinary shares and nil options.

Mr. G.N. Hassin
Director (Non-Exscutive), Age 55

Former General Manager. Appointed director
in February 1993, Successfully ran own enter-
prises since 1874 in property development,
investment and food industries. Retired as a
director October 2002,

Interast in shares and options are 1,389,896
ordinary shares and nil options. The shares
heid by Subel Pty Lid in So Natural Foods
Australia Limited are included in the share-
holding of Mr Hassin who is a director and
shareholder of Subel Pty Ltd. Shares held by
Mr Hassin's son have been also included.

In accordance with the company’s constitution,
Mr var Ryn retires by rotation. Being eligible
Mr var: Ryn offers himself for re-election.

In accordance with the company’s constitution
Messrs B R, Gunner and 5. E Higgs retire as
they were appointed by the Board of Directors
singe the last annual general meeting. Being
aligible Messrs Gunner and Higgs offer them-
salves for re-election.




Environmental Issues

The company's operations are subject to
envirenrental regulation under the law of
the Commonwaalth (AQIS} and the State
{Workcover, EPA, Sydney Water, Safe Food
NSW) and loeal council regulations.

The company operates under a Dangerous
Goods Licence issued by Workcover .

The Company is currently operating in accor-
dance with local council consent in regard to
nours of operation.

indemnifying Officer
or Auditor

The company has not, during or since the
financial year, in respect of any person who
is or has been an officer or auditor of the

company or a related body corporate:

indemnified or made any relevant agreement
for indemnifying against Hability incurred as
an officer, including costs and expenses in
successfully defending legai proceedings; or

paid or agreed to pay, a premium in respect of
a contract insuring against a liability incurred
as an officer for the costs or expenses to
defend legat procesdings;

with the exception of the following matter:

during the financial year the company paid
premiums to insure sach of the directors
against liabilities for costs and expenses
incurred by themn in defending any legal
proceedings arising out of their canduct while

acting in the capacity of officer of the company,

other than conduct involving a wilful breach of
duty in relation to the company. The average

premium for each person was $1,267.
Rounding of the Accounts

The company is an entity to which ASIC Class
Order 88/0100 applies. Accordingly amounts in
the financial report have been rounded off fo
the nearest thousand doilars.
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Meetings of Directors

During the financial year, 17 mestings of directors {including committeses) were held. Attendances were:

Directors and Executive Officers Fmoluments

The emoiuments of each director and executive officer are as follows:

H

{6} Options granted to directors and executive officers
during the financial year are detailad below. They
have a value of $17.368 in the emoluments above
based on the Black Scholes option pricing model.

{1} Ratired February 2003

H
{2) Retired October 2002
{3) Appointed Aprit 2003
{4) Appointed Aprit 2003
{8Y Appointed January 2003

No Director has received or become entitled o receive, during or since the financial year, any benefit
other than a benefit included in the aggregate amount of emoluments received or dus and receivable by
Directors, shown in the accounts by reason of a contract made by the company with the Director, or with

a firm of which the Director is a member or has & substantial interest.

1




Options

Options that were granted over unissued
shares or interest during the financial year
were to the following for options which vest
from 28 January 2005 at an exercise price of
$90.80, with options able to be exercised on or
pefore 28 January 2008

G Babidge - 225,000
R Macieod - 225,000
M Jenkins - 106,060
] McConkey - 50,600
H Hurwitz - 50,600
V Lakshminarayana - 50,600

Options that were granted over unissued
shares or interest since the end of the financial
year were to the following for options which
vest from 3 September 2005 at an exercise

price of $0.85, with options able to be exer-

cised on or before 3 September 2008

R Macleod - 125,600

Proceedings on Behalf
of Company

No person has applied for leave of Court to
bring proceedings on behalf of the company or
intervene in any procesdings to which the
company is a party for the purpose of taking
responsibility on behalf of the company for all
of those procesdings.

Signed in accordance with a resoiution of the
Board of Dirsctors

Christopher C. Grubb Geoff. H. Babidgse
Dated at Sydney this 8th day of September 2003.

Board of Directors

The Board is comprised of five Non-Executive
Directors (inciuding the Chairman} and one
Executive Director. Details of their sharehold-
ings are shown in the Directors’ Report.

Board Committees

In order for the Board of Directors to meet its
obiectives, there is an Audit, Risk & Compliance
Committee, Remuneration & Nomination
Committee and an Acquisition Commitiee.
However, due to the size of the Board, many

of the other key areas of responsibility are
addressed by the fuill Board of Directors.

12



Audit, Risk and
Compliance Committee

The membership of this Committes is made up
of two Non-Executive Dirsctors and its functions
are to review and report to the board that:

+The system of internal control which manage-
ment has established effectively safeguards
So Natural Foods Australia Limited's real and

intangible assets.

« Accounting records are properly maintained
in accordance with statutory requirements.

+ Finangial information provided to shareholders
and others is reliable.

Fo fulfil these responsibilities the Committee
reviews the work of the external auditors and
financial management. The Company’s auditors
have direct access to the Committee and may
discuss with it any matters which arise in connec-
tion with audits, the maintenance of So Natural
Foods control environment or any other matters
relating to the company's financial affairs.

The Audit, Risk & Compliance Committee is
responsibie for:

« Nomination of external auditors

« Reviewing the adequacy of existing external

audit arrangements

Remuneration &
Nomination Committee

The membership of this committee is made up
of two Non-Executive Dirsctors and its functions
are to review and report to the board on:

« Remuneration policy for the entire company
{including Executive Officers and Non-
Executive Dirsctors}.

+ Proposals for incentive plans including shars
and option issues.

» Human resources planning with particular
emphasis on planning for senior executive
positions,

» Selection and recommendation of potential
Diractors.

Acquisition Committee

The Acguisitionn Committee was formed during

the year. It is made up of two Non-Executive

Directors and the Managing Director and its

functions are to review and report to the board
or:

» Acquisition opportunities that are consistent
with the corporate strategy

* Due diligence activities
*Terms of acquisition
Finance Committee

There is no separate Finance Committes how-
ever, the responsibilities in relation to finance
are considered by the fuil Board and include:

*The financial position and affairs of the

compary.

* Financial assumptions underlying plans and
budgets.

* Financial aspects of maior proposais for
capital expenditure.

» Leve! of working capital in the company.
*The company’s risk management policies.
» Specific projects when requested.

General

Details of Directors in office at the balance
date of this report, particulars of their qualifica-
tions and experience are set out in the
Director’s report.




The financial statements shouid be read in conjunction with the accompanying notes.
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The financial statements shouid be read in conjunction with the accompanying notes.
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1. STATEMENT OF SIGNIFICANT
ACCOUNTING POLICIES

The financial report is a gensral purpose financial
report that has been prepared in accordance with
Accounting Standards, Urgent Issues Group
Consensus Views, other authoritative pronocunce-
ments of the Australian Accounting Standards
Beard and the Corporations Act 2001.

The financial report covers the consolidated
entity of 5o Natural Foods Australia Limited and
controlled entities, and So Natural Foods
Australia Limited as an individual parent entity.
So Natural Foods Australia Limited is a listed
public company, incorporated and domiciled

in Austratia.

The financial report has been prepared on an
accruals basis and is hased on historical costs
and does not take into account changing money
vaiues or, except where stated, current valua-
tions of non-current assets. Cost is based on the
fair value of the consideration given in exchange
for assets.

The following is a summary of the material
accounting policies adopted by the consolidated
entity in the preparation of the financial report.
The accounting policies have been consistently
applied, unless ctherwise stated.

{a} Principles of Consolidation

A controlled entity is any entity controlled by
So Natural Foods Australia Limited. Control
sxists where So Natural Foods Australia
Ltimited has the capacity te dominate the
decision-making in relation to the financial
and operating policies of another entity so that
the other entity operates with So Natural Foods
Australia Limited to achieve the objectives of
So Natural Foods Australia Limited. A list of
controlled entities is contained in Note 31 to

the financial statements.

All intes-company balances and transactions

between entities in the consolidated entity,
including any unrealised profits or losses, have
been eliminated on consolidation.

Where controlled entities have entered or left
the economic sentity during the year, their
operating results have been included from
the date of control was obtained or until the
date control ceased.

Qutside interests in the equity and results
of the entities that are controlled are shown
as a separate item in the consolidated
financial report.

{b} Income Tax

The consclidated entity adopts the liability
method of tax-effect accounting whereby the
income tax expense shown in the Statement
of Financial Performance is based on the
profit before from ordinary activities adjusted

for permanent differences.

Timing differences which arise due to the
different accounting periods in which items of
revenue and expense are included in the
determinaticn of accounting profit and taxabie
income are brought to account as either a
provision for deferred income tax or as a future
income tax benefit at the rate of income tax
applicable to the period in which the benafit will
be received or the liahility will become payable.

Future income tax benefits are not brought
to account unless realisation of the asset is
assured beyond reasonable doubt. Future
income tax henefits in relation to tax losses
are not brought to account unless there is
virtual certainty of reatisation of the benefit.

The amount of benefits brought to account
or which may be realised in the future is
kased on the assumptien that no adverse




changes will occur in incomes taxation
legislation and the anticipation that the
consolidated entity will derive sufficient future
assessable income to enable the henefit to
ke realised and comply with the conditions
of deductibility imposed by the law.

{e} Inveniories

Inventories are measured at the lower of
cost and net realisable value. The cost of
rmanufactured products includes direct
raterials, direct labour and an appropriate
portion of variable and fixed overheads.
Overheads are applied on the basis of normal
operating capacity. Costs are assigned on the
kasis of weighted average costs.

{d} Property, Plant and Equipment

Each class of property, plant and equipment
is carried at cost or fair value less, where
applicable, any accumulated depreciation.

Property

Freehold land and buildings are measured
on the fair value basis, being the amount for
which an asset could be exchanged between
knowledgeable willing parties in an arm’s
length transaction. It is the policy of the
consolidated entity to have an independent
valuation every three years, with annual
appraisals being made by the directors.

Plant and Equipment

Plant and equipment are measured on the
cost basis.

The cafrying amount of plant and equipment
is reviewed annually by directors to ensure
it is not in excess of the recoverable amount
from these assets. The recoverabls amount
is assessed on the basis of the expected net
cash flows which will be received from the
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assets employment and subsequent disposal.
The expected net cash flows have not

been discounted to their present values

in determining recoverable amounts.

Depreciation

The depreciable amount of all fixed assets,
including buildings and capitalised lease
assets, but excluding freehold land, is
depreciated on a straight line basis over
their useful lives to the consolidated entity
commencing from the time the asset is held
ready for use. The depreciation rates used for
sach class of depreciable assets are:

Class of Fixed Asset Depreciation Rate

Buildings 4-6%

Plant & equipment 5-20%

Leased plant & equipment 5-10%

Motor vehicles 15-33%
(e} Leases

Leases of fixed assets where substantially all
the risks and benefits incidental to the owner-
ship of the asset, but not the legal ownership,
are transferred to entities in the consolidated
sntity are classified as finance lsases. Finance
leases are capitalised, recording an asset and
a liability equal to the present value of the
minimum lease payments, including any
guaranteed residual values. Leased assets
are depreciated on a straight line basis over
their estimated useful lives where it is likely
that the consolidated entity will ebtain owner-
ship of the asset or over the term of the
lease. Lease payments are allocated between
the reduction of the lease liability and the
lease interest expense for the period.

Lease paymentis for operating leases, where
substantiaily all the risks and bensfits remain
with the lessor, are charged as expenses in
the periods in which they are incurred.




i) Investments

Non-current investments are measured

en the cost basis. The carrying amount

of non-current investments is reviewed
annually by directors to ensure it is not in
axcess of the recoverable amount of thess
investments. The recoverable amount is
assessed from the guoted market valus for
listed investments or the underlying net
assets for other non-listed investrments.

So Natural Foods Australia Limited’s invest-
ment in Australian Natural Foods Holdings
Pty Limited is $2. When rounded fo the nearest
$1,000 in accordance with ASIC Class Order
898/100 its value becomes zero and as a result
is not shown on the Statement of Financial
Position or accompanying notes.

{g} Research and Development Expenditure

Research and development costs are charged
to profit from ordinary activities before income
tax as incurred or deferred where it is expected
beyend any reascnable doubt that sufficient
future henefits will be derived so as o recover
those deferred costs.

Deferred ressarch and devslopment expen-
diture is amortised on a straight line basis
over the period during which the related
benefits are expected to be realised, once
commercial production has commenced.

th} Intangibles

i

Goodwill

Goodwill on consolidation is initially recorded
at the amount by which the purchase price
for & business or for an ownership interest in
a controlied entity exceeds the fair value
attributed to its net assets at date of acquisition.
Goodwill on consolidation is amortised on a
straight line basis over the period of 20
years. The balances are reviewed annually
and any balance representing future benefits
for which the realisation is considered to be
no loenger probable is written off.

Foreign Currency Transactions and Balances

Foreign currency transactions during the
year are convertad fo Australian currency at

{i}

the rates of exchange applicablie at the dates
of the transactions. Amounts receivable or
payable in forsign currencies at balance date
are converted at the rates of exchange ruling
at that date.

The gains and losses from conversion of
assels and liabilities, whether realised or
unrealised, are included in profit from
ordinary activities as they arise.

Derivative Financial Instruments

5o Natural Foods Australia Limited utilises
derivative financial instruments o reduce
risks arising from changes in foreign
exchange rates. Derivative financial instruments
are not recognised in the financial statements
on inception. However, any gains arising
after inception are included in the Statement
of Financial Performance at the time the
contracts are closed out.

{ki Empiloyee Entitlements

{n

Provision is made for the consclidated entity’s
liability for employes entitlements arising
from services rendsred by employees to
halance date. Employee entiiements expected
1o be settled within ong year togsther with
entitlernents arising from wages and salaries,
annual feave and sick leave which will be
settled after one year, have been measured at
the amounts expected to be paid when the
liability is settied, pius related on-costs. Other
employee entitlerments payable later that one
vear have been measured at the present
value of the estimated future cash ouiflows
to be made for those entitlements.

Contributions are made by the consolidated
entity to smployee superannuation funds and
are charged as expenses when incurred. The
company is under no legal obligation to make
up any shortfall in the fund's assets to meet
paymenis due to employees on retirement.

Cash

For the purpose of the statement of cash
fiows, cash includes:

- cash on hand and at call deposits with banks
or financial instifutions, net of bank overdrafts.
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{m}Revenue

Revenue from the sale of goods is recognised
upon the delivery of goods to customers.

Interest revenue is recognised on a propor-
tional basis taking inte account the interest
rates applicable to the financial assets.

All revenue is stated net of the amount of
goods and services tax {GST).

{n} Goods and Services Tax {GST}

Revenues, expenses and assets are recognised
net of the amount of GST, except where the
amount of GST incurred is not recoverable
from the AustralianTax Office. In these
circumstances the G5T is recognised as part
of the cost of acquisition of the asset or as
past of an item of expense. Receivabies and
payabies in the Statement of Financial
Pasition are shown inclusive of GST.

The nat amount of GST recoverable from or
payable to the Austratian Tax Office, is included
as part of receivables or payables in the
Statermnent of Financial Pasition. tems in the
statement of cash flows are included on a gross
hasis. The GST component of cash flows arising
from investing and financing activities that are
recoverable from, or payable fo, the Australian
Tax Office are classified as operating cash flows.

{o} Comparative Figures
Where required by Accounting Standards
comparative figures have been adjusted te
conform to changes in presentation for the
current financial year.

{p) Rounding of Amounts

The parent entity has applied the relief avail-
able to it under ASIC Class Order 98/0180 and
accordingly, amounts in the financial report

have been rounded off to the nearest $1,000.

{q} Change in Accounting Policies

(i} Product development expenditure

The company changed its accounting policy
in the financial year ending 30 June 2003
relating to costs associated with the develop-
ment of new packaging for existing products
that were introduced to market dusing the
financial year. In 2002, these costs were
capitalised but in 2003 they havs been
sxpensed in the Statement of Financial
Perfarmance. The financial effect of this
change has been to reduce the operating
profit before tax in 2003 by $137,600 and

in 2002, operating profit before tax wouid
have besn reduced by $43,000.

{ii} Employee benefits

The consclidated entity hag applied the revised
AASB 1028 "Empioyes Benefits" {issued in
June 2001} for the first time from 1 July 2002,

The liability for wages and salaries, annual
leave and sick leave is now calcuiated using
the remuneration rates the sntity expects to
pay as at each reporting date, not wage and
satary rates current at reporting date.

Thers was no impact on opsning retained

sarnings or profit or loss for the reporting
period te 3¢ June 2003,
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{a) Movement in the carrying amounts of each class of property, plant and equipment between the
beginning and the end of the current financial year:
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PROPERTY, PLANT AND EQUIPMENT {cont'd}

{b} The independent valuation of freshold land and buildings at 13 August 2001 was carried out
by a Registered Valuer ALV.E. (Val) of Edward Rushton Pty Ltd based on the current market value
and subsequent additional cost.

{c} During 2002 the directors, as part of a periodic review of the recoverable amount of plant and
equipment, wrote down plant and squipment by $1,383,000 taking into consideration the review
of the company's activities.

The bank overdraft and loans payable are secured
as detailed in note 22,
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ders with the opportunity to receive ordinary shares

i

set by the directors

The Dividend Reinvestment Plan provides shareho

from the market price at time of issue.

}

at a discount {

4

it lieu of cash dividends
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22 BANK FACILITIES
The bhank facilities of the group are secured by a first registerad maortgage over all the consolidated
entity’s property and a first equitable mortgage over the whole of the consolidated entity's assets and
undertakings including uncalled capital. The mortgage is held by the Commonwealth Bank of Australia.
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25 SEGMENT NOTE

7

The company operates solely within the Functional Food Industry in Australia.
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28 FINANCIAL INSTRUMENTS
{a} Derivative Financial Instruments

Derivative financial instruments are used by the consolidated entity to hedge exposure to exchange
rate risk associated with foreign currency purchase commitments. The derivative financial instrument
used by the entity are not recognised in the financial vear.

Forward Exchange Contracts

The consolidated entity enters in forward exchange contracts to buy specified amounts of foreign
currencies in the future at stipulated exchange rates. The obiective in entering the forward exchange
contracts is to protect the consolidated entity against unfavourable exchange rate movements for the
contracted purchases undertaken in foreign currencies.

At balance date, the details of outstanding forward exchange contracts are:

Average Amounts
exchange rates to be paid
2003 2002 2003 2002
U8 Dollars
3 months or less 0.66 - 1,346 -

At 30 June 2003 trade accounis payable included $387,043 payable in foreign currencies. The entire
amount had been hedged with forward foreign exchange contracts included in the above table.
{b} Credit Risk

The credit risk on financial assets of the group which have been recognised on the balance shest is
the carrying amount less any provision.

The company does not have significant risk exposure to any one debtor, however 84.1% (2002 - 83.6%)
of sales and 83.5% (2002 - 85.2%]) of year end debtors are concentrated in major supermarkets
throughout Australia.
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{¢) Interest Rate Risk
The consolidated entity’s exposure to interest rate risk, which is the risk that a financial instrument’s
value will fluctuate as a result of changes in market interest rates, and the effective weighted average
interest rates on classes of:

{d} Net Fair Values
The company’s financial assets and liabilities are carried at values that approximate net fair values.

28 REMUNERATION AND RETIREMIENT BENEFITS
The managing director's remuneration is included both under directors' and executive
officers' remuneration.

{a) Directors’ Remuneration
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{b} Executive Officers’ Remuneration
Aggregate income received or due and receivable by all executive officers including executive directors

{including remuneration from related parties in connection with the management of the affairs of the
parent entity or any of its subsidiaries within the group}.

1,009 1,368 1,009 1,368

31 CONTROLLED ENTITIES

Country of Percentage of shares held
Controlled Entity incorporation 2003 2002
Paramount Seafoods Pty Ltd Australia 100%
Australian Natural Foods Holdings Pty Lid Australia 100% 100%

On 5 June 2003, Australian Natural Foods Holdings Pty Limited acquired 100% of Paramount Seafoods Pty

Limited, with Australian Natural Foods Holdings Pty Limited entitled to all profits earned from this dats,
for a purchase consideration of $4,749,000.
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32 COMPANIES PARTY TO DEED OF CROSS GUARANTEE

The following have entered into a deed of cross guarantee as a condition to ohiaining relief under
ASIC Class Order 88/1418 from the Corporations Act 2001 requirernents to prepare and lodge an
audited financial report and a dirsctors' report.

3z

Members of the closed group are:

- 56 Natural Foods Australia Limited

- Australian Natural Foods Holdings Pty Limited
- Paramount Seafoods Pty Limited

Each party to the deed of cross guarantee guarantees to each creditor in the group payment in full of
any debt upon winding up under the provisions of the Corporations Act 2001 or, in any other case, if
six months after a resolution or order for winding up, any debt of a creditor of the group has not been
paid in fuli

Australian Natural Foods Holdings Pty Limited and Paramount Seafoods Pty Limited weres added to the
desd by an assumption deed dated on 5 June 2003.




In the opinion of the directors of So Natural Foods Australia Limited

1. The financial statements and noies, as set out in this financial report:

{a} comply with Accounting Standards and the Corporations Act 2001%; and
{b} give a true and fair view of the financial position as at 30 June 2003 and

pesrformance for the vear ended on that date.

2. In the Dirsctors' opinion, there are reasonable grounds to believe that
the company and consolidated entity's will be able to pay its debts as
and when they become due and pavyable.

The company and its wholly-owned subsidiaries, Australian Natural Foods Holdings Pty Limited and
Paramount Seafoods Pty Limited, have entered into a deed of cross guarantes under which the company
and its subsidiaries guarantee the debts of each other.

At the date of this declaration, there are reasonable grounds to believe that the companies which are paity
to this deed of cross guarantee will be able to meet any obligations or liabilities to which they are, or may
become subject to, by virtue of the desd.

This declaration is made in accordance with a resolution of the Board of Directors

C.C. Grubb G.H. Babidge
Chairman Managing Director

Dated this 8 th day of September, 2003
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Scope
The financial report and directors’ responsibility.

The financial report comprises the statement of financial position, statement of financial
performance, statement of cash flows, accompanying notes to the financial statements,
and the directors’ declaration for both So Natural Foods Australia Limited (the company)
and So Natural Foods Australia Limited {the consclidated entity), for the year ended 3G
June 2603. The consolidated entity comprises both the company and the entities it con-
trolied during that year.

The directors of the company are responsible for the preparation and true and fair presentation of the financial report
in accordance with the Corporations Act 2001. This includes responsibility for the maintenance of adequate accounting
records and internal controls that are designed to prevent and detect fraud and error, and for the accounting policies
and accounting estimates inharent in the financial report.

Audit approach

We conducted an independent audit in order to express an opinion to the members of the company. Our audit was
conducted in accordance with Australian Auditing Standards in order to provide reasonable assurance as to whether the
financial report is free of material misstatement. The nature of an audit is influenced by factors such as the use of profes-
sional judgement, selective testing, the inherent limitations of internal control, and the availability of persuasive rather
than conclusive evidence. Therefore, an audit cannot guarantee that all material misstatements have been detected.

We performed procedures to assess whether in all material respects the financlal report presents fairly, in accordance
with the Corporations Act 2001 including compliance with Accounting Standards and other mandatory financial report-
ing reguirements in Australia, a view which is consistent with our understanding of the company’s and the consolidated
entity's financial position, and of their performance as represented by the results of their operations and cash flows.

We formed our audit opinion on the basis of these procedures, which included:

« examining, on a test basis, information to provide evidence supporting the amounts and disciosures in the
financtal report, and

+ assessing the appropriateness of the accounting policies and disclosures used and the reasonablenass of
significant accounting estimates made by the directors.

While we considered the effectiveness of management’s internal controls over financial reporting when determining
the nature and extent of our procedures, our audit was not designed to provide assurance on internal controls.

independence

In conducting our audit, we followed applicable independeance requirements of Australian professional ethical
pronouncements and the Corporations Act 2601

Audit opinion
In our opinion, the financial report of So Natural Foods Australia Limited is in accordance with:
{a} the Corporations Act 2001, including:

i} glving a true and fair view of the company’s and consolidated entity’s financial position as at 30 June 2003
and of their performance for the year ended on that date; and

i} complying with Accounting Standards in Australia and the Corporations Regulations 2001; and

{b} other mandatory professional reporting reguirements in Australia.

i g
# }f"&? A e,

B R Gordon
Partner

Dated 8 September 2003
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SHAREHOLDING
Substantial Shareholders

The number of shares held by the substantial shareholders listed in the company's register as at 31
August 2003 are:

Class of Shares and Voting Rights
At 31 August 2003, there wers 752 ordinary shareholders of the company.

The Company's listed ordinary shares are of one class with equal voting rights and all are quoted on a
Meamber Exchange of the Australian Stock Exchange Limited (the home exchange being the Australian
Stock Exchange {Sydney) Limited}.

DISTRIBUTION OF SHAREHOLDERS AS AT 31 August 2003

Non marketable securities which are holdings of less than 658 ordinary shares are held by 282

shareholders. This statistic is based on the share register as at 31 August 2003.
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The proportion of ordinary shares held by the 20 iargest shareholders is 78.98%

Stock exchanges that have granted guotation to the securities of the company guoted in Australia:
All Member Exchanges.
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