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1. Resulis for announcement to the market

The results of Optiscan Imaging Limited for the half year ended 31 December 2005 are as
follows:

Results
s Revenues from ordinary activities up 27% to $1,888.484.
s Loss from ordinary activities after tax attributable to members down 14% 1o $2,226,505.

+ Net loss after tax attributable to members down 14% to $2,226,595,

Cividends

No dividends have been paid or declared by the entity since the beginning of the reporting
pericd. No dividends were paid or declared in the previous corresponding period.

2. Brief explanation of results

Operating revenue for the half year was $1,888,484, which was up 27% on the previous
corresponding period. Sales revenues were lower as the 2004 period included shipment of a
number of units for the Pentax clinical trial program. This vear, sales to Pentax are exhibition
units and final product for market release, but the guantities shipped in the period to December
2005 were less than those shipped for the international clinical trial program last year.

Most sales in the current year will occur early in the second half of the year, in preparation for
product release by Pentax.

Other revenues, comprising interest received, grants and rovalties amounted to $1,319,118 in
the current half-year, compared to $551,136 last year, and increase of $767,982. Most of the
increase was in royalties received, which was up $665,663.

The gross margin on sales was $0.181M, and expenses increased 8% to $3.612M. Research
and Development continued o be the largest single expense item, amounting to $1.59M, or 44%
of expenses.

The net loss before tax was $2,131,945. After allowing for income tax, {which represents the
write off of withholding tax deductions amounting to $94,650), the net loss for the half year is
$2,226,595, which is an improvement of 14% on the loss for the previous corresponding period
($2,599,582).

3. Commentary on resul

The Review of Operations on pages 5 to 7 of this report is to be read as forming part of this
Report.
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4. Cther information io be included in Appendix 4D

Net Tangible Assets per ordinary Security
Net tangible assets per ordinary security at 31 December 2005 amount to $0.10 (2004, $0.13).

Subsidiaries, associates and joint ventures
There were no changes in subsidiaries, associates and joint ventures during the year.

Status of audit of accounts
This Appendix 4D is based on accounts which have been subject to audit review.

5. Fimancial information

Financial information is set out on pages 10 to 21 of this report.

%ﬂmﬁa

Bruce Andrew
Company Secretary

g March 2006
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Optiscan Imaging Limited
ACN. Q77 771 Q87

Directors’ Report

The Board of Directors of Optiscan imaging Limited has pleasure in submitting its report in
respect of the half-year ended 31 December 2005.

Directors
The names and details of the directors in office during or since the end of the half-year are:

Grant Latta, Non-executive Director, Chairman

Matthew Barnett, Managing Director

Keith Daniel, Non-executive Director

Peter Delaney, Executive Director, Director of Technology
Antony Rogers, Non-executive Director

All directors held their position as a direcior throughout the haif-year and up to the date of
this report.

Review of Operations

The key achievements of the company during the half-year under review were:

» Completion of pre-production orders and commencement of supply of final product for
Pentax to finalise fransfer to full scale manufacture

» Streamlining and expansion of production activity in line with forecast requirements

» Announcement of new FIVE 1 research instrument targeted at the drug discovery
market and set for release in 1H 2008.

» Clinical flexible endo-microscope trial program continuing to generate strong
endorsement of the medical utility of Optiscan’s unique technology

» Commencement of rigid endo-microscope pilot clinical trial activity.

» Increased progress with Optiscan’s instrument development pipeline

During the half year, the primary focus of the company has been to put in place all of the
arrangements necessary to support Pentax in the fransfer to full-scale production of the
ISC1000 flexible endo-microscope. This is due for completion early in 2006. Only modest
levels of product delivery to FPentax have been required during this process.

Simuitaneously, we have continued to advance our plans to commercialise the two other
core product opportunities that exist in rigid endo-microscopy and in pre-clinical research
instruments.

We have also made progress on our future product pipeline as identified at the last AGM.

Result for the half-year

The result for the half-year ended 31 December 2005 is a loss of $2.227 million. Thig is in
line with expectations and compares to a loss of $2.598M for the previous corresponding
period.
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Revenue for the half year was $1.888M, up 27% on $1.486M for the previous corresponding
period. This increase was largely due {o higher royalty receipts foliowing Japanese and
European patent extensions granted in 2004/05. Gross margin on product sales of $0.528M
was $0.161M.

Expenses increased 7% due to once off cosis associated with production training,
infrastructure and quality accreditation. Research and Development continued to be the
predominant expense item, amounting to $1.58M, or 44% of expenses.

The cash position is sound, with a balance of $8.46M at 31 December 2005.

Significant increases in work in progress levels were recorded as production increased
ahead of full scale production release. Total inventories at period end were $1.209M, up
80% in the six months from 30 June 2005.

Progress with the Pentax Flexible Endo-microscope Project

The Pentax project has continued fo be the highest priority activity of the company
throughout the half year to December.

We have completed all the necessary arrangements at Opliscan for the supply of product to
Pentax for full scale production release. We have tuned our production arrangements and
engaged and trained new staff in readiness for increased manufacturing and assembly
activity. As reporied at the AGM in November, the revised timeline for Pentax completing
fransfer to full-scale manufacture is February 2006. This was completed and anncunced on
6 March following successful finalisation of all Pentax product type testing in mid February.

During the half year, the Pentax clinical #rial program continued building efficacy data critical
o the medium term uptake of the technology. Design of trials to support FDA regulatory
claims of efficacy and ultimately the case for reimbursement from medical insurers has been
a feature of activity over the period. Further extremely positive trial results were published in
the November edition of the peer reviewed journal Gastrointestinal Endoscopy.

New business development : Rigid endoscopy

The global market for rigid endoscopes is very similar in size to the flexible endoscope
market. At an estimated market size of around US$1 billion, rigid endoscopy is an important
new market for Optiscan. The potential applications of confocal endo-microscopy in rigid
endoscope form are numerous, and our continuing dialogue with both medical practitioners
and industry participants indicates an increasingly strong interest in the opporiunities for our
technology.

During the half year, we have continued our discussions with a number of parties under
appropriate confidentiality arrangements, but no conclusions have yet been reached. In
order fo advance this process, we are conducting human clinical pilot trials with prototype
instruments. The targeted end points of these pilot trials are identification of the potential
efficacy of rigid endo-microscope images for abdominal organ applications, and identification
of the cilinical care pathways.

Detailed planning to identify high potential intra-operative uses and production of the frial
instrument was completed during the haif year. The first of the trials recently commenced in
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Sydney and another will soon follow in Germany, with resulis expected over the coming three
months.

We expect that successful outcomes from these pilot trials will heighten the level of interest
in our technology, dramatically reduce applications risks and advance the prospects of
entering info new coliaborative relationships covering opportunities in the rigid endoscope
market.

New business development : FIVE 1 Research instrument

During the half year we announced our plans to release a new instrument targeted at the
research market, and, more particularly, at drug development. This market is modest in size
compared 1o medical markets but features lower reguiatory constraints while offering good
potential for higher margin sales.

The instrument will be known as the Optiscan FIVE 1, standing for Fluorescent in-Vivo Endo-
microscope. A prototype was released at an industry exhibition in Copenhagen in November,
and it received a very positive response from its target market. At a subseguent convention
in USA in January, we were pleased to observe that there was considerable excitement
about the potential of this new instrument, and a good deal of interest was being expressed
in arrangements for purchase and date of availability in market.

We are currently completing final design and transfer to manufacture activities including
building of additional prototype instruments for validation testing. The FIVE 1 will be
released in the first half of 2008.

Product pipeline deveiopment

During the half year, R&D activities on three key product pipeline developments accelerated.
Significant progress was made in the project fo develop a fully digital system architecture for
future instruments. Solid progress was made on development of newer smaller endo-
microscope scanner prototypes and we commenced work on a project examining the use of
new generation multiphoton lasers to enable deeper imaging within tissue.

QOutlook for H2 20605/06

There is much to look forward to in the coming months. We are actively shipping product to
Pentax in support of first sales to end-users following full-scale production release.

We plan to release the FIVE 1 research instrument later in the current financial year. This
will provide a second market and an adiunct line of business for the company.

The current rigid endo-microscope pilot trials will seek to demonstrate the use of our
technology in infra-operative clinical procedures, and this might lead us o securing the first
of what could be a series of licensing arrangements for rigid endo-microscopes.

Pentax is committed to capture the growth potential created by our collaboration on endo-
microscopy. This will result in our R&D activities focusing on development of new and
improved second generation instruments. This will leverage and support Optiscan's product
development pipeline and ensure that our instruments retain their market leading position in
microscopic imaging for medical markets.
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Auditor's Independence Declaration

The directors have obtained a declaration of independence from Emnst & Young, the group's
auditors, which is aftached to this report.

This report has been made in accordance with a resolution of directors.

Grant Latta Matthew Barnett
Chairman Managing Director

Melbourne, 9 March 2006
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Auditor’s Independence Declaration to the Directors of Optiscan Imaging
Limited

In relation fo our review of the financial report of Optiscan Imaging Limited for the half-year
ended 31 December 20035, to the best of my knowledge and belief, there have been no
contraventions of the auditor independence requirements of the Corporations Act 2001 or any
applicable code of professional conduct.

Emst & Young
Denis Thorn
Partner

9 March 2006

Lizhifity {imited by a scheme approved under
Professional Standards Legislation.



Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Condensed Income Statement
for the half year ended 31 December 2005

MNote CONSOLIDATED
2008 2004
5 $

Continuing operations

Revenue 2 569,366 835073
Cost of sales {408,188 {718,483}
Gross profit 161,178 215,590
Other income 2 1,319,118 551,136
Other sxpenses {3,612 241) (3,351,823}
Loss from continding operations before tax and finance costs {2,131,945) {2,585 097y
Einance costs - -
Loss before Income tax {2,131,945) {2,585 097y
Income tax expense {84 650 {14 485}
Met loss for period {2,228 595) {2.585,582)
Net loss aftribuiable to members of parent {2,226 595) {2,598 584
Earnings {loss) per share {cents per share}

- basic for loss for half year {2.22% {3.22}
- diluted for loss for half year {222 {3.22}

Page 10



Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Condensed Balance Sheet
as at 31 December 2005

CONSOLIDATED
31 December 2008 30 June 2008
5 $
ASSETS
Current assets
Cash and cash equivalents 8,466 471 11,716,819
Trade and other recelvables 511,486 227 579
inventories 1,208,428 671,625
Prepayments 80,991 42,325
Total Current Assets 10,378,377 12 658,348
Non-current assets
Flant and equipment 422 8686 453 860
Intangible assets 1,881,467 1,881,467
Total Non-current Assets 2,404,333 24358 327
TOTAL ASSETS 12,782,710 15,083,675
LIABILITIES
Current Liabilities
Trade and other payables 360,850 622,501
Provisions 207 553 182,462
Yotal Current Liabllities 568 403 804,963
Non-current Liablities
Provisions 313,056 232725
Total Non-current Liabilittes 313,056 232725
TOTAL LIABILITIES 881,458 1037 6388
NET ASSETS 11,801,251 14 (55 987
EQUITY
izsted capital 39,136,800 39,136,800
Other reserves 271,522 189,663
Accumulated losses {27 507 07 1) {25 280,476}
TOTAL EQUATY 11,801,251 14,055 087
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Optiscan Imaging Limited and Controlled Entities

ALCN. 077 771 987

Condensed Cash Flow Statement

for the half year ended 31 December 2005

CASH FLOWS FROM OPERATING ACTIVITIES

Recelpts from customers

Grant incomes received

Royalty income received

Payments to suppliers and employees
interest received

Withholding tax paid

NET CASH FLOWS USED N OPERATING
ACTIVITIES

CASH FLOWS FROM INVESTING ACTIVITES

Burchase of plant and equipment

NET CASH FLOWS USED IN INVESTING ACTIVITIES

CASH FLOWS FROM FINANCING ACTMTIES

Procesds from issue of ordinary shares
Share issue costs

NET CASH FLOWS FROM FINANCING ACTIVITIES

NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS

Add opening cash brought forward
Effect of exchange rate changes on cash

CASH AND CASH EQUIVALENTS AT END OF PERIOD

Page 12

CONSOLIDATED
31 December 2005 31 December 2004
5 $
313,859 56,184
101,154 35212
748,970 305 988
{4,431,385) {3.694,526)
275,750 2385 127
{84 650} {14,485}
{3,085 302} {3076 500)
{155 438} {160,873}
{155 438} {160,873}
- 3,884 000
- {233 640Y
- 3,660,360
{3.240,740) 422 987
11,716 818 9705 699
{3,608} 3,838
8,466,471 160,132 625




Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Condensed Statement of Changes in Equity

for the half year ended 31 December 2005

CONSOLUDATED tssuad Accumulated Other Total
capital losses Resarves
At 1 July 2004 32,824 859 {20,015,945} 80,901 12,886 915
Loss for the pertod - {2 599,582} - {2 588 582)
ssue of shares 3,660,360 - - 3,660,360
Cost of share based payment - - 57,523 57,523
At 31 December 2064 36,485,319 {22,615,527) 148 424 14,018,216
At 1 July 2008 39,136,800 {25,280,478) 188,663 14 055 987
Loss for the period - {2,226,555) {2,226 595}
ssue of shares - -
Cost of share based payment - ¥1,859 71.859
At 31 December 2065 39,136,800 {27,507 071} 271,522 11,801,251
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Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Notes to the half year financial statements
31 December 2005

Note 1: Basis of Preparation of Half Year Financiai Report

The half-year financial report dees not include all notes of the type normally included within the annual financial
report and therefore cannot be expected to provide as full an understanding of the financial performance,
financiat position and financing and investing activities of the consolidated entity as the full financial report.

The half-year financial report should be read in conjunction with the Annual Financlal Report of Optiscan
imaging Limited as at 30 June 2005, which was prepared based on Australian Accounting Standards
applicable before 1 January 2005 ("AGAAP").

Itis also recommended that the half-year financial report to be considered together with any public
announcements made by Opliscan lmaging Limited and its controfled entities during the half year ended

31 December 2005 in accordance with the continuous disclosure obligations arising under the Corporations
Act 2001,

{a) Basis of accounting

The half year financial report is a general purpose financial report, which has been prepared in accordance with the
requirements of the Corporations Act 2001, applicabls Accounting Standards including AASB 134 “Interim
Financial Reporting” and other mandatory professional reporting requirements.

The financial report has been prepared on a historical cost basis,

Eor the purpose of prepating the half year financial report, the half year has been treated as a discrete reporting
period,

{b) Stalement of Compliance

The half vear financial report complies with Australian Accounting Standards, which include Australian equivalents
to Internationat Financial Reporting Standards (AIFRSY). Compliance with AIFRS ensures that the half year
financial report, comprising the financial statements and notes thereto, complies with international Financial
Reporting Standards {IFRE'}.

This is the first half year financial report prepated based on AIFRS and comparatives for the half year ended
31 December 2004 and full year ended 30 June 2005 have been restated accordingly. A summary of the
significant accounting policies of the Group under AIFRS are disclosed in Note 1{(c} below.

Recondliations of:

- AIFRS equity as at 1 July 2004, 31 December 2004 and 30 June 2005; and

- AIFRS loss for the half-year 31 December 2004 and full year 30 June 2005,

to the balances reported in the 31 December 2004 hatf-year report and 30 June 2005 full-year financial report
prepared under AGAAP are detailed In Note 1 (e} below.

{c) Summary of significant accounting policies

{f) Basis of consofidation
The consofidated financial statements comprise the financial statements of Optiscan Imaging Limited and its
subsidiaries (‘the Group').

The financial statements of subsidiaties are prepared for the same reporting period as the parent company, using
consistent accounting policies.

All infercompany balances and transactions, including unrealised profits atising from infra-group transactions,
have been eliminated in full. Unresfised losses are sliminated unless costs cannot be recovered.

Subsidiaties are consolidated from the date on which controd is transferred to the Group and cease to be
consolidated from the date on which control Is transferred out of the Group.

{if) Foreign currency translation
Both the functional and preserntation currency of Optiscan imaging Limited and its Australian subsidiaties is
Australian doftars (AS).

Transactions in foreign currencies are initially recorded in the functional currency at the exchange rates ruling at
the date of the transaction. Monetary assets and liabilities denominated in foreign currencies are retranslated at
the rate of exchange ruling at the balance shest date.

All differences in the consolidated financial report are taken to the income statement with the exception of
differences on foreign currency borrowings that provide a hedge apainst a net investment in a foreign entity. These
are taken directly to equity until the disposal of the net investment, at which time they are recognised in the
income staternent. There are no such amounts in the current reporting period.
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Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Notes to the half year financial statements

31 Becember 2005

Note 1: Basis of Preparation of Half Year Financiai Report {continued)

{i) Foreign currency translation {continued)
The functional currency of the overseas subsidiary, Optiscan Inc, is United States dollars (USS).

As at the reporting date the assets and liabilities of this overseas subsidiary are translated into the
presentation currency of Optiscan imaging Limited at the rate of exchange ruling at the balance sheet date and
the income statements are translated at the weighted average exchange rates for the period.

{iii} Property, plant and equipment
Plant and equipment is stated at cost less accumulated depreciation and any inpairment in value. Land and
bulldings are measured at fair value less accumulated depreciation.

Depreciation is calculated on a straight-ine basis over the estimated useful ife of the asset as follows:
Ptant and equipment — over 2 to 5 vears

impairment
The carrying values of plant and equipment are reviewed for impairment when events or changes in
circumstances indicate the carrying value may not be recoverable.

For an asset that does not generate largely independent cash inflows, the recoverable amount is determined for the
cash-generating unit to which the asset belongs.

i any such indication exists and where the cartying values exceed the estimated recoverable amount, the assets
or cash-generating units are written down to their recoverable amount.

The recoverable amount of plant and equipment is the greater of falr value less costs to sell and value in use.
iy assessing valus in use, the sstimated fulure cash flows are discounted fo their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset.

{iv} Goodwill
Goodwill on acquisition is initially measured at cost being the excess of the cost of the business combination
over the acquirer’s interest in the net falr value of the identifiable assets, liabilities and contingent liabilities.

Following intial recognition, goodwill is measured at cost less any accumutated impairment losses. Goodwill is
not amortised.

Goodwill is reviewed for impairment, annually or more frequently if events or changes in circumstances indicate
that the carrying value may be impalred.

As at the acquisition date, any goodwilt acquired is allocated to each of the cash-generating units expected to
benefit from the combination’s synergies.

impairment is determined by assessing the recoverable amount of the cash-generating unit to which the goodwill
retates,

Where the recoverable amount of the cash-generating unit is less than the carrying amount, an impairment loss
is recognised.

Where goodwill forms part of a cash-generating unit and patt of the operation within that unit is disposed of, the

goodwill associated with the operation disposed of is included in the carrying amount of the operation when
determining the gain of loss on disposal of the operation.
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Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Notes to the half year financial statements

31 Becember 2005

Note 1: Basis of Preparation of Half Year Financiai Report {continued)

{iv} Goodwill {continued)
Goadwill disposed of in this circumstance is measurad on the basis of the relative values of the operation
disposed of and the porlion of the cash-generating unit retained.

{v) intangible assels - Research and development costs
Ressarch costs are expenssd as incurred.

Development expenditure is carried forward when its future recoverability can reasonably be regarded as assured. At
present, development expenditure is expensed as incurred,

{vi) Recoverable amount of assets

At each reporting date, the Group assesses whether there is any indication that an asset may be impaired. Where
an indicator of impairment exists, the Group makes a formal estimate of recoverable amount. Where the carrving
amount of an asset exceeds its recoverable amount the asset is considered impaired and is wiitten down to its
recoverable amount.

Recoverable amount is the greater of falr value less costs to sell and value in use. it is defermined for an individual
assef, unless the assel's value in use cannot be estimated to be close to ifs fair value less costs fo sell and it

does not generate cash inflows that are largely independent of those from other assets or group of assets, in
which case, the recoverable amount is determined for the cash-generating unit fo which the asset belongs.

i assessing valye in use, the estimated future cash flows are discounted to their prosent value using a pretax
discount rate that reflects current market assessments of the lime value of money and the risks specific to the
asset,

{vii) Inventories
inventories are valued at the lower of cost and net realisable value. Cosls incurred in bringing each product to iis
present location and condition are accounted for as follows:
Raw materals — purchase cost on a first-in, first-out basis;
Einished goods and work-in-progress — cost of direct materals and labour and a proportion of manufacturing
overhieads based on hormal operating capacity but excluding borrowing costs.

Net realisable value is the estimated selling price in the ordinary course of business, less estimated costs of
compietion and the estimated costs necessary to make the sale.

{viii} Trade and other receivables
Trade receivables, which generally have 30-80 day terms, are recognised and carried at original invoice amount
less an allowance for any uncollectible amounts, if appropriate.

{ixj Cash and cash equivalents
Cash and short-term deposits in the balance sheet comprise cash at bank and In hand and short-term deposis
with an original maturity of three months or less.

For the purposes of the Cash Flow Statement, cash and cash equivalents consist of cash and cash equivalents
as defined above, net of outstanding bank overdrafis.

{x) Provisions

Provisions are recognised when the Group has a present obligation {legal or constructive} as a result of a past
avent, it is probable that an outflow of resources embodying economic benefits will be required to settie the
obligation and a refiable estimate can be made of the amount of the obligation.

if the effect of the time value of money is material, provisions are determined by discounting the expected future
cash flows at a pre-tax rate that reflects current market assessments of the time value of money and, where
appropriate, the risks specific fo the liabllity. Where discounting is used, the increase in the provision due fo the
passage of time is recognised as a finance cost.
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Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Notes to the half year financial statements

31 Becember 2005

Note 1: Statement of Significant Accounting Policies

{xi} Share-based payment transactions
The Group provides benefits to employees {Including executive directors) in the form of share-based payvment
transactions, whereby employees render services in exchange for shares or rights over shares {fequity seftled
transactions’) through the Employee Share Option Plan {ESOP).

The cost of these equity-settied transactions with employess is measured by reference fo the fair value at the date
at which they are granted. The fair value is determined by using the Black Scholes option pricing modsl.

tn valuing equity-setied transactions, no account is taken of any performance conditions, other than conditions
linked to the price of the shares of Optiscan Imaging Limited ('market conditions”). The cost of equily settied
transactions is recognised, together with a corresponding increase in equity, over the peried in which performance
conditions are fulfilled, ending on the date on which the relevant employees become fully entitled to the award
{'vesting date’).

The curnulative expense recognised for equity-settied fransactions at each reporting date untll vesting date
reflects {i} the extent to which the vesting period has expired and (i} the number of awards that, in the opinion of
the directors of the Group, will ultimately vest. This opinion is formed based on the best available information at
balance date. No adjustment is made for the likelihood of market performance conditions being met as the effect
of these conditions Is included in the determination of fair value at grant date.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting is conditional
upon a market condition.

Where the terms of an equity-seftled award are modified, as & minimum an expense is recognised as if the terms
had not been modified. In addition. an expense is recognised for any increase in the value of the transaction as a
result of the modification, as measured at the date of modification.

Where an equity-settled award is cancelied, it is treated as if it had vested on the date of cancellation, and any
expense not yet recognised for the award is recognised immediataly. However, if 8 now award s substituted for
the cancelled award, and designated as a replacement award on the date that it is granted, the cancelied and new
award are treated as if they were a modification of the original award, as described in the previous paragraph.

The dilulive effect, if any, of outstanding options is reflected as additional share dilution in the computation of
earmings per share.

{xif) Loases

Leases where the lessor retains substantially all the risks and benefits of ownership of the asset are classified
as operating leases. nitial diredt costs incurred in negotiating an operating lease are added to the carrving
amount of the leased asset and recogrised over the lease term on the same bases as the lease income.

Qperating lease payments are recognised as an expense in the income statement on a straight-line basis over
the lease term.

{xiif) Revenue
Revenue is recognised to the extent that it is probable that the economic benefits will flow fo the Group and the
revenue can be reliably measured. The following specific recognition criteria must also be met before revenue i

recoghised:

Sale of goods

Revenue is recognised when the significant risks and rewards of ownership of the goods have passed to the buyer
and can be measured reliably. Risks and rewards are considered passed fo the buyer at the time of delivery of

the goods o the customer.

Rendering of services

Revenue from the provision of service s recognised when the Group controls a right to be compensated for the
provision of such services, and, if appropriate, the stage of completion can be reliably measured.
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Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Notes to the half year financial statements

31 Becember 2005

Note 1: Statement of Significant Accounting Policies

interest
Revenue is recognised as the interest accrues {using the effective interest method, which is the rate that exactly

discounts estimated future cash receipts through the expected life of the financial instrument) to the net carrying
amount of the financial asset.

{xiv) Government grants
Government grants are recognised at their fair value where there is reasonable assurance that the grant will be
received and all attaching conditions wilt be complied with.

When the grant relates fo an expense item, it is recognised as income over the periods necessary fo match the
grant on a systematic basis to the costs that # is infended to compensate.

{xv} income tax
Deferred income tax assets and liabilities are not recognised as it is not yet probable that sufficient taxable profit
will be avaitable to allow all or part of the carry forward unused tax losses to be utilised.

{xvi) Other taxes
Revenues, expenses and assets are recognised net of the amount of GST except:

«where the GST incurred on & purchase of goods and services is not recoverable from the taxation authority,
in which cass the GST is recognised as patt of the cost of acquisition of the asset or as part of the expense
tem as applicable; and

« receivables and payables ate stated with the amount of GST included.

The net amount of GST recaverable from, or payable to, the taxation authority is included as part of receivables
or payables in the balance sheet.

Cash flows are included in the Cash Flow Statement on a gross basis and the GST component of cash flows
arising from investing and financing activities, which is recoverable from, or payable o, the taxation authority are
classifiet] as operating cash flows.

Withholding tax deductions from remittances of royaities to the Group are made in accordance with the tax obligations

of the payer. The benefits of these tax credits have not been brought to account as their realisation is not probable at
this tirme, and they are written off as income tax expense.
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Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Notes to the half year financial statements

31 Becember 2005

Note 1: Statement of Significant Accounting Policies

{xvi) Income tax {Continued}
Commitments and contingencies are disclosed net of the amount of GST recoverable from, or payable fo, the

taxation authority.

{dt AASE 1 Transitional exemptions
The Group has made its election in relation to the transitional exemptions allowed by AASE 1 First-time
Adoption of Australian Eqlivalents fo International Financial Reporting Standards' as follows:

Business combinations
AASE 3 'Business Combinations’ was not applied retrospectively to past business combinations {i.e.
business combinations that occurred before the date of transition to AIFRS).

Share-based payment transactions
AASE 2 'Share-Based Payments' is applied only to equity instruments granted after 7 November 2002
that had not vested on or before 1 January 2005.

{e} Impact of adoption of AIFRS
The impacts of adopling AIFRS on the total equity and loss after tax as reported under Australian Accounting
Standards applicable before 1 January 2005 (AGAAP'} are Hiustrated below.

{iy Reconciliation of total equity as presented under AGAAP to that under AIFRS

CONSOLIDATED
30-Jun-2008 31-Dec-2604 1-Jul-2004
5 5 3
Total equity under AGAAP 13,381,323 13,680,884 12,889,915
Adiustments o equity:
Write-back of goodwill amaortisation {A) 674,864 337,332 -
Total equity under AIFRS 14,055,987 14,018,216 12886915

There is no income tax effect on these adjustments as no tax assets or liabilties on timing differences are
recognised at this time. This is consistent with the policy position adopted under AGAAP.

{H} Reconciliation of loss after tax under AGAAP to that under AIFRS

CONSOLIDATED
30-Hin-2005 31-Dec-2004
5 $
Loss after tax as previously reported {5,830,434) (2,879,391
Write back of goodwill amortisation (A} 674,664 337 332
Recognition of share based payment expense (B) {108,763 {57 523)
Loss after tax under AIFRS {5,264 532) {2,598 584

(A}  Goodwill s not amortised under AASE 3 'Business Combinations’, but was amortised under AGAAP,

{BY Under AASE 2 Share Based Payments, the company recognises the falr value of options granted to employees
as remuneration as an expense on a pro-rata basis over the vesting period in the income staterment with a
cofresponding adjustment to equity. Share-based payment costs are not recognised under AGAAP.

{lil} Explanation of material adjusiments to the cash flow statements

Thers are no material diferences between the cash flow statements presented under AIFRS and those
prasented dnder AGAAP,
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Optiscan Imaging Limited and Controlled Entities

ALCN. 077 771 987

Notes to the half year financial statements

31 Becember 2005

Note 2. Revenue and Expenses

{a} Specific tems

Loss before income tax expense includes the following revenues and expenses

whose disclosure is relevant in explaining the performance of the entity:

{ii Revenue
Sale of goods
Rendering of services
Rovalty income
Finance income

{iiy Other income
Goverrinent grants refeased
Cther income

Total income from oardinary activities
{iiy Expenses

Depreciation
Employee benefits
Expense of share based payments

(b} Seasonality of operations
Although there is no inherent seasonality in the ongoing operations of
the company, the commencement of supply of product to Pentax will
occur mainly in the second half of the financial year as a result of the
timing of product refease to third party customers by Pentax.

Note 3: Issued Capitai

Ordinary Shares
issued and fully paid

Movernents in Issued capital

At 1 July 2005

issue of 11,800,000 ordinary shates pursuant to institutional placement
issue of 8,123,850 ordinary shares pursuant fo share purchase plan
Less transaction costs

Movements in ordinary stares on issue

A1 July 2005

Issue of 8,123,850 ordinary shares pursuant to shate purchase plan
issue of 11,800,000 ordinary shates pursuant to institutional placement
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CONSOLIDATED
31 December 2005 31 December 2004
5 $
528,531 423 670
40, 835 11,403
953,546 287 BB3
273,614 225 702
1,786,526 1,448 658
91,958 35212
- 2,339
91,958 37 551
1,888,484 1,486,200
186,432 203 256
2,282 238 2,008 207
71,859 BY 523
Half Year ended Year ended
31 December 2008 30 June 2008
$39,1386.800 $39,136, 800
39,136,800 32,824 950
- 3,884,000
- 2681000
- {263,159}
$39,136,800 $39,136, 500

Ne of shares

No of shares

100,144,573 80,220,723
11,800,000

- 8,123,850
100,144,573 100,144,573




Optiscan Imaging Limited and Controlled Entities
ACN. 077 171 987

Notes to the half year financial statements
31 December 2005

Note 4: Segment Information

The consolidated entity operates predominantly in one industry and one geographical
segment, those being medical device technology and Australia respectively.

Note 5: Contingent Assets and Liabilities

Since the fast annual reporting date, there has been no material change of any contingent liabilities
or contingent assets,

Note 6: Events After the Balance Sheet Date

Subsequent to 31 December 2005, there has been no event that has significantly or may significantly
affect the operations of the company, the resulls of those operations or the state of affairs of the company

i subsequent financial years.

Note 7: Additional Information
Reconciliation of cash

For the purposes of the Condensed Cash Flow Statement, cash and cash
equivalents comprise the following at 31 December:

CONEOLIDATED

31 December 2005 31 December 2004

5 $
Cash at bank and in hand 134,861 227 396
Term Beposits 8,331,610 9,805 229
8,466,471 160,132 625
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Optiscan Imaging Limited
ACN. Q77 771 Q87

~ ’ L
Directors’ Declaration
In accordance with a resolution of the Directors of Opliscan Imaging Limifed, we state that:
Ir: the opinion of the directors:

{a) the financial statements and notes of the consolidated entity:

{i) give a true and fair view of the financial position as at 31 December
2005 and the performance for the half-year ended on that date of the
consolidated entity; and

{ii) comply with Accounting Standard AASE 134 “Interim Financial
Reporting” and the Corporations Reguilations 2001, and

{b) there are reasonable grounds to believe that the company will be able to pay its
debts as and when they become due and payable.

For and on behaif of the board

L apan

Grant Latta Matthew Barnett
Chairman Managing Director

Melbourne, 9 March 2008
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Independent review report to members of Optiscan Imaging Limited

Scope

The financial report and directors’ responsibility

The financial report comprises the balance sheet, income statement, cash flow statement, statement
of changes in equity, accompanying nofes fo the financial statements for the consolidated entity
comprising both Optiscan Imaging Limited (the company) and the entities it controlled during the
half year, and the directors’ declaration, for the company, for the half year ended 31 December
2005.

The directors of the company are responsible for preparing a financial report that gives a true and
fair view of the financial position and performance of the consolidated entity, and that complies
with Accounting Standard AASB 134 “Inferim Financial Reporting”, in accordance with the
Corporations Act 2001. This includes responsibility for the maintenance of adequate accounting
records and internal confrols that are designed to prevent and detect fraud and error, and for the
accounting policies and accounting estimates inherent in the financial report.

Review approach

We conducted an independent review of the financial report in order to make a statement about it o
the members of the company, and in order for the company o lodge the financial report with the
ASX and the Australian Securities and Investments Commission.

Our review was conducted in accordance with Australian Auditing Standards applicable to review
engagements, in order to state whether, on the basis of the procedures described, anything has come
to our attention that would indicate that the financial report is not presented fairly in accordance
with the Corporations Act 2001, Accounting Standard AASB 134 “Interim Financial Reporting”
and other mandatory professional reporting requirements in Australia, so as to present a view which
is consistent with our understanding of the consolidated entity’s financial position, and of its
performance as represented by the results of its operations and cash flows.

A review is limited primarily to inquiries of company personnel and analytical procedures applied
to the financial data. These procedures do not provide all the evidence that would be required in an
audit, thus the level of assurance 1s less than given in an audit. ' We have nof performed an audit
and, accordingly, we do not express an audit opinion.

Independence

We are independent of the company, and have met the independence requirerents of Australian
professional ethical pronouncements and the Corporations Act 2001. We have given fo the
directors of the company a wriften Auditor’s Independence Declaration.

Lizhifity {imited by a scheme approved under
Professional Standards Legislation.




EERmsT & YOUNG

Statement
Based on our review, which is not an audif, we have not become aware of any matter that makes us
believe that the financial report, as defined in the scope section, of the consolidated entity Optiscan
Imaging Limited and the entities it controiled during the half year ended 31 December 2005 is not
in accordance with:
(a) the Corporations Act 2001, including:
(1) giving a true and fair view of the financial position of the consolidated entity at 31
December 2005 and of its performance for the half year ended on that date; and
(i1} complying with Accounting Standard AASB 134 “Interim Financial Reporting™ and
the Corporations Regulations 2001 and
(b} other mandatory financial reporting requirements in Australia.

Emst & Young

BT o

Denis Thorn
Partner
Melbourne

9 March 2006



