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Notes to the Financial Statements

5. Executive share option plan (cont’d)

All options issued during and since the end of the financial year are subject to vesting rules based on meeting revenue and profit growth
targets.

The weighted average fair value of the share options granted during the financial year is $0.050 (2006: $0.022). Options were priced using

the Black Scholes Model.

eptember 30 September 30 September
Inputs into the model 2005-1 2005-2 2005-3 July 2006-1 5 July 2006-2

Grant date share price $0.30 $0.30 $0.30 $0.625 $0.625
Exercise price $0.30 $0.40 $0.50 $0.70 $0.90
Expected volatility 17.5% 17.5% 17.5% 16% 16%
Option life 4 years 5 years 6 years 4 years 5 years
Dividend yield - - - - -
Risk-free interest rate 5.02% 5.02% 5.02% 5.79% 5.79%

The following reconciles the outstanding share options granted under the Ellex Medical Lasers Limited Employee Share Option Plan at the

beginning and end of the financial year:
2007 2006

Number of options Weighted average Number of Weighted average
exercise price options exercise price
$ $

Balance at beginning of the financial year 4,566,667 $0.41 1,163,335 $0.50
Granted during the financial year 366,664 $0.63 4,200,000 $0.40
Forfeited during the financial year - - (224,000) -
Exercised during the financial year (i) (690,066) $0.86 - -
Expired during the financial year (209,934) $0.50 (572,668) $0.50
Balance at end of the financial year 4,033,331 $0.60 4,566,667 $0.41
Exercisable at end of the financial year 4,033,331 $0.60 4,566,667 $0.41

(i) Exercised during the financial year
The following share options granted under the employee share option plan were exercised during the financial year:

The following share-based payment arrangements were in existence at the end of the period:

Share price at exercise date

2007 Options series Number exercised Exercise date $
Issued November 2003 290,067 30/11/06 $0.81
Issued 30 September 2005 - 1 66,666 30/11/06 $0.81
Issued 30 September 2005 - 1 333,333 09/02/07 $0.90

Total 690,066




Notes to the Financial Statements

Consolidated Company

6. Remuneration of auditors 2007 2006 2007 2006

Auditor of the parent entity $ $ $ $

Audit or review of the financial report 113,750 72,300 10,000 10,000
113,750 72,300 10,000 10,000

The auditor of Ellex Medical Lasers Limited is
Deloitte Touche Tohmatsu.

Consolidated Company

7. Trade and other receivables 2007 2006 2007 2006

Current $°000 $°000 $°000 $°000
Trade receivables (i) 8,175 6,688 - -
Allowance for doubtful debts (94) 97) - -
8,081 6,591 - -
Sundry deposits recoverable 612 153 - -
Receivable — share placement 2,805 - 2,805 -
Other receivables 217 60 - -
Goods and Services Tax (GST) recoverable 48 67 - -
11,763 6,871 2,805 -

Non Current

Sundry deposits recoverable 153 - - -
Receivable from controlled entity - - 7,400 4,627

153 - 7,400 4,627
(i) The average credit period on sales of goods is 91 days (FY06: 75 days). An allowance has been made for estimated

irrecoverable amounts from the sale of goods, determined by reference to past default experience.

Consolidated Company

8. Other current financial assets 2007 2006 2007 2006

At fair value: $°000 $°000 $°000 $°000

Foreign currency forward contracts 167 46 - -
167 46 - -
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Notes to the Financial Statements

Consolidated Company

9. Current inventories 2007 2006 2007 2006
Raw materials: $°000 $°000 $°000 $°000
At cost 4,185 4,118 - -
At net realisable value 152 57 - -

Work in progress:
At cost 1,824 1,603 - -
At net realisable value 15 7 - -

Finished goods:

At cost 8,207 6,275 - -
At net realisable value 346 28 - -
14,729 12,088 - -

Consolidated Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000

10. Other current assets
Prepayments 651 562 - -

651 562 = -

Consolidated Company

2007 2006 2007 2006
. . $°000 $°000 $°000 $°000
11. Other non-current financial assets
Investment in controlled entity - - 24,395 24,231
- - 24,395 24,231




12. Property, plant and equipment

Gross carrying amount

Balance at 1 July 2005

Additions

Disposals

Net foreign currency exchange differences
Balance at 1 July 2006

Additions

Additions in business acquisitions
Disposals

Net foreign currency exchange differences
Balance at 30 June 2007

Accumulated depreciation/
amortisation and impairment

Balance at 1 July 2005

Disposals

Depreciation expense

Balance at 1 July 2006

Disposals

Depreciation expense

Net foreign currency exchange differences
Balance at 30 June 2007

Net book value
As at 30 June 2006
As at 30 June 2007

Notes to the Financial Statements

Consolidated

Leasehold

Freehold
land

Improve-

ments

Buildings

Plant and
equipment
at cost

Equipment
under
finance

lease at

cost

$000
740 - 1,948 3,500 294 6,482

. - . 862 33 895

(740) - (1,948) @11) - (3,099)
- - - - 7 -
. - . 3,958 327 4,285
- 70 - 946 58 1,074
- - - 125 - 125
: : . 61) - 61)
- 70 - 4,968 385 5,423
- - (182) (1,724) (106) 2,012)
- - 202 276 - 478
- - (20) (482) (19) (521)
- - - (1,930) (125) (2,055)
- - - 21 - 21
- ®) - (685) - (693)
. - . 36 s 36
- ®) - (2,558) (125) (2,691)
- - - 2,028 202 2,230
- 62 - 2,410 260 2,732

The parent company has no property, plant & equipment at 30 June 2007.
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Notes to the Financial Statements

12. Property, plant and equipment (cont’d)

Consolidated Company

2007 2006 2007 2006
$°000 $°000 $°000 $000

Aggregate depreciation allocated, whether recognised as an
expense or capitalised as part of the carrying amount of other

assets during the year:
Buildings = 20 - -
Leasehold Improvements 8 - - -
Plant and equipment 685 482 - -

Equipment under finance lease - 19 - -

693 521 - -

13. Goodwill

Gross carrying amount
Balance at beginning of financial year 18,844 18,844 = -
Additions (note 37) 2,621 - - -

Balance at end of financial year 21,465 18,844 = -

Accumulated impairment losses
Balance at beginning of financial year - - - -

Impairment losses for the year = - - _

Balance at end of financial year - - - -

Net book value

At the beginning of the financial year 18,844 18,844 = -

At the end of the financial year 21,465 18,844 - -

Allocation of goodwill to cash-generating units
Gooduwill has been allocated for impairment testing purposes to 4 individual cash-generating units as follows:
Individual cash-generating units (note 32 subsidiaries listing)

. Ellex Inc

° Ellex Medical Pty Ltd

o Innovative Imaging Inc

° Ellex Australia Pty Ltd




Notes to the Financial Statements

13. Goodwiill (cont’d)

During the financial year the consolidated entity assessed the recoverable amount of goodwill and determined that there has been no
impairment. The carrying amount of goodwill allocated to cash-generating units that are significant individually or in aggregate is as
follows:

2007 2006

$°000 $000
Ellex Inc 3,876 3,876
Ellex Medical Pty Ltd 14,968 14,968
Innovative Imaging Inc 1,856 -
Ellex Australia Pty Ltd 745 -
21,445 18,844

Ellex Medical Pty Ltd

The recoverable amount of the Ellex Medical Pty Limited operations is determined based on a value in use calculation which uses cash
flow projections based on financial budgets approved by management covering a five-year period, and a discount rate of 15.37% p.a.
(2006: 15.10 % p.a.). This discount rate has been determined on a real (that is, inflation affected), pre financing and pre tax basis. Cash
flows beyond that five year period have been extrapolated using a steady growth rate of 3% which is considered realistic given the growth
potential of the industry in which Ellex operates. Management believes that any reasonably possible change in the key assumptions

on which recoverable amount is based would not cause the Ellex Medical Pty Limited operations-global carrying amount to exceed its
recoverable amount.

Ellex Inc

The recoverable amount of the Ellex Inc operations is determined based on a value in use calculation which uses cash flow projections
based on financial budgets approved by management covering a five-year period, and a discount rate of 15.37% p.a. (2006: 15.10%
p.a.). This discount rate has been determined on a real (that is, inflation affected), pre financing and pre tax basis. Using a discount rate
consistent with Ellex Medical Pty Limited is considered reasonable. Cash flows beyond that five year period have been extrapolated
using a steady growth rate of 3% which is considered realistic given the growth potential of the industry in which Ellex Inc operates.
Management believes that any reasonably possible change in the key assumptions on which recoverable amount is based would not
cause the Ellex Inc carrying amount to exceed its recoverable amount.

Ellex Australia Pty Ltd

Ellex Australia was acquired during the financial year. At the time of acquisition, a value in use calculation which uses cash flow projections
covering a five-year period, and a discount rate of 15.37% p.a was performed. This discount rate has been determined on a real (that

is, inflation affected), pre financing and pre tax basis. Using a discount rate consistent with Ellex Medical Pty Limited is considered
reasonable. This operation has performed consistent with or above the cash flow projections prepared as part of the initial valuation.
Management believes that any reasonably possible change in the key assumptions on which recoverable amount is based would not
cause the Ellex Australia carrying amount to exceed its recoverable amount.
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Notes to the Financial Statements

13. Goodwiill (cont’d)

Innovative Imaging Inc

Innovative Imaging was acquired during the financial year. At the time of acquisition, a value in use calculation which uses cash flow
projections covering a five-year period, and a discount rate of 15.37% p.a was performed. This discount rate has been determined
on areal (that is, inflation affected), pre financing and pre tax basis. Using a discount rate consistent with Ellex Medical Pty Limited is
considered reasonable. This operation has performed consistent with or above the cash flow projections prepared as part of the initial
valuation. Management believes that any reasonably possible change in the key assumptions on which recoverable amount is based
would not cause the Innovate Imaging carrying amount to exceed its recoverable amount.

Key assumptions:

The key assumptions used in the value in use calculations for Ellex Medical Pty Limited, Ellex Inc, Ellex Australia Pty Ltd and Innovative
Imaging Inc are as follows:

Cash flow trends Market share
and gross margin

Ellex Medical Pty Ltd Ellex has traditionally generated strong cash flows from its operating Based on a five year plan
activities. In 2005 and 2006, cash flow was negative as the business and a steady growth for the
reinvested funds into product development and the establishment five subsequent years.

of a distribution business in Japan. As at June 2005, the Japanese
business had passed the breakeven point and is now making a positive
contribution to the bottom line. No adjustment has been made for any
one-off items in forecast cash flows as it is not considered appropriate
for valuation purposes.

Ellex Inc Positive track record is considered a reasonable source of information Based on a five year plan
to indicate the potential to generate a positive cash flow, although and a steady growth for the
in 2006 this was not the case, it is considered to be an unusual five subsequent years.

occurrence as significant investment was made in this business.

Ellex Australia Pty Ltd Positive track record in 2007 is considered a reasonable source of Based on a five year plan
information to indicate the potential to generate a positive cash flow. and a steady growth for the
five subsequent years.

Innovative Imaging Inc Positive track record in 2007 is considered a reasonable source of Based on a five year plan
information to indicate the potential to generate a positive cash flow. and a steady growth for the
five subsequent years.
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Notes to the Financial Statements

14. Other intangible assets

Consolidated

Capitalised Patents

development
$°000 $’000

Gross carrying amount

Balance at 1 July 2005 3,913 97 4,010
Additions - 19 19
Additions from internal developments 1,326 - 1,326
Balance at 1 July 2006 5,239 116 5,355
Additions - 116 116
Additions through business acquisitions (note 37) 592 - 592
Additions from internal developments 883 - 883
Balance at 30 June 2007 6,714 232 6,946

Accumulated amortisation and impairment

Balance at 1 July 2005 (82) (68) (150)
Amortisation expense 277) 1) (278)
Balance at 1 July 2006 (359) (69) (428)
Amortisation expense (570) (12) (582)
Balance at 30 June 2007 (929) (81) (1,010)
Net book value

As at 30 June 2006 4,880 47 4,927
As at 30 June 2007 5,785 151 5,936

The parent entity has no intangible assets at 30 June 2007.

15. Assets pledged as security

In accordance with the security arrangements of liabilities, as disclosed in notes 17 and 21 to the financial statements, all non-current
assets of the consolidated entity, have been pledged as security.
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Notes to the Financial Statements

Consolidated Company

2007 2006 2007 2006
$°000 $°000 $°000 $000
16. Current trade and other payables
Trade payables (i) 5,688 3,944 - -
Payable to previous owners of acquisitions (note 37) 673 - - -
Accruals 1,148 1,150 187 -
Payable to directors 75 152 - -
Other payables 797 283 - -
8,381 5,529 187 -

()  The average credit period on purchases of certain goods from the invoice date is 55 days.

Consolidated Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000
17. Current borrowings
Secured
At amortised cost:
Bank overdrafts (note 35a) - 560 - -
Commercial Bills 5,000 1,500 = -
Finance lease liabilities (note 31) 76 76 - -
Other - Finance Advance 55) 59 = -
5,131 2,195 - -
18. Current provisions
Employee benefits 872 602 - -
Warranty (note 24) 206 275 - -
1,078 877 - -
19. Other current liabilities
Deferred grant income 378 365 = -
378 365 - -
20. Current tax liabilities
Other — current tax liabilities (Australia) 254 75 99 99
254 75 99 99
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Notes to the Financial Statements

21. Non-current borrowings Consolidated Company

Secured
2007 2006 2007 2006
At amortised cost: $000 $000 $000 $000
Commercial Bills 1,180 - - -
Finance lease liabilities (note 31) 40 58 - -
1,220 58 - -
22.Non-current provisions
Employee benefits 270 214 - -
270 214 - -
23. Other non-current liabilities
Payable to previous owners of acquisitions (note 37) 1,437 - - -
Deferred grant income 2,158 2,019 - -
3,595 2,019 - -

Consolidated

Warranty

24.Provisions $°000
Balance at 1 July 2006

Additional provisions recognised
Payments made (362)
Reductions arising from payments/other sacrifices of future economic benefits -
Balance at 30 June 2007 206

The provision for warranty claims represents the directors’ best estimate of the future sacrifice of economic benefits that will be required
under the consolidated entity’s warranty program. The estimate has been made on the basis of historical warranty trends and may vary as
a result of new materials, altered manufacturing processes or other events affecting product quality.

Consolidated Company

2007 2006 2007 2006
25.Issued capital $°000 $°000 $°000 $°000
68,397,507 fully paid ordinary shares
(2006: 61,236,853)

33,544 27,985 33,544 27,985
33,544 27,985 33,544 27,985

Changes to the then Corporations Law abolished the authorised capital and par value concept in relation to share capital from 1 July 1998.
Therefore, the company does not have a limited amount of authorised capital and issued shares do not have a par value.
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Notes to the Financial Statements

25.Issued capital (cont’d)

Consolidated Company
2007 2006
No.
’000 $°000 ’000 $°000

Fully paid ordinary shares

Balance at beginning of financial year 61,237 27,985 61,237 27,985
Issued Shares — capital raising 6,471 5,500 - -
Issued Shares - options exercised 690 252 - -
Share issue costs - (193) - -
Balance at end of financial year 68,398 33,544 61,237 27,985

Fully paid ordinary shares carry one vote per share and carry the right to dividends.

Share options

Nil (2006: 366,667) unquoted employee options exercisable over ordinary shares at $0.50 each and expiring 30 November 2006; 290,067
were exercised and 76,600 lapsed during the financial year.

1,000,000 (2006: 1,400,000) unquoted employee options exercisable over ordinary shares at $0.30 each and expiring 30 September 2009
were on issue and were not exercised at the end of the financial year.

1,333,333 (2006: 1,400,000) unquoted employee options exercisable over ordinary shares at $0.40 each and expiring 30 September 2010
were on issue and were not exercised at the end of the financial year.

1,333,334 (2006: 1,400,000) unquoted employee options exercisable over ordinary shares at $0.50 each and expiring 30 September 2011
were on issue and were not exercised at the end of the financial year.

199,998 (2006: Nil) unquoted employee options exercisable over ordinary shares at $0.70 each and expiring 30 September 2009 were on
issue and were not exercised at the end of the financial year.

166,666 (2006: Nil) unquoted employee options exercisable over ordinary shares at $0.90 each and expiring 30 September 2009 were on
issue and were not exercised at the end of the financial year.

Ellex Medical Lasers Limited share options carry no rights to dividends and no voting rights. Further details of the Employee Share Option
Plan are contained in notes 4 and 5 to the financial statements.

Consolidated Company

2007 2006 2007 2006
26.Reserves $°000 $°000 $°000 $°000
Share option reserve
Balance at beginning of financial year 52 - - -
Movements — Employee Share based payments 36 52 = -
Balance at end of financial year 88 52 - -

The share option reserve arises on the grant of share options to executives under the executive share option plan. Amounts are transferred
out of the reserve and into issued capital when the options are exercised. Further information about share-based payments to employees
is made in note 5 to the financial statements.
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26.Reserves (cont’d)

2007 2006 2007 2006
$°000 $°000 $°000 $°000
Foreign currency translation reserve
Balance at beginning of financial year (298) (386) - -
Translation of foreign operations (1,747) 88 - -
Balance at end of financial year (2,045) (298) - -

Exchange differences relating to the translation from US Dollars, Japanese Yen and the Euro, being the functional currencies of the
consolidated entity’s foreign subsidiaries in the USA, Japan & France, into Australian dollars are brought to account by entries made

directly to the foreign currency translation reserve.

Net reserves (1,957)

(246) =

2007 2006 2007 2006
27. Retained earnings $000 $°000 $°000 $000
Balance at beginning of financial year 7,405 3,712 775 886
Net profit attributable to members of the parent entity 4,267 3,693 - (111)
Balance at end of financial year 11,672 7,405 775 775

28. Earnings per share
Basic earnings per share:

Total basic earnings per share
Diluted earnings per share:

Total diluted earnings per share

Consolidated

2007 2006
Cents per Cents per
share share
6.84 6.02
6.28 5.75
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Notes to the Financial Statements

28. Earnings per share (cont’d)

Basic earnings per share

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

Earnings (a)

Weighted average number of ordinary shares for the
purposes of basic earnings per share

2007 2006
$°000 $°000
4,267 3,693
2007 2006
No. No.
62,347,075 61,236,853

(a) Earnings used in the calculation of total basic earnings per share and basic earnings per share reconciles to net profit in the

income statement as follows:

Net profit (excluding gain on sale of
property, plant and equipment)

Gain on sale of property, plant and equipment

Earnings used in the calculation of basic EPS

Diluted earnings per share

2007 2006
$°000 $°000
4,267 2,023
- 1,670
4,267 3,693

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

Earnings (a)

Weighted average number of ordinary shares
for the purposes of diluted earnings per share (b), (c)

2007 2006
$°000 $°000
4,267 3,693
2007 2006
No. No.
67,986,985 64,172,221
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Notes to the Financial Statements

28. Earnings per share (cont’d)

(b) Earnings used in the calculation of total diluted earnings per share and diluted earnings per share reconciles to net profit in the

income statement as follows:
Consolidated

2007 2006
$°000 $°000
Net profit 4,267 3,693
Earnings used in the calculation of diluted EPS 4,267 3,693

(c) The weighted average number of ordinary shares for the purposes of diluted earnings per share reconciles to the weighted
average number of ordinary shares used in the calculation of basic earnings per share as follows:

2007 2006
No. No.
Weighted average number of ordinary shares used
in the calculation of basic EPS 62,347,075 61,236,853
Shares deemed to be issued for no consideration
in respect of:
Employee options 5,639,909 2,935,368
Weighted average number of ordinary shares used
in the calculation of diluted EPS 67,986,985 64,172,221

(d) The following potential ordinary shares are not dilutive and are therefore excluded from the weighted average number of ordinary
shares for the purposes of diluted earnings per share:

2007 2006
No. No.

Options which have a share price below
the exercise price = -
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Notes to the Financial Statements

28. Earnings per share (cont’d)

(e) Total earnings per share in 2006 includes the gain from sale of property, plant and equipment of $1,670,000. Following is the split
for both basic and diluted earnings per share highlighting the impact of the gain on the sale of property plant and equipment:

Consolidated

2007 2006
Cents per Cents per
share share
Basic earnings per share:
From earnings excluding the gain on property, plant
and equipment 6.84 3.30
From gain on sale of property, plant and equipment - 2.72
Total basic earnings per share 6.84 6.02
Diluted earnings per share:
From earnings excluding the gain on property, plant
and equipment 6.28 3.15
From gain on sale of property, plant and equipment - 2.60
Total diluted earnings per share 6.28 5.75
29.Dividends
2007 2006
Cents per Total Cents per Total
Share $°000 Share $°000
Fully paid ordinary shares
Final dividend — franked to 30% Nil Nil Nil Nil
Company
2007 2006
$°000 $°000
Adjusted franking account balance 3,241 2,932

30. Commitments for expenditure
(a) Lease commitments

Finance lease liabilities and non-cancellable operating lease commitments are disclosed in note 31 to the financial statements.
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31. Leases
Disclosures for lessees

Finance leases
Leasing arrangements

Finance leases relate to motor vehicles and plant and equipment with lease terms of between 4 to 5 years. The consolidated entity has
options to purchase the equipment for a nominal amount at the conclusion of the lease agreements.

Consolidated Company

Finance lease liabilities

2007 2006 2007 2006
$°000 $°000 $°000 $°000
Not longer than 1 year 83 86 - -
Longer than 1 year and not longer than 5 years 42 61 - -
Longer than 5 years - - - -
Minimum lease payments 125 147 - -
Less future finance charges 9) (13) - -
Present value of minimum lease payments 116 134 - -
Included in the financial statements as:
Current borrowings (note 17) 76 76 - -
Non-current borrowings (note 21) 40 58 - -
116 134 - -

Operating leases
Leasing arrangements

Operating leases relate to business premises with lease terms of between 3 to 5 years. The business premises lease will be reviewed at
the end of the lease term. On sale of the building in Adelaide, Ellex Medical Pty Ltd has a lease agreement of 5 years with the option to

renew for a further 5 years.
Consolidated Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000
Non-cancellable operating lease payments
Not longer than 1 year 917 701 - -
Longer than 1 year and not longer than 5 years 1,971 1,735 - -
2,888 2,436 - -
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32.Subsidiaries

Ownership interest

Country of 2007 2006
Name of entity incorporation % %

Parent entity
Ellex Medical Lasers Limited Australia

Subsidiaries

Ellex Medical Pty Ltd Australia 100 100
Laserex Medical Pty Ltd Australia 100 100
Ellex Inc (i) USA 100 100
ResDev Labs Inc (i) USA 100 100
Ellex (Japan) Corporation Japan 100 100
Ellex R&D Pty Ltd Australia 100 -
Ellex Australia Pty Ltd (note 37) Australia 80 -
Ellex Services Europe SARL France 100 -
Innovative Imaging Inc (i) (note 37) USA 100 -

(i) From 1 July 2007 Ellex (USA) Inc and Innovative Imaging, Inc merged to form Ellex (USA) Inc.

(ii) In July 2007, Resdev Labs Inc changed its name to Innovative Imaging, Inc.

33.Segment information

The primary segment of the consolidated group is the business of selling ophthalmic equipment, shown in the consolidated income
statement and balance sheet in this annual report.

The secondary segment of the consolidated group is geographical as indicated below:

Revenue from Segment Acq of
External customers Assets segment assets
2007 2006 2007 2006 2007
$°000 $°000 $°000 $’000 $°000

Segment revenues

Australia 4,462 1,525 46,680 36,993

USA 11,202 13,998 6,784 2,394 181 9
Europe 11,360 8,886 156 - 2 -
Japan 10,993 6,470 10,067 7,089 64 38
Asia 2,538 2,362 = - = -
Other 3,832 1,343 = - = -
Total of all segments 44,421 34,584 63,687 46,476 1,199 895
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33.Segment information (cont’d)

Products and services within each business segment

The consolidated entity operates in five principal geographical areas — Australia, USA, Europe, Japan and Asia. The composition of each
geographical segment is as follows:

e Australia The consolidated entity manufactures all of its products in Australia and sells some products in Australia. Ellex Australia
Pty Ltd was established from 1 October 2006 and has sole distribution rights to Ellex and a number of other ophthalmic
products to complete the full range.

e USA The consolidated entity has a distribution office based in Minneapolis, USA and sells a range of its products in the
Americas. From 1 December 2006, Innovative Imaging Inc was acquired and ophthalmic ultrasounds were added to the
sales base. Revenue for 2007 was $3,027 (2006: Nil). These products are manufactured and sold from California. USA
includes OEM products sold in the USA of $1,562 in 2007 (2006: $6,741).

e Europe The consolidated entity sells a broad range of its products in Europe and the Middle East. From 1 February 2007, an
office and warehouse has been established in Clermont-Ferrand, France which includes a service department and office

manager.
e Japan The consolidated entity sells a broad range of its products in Japan.
e Asia The consolidated entity sells a broad range of its products in Asia.

34. Related party disclosures
(@) Equity interests in related parties

Equity interests in subsidiaries

Details of the percentage of ordinary shares held in subsidiaries are disclosed in note 32 to the financial statements.

(b) Key management personnel compensation

Details of key management personnel compensation are disclosed in note 4 to the financial statements.

(c) Key management personnel equity holdings

Fully paid ordinary shares of Ellex Medical Lasers Limited

Balance@ Granted as Options Net other Balance@ Balance held
1/7/06 compensation exercised change 30/06/07 nominally
2007

V Previn 3,566,034 - 3,566,034 3,566,034
P Falzon 760,000 - - - 760,000 -
A Sundich 3,400,000 - - - 3,400,000 2,400,000
K McGuinness 220,000 - BE8I8SH) (50,000) 503,333 -
A Kalatzis 107,379 - 66,667 10,000 184,046 -
C Warren - - - 31,700 31,700 -
B Swaim - - 50,000 - 50,000 -
D Watton - - 20,000 - 20,000 -
H Pummer 93,000 - - - 93,000 -

8,146,413 - 470,000 (8,300) 8,608,113 5,966,034
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34.Related party disclosures (cont’d)

Fully paid ordinary shares of Ellex Medical Lasers Limited

Balance@ Granted as Options Net other Balance@ Balance held
1/7/05 compensation exercised change 30/06/06 nominally

V Previn 3,266,034 300,000 3,566,034 3,566,034
P Falzon 620,000 - = 140,000 760,000 -
A Sundich 2,350,501 - = 1,049,499 3,400,000 2,400,000
K McGuinness 60,000 - = 160,000 220,000 -
A Kalatzis 47,379 - = 60,000 107,379 -
H Pummer = - = 93,000 93,000 -
M Plunkett 50,000 - = - 50,000 -

6,393,914 - = 1,802,499 8,196,413 5,966,034

Executive share options of Ellex Medical Lasers Limited

Balance@ Granted as Net other Balance@ Balance held
1/7/06 compensation change 30/06/07 nominally
2007

P Falzon 2,200,000 2,200,000
K McGuinness 1,000,000 - (333,333) - 666,667 -
A Kalatzis 266,667 - (66,667) - 200,000 -
B Potter 200,000 - (66,666) (133,334) - -
B Swaim 50,000 - (50,000) - . -
L Hall - 133,332 - - 133,332 -
D Watton - 133,332 - - 133,332 -
H Pummer . 100,000 . - 100,000 -

3,716,667 366,664 (516,666) (133,334) 3,433,331 -

Executive share options of Ellex Medical Lasers Limited

Balance@ Granted as Net other Balance@ Balance held
1/7/05 compensation change 30/06/06 nominally

P Falzon 150,000 2,200,000 (150,000) 2,200,000

K McGuinness 150,000 1,000,000 = (150,000) 1,000,000 -
A Kalatzis 133,334 200,000 = (66,667) 266,667 -
B Potter = 200,000 = - 200,000 -
B Swaim 50,000 - = - 50,000 -
M Plunkett - 200,000 = - 200,000 -

483,334 3,800,000 = (366,667) 3,916,667 -
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Notes to the Financial Statements

34.Related party disclosures (cont’d)

Each share converts into one ordinary share of Ellex Medical Lasers Limited on exercise. No amounts are paid or payable by the recipient
on granting of the option.

(d) Transactions with other related parties
Other related parties include:
e the parent entity
* subsidiaries
e key management personnel of the consolidated entity

e other related parties

Amounts payable to and receivable from these related parties are disclosed in note 16 (V Previn — 2007: $68,409 and A Sundich $6,250,
2006: V Previn $151,727 and A Sundich nil) and note 7 to the financial statements. All loans advanced to and payable to related parties are
unsecured.

35. Notes to the cash flow statement

Consolidated Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000
(@) Reconciliation of cash and cash equivalents
For the purposes of the cash flow statement, cash and
cash equivalents includes cash on hand and in banks and
investments in money market instruments, net of outstanding
bank overdrafts. Cash and cash equivalents at the end of the
financial year as shown in the cash flow statement is reconciled
to the related items in the balance sheet as follows:
Cash and cash equivalents 2,740 - 5 1
Bank overdraft (note 17) - (560) = -
2,740 (560) 5 1
(b) Financing facilities
Secured bank loan facilities with various maturity dates
through to September 2007 and which may be extended
by mutual agreement:
e amount used 3,440 2,060 - -
e amount unused 4,460 4,940 = -
7,900 7,000 - -
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Notes to the Financial Statements

35. Notes to the cash flow statement (cont’d)

Consolidated Company

2007 2006 2007 2006
$°000 $°000 $°000 $°000
(c) Reconciliation of profit for the period to net cash
flows from operating activities
Profit/(loss) for the period 4,368 3,693 - (111)
Depreciation and amortisation of non-current assets 1,275 799 - -
Employee share options 36 52 - -
Interest income received and receivable (17) ) - -
Increase/(decrease) in tax balances (1,899) (72) - 210
Gain on sale of building - (1,670) - -
Changes in net assets and liabilities, net of effects from
acquisition and disposal of businesses:
(Increase)/decrease in assets:
Current receivables (1,781) (2,593) - -
Non-current receivables = - = (99)
Current inventories (1,996) (1,329) - -
Other current assets (559) (112) - -
Increase/(decrease) in liabilities:
Current payables 2,059 1,671 - -
Other current & non current liabilities 445 441 = -
Net cash from operating activities 1,931 871 - -

36. Financial instruments
(@) Financial risk management objectives
The consolidated entity’s finance function provides services to the business, co-ordinates access to domestic and international financial

markets, and manages the financial risks relating to the operations of the consolidated entity.

The consolidated entity does not enter into or trade financial instruments, including derivative financial instruments, for speculative
purposes. The use of financial derivatives is governed by the consolidated entity’s policies approved by the board of directors and audit
committee, which provide written principles on the use of financial derivatives. Compliance with policies and exposure limits is reviewed by
the management on a continuous basis.

The consolidated entity’s activities expose it primarily to the financial risks of changes in foreign currency exchange rates. The
consolidated entity enters into a variety of derivative financial instruments to manage its exposure to foreign currency risk, including:

e Forward exchange contracts

e Collar options
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36. Financial instruments (cont’d)

(b) Significant accounting policies

Details of the significant accounting policies and methods adopted, including the criteria for recognition, the basis of measurement and the
basis on which income and expenses are recognised, in respect of each class of financial asset, financial liability and equity instrument are
disclosed in note 1 to the financial statements.

(c) Foreign currency risk management

The group undertakes certain transactions denominated in foreign currencies, hence exposures to exchange rate fluctuations arise.
Exchange rate exposures are managed within approved policy parameters utilising forward foreign exchange contracts and currency swap
agreements.

Forward foreign exchange contracts

The consolidated entity has entered into contracts to protect against potential adverse currency fluctuations due to the sale and purchase
of goods in foreign currencies. The consolidated entity has entered into forward foreign exchange contracts (for terms not exceeding 15
months) to hedge the exchange rate risk arising from these anticipated future transactions.

As at reporting date the aggregate amount of unrealised gains under forward foreign exchange contracts relating to anticipated future
transactions is $46,028 (2006: unrealised gains of $43,930).

The following table details the forward foreign currency contracts outstanding as at reporting date:

Average eXChange ContraCt value m
rate

2007 2006 2007 2006 2006
Outstanding contracts FC’000 FC’000 $’000 $’000 $ $’000

Sell US Dollars

Less than 3 months 0.7201 0.7307 100 350 139 479 20 8
3 to 6 months = 0.7377 - 200 - 271 - 1
Longer than 6 months - 0.7214 - 300 - 416 - 10

0.7201 0.7299 100 850 139 1,166 20 19

Under collar options contracts, the consolidated entity takes up options to protect against potential adverse currency fluctuations, due to
sale and purchase of goods in foreign currencies.
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Notes to the Financial Statements

36. Financial instruments (cont’d)

Collar options

The following table details the collar options outstanding as at reporting date.

Put Average Call Average
Strike Rate Strike Rate Contract value

2007 2006 2007 2006 2006
Outstanding contracts $ $ $°000 $°000 $°000 $°000

Sell US Dollars

Not longer than 1 year 0.7333 0.748 0.6903 0.795 646 1,617 75 15
Longer than 1 year - 0.733 - 0.780 - 646 - 12
646 2,263 75 27

Sell JPY Dollars
Not longer than 1 year 94.875 - 92.625 - 2,383 - 72 -
Longer than 1 year - - - - - - - -
2,383 - 72 -
Total 3,029 2,263 147 27

(d) Interest rate risk management

The consolidated entity is exposed to interest rate risk as it borrows funds at both fixed and floating interest rates. The risk is managed by
maintaining an appropriate mix between fixed and floating rate borrowings.

Maturity profile of financial instruments

The following table details the consolidated entity’s exposure to interest rate risk as at the reporting date; all other financial assets and
liabilities are non-interest bearing.

Fixed Interest Rate Maturity

Non-
Average Variable More than Interest
Interest Interest Less than 1 | 1 to 5 years 5 years Bearing
2007 Rate $’000 | Rate $°000 | year $°000 $’000 $’000 $’000
Financial Liabilities
Commercial Bills 7.43% - 5,000 1,180 - - 6,180
Finance Lease Liabilities 7.84% - 131 40 - - 171

= 5,131 1,220 - = 6,351
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36. Financial instruments (cont’d)

Fixed Interest Rate Maturity

Non-

Average Variable More than Interest
Interest Interest Less than 1 | 1 to 5 years 5 years Bearing
Rate $°000 | Rate $°000 | year $°000 $°000 $’000 $°000

Financial Liabilities

Bank overdraft 9.70% 560 - - - = 560
Commercial Bills 7.75% = 1,500 = - = 1,500
Finance Lease Liabilities 7.50% = 135 58 - = 193

560 1,635 58 - - 2,253

(e) Credit risk management

Credit risk refers to the risk that a counterparty will default on its contractual obligations resulting in financial loss to the consolidated
entity. The consolidated entity has adopted a policy of only dealing with creditworthy counterparties and obtaining sufficient collateral
where appropriate, as a means of mitigating the risk of financial loss from defaults. The consolidated entity exposure and the credit
ratings of its counterparties are continuously monitored and the aggregate value of transactions concluded are spread amongst approved
counterparties. Credit exposure is controlled by counterparty limits that are reviewed and approved by the audit committee annually. The
consolidated entity measures credit risk on a fair value basis.

Trade accounts receivable consist of a large number of customers, spread across diverse geographical areas. Ongoing credit evaluation is
performed on the financial condition of accounts receivable and, where appropriate, debtors insurance cover is purchased.

The consolidated entity does not have any significant credit risk exposure to any single counterparty or any group of counterparties having
similar characteristics. The credit risk on liquid funds and derivative financial instruments is limited because the counterparties are banks
with high credit-ratings assigned by international credit-rating agencies.

The carrying amount of financial assets recorded in the financial statements, net of any allowances for losses, represents the consolidated
entity’s maximum exposure to credit risk without taking account of the value of any collateral or other security obtained:

(f) Fair value of financial instruments

The carrying amount of all financial assets and liabilities are recorded at their fair value.

(9) Liquidity risk management

The consolidated entity manages liquidity risk by maintaining adequate reserves, banking facilities and reserve borrowing facilities by
continuously monitoring forecast and actual cash flows and matching the maturity profiles of financial assets and liabilities.

37. Acquisition of businesses

Shares acquired Cost of

Names of businesses acquired Principal activity Date of acquisition % acquisition $°000

Coherent Lasers (Aust) Pty Ltd Distribution of ophthalmic 1 October 2006
trading as Ellex Australia Pty Ltd equipment

Innovative Imaging Inc Manufacture & distribution of 1 December 2006 100 3,516
ophthalmic equipment

4,332
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37. Acquisition of businesses (cont’d)

Ellex Australia Pty Ltd Innovative Imaging Inc

Fair Fair Total fair

Fair value value on Fair value value on value on
Book value | adjustment | acquisition | Book value | adjustment | acquisition | acquisition

Net assets acquired $°000 $°000 $°000 $°000 $°000 $°000 $°000

Current assets

Cash & cash equivalents - - - 150 - 150 150
Trade & other receivables = - = 306 = 306 306
Inventories 52 - 52 593 = 593 645
Other assets - - - 16 - 16 16

Non-current assets
Capitalised development costs - - - - 592 592 592
Property, plant & equipment - - - - 122 122 122

Current liabilities

Trade & other payables - - - (120) - (120) (120)
52 - 52 945 714 1,659 1,711

Gooduwill on acquisition 2,621
4,332

The initial accounting for the acquisition of the Coherent Lasers (Aust) Pty Ltd and the establishment of Ellex Australia Pty Ltd has only
been provisionally determined at reporting date. For tax purposes, the tax values of the assets have been reset based on market values
and other factors. This company is not part of the consolidated group for tax consolidations purposes.

Goodwill arose in the business combination because the cost of the combination included a control premium paid to acquire both entities.
In addition, the consideration paid for the combination effectively included amounts in relation to the benefit of expected synergies,
revenue growth, future market development and the assembled workforce. These benefits are not recognised separately from goodwill as
the future economic benefits arising from them cannot be reliably measured.

The Group also acquired the customer lists and customer relationships of both entities as part of the acquisition. These assets were not
able to be reliably measured and separately recognised from goodwill because they are not capable of being separated from the Group
and sold, transferred, licensed, rented or exchanged, either individually or together with any related contracts.

Establishment of new subsidiary - Ellex Australia and the acquisition of Coherent Laser business

Included in the net profit after tax for the period is $405 thousand (after minority interest adjustment) attributable to the additional business
generated by Ellex Australia Pty Ltd. Also, included in the goodwill is $765 thousand attributable to Ellex Australia and an amount payable
of $497 thousand (discounted) to the previous owner based on forecast sales generated over the next 3 years, payable annually on
anniversary dates.

Had this business combination been effected at the beginning of the year, the revenue of the Group would be increased by $6 million, and
net profit after tax of $540 thousand (after minority interest adjustment). The directors of the Group consider these ‘pro-forma’ numbers to
represent an approximate measure of the performance of the combined group on an annualised basis and to provide a reference point for
comparison in future periods.
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37. Acquisition of businesses (cont’d)

Acquisition of new subsidiary - Innovative Imaging Inc

Included in the net profit for the period is $682 thousand attributable to the additional business generated by Innovative Imaging, Inc. Also,
included in the goodwill is $1,614 thousand attributable to Innovative Imaging and an amount payable of $1,614 thousand (discounted) to
the previous owner based on forecast sales generated over the next 3 years, payable annually on anniversary dates.

Had this business combination been effected at the beginning of the year, the revenue of the Group would be increased by $5.2 million,
and net profit $1,169 thousand. The directors of the Group consider these ‘pro-forma’ numbers to represent an approximate measure of
the performance of the combined group on an annualised basis and to provide a reference point for comparison in future periods.
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Additional stock exchange information as at 20 September 2007

Number of holders of equity securities

Ordinary share capital
o 68,397,507 fully paid ordinary shares are held by 3,487 individual shareholders. All issued shares carry one vote per share.
Options

o 4,033,331 Employee options are held by 10 individual option holders. All options are subject to vesting rules based on meeting
revenue and profit growth targets and expire between 31 August 2009 and 31 August 2011.

Options do not carry a right to vote.

Distribution of holders of equity securities

Ordinary Shares Employee Options

1 - 1,000 274,164 .
1,001 - 5,000 3,040,932 -
5001 - 10,000 4,551,990 -
10,001 - 100,000 19,234,309 .
100,001 and over 41,296,112 10

68,397,507 10

There were 1,098 holders of less than a marketable parcel of 596 ordinary shares.

Substantial shareholders

Fully paid

Citicorp Nominees Pty Limited <CFS Developng Companies A/C> 4,758,624 6.95%
Sedico Pty Ltd 3,566,034 5.21%
Alex Sundich 3,400,000 4.97%
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Additional stock exchange information as at 20 Septemiber 2007

Twenty largest holders of quoted equity securities

Fully paid

ANZ Nominees Limited 6,104,361 8.92%
Citicorp Nominees Pty Limited <CFS Developng Companies A/C> 4,753,624 6.95%
Sedico Pty Ltd 3,566,034 5.21%
Intertec Healthcare Management LLC 2,730,000 3.99%
Pine Street Pty Ltd <Pine Street A/C> 2,400,000 3.51%
Mr Giuseppe Canala + Mrs Mira Canala <Giuseppe Canala S/F A/C 1,799,630 2.63%
HSBC Custody Nominees (Aust) Limited 1,389,508 2.03%
National Nominees Limited Equip Super A/C 1,189,673 1.74%
Unley Underwriters Pty Limited 1,107,424 1.62%
Citicorp Nominees Pty Limited 1,006,222 1.47%
Mr Alex Sundich + Mrs Gabrielle Upton 1,000,000 1.46%
Mr Douglas Robert Buchanan + Mrs Robyn Lorraine Buchanan Super Fund A/C 942,000 1.38%
Ms Choi Chu Lee 853,000 1.25%
Mr Anthony Mark Van Der Steeg 845,965 1.24%
Invia Custodian Pty Ltd 815,370 1.19%
Mr Peter Joseph Falzon 760,000 1.11%
Mr Douglas Robert Buchanan + Mrs Robyn Lorraine Buchanan 610,000 0.89%
Mr Matthius Maus 600,000 0.88%
Forbar Custodians Limited <Forsyth Barr Ltd - nominee a/c> 511,898 0.75%
UBS Nominees Pty Ltd 504,036 0.74%
TOTAL 33,488,745 48.96%

Company secretary
Kevin McGuinness BA,ACA

Share registry

Computershare Investor Services Limited Enquiries within Australia: 1300 556 161
Level 5, 115 Grenfell Street Enquiries outside Australia: +61 3 9415 4000
ADELAIDE South Australia 5000 Website: www.computershare.com.au

GPO Box 1903
ADELAIDE South Australia 5001
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