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Company Background

Optiscan was listed on the Australian Stock Exchange in August 1997, raising $3 million to provide working

capital to pursue its High Magnification Endomicroscope Project. This also gave the public the opportunity to

participate in the ownership and growth potential of Optiscan.

In 1998, Optiscan was awarded a $1.9 million grant from the Commonwealth Government’s R&D Start Grant

programme, which accelerated progress of the High Magnification Endomicroscope Project.

The advantages, and therefore the real potential of Optiscan's laser and optical fibre technology, can be

summarised as:

• a platform technology with multiple applications within clinical research and disease diagnosis

• the ability to produce small, mobile clinical equipment for research and diagnosis of disease in humans

• the ability to produce sharp, high resolution images and, for medical diagnostic uses, up to 2000 times

magnification, without requiring an invasive procedure, such as biopsy

• the use of digital images allowing remote diagnosis by medical specialists; and

• protected internationally through patents.

The very high cost of curative medicine is seen as an opportunity for Optiscan. The endomicroscope is targeted

at reducing this cost in a variety of ways including:

• early detection of diseases, at stages when they can be treated easily and effectively 

• providing a means to monitor responses at the cellular level so as to enable improvement to treatment

outcomes. eg. effectiveness of cancer treatment on reduction of tumor size. 

Establishing the true benefits in the context of Western health-care systems has been the key focus of Optiscan’s

clinical trial and commercialisation program. 

Optiscan’s technology is protected by strong patent coverage internationally, leading to successful resolution of

patent infringements and licensing agreements with major microscope manufacturers.

Optiscan has endeavoured to build on this foundational technology through the strategic development of a

product pipeline and associated business models.

The Optiscan Products 

The Optiscan Technology is a unique combination of optical fibre and laser technologies which, when used in confocal

microscopes, facilitates the production of high magnification, and very sharp images of intact living tissue without

invasive procedures such as biopsy. This in turn enables the pursuit of unique approaches to medical diagnosis.

Optiscan has developed the following range of products, charting a strategic progression towards the primary

goal of commercialising breakthrough clinical diagnostic systems.

The research grade Benchtop F900e was the first product to be developed and released by Optiscan. It is a

revolutionary system, whereby the Optiscan Technology is used to convert a conventional microscope into a 3D

confocal system. The system acts as the platform for the additions and prototypes being developed by Optiscan.

The Benchtop F900e is in use in many leading research organisations and hospitals.

The research grade Rigid Probe was the first product to emerge from the High Magnification Endomicroscope

Project. Produced as an attachment to the Benchtop F900e, the Rigid Probe is used to allow imaging of living

tissue in vivo. Unlike a conventional microscope, the Rigid Probe can be positioned at almost any angle, onto

difficult-to-reach, thick, or living specimens. 

The release of the rigid probe has greatly accelerated applications research by enabling direct testing of proposed

diagnostic procedures.

The High Magnification Endomicroscope Project is now focused entirely on development of clinical products

incorporating miniaturised microscope technology. Armed with the results obtained using the Rigid Probe, these

instruments are being designed for widespread clinical usage in the diagnosis of diseases, such as early stage

cancer. The key advantages of these systems include:

• high magnification of 2000 times to reveal disease at the cellular level

• non-invasive procedures – there is no need to cut pieces of tissue from the body

• immediate results - digital images of cells appear in real time on a computer screen enabling the doctor to

make an immediate judgement

• internet ready - being digital, the images can also be sent from remote locations via the internet to pathologists

and specialists. 

Imaging Limited Imaging Limited
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Key Developments during 1999/2000

The past year has been an important period for the Company, as we have geared up to position our technology

and clinical products on the world stage. Significant advancements have taken place in product development,

market positioning, clinical trial status and the commercialisation program. 

In particular, we have reached the verge of commercialisation for the first clinical product, the Hand Held Probe

for dermatology applications. In parallel, we have made very strong progress in ongoing miniaturisation and

development of the smaller Flexible Probe for applications in gastroenterology.

Progress in Commercialisation of the Hand Held Probe

During this period development of the Hand Held Probe was focused on

finalisation of the design for transfer into manufacturing, preparing for the

imminent release of the product. 

A growing list of applications has been investigated or clinically trialed

during the period, which is seen as a significant issue in positioning the

product in the target markets. In particular, the capability to apply one instrument to a range of applications is seen

as an important factor in its appeal to dermatologists, the first target users.

It is also fundamental to the growth potential for consumables associated with particular clinical procedures. 

The applications brought under active investigation by Optiscan now include:

• skin cancers (melanoma and non-melanoma skin cancers)

• diagnosis and monitoring of psoriasis and inflammatory lesions

• monitoring of cellular events related to therapies (eg. tumor reduction, drug distribution within cells).

• measurement of the depth of cellular damage in burns.

Whilst product release is impending, Optiscan anticipates that uptake by the conservative medical marketplace

will remain modest in the short to medium term. During this time, Optiscan will engage in significant market

development activity, focusing on the support of early adopters and medical opinion leaders in their use of the

probes. This will be aimed at ensuring that the growing realm of uses is realised in clinical practice, increasing the

appeal of the product to the broader dermatological community. Achievement of substantial market penetration

as a result of this process is likely to result over a two to three year period.

As such, Optiscan will continue to be associated with multiple trials well beyond the actual release of the product. 

Progress in Development of the Flexible Probe

During the past year, tremendous progress has been made in miniaturisation of

scanning mechanisms for the Flexible Probe. This project is on track to

construct advanced prototype probes for clinical trial in the 2001 calendar year.

Potential applications in gastroenterology include:

• Colon cancer • Mouth cancer • Gastric cancer

• Barret’s oesophagus • Ulcerative colitis • Cancer management

In parallel with the probe development, animal studies have been conducted to investigate several of these applications.

With the use of several human-safe contrast agents, results of these investigations have been very encouraging. 

We are confident that several of the protocols tested will be suitable for clinical trials which will commence as

soon as appropriate Flexible Probe prototypes have been completed.

The product pipeline currently includes two clinical versions: the Hand Held Probe and the Flexible Probe.

• The Hand Held Probe is primarily aimed at applications in dermatology, particularly the detection and

monitoring of skin cancers and general inflammatory skin conditions. It features a compact, pen-like probe

which can be held in one hand and simply placed against the skin to reveal microscopic details several cell

layers beneath the surface. This will be the first of Optiscan’s new generation clinical product range.

• The Flexible Probe is a further miniaturised version in the form of a thin, flexible tube. Its purpose is to be

inserted into the body for diagnosis and monitoring of diseases such as colon cancer or ulcerative colitis.

Conventional medical endoscopes are used routinely to view internal organs, but can only magnify 10 to 20

times. In contrast, the Optiscan Technology provides the world’s first capability for a miniature probe to view

individual cells with a magnification of 2000 times without surgical removal of tissue from the body.

In developing the diagnostic uses for Optiscan's clinical products, several factors have been found to play a

major role in making the procedures repeatable and easy. These involve the use of specific dyes and novel

methods by which these are applied to the tissue, thus assisting in the recognition of disease.

Development in this area is aimed at the definition of standardised kits of consumables for specific procedures.

Hence, this technology represents a significant potential revenue stream from each diagnosis performed with

Optiscan's products. 

Additional consumables are also associated with sterilisable components for certain applications, such as

disposable sterile sheaths to use with the Hand Held Probe on infection-prone burns.

An ongoing process of applications development and clinical trials is aimed at generating an increasing range of

applications for the Optiscan instruments. This approach contributes significant growth potential to Optiscan’s

business. It relates both to the potential to bring to market an increasing array of consumables, and at the same

time, extend the clinical utility, and therefore desirability, of the Optiscan instruments.

Optiscan has maintained strong ties with Monash University under a collaborative research agreement. Under the

terms of the agreement, Monash University undertakes research into applications for Optiscan’s endomicroscope

technology. To date, this has resulted in the achievement of several publications in reputed international medical

journals. These pertain to significant advances made in developing protocols for imaging live tissue, including

detection of melanoma, evaluation of burn depth and the imaging of mucous crypts in the colon.

4
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Future Product Developments

Much of the development of the first clinical grade product (the Hand Held Probe) represents a platform which

will accelerate the development of future generations of products. As described above, plans exist for the Flexible

Probe, which will be the first example of such a re-use of the platform. Beyond the Flexible Probe, Optiscan is

now considering further products for use in other organs of the body. These include various shaped probes (both

rigid and flexible) for applications in the head and neck, obstetrics and gynaecology, respiratory medicine and

keyhole surgery.

Regulatory Issues 

Efforts to meet regulatory requirements for the first product with the US Food and Drug Administration (FDA) are

well advanced. As the year has progressed, Optiscan’s strategy in meeting with the anticipated regulatory

requirements of its product pipeline has advanced steadily. Consequently, we do not anticipate significant

regulatory obstacles in our critical path to selling the product, particularly into the US marketplace.

It is important to recognise that the regulatory process is significantly less extensive for certain classes of medical

device by comparison to the multi-phase trials involved in the approval of new pharmaceuticals. As a result, a

smooth process has always been expected in overcoming any regulatory barriers to selling our products into

international markets.

Importantly, Optiscan’s first clinical product (the Hand Held Probe for dermatology applications) faces the lowest

regulatory barriers in this regard. Specifically, this product 

• has been designed so as not to be hazardous to patients or operators

• is not an implantable device

• does not come into contact with internal (mucosal) tissues

• does not make diagnostic decisions on behalf of clinicians.

At this stage, Optiscan has provided appropriate Hand Held Probe product information for review by the FDA. In

view of FDA product categorisation criteria, Optiscan is confident that the Hand Held Probe for dermatological

applications is likely to be classified as a Class I medical examination device. As such, there is a good possibility

that it may be granted exemption from more demanding and lengthy approval processes. This desirable result

would enable Optiscan to sell the product to dermatologists wishing to pursue a vast range of applications,

without the need to make additional regulatory submissions defining each use.

The Flexible Probe (although overall a relatively non-hazardous device) will be brought into contact with mucosal

surfaces and will therefore involve additional regulatory process over that expected for the Hand Held Probe.

Note that this difference is well-factored into Optiscan’s strategy in terms of the sequence and timing of planned

product releases.

Clinical Trials

Optiscan has established several trial sites during the year which serve both to trial initial uses of the technology

and also to pursue a growing realm of future applications for the Hand Held Probe. 

These include the prestigious Centre for Biologic Imaging at the University of Pittsburgh, in the USA, and

Melbourne’s Alfred Hospital. The University of Pittsburg is pursuing the use of the Hand Held Probe to monitor

and manage cancers such as melanoma and cervical cancer. Melbourne’s Alfred Hospital is pursuing multiple

applications, including the non-invasive diagnosis, differentiation and monitoring of psoriasis and other

inflammatory skin lesions.

Telemedicine

One of the key advantages of the Optiscan Technology is its ability to transmit digital images via the internet to

remote locations for diagnosis by experts. The telemedicine business model offers exciting opportunities to

extend the market for Optiscan's technology well beyond the realm of specialists and hospitals to less

experienced operators with widespread patient access. It also provides Optiscan with complementary models for

deriving both sales and transactional revenues.

The telemedicine initiative is a key driver of the strategic alliance with Gribbles Pathology. This alliance provides

Optiscan with access to a potential 2.5 million patients per annum and a network of medical centres. It involves a

significant expansion of the trial program to run as a substantial test bed for the telemedicine application. This

greatly advances the cause of seeking HIC approval (Medicare scheduling).

International Alliances/Agreements

Discussions with potential strategic allies and partners are continuing. The outlook is positive, particularly as the

Optiscan business model now includes technology relating to consumables and telemedicine. The possibility

exists for multiple partnering relationships associated with each of these areas and discussions now involve

medical device companies and pathology, telemedicine and e-commerce service providers. 

Patent Position

During the past financial year, Optiscan successfully resolved all outstanding patent infringement allegations

against the world’s six largest manufacturers of desktop confocal microscopes. All of the resultant license

agreements include terms under which Optiscan receives ongoing royalties for the majority of confocal

microscope units sold around the world. The agreements allow the international producers to manufacture and

sell bench-top systems only. The agreements do not allow use of the technology for endomicroscopes, which

remain Optiscan’s focus. As such, it is important to recognise that these licences fall outside the scope of

Optiscan’s core business pursuits in medical imaging. Rather, they represent useful revenue generation in areas of

commercial exploitation which would not otherwise be pursued by Optiscan.

These successes are an important indicator of the strength of the patent position which underpins Optiscan’s

major present activities in international commercialisation of its unique imaging technology.

Funding

Share placements during the past year have successfully raised in excess of $13 million for working capital. This

is enabling Optiscan to aggressively pursue the commercialisation of our first clinical product (the Hand Held

Probe for dermatology applications), as well as maintain rapid progress in the development paths for

subsequent products. 

New Premises

In keeping with the impending release of the Hand Held Probe for dermatology applications, Optiscan is in

the midst of relocating to larger and better-equipped premises. These will accommodate the manufacturing

requirements for the first and subsequent clinical products, as well as our expanded corporate and

technical activities.
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Professor R Martin

Chairman

Professor Ray L Martin, AO, 74, is Chairman of the

board and a member of the audit and remuneration

committees. He retired as Vice-Chancellor of Monash

University in January 1987. He then returned to a Chair

in his own discipline of Chemistry at Monash University

and was also Chairman of the Australian Science and

Technology Council (ASTEC) and a foundation member

of the Prime Minister’s Science Council until April 1992.

He is a director and National Chairman of the Winston

Churchill Memorial Trust and is a former President of the

Victorian College of the Arts. Professor Martin has been

a director of Circadian Technologies Ltd since 1986 and

was appointed as an Officer of the Order of Australia in

1987. Professor Martin was appointed as a director of

Optiscan Pty Ltd on 13 February 1997.

The Board of Directors of Optiscan Imaging Limited has pleasure in submitting its report in respect of the financial year

ended 30 June 2000.

Directors

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

P Delaney

Managing Director

Peter Delaney, 32, Managing Director, completed a

science degree with honours in Pharmacology at

Monash University in 1989. He has played a major role

in the refinement of the fibre optic approach to produce

a commercial instrument which received an R&D 100

Award in 1991. In 1993, Mr Delaney received the

Victorian Young Achiever Award (Science and

Technology) for his development of the company

strategy and infrastructure. Mr Delaney was appointed a

director of Optiscan Pty Ltd on 16 March 1994, and

accepted the position as Managing Director of Optiscan

Pty Ltd in June 1994.

Professor M Harris

Director

Martin Harris, 56, Director of Fundamental Research,

has an honours degree in science from Melbourne

University and is a member of the Royal Society (Vic),

the Australian Institute of Physics and the Optical

Society of America. Previously, he was Managing

Director of HBH Technological Industries Pty Ltd. He has

been co-supervisor for a number of MSc and PhD

Science and Engineering postgraduate students at

Melbourne, Monash and Swinburne Universities and is

an adjunct Professor and co-director of the Centre for

Imaging and Applied Optics (CIAO) at Swinburne. He is

the inventor of the key patents in the Optiscan portfolios,

and is highly regarded in the field of confocal

microscopy. Professor Harris became a director of

Optiscan Pty Ltd in March 1994.

Dr A Finkel

Director

Dr Alan Finkel, 47, non-executive Director and member

of the audit and remuneration committees, received his

PhD in Electrical Engineering at Monash University in

1981. For two years he conducted postdoctoral

research at the John Curtin School of Medical Research

at the Australian National University. In 1983, he moved

to the San Francisco Bay Area to establish Axon

Instruments Inc., returning to Australia in 1987 where he

continues in his roles of full-time Chief Executive Officer

and Vice President of Research and Development of

Axon Instruments. He is a member of the Academic

Advisory Committee of the Monash University Electrical

and Computer Systems Engineering Department. Dr

Finkel was appointed a director of Optiscan Pty Ltd in

March 1994.

All directors held their position as director throughout the

entire financial year and up to the date of this report.

Directors’ Report
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Directors’ Interests

Relevant interests of the directors in the shares, options or other instruments of the company and related bodies

corporate are:

Holder Ordinary Shares Options 

Peter Delaney 2,680,001 1,046,258

Dr Alan Finkel 0 616,000

Professor Martin Harris 0 528,800

Professor Ray Martin 10,000 161,600

Details of Options

Holder Employee Options Other Options *

Peter Delaney 796,800 249,458

Dr Alan Finkel 80,000 536,000

Professor Martin Harris 528,800 -

Professor Ray Martin 100,000 61,600

* Other options include originating and entitlement options, details of which are set out in Note 22. Originating Options include options held
indirectly through Optiscan Employee Share Plan Company Pty Ltd.

Optiscan Employee Share Plan Company Pty Ltd ACN 075 794 508 

The following directors hold manager shares in Optiscan Employee Share Plan Company Pty Ltd, (there being

100 managers shares in total):

Holder No of Shares

Peter Delaney 20

Martin Harris 15

Details of the Optiscan Employee Share Plan Company are set out in Note 22.

Other interests of Directors

Dr Alan Finkel

Dr Finkel is the controlling shareholder of Axon Instruments Inc., which:

(i) holds 9,647,280 shares in Optiscan; and

(ii) pursuant to the joint venture agreement described in the prospectus, has received a licence from Optiscan

Pty Ltd in relation to the countries of North and South America.

Dr Finkel is also a shareholder of Circadian, which:

(iii) owns 100% of Fibre Optics (Aust) Pty Ltd which in turn owns 6,370,001 Optiscan shares.

Dr Finkel is also a director of Audivac Pty Ltd, which holds 135,850 entitlement options.  Additional related parties

to Dr Finkel hold a combined total of 40,000 ordinary shares and 5,000 options.

Peter Delaney

Related parties to Peter Delaney hold a combined total of 120,000 ordinary shares and 88,000 options.

Professor Martin Harris

Prof Harris is a director and shareholder of SWR Harris Holdings Pty Ltd which holds 10,434,081 shares and

600,000 options in Optiscan.  Related parties to Prof Harris hold a combined total of 140,000 ordinary shares

and 11,500 options. 

Professor Raymond Martin

Prof Martin is a shareholder and director of Circadian.  Circadian owns 100% of Fibre Optics (Aust) Pty Ltd which

in turn owns 6,370,001 Optiscan shares.  Prof Martin is a director of Fibre Optics (Aust) Pty Ltd.  Prof Martin is a

director and has a controlling interest in Cunella Pty Ltd, which holds 10,000 ordinary shares and 5,000 options

in Optiscan.  Other related parties to Prof Martin hold 10,239 options in Optiscan.

Directors’ Meetings

The company held fourteen (14) Directors meetings during the year.  The attendances of the directors at

meetings of the Board and of its Committees were:

Board of Directors Attended Maximum possible attended

Prof R Martin 14 14

P Delaney 13 13

Prof M Harris 13 13

Dr A Finkel 14 14

As at the date of this report, the company had an Audit Committee and a Remuneration Committee of Directors.

The members of the Audit and Remuneration Committees are Professor Ray Martin and Dr Alan Finkel, who

attended the two Audit Committee Meetings and one Remuneration Meeting held during the year.

Principal Activities

The principal activities of the consolidated entity during the year were the development and manufacture of

personal confocal microscopes. There was no change to the nature of this activity during the year.

Trading Results

The consolidated loss of the economic entity for the financial year was $2,670,634 after income tax.  This

represents a 99% increase on the 1999 consolidated loss of $1,343,007.

Review of operations

Operational factors contributing to the result are described in the Review of Operations section of this Report.

Dividends

No amounts have been recommended by the Directors that should be paid by way of dividend by the Company

during the financial year.

No cash dividends have been paid or declared since the beginning of the financial year by the Company.

Imaging Limited
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Significant Changes in the State of Affairs

In October 1999, Optiscan issued 2,500,000 shares to Thorney Holdings Pty Ltd (the investment arm of the Pratt

Group) at an issue price of $1.00 per share, raising $2,500,000 for working capital purposes.

In January 2000, Optiscan effected the placement of 4.85 million shares at an issue price of $2.20 per share to

raise additional working capital of $10.7 million.

Significant Events After Balance Date

No matters or circumstances have arisen since the end of the financial year which significantly affected or may

significant affect the operations of the consolidated entity, the results of those operations, or the state of affairs of

the consolidated entity in future financial years.

Likely Developments and Future Results

The Directors have excluded from this report any information on likely developments in the operations of the

company and the expected results of those operations in future financial years, since, in the opinion of the

directors, it may prejudice the interests of the company if this information were included.

Environmental Regulations

The Company is not subject to significant environmental regulations.

Share Options

Details of movements in share options are set out in Notes 14 and 25 in the financial statements.

Since the end of the financial year, and up to the date of this report, 477,194 shares have been issued as a

consequence of the exercise of options which were on issue at year end. No new options have been issued, and

the total number of options outstanding at the date of this report is 16,281,552.

Directors’ and Officers’ Remuneration

Remuneration of directors and senior executives of the company is established by the Remuneration Committee.

Remuneration is determined as part of an annual performance review, having regard to market factors and a

performance review.  The Remuneration Committee may seek independent remuneration advice.  For executive

directors and officers, remuneration packages generally comprise salary and superannuation.  Executives are also

provided with longer-term incentives through the employee share ownership scheme and option schemes, which

act to align the executives’ actions with the interests of shareholders.

The Board meets annually to review its own performance.  The Chairman also holds individual discussions with

each director to discuss their performance.  The non-executive directors are responsible for evaluating the

performance of the Managing Director, who in turn evaluates the performance of all other senior executives.

These evaluations are based on specific criteria, including the company business performance, whether long-

term strategic objectives are being achieved and the achievement of individual performance objectives.

Details of remuneration provided to directors and officers of the company are shown below.

Base Salary Superannuation No of Shares No of Options

$ $

Directors

Prof Martin 30,000 - - 100,000

P. Delaney 115,000 8,050 - 100,000

Prof. Harris 80,000 5,600 - 100,000

Dr A. Finkel 20,000 817 - 80,000

Officers

R. Wallis 115,000 8,050 620,420 140,000

Full details of remuneration are set out in Note 20 of the financial statements.

Indemnification and Insurance

During the financial year ended 30 June 2000, the Company indemnified its Directors, the Company Secretary

and Executive Officers in respect of any acts or omissions giving rise to a liability to another person (other than

the Company or a related party) unless the liability arose out of conduct involving a lack of good faith.  In addition,

the Company indemnified the Directors, the Company Secretary and Executive Officers against any liability

incurred by them in their capacity as directors, company secretary or executive officers in successfully defending

civil or criminal proceedings in relation to the Company.  No monetary restriction was placed on this indemnity.

The Company has insured its Directors, the Company Secretary and Executive Officers for the financial year

ended 30 June 2000.  Under the Company’s Directors’ and Officers’ Liabilities Insurance Policy, the Company

shall not release to any third party or otherwise publish details of the nature of the liabilities insured by the policy

or the amount of the premium.  Accordingly, the Company relies on section 300(9) of the Corporations Law to

exempt it from the requirement to disclose the nature of the liability insured against and the premium amount of

the relevant policy.

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

PETER DELANEY

Director

Melbourne

29 September, 2000
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Profit and Loss Statement for the year ended 30 June 2000 Balance Sheet at 30 June 2000

Note CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

CURRENT ASSETS 
Cash 600,790 321,572 501,145 9,573
Receivables 5 11,768,188 1,587,753 11,150,844 1,185,818
Inventories 6 626,171 356,790 - - 
Other 7 24,188 16,989 - - 

TOTAL CURRENT ASSETS   13,019,337 2,283,104 11,651,989 1,195,391

NON-CURRENT ASSETS
Receivables 5 - - 5,149,268 2,113,357
Investments 8 - - 6,605,396 6,605,396
Plant and equipment  9 554,626 398,350 - - 
Intangibles 10 4,680,117 5,354,778 - - 

TOTAL NON-CURRENT ASSETS         5,234,743 5,753,128 11,754,664 8,718,753 

TOTAL ASSETS  18,254,080 8,036,232 23,406,653 9,914,144

CURRENT LIABILITIES
Accounts Payable 11 183,621 613,206 25,118 -
Provisions 13 186,477 91,686 - - 

TOTAL CURRENT LIABILITIES 370,098 704,892 25,118 -

NON-CURRENT LIABILITIES
Borrowings 12 320,000 400,000 - - 
Provisions 13 70,445 36,939 - -

TOTAL NON-CURRENT LIABILITIES       390,445 436,939 - - 

TOTAL LIABILITIES      760,543 1,141,831 25,118 -

NET ASSETS           17,493,537 6,894,401 23,381,535 9,914,144

EQUITY
Share Capital 14 23,375,166 10,105,400 23,375,166 10,105,400
Reserves    15 72,480 72,476 72,480 72,476
Accumulated losses (5,954,109) (3,283,475) (66,111) (263,732)

TOTAL EQUITY 17,493,537 6,894,401 23,381,535 9,914,144

Note CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

Operating revenue 2 2,757,858 1,802,569 327,259 54,369

Operating profit (loss) before amortisation, 
depreciation and income tax 2 (1,759,063) (571,114) 197,621 18,305

Amortisation and depreciation 2 (911,571) (771,893) - - 

Operating profit (loss) before income tax (2,670,634) (1,343,007) 197,621 18,305 

Income tax expense (benefit) attributable to 
operating profit (loss) 3 - - - - 

Operating profit (loss) after income tax (2,670,634) (1,343,007) 197,621 18,305

Accumulated losses at the beginning 
of the financial year (3,283,475) (1,940,468) (263,732) (282,037)

Accumulated losses at the end
of the financial year     (5,954,109) (3,283,475) (66,111) (263,732)

The profit and loss statement should be read in conjunction with the notes to the financial statements. The balance sheet should be read in conjunction with the notes to the financial statements.
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Note CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

CASH  FLOWS  FROM  OPERATING  ACTIVITIES 
Receipts from customers 488,617 707,367 - - 
Grant income received 491,864 836,515 - - 
Royalty income received 1,009,436 79,132 - - 
Payments to suppliers and employees (4,719,936) (2,388,679) (138,321) - 
Interest received 295,264 53,648 295,264 53,526
Interest and other costs of finance (67,050) - - (36,064)

NET OPERATING CASH FLOWS 19(b) (2,501,805) (712,017) 156,943 17,462

CASH  FLOWS  FROM  INVESTING  ACTIVITIES 
Cash paid for plant and equipment (393,185) (320,473) - -
Loans (to) from controlled entities - - (2,919,581) (1,360,114)

NET INVESTING CASH FLOWS (393,185) (320,473) (2,919,581) (1,360,114)

CASH  FLOWS  FROM  FINANCING  ACTIVITIES 
Proceeds from issue of shares 13,936,921 500,000 13,936,921 500,000
Costs of share issues (667,152) - (667,152) - 
Loans repaid (80,000) - - - 

NET FINANCING CASH FLOWS 13,189,769 500,000 13,269,769 500,000

NET  INCREASE (DECREASE) IN  CASH  HELD 10,294,779 (532,490) 10,507,131 (842,652)

Add opening net cash at beginning of year 1,378,911 1,911,401 1,066,914 1,909,566

CLOSING CASH AT END OF YEAR 19(a) 11,673,690 1,378,911 11,574,045 1,066,914

Note 1: Statement of Significant Accounting Policies 

The financial statements have been prepared as a general purpose financial report which complies with

the requirements the Corporations Law, Australian Accounting Standards and Urgent Issues Group

Consensus Views.

Basis of accounting

These financial statements have been prepared under the convention of historical cost accounting. 

The accounting policies used are consistent with those of the previous year.

Comparative figures

Where required by accounting standards, comparative figures have been adjusted to conform with changes in

presentation for the current financial year.

Principles of consolidation 

The consolidated financial statements include the financial statements of the parent entity, Optiscan Imaging

Limited, and its controlled entity as listed in Note 8, referred collectively throughout these financial statements as

the “Consolidated Entity”. All inter-entity balances and transactions have been eliminated. Where an entity either

began or ceased to be controlled during the year, the results are included only from the date control

commenced or up to the date control ceased.

Income tax

The financial statements apply the principles of tax-effect accounting. Income tax expense in the profit and loss

statement represents the tax on the pre-tax accounting result adjusted for income and expenses never to be assessed

or allowed for taxation purposes. A future income tax benefit includes the tax effect of differences between income and

expense items recognised in different accounting periods for book and tax purposes, calculated at the tax rates

expected to apply when the differences reverse.

Future income tax benefits on timing differences are not carried forward unless realisation is beyond

reasonable doubt. Future income tax benefits on tax losses are not carried forward unless realisation is

virtually certain.

The future benefit of tax losses and timing differences not brought to account will only be obtained if: 

1 entities within the consolidated entity derive future assessable income of a nature and of an

amount sufficient to enable the benefit of the taxation deductions to be realised;

2 entities within the consolidated entity continue to comply with the conditions for deductibility

imposed by the law; and

3 no changes in tax legislation adversely affect the entities in realising the benefit. 

Recoverable amount of non-current assets

All non-current assets are reviewed at least annually to determine whether their carrying amounts require write

down to recoverable amount. Recoverable amount is determined using net cash flows which have not been

discounted to present value.

Statement of Cash Flows for the year ended 30 June 2000 Notes to and forming part of the financial statements 30 June 2000

The statement of cash flows should be read in conjunction with the notes to the financial statements.
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Note 1: Statement of Significant Accounting Policies cont…

Plant, equipment and software

Plant, equipment and software are carried at cost.  Assets are depreciated at rates based upon their expected

useful economic lives, as follows:

Life Method

Plant and equipment 3 - 8 years Straight Line

Software 2 - 3 years Straight Line

Income Recognition

Revenue from the sale of goods is recognised at the point in time when products are delivered and installed. 

Inventories

Inventories have been valued at the lower of cost and net realisable value.  Cost, in relation to finished goods,

is determined on the first in, first out basis.

Leases 

Operating leases are not capitalised, and rental payments are charged to the profit and loss statement in the

period incurred.

Foreign currencies

Foreign currency items are translated to Australian currency on the following bases:

Transactions are converted to local currency at the rate of exchange ruling at the date of the transaction. 

Amounts payable and recoverable to and by the consolidated entity at balance date that are denominated in

foreign currencies have been converted to local currency using rates of exchange ruling at the end of the

financial year.

Employee benefits

Provision has been made in the financial statements for benefits accruing to employees in relation to annual

leave and long service leave. 

All material on-costs, including payroll tax, workers’ compensation and fringe benefits tax are included in the

determination of provisions.  Annual leave and the current portion of long service leave provisions are

measured at their nominal amounts. 

The non-current portions of long service leave provision are measured at the present value of estimated future

cash flows.

Patent and Establishment Costs

All patent and establishment costs are written off as they are incurred.

Notes to and forming part of the financial statements 30 June 2000

Note 1: Statement of Significant Accounting Policies cont…

Research and Development Costs

Research and development costs relating to the development of new products are expensed as incurred.

Borrowing Costs

Borrowing costs are expensed as incurred.

Goodwill on Acquisition

On acquisition of a controlled entity, the difference between the purchase consideration plus incidental

expenses and the fair value of identifiable net assets acquired is initially brought to account as goodwill or

discount on acquisition.  Purchased goodwill is amortised on a straight line basis over the period during which

the benefits are expected to arise, which is currently ten years.  The unamortised balance of goodwill is

reviewed at each balance date and charged to the profit and loss to the extent that applicable future benefits

are no longer probable.  As discussed in the prospectus, goodwill acquired prior to the date of the float of

Optiscan Imaging Limited is recoverable from future sales of microscopes which were developed or in

development at the time of the float.  The directors resolved to maintain the carrying value of goodwill at 30

June 2000. 

Financial instruments included in Assets

Trade receivables are initially recorded at the amount of contracted sales proceeds, and the carrying amounts

approximate the fair value of the receivables.  Commercial bills are carried at cost.  Interest revenue is

recognised on an effective yield basis.

Financial instruments included in Liabilities 

Loans are recognised when issued at the amount of the net proceeds received.  Interest is recognised as an

expense on an effective yield basis.  All unsecured loans disclosed in Note 12 are repayable no later than 30

June, 2002.  The entity has the right to repay all or any of the outstanding amount earlier, at its discretion.

Interest is payable at the fixed rate of 5% per annum. The carrying amounts of trade creditors approximate

their fair values.

Financial instruments included in Equity

Ordinary share capital bears no special terms or conditions affecting income or capital entitlements of the

shareholders.

Employee Share Option Plan

Employees are entitled to participate in an Employee Share Option Plan, details of which are set out in Note

22(e).  No remuneration expense is recognised in respect of employee share options issued.

Notes to and forming part of the financial statements 30 June 2000
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CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

Note 2: Revenue and Expenses 

Operating profit (loss) has been 

arrived at after including:

Operating revenue: 

Sales revenue 782,233 368,377 - -

Other operating revenue: 

Interest revenue - unrelated 327,259 54,491 327,259 54,369

Grant revenue 777,794 952,845 - - 

Royalty revenue 870,572 425,762 - - 

Other - 1,094 - -

Total operating revenue   2,757,858 1,802,569 327,259 54,369

Operating profit (loss) is after charging the 

following expenses:

Amortisation and depreciation:

Amortisation of goodwill 674,661 674,661 - - 

Depreciation of plant & equipment 123,641 83,272 - - 

Depreciation of software 113,269 13,960

Total amortisation and depreciation 911,571 771,893 - - 

Other operating expenses:

Borrowing costs

Interest - related entities 16,167 20,000 - - 

Provision for employee entitlements 128,297 49,621 - - 

Auditors remuneration (Note 21) 21,000 24,605 2,000 -

Rental on operating leases 38,881 37,662 - - 

Research and development costs  1,156,166 435,142 - - 

(exclusive of salaried expenditure)

CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

Note 3: Income Tax 

The difference between the income tax 

expense provided in the financial statements 

and the prima facie income tax expense is 

reconciled as follows :

Operating Profit (Loss) (2,670,634) (1,343,007) 197,621 18,305

Prima facie income tax benefit on

operating profit (loss) calculated at 36% (961,428) (483,482) 71,144 6,590

Tax effect of permanent differences:

Non-deductible expenditure 860 904 - 904

Amortisation of goodwill 242,878 242,878 - - 

Tax benefit of losses transferred - - (71,144) (7,494)

Income tax adjusted for permanent differences (717,690) (239,700) - - 

Tax losses not brought to account 717,690 239,700 - -

Income tax attributable to operating profit (loss) - - - - 

The tax effect at 34% (1999, 36%) of future

income tax benefits not brought to account: 

Tax losses 1,473,718 772,777 - - 

Timing differences  116,915 184,361

As at 30 June, 2000 the company has 

unconfirmed unrecouped income tax losses 

of $4,334,466 (1999, $1,443,644) available 

to offset against future taxable income. The 

benefit of these losses has not been brought 

to account as realisation of these losses is 

not virtually certain (Refer Note 1). 

Note 4 :  Contribution to Loss

Optiscan Imaging Limited (477,043) (656,357)

Optiscan Pty Ltd (2,193,591) (686,650)

(2,670,634) (1,343,007)

Notes to and forming part of the financial statements 30 June 2000 Notes to and forming part of the financial statements 30 June 2000
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CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

Note 5: Receivables

Current

Trade debtors 2,965 164,138 - 116,330

Sundry debtors (a) 692,323 366,275 77,944 12,148

Commercial Bills (b) 11,072,900 1,057,340 11,072,900 1,057,340

Total current receivables, net 11,768,188 1,587,753 11,150,844 1,185,818

(a)  Foreign currency balances 

Australian dollar equivalents of foreign 

currency amounts receivable included in 

sundry debtors not effectively hedged. 

United States dollars 124,579 147,724 -

(b)  The short-term commercial bills mature 

within 30 days, with interest rates of 6.04%

(1999, between 4.63% and 5.12%)

Non-Current

Non-trade amounts owing by:

Related parties - wholly owned group - - 5,149,268 2,113,357

Total non-current receivables, net - - 5,149,268 2,113,357

Note 6:  Inventories

Current

Raw materials at cost 587,414 237,185 - -

Work in progress at cost 9,381 82,689 - -

Finished goods 29,376 36,916 - -

Total current inventories, net 626,171 356,790 - -

Note 7:   Other Current Assets

Prepayments 24,188 16,989 - - 

and its Controlled Entity and its Controlled Entity
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Notes to and forming part of the financial statements 30 June 2000 Notes to and forming part of the financial statements 30 June 2000

CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

Note 8:   Investments

Non-Current

Investment at cost comprises:

Shares in Controlled Entity - Unlisted - - 6,605,396 6,605,396

Investment in Controlled Entity Comprises:

Optiscan Pty Ltd 

Incorporated in Australia

Beneficial Percentage Held by 

Group - 100%

The ultimate holding company is 

Optiscan Imaging Limited. 

Note 9:   Plant, Equipment and Software

Office equipment at cost 652,429 492,796 - -

Accumulated depreciation (346,382) (227,326) - - 

Total office equipment, net 306,047 265,470 - -

Software at cost 380,393 146,840 - - 

Accumulated depreciation (131,814) (13,960) - - 

Total software, net 248,579 132,880 - - 

Total plant and equipment and software, net 554,626 398,350 - - 

There would be no capital gains tax if these 

assets were sold at the current carrying amount.

Note 10: Intangibles (Non-Current)

Goodwill 6,746,613 6,746,613 - -

Accumulated amortisation (2,066,496) (1,391,835) - -

Total intangible assets, net 4,680,117 5,354,778 - - 
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CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

Note 11: Accounts Payable (Current)

Current

Trade creditors and accrued charges - unsecured 141,836 180,159 - -

Sundry creditors - unsecured  41,785 94,588 25,118 -

Unearned income - unsecured - 338,459 - -

Total current accounts payable 183,621 613,206 25,118 - 

Foreign Currency Balances

Australian dollar equivalents of foreign currency

amounts payable included in accounts payable

not effectively hedged.

United States dollars 2,534 1,798 - - 

Note 12: Borrowings

Unsecured Borrowings - Non-Current

Director related entities (a) (Note 22) 240,000 300,000 - -

Other entities (a) 80,000 100,000 - -

320,000 400,000 - -

(a)  Loans from director related entities of 

$240,000 and other entities of $80,000 are 

unsecured and must be repaid by 30 June, 

2002.  The interest rate is fixed at 5% per 

annum.  The lending parties do not intend to 

call for repayment of borrowings in the next 

12 months.

Note 13:  Provisions

Current

Employee entitlements 186,477 91,686 - - 

Non-Current

Employee entitlements 70,445 36,939 - - 

and its Controlled Entity and its Controlled Entity

Notes to and forming part of the financial statements 30 June 2000 Notes to and forming part of the financial statements 30 June 2000

CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

Note 14:  Share Capital 

Ordinary shares $23,375,166 $10,105,400 $23,375,166 $10,105,400

Movements in issued capital during the year

Opening balance 10,105,400 9,605,395 10,105,400 9,605,395

Proceeds from issues to raise working capital 13,189,626 500,000 13,189,626 500,000

Cost of share issues (667,152) - (667,152) -

Issued pursuant to exercise of options 747,292 5 747,292 5

Closing Balance $23,375,166 $10,105,400 $23,375,166 $10,105,400

Movements in number of issued shares during

the year 

Opening balance 49,694,022 48,026,980 49,694,022 48,026,980

Issued to raise working capital (a) 7,358,921 1,666,667 7,358,921 1,666,667

Issued pursuant to employment agreement  620,420 - 620,420 - 

Issued pursuant to exercise of options 3,736,109 375 3,736,109 375

Closing Balance 61,409,472 49,694,022 61,409,472 49,694,022

(a)  The following share issues were made 

during the year to raise working capital : 

-  2,500,000 @ $1.00 each in Oct 99

-  4,858,921 @ $2.20 each in Jan 00  

Options over Unissued shares

Options outstanding at year end :

Originating options 4,571,192 4,909,200 4,571,192 4,909,200

Subscriber & Entitlement options 10,349,554 13,747,655 10,349,554 13,747,655

Employee options 1,838,000 - 1,838,000 - 

Total 16,758,746 18,656,855 16,758,746 18,656,855

Movements in number of options during the year

Opening balance 18,656,855 18,657,230 18,656,855 18,657,230

Options issued to employees 1,838,000 - 1,838,000 - 

Options exercised (3,736,109) (375) (3,736,109) (375)

Closing Balance 16,758,746 18,656,855 16,758,746 18,656,855

Details of options outstanding are set out in 

Notes 22(b), 22(e), and 25.

24
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CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

Note 15 :  Reserves

Option Premium Reserve

Movements during the period 

Opening balance 72,476 72,480 72,476 72,480

Transfer to share capital on exercise of options 4 (4) 4 (4)

Closing balance 72,480 72,476 72,480 72,476

Note 16:  Expenditure Commitments

Leases

Operating leases (non-cancellable)

Not later than one year   190,548 38,881 - - 

Later than one year and not later than five years 604,136 66,684 - - 

Aggregate lease expenditure contracted for 

at balance date not provided in accounts 794,684 105,565 - - 

Other Expenditure Commitments

Not later than one year - 72,962 - - 

Later than one year and not later than two years  - 62,800 - - 

- 135,762 - - 

Note 17:  Contingent Liabilities

Optiscan Pty Ltd has a contingent liability for a total of $35,000 which may be payable in certain

circumstances with respect to termination benefits on service agreements with directors. 

Note 18:  Subsequent Events

The directors are not aware of any subsequent events that would have a material impact on the financial

statements at 30 June, 2000.

and its Controlled Entity and its Controlled Entity

CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

Note 19 : Statement of Cash Flows 

(a) Reconciliation of cash

For the purposes of the Statement of 

Cash Flows, cash includes cash on hand 

and in banks and short term 

commercial bills.

Cash balance comprises :

Cash at bank and on hand 600,790 321,571 501,145 9,574

Short-term Commercial Bills (Note 5) 11,072,900 1,057,340 11,072,900 1,057,340

Closing cash balance 11,673,690 1,378,911 11,574,045 1,066,914

(b) Reconciliation of operating profit (loss) after

tax to the net cash flows from operations

Operating profit (loss) after tax (2,670,634) (1,343,007) 197,621 18,305

Proceeds from Sale of assets - (500) - - 

Depreciation and amortisation

- goodwill 674,661 674,661 - - 

- office equipment 123,641 83,272 - - 

- software 113,269 13,960 - - 

Provisions 

- employee entitlements 128,297 49,621 - - 

Changes in assets, (increase) decrease

- trade receivables 161,173 (92,245) - - 

- other debtors (326,048) (353,360) (65,796) (843)

- prepayments (7,199) (1,162) - -

- inventories (269,381) (176,109) - - 

Changes in liabilities, increase (decrease)

- trade creditors and accrued expenses (38,323) 125,108 - - 

- sundry creditors (52,802) (7,161) 25,118 - 

- unearned income (338,459) 314,905 - - 

NET CASH FLOW

FROM OPERATING ACTIVITIES  (2,501,805) (712,017) 156,943 17,462

26
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Notes to and forming part of the financial statements 30 June 2000 Notes to and forming part of the financial statements 30 June 2000
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CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

$ $ $ $

Note 20:  Remuneration of Officers

Income of Directors

The directors of Optiscan Imaging Limited are :  

R L Martin 

P M Delaney 

M R Harris 

A S Finkel 

Income paid or payable or otherwise made 

available in respect of the financial year to all 

directors of each entity in the consolidated entity, 

directly or indirectly by the entities of which 

they are directors:

Salary & Directors’ Fees 245,000 177,249 - -

Superannuation 14,467 11,357 - - 

Subtotal - Ordinary income 259,467 188,606 - - 

Value of options issued during the year

derived by application of the Black

Scholes valuation model ($1.94) 737,200 - - -

Total income including options at valuation 996,667 188,606 - - 

The total of all income paid or payable, directly or indirectly, from the respective entities of which they are a

director, or from any related party, to all the directors of each entity in the consolidated entity was $1,008,510

(1999: $199,331).  This amount includes the value of insurance premiums made for the benefit of directors,

and options at valuation.

Number of directors of the parent entity who received, or were due to receive remuneration directly or indirectly

from  the company or any related corporation, as shown in the following bands were:

$ 0 - $ 9,999 - 1

$ 10,000 - $ 19,999 - 1

$ 60,000 - $ 69,999 - 1

$ 100,000 - $ 109,999 - 1

$ 170,000 - $ 179,999 1 -

$ 220,000 - $ 229,999 1 -

$ 270,000 - $ 279,999 1 -

$ 310,000 - $ 319,999 1 -

Notes to and forming part of the financial statements 30 June 2000

CONSOLIDATED PARENT ENTITY
2000 1999 2000 1999

Note 20:  Remuneration of Officers (continued)

Income of Executives

The numbers of executive officers whose total 

income for the year falls within the following 

bands, were:

$110,000  - $119,999 - 1 - - 

$1,850,000  - $1,859,999 1 - - - 

The aggregate income of the executives 

referred to above: 

Salary 115,000 108,096 - - 

Superannuation 8,050 7,567 - -

Subtotal - Ordinary income $123,050 $115,663 - - 

Market value, at date of issue, of shares 

allotted pursuant to employment agreement 1,489,008 - - - 

Value of options issued during the year

derived by application of the Black

Scholes valuation model  243,800 - - - 

Total income including shares & options 

at valuation $1,855,858 $115,663 - - 

Note 21:  Remuneration of Auditors

Amounts received or due and receivable by 

the auditors of the consolidated entity for: 

Audit and review of the financial statements $21,000 $24,605 $2,000 - 

Notes to and forming part of the financial statements 30 June 2000
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Note 22:  Related Party Disclosures 

(a) Directors

The directors of the consolidated entity during the financial year, and since incorporation were :

R. L. Martin 

P. M. Delaney 

M. R. Harris 

A. S Finkel 

Information on the remuneration of directors and amounts paid in connection with the retirement of

directors and information on service agreements with directors is disclosed in Note 20. 

The beneficial interest of each director of Optiscan Imaging Limited, either directly or indirectly, in the

issued share capital, is as follows:

(i)   Alan Finkel is a director of Axon Instruments Inc. (a company controlled by Dr Finkel) which holds

9,647,280 (1999: 10,642,280) ordinary shares in Optiscan Imaging Ltd.  Axon Instruments Inc. has

received a license from Optiscan Pty Ltd in respect of distribution rights of fibre optic confocal

microscopes in relation to the countries of North and South America.  Axon Instruments Inc. has lent

$80,000 (1999: $100,000) to Optiscan Pty Ltd on the terms outlined in Note 22(c)(i). Interest incurred

on the loan from Axon Instruments Inc. for the year amounted to $4,167  (1999, $5,000). Interest paid

during the year was $20,350 (1999, Nil), loan principal repaid was $20,000 (1999, Nil), and interest

owing at year end amounted to $4,167 (1999, $20,350).

Dr Finkel is also a shareholder of Circadian Technologies Limited, which owns 100% of Fibre Optics

(Aust) Pty Ltd, which in turn owns 6,370,001 (1999: 7,370,001) shares in Optiscan Imaging Ltd.  Dr

Finkel also holds 536,000 originating (1999: 536,000) options (issued in accordance with Note

22(b)(ii)), nil (1999: 115,000) entitlement options (issued in accordance with Note 22(b)(iv)) and 80,000

options issued in accordance with Note 22(b)(v).

Interest incurred on the loan from Fibre Optics for the year amounted to $3,667 (1999, $5,000).

Interest paid during the year was $5,000 (1999, Nil), loan principal repaid was $20,000 (1999, Nil),

and interest owing at year end amounted to $4,167 (1999, $5,500).

Dr Finkel has other indirect interests of 40,000 (1999: 40,000) ordinary shares and 140,850 (1999:

650,866) options.

During the year, Dr Finkel was issued 80,000 options under the Employee Share Option Plan.

(ii)  Peter Delaney holds 2,680,001 (1999: 2,680,001) ordinary shares in Optiscan Imaging Limited, and

249,458 (1999: 249,458) originating options issued in accordance with Note 22(b)(i).  Mr Delaney also

holds indirectly through Optiscan Employee Share Plan Company Pty Ltd 696,800 (1999: 696,800)

employee options issued in accordance with Note 22(b)(iii).

During the year, Mr Delaney was issued 100,000 options under the Employee Share Option Plan.

Mr Delaney has other indirect interests of 120,000 (1999: 120,000) ordinary shares and 122,280

(1999: 88,000) options.

Note 22:  Related Party Disclosures (continued)

(a) Directors (continued)

(iii)   Martin Harris is a director and shareholder of SWR Harris Holdings Pty Ltd which holds 10,434,081

(1999: 10,937,081) shares in Optiscan Imaging Ltd.  SWR Harris Holdings Pty Ltd has lent $160,000

(1999: $200,000) to Optiscan Pty Ltd on the terms outlined in Note 22(c)(i).  

Interest incurred on the loan from SWR Harris Holdings for the year amounted to $8,333  (1999,

$10,000). Interest paid during the year was $41,700 (1999, Nil), loan principal repaid was $40,000

(1999, Nil), and interest owing at year end amounted to $8,333 (1999, $41,700).

SWR Harris Holdings Pty Ltd also holds 600,000 (1999: 600,000) originating options issued in

accordance with Note 22(b)(i).

Mr Harris holds indirectly through Optiscan Employee Share Plan Company Pty Ltd 428,800 (1999:

428,800) employee options issued in accordance with Note 22(b)(iii).

Mr Harris has other indirect interests of 140,000 (1999: 150,000) ordinary shares and 11,500 (1999:

65,000) options.

During the year, Mr Harris was issued 100,000 options under the Employee Share Option Plan.

(iv) Prof. Raymond Martin is a director of Fibre Optics (Aust) Pty Ltd and a director and shareholder of

Circadian Technologies Limited.  Prof. Martin holds 10,000 (1999: 10,000) ordinary shares, 50,000

(1999: 50,000) originating options issued in accordance with Note 23(b)(ii), and 11,600 (1999: 11,600)

entitlement options (issued in accordance with Note 22(b)(iv)).

Prof. Martin’s other indirect interests are 10,000 (1999: 10,000) ordinary shares and 15,239 (1999: 15,239) options. 

During the year, Prof. Martin was issued 100,000 options under the Employee Share Option Plan.

During the year, Prof. Martin received $30,000 (1999, $15,000) as remuneration from Circadian

Technologies Limited. Prof. Martin was a director of Circadian and its subsidiary, Fibre Optics

(Australia) Pty Ltd during the year.

(b) Options 

Optiscan Imaging Limited has granted the following options:

(i) 1,000,000 originating options at $0.01 per option to certain directors, officers, shareholders and

employees of the Optiscan Group to take up an unissued share in Optiscan at $0.20 at any time on

or before 31 March 2002 - $10,000

(ii)   586,000 originating options free to certain directors, officers and employees of the Optiscan Group

with an exercise price of $0.20

(iii) 3,323,200 originating options free to the Optiscan Employee Share Plan Company Pty Ltd with an

exercise price at $0.20 (Note 22(e))

(iv) 6,248,030 entitlement options were offered to shareholders of Circadian Technology Limited of 1

option, at 1 cent, to take up 1 unissued share in Optiscan at $0.20 at any time on or before 31 March

2002 for every 4 shares in Circadian

Notes to and forming part of the financial statements 30 June 2000 Notes to and forming part of the financial statements 30 June 2000
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Note 22:  Related Party Disclosures (continued)

(b) Options (continued)

(v) 380,000 options were issued to directors pursuant to the Employee Share Option Plan, following

approval of the members in general meeting (refer Note 25). 

The options issued under (ii),(iii) and (iv) above can be exercised in graduated proportions commencing 1

March 1998 and ending 28 February 2002, provided certain conditions such as continuation of

employment are satisfied.

(c)   The following transactions and balances were held with related parties during the period ended 

30 June, 2000:

(i)  Loans from director related parties of $320,000 (1999: $400,000), provided as working capital, are

outstanding at the end of the year.  They are unsecured and must be repaid by 30 June 2002.

Interest of 5% is charged on these loans. 

(ii) Loans from director related parties were received and repayments were made on a short term basis.

(iii) Royalties of  $31,536 (1999: $21,120) accumulated to Martin Harris and HBH Technological Industries

Pty Ltd ACN 006 756 903 (a company associated with Martin Harris), for the period, in accordance

with Note 22(d). Payment of $42,096 in accrued royalties was made during the year, and there is no

outstanding balance at year end.

(iv)  During the period various related companies have provided executive time and premises on a no

charge basis. 

(d) Assignment of patents

All patents were assigned to Optiscan Pty Ltd via a Joint Venture.  Various related parties are party to this

Joint Venture Agreement and assignment.  The agreement imposes several ongoing obligations on

Optiscan Pty Ltd. These include the following related party obligations: Optiscan Pty Ltd is obliged to pay,

within 30 days of the conclusion of each month, to Martin Harris (a director of Optiscan Pty Ltd) and HBH

Technological Industries Pty Ltd ACN 006 756 903 (a company associated with Martin Harris) jointly 6% of

Optiscan Pty Ltd’s total gross revenue from the sales of products manufactured in accordance with the

patents, the subject of the agreement, up to a cumulative total of $250,000.  As at 30th June, 2000, a

cumulative total of $85,863 (1999:$54,327) has been paid to Martin Harris or HBH Technological

Industries under this agreement.

(e) Employee share plan

Optiscan Employee Share Plan Company Pty Ltd ACN 075 794 508 (‘OESPC’) was formed as an

employee share plan company for the benefit of officers and employees of the Optiscan Group in 1997. 

At commencement, all 11 employees of the consolidated entity participated in the plan.  No new

employees have since joined the plan.  New employees may be invited to participate at the discretion of

the directors.

OESPC owns 620,420 (1999: 620,420) shares in Optiscan Imaging Ltd and this holding has 

remained unchanged during the year. The market value of this holding at balance date is $1,116,756

(1999: $335,027).

Notes to and forming part of the financial statements 30 June 2000

Note 22:  Related Party Disclosures (continued)

(e) Employee share plan (continued)

The company has been granted 3,323,200 employee options.  Details of movements during the year are

as follows:

2000 1999

Date of issue 1 Aug, 1998 1 Aug, 1998

No. of Options No. of Options

On issue at beginning of year 3,323,200 3,323,200

Issued to OESPC during the year - - 

Exercised during the year (280,108) - 

Expired during the year - - 

3,043,092 3,323,200

Exercise price $0.20 $0.20

Last exercise date 28 Feb, 2002 28 Feb, 2002

The market value of the options at balance date is $4,747,224 (1999: $1,063,424).  Details of the options

are set out in Note 22(b)(iii). 

OESPC’s capital structure comprises Manager Shares, Employer Shares, Employee Shares and Residiary

Shares.  The Manager Shares and Employer Shares confer no economic benefit on their holders other

than the repayment of their par value on a return of capital or a winding up.  The 100 Manager Shares are

held by: 

Axon Instruments Inc

Fibre Optics (Aust) Pty Ltd

Peter Delaney, Director

Martin Harris, Director

Roger Wallis, General Manager

The Employer Shares are held by Optiscan Pty Ltd. 

Employee Shares are redeemable preference shares of $0.01 each.  They confer rights to Employee

Dividend Entitlements declared by the directors of OESPC on the advice of the holders of the Manager

Shares and the holders of the Employer Shares as long as the Employee Shares have not been

redeemed and no Disentitling Event (ie specified events leading to loss of dividend entitlement) has

occurred in the interim. 

Employee Shares are redeemable: 

(a) at the option of OESPC on the occurrence of a Disentitling Event or at the Mandatory Redemption

Date (ie on a winding up of OESPC);

(b) at the option of the holder at times specified in their terms of issue. 

Notes to and forming part of the financial statements 30 June 2000
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Note 22:  Related Party Disclosures (continued)

(e) Employee share plan (continued)

The Employee Shares confer on the holders of the employee shares the right to receive the ‘Employee

Redemption Amount’ if redeemed within the terms of issue by the holder of the Employee Shares then the

holder shall be entitled to receive an amount equal to the market value of the investments held by OESPC

in respect of those Employee Shares.  The following summarises the investments held by OESPC in

respect of the holders of the Employee Shares: 

Type of investment Total number issued Number of Holders

Optiscan Shares 620,420 1

Employee Options 3,043,092 11

Residuary Shares are redeemable preference shares of $1.00 each in OESPC that confer upon the

holders the right to receive the Residuary Dividend Entitlement and upon winding up of OESPC the

Residuary Redemption Amount, but subordinated to the rights of holders of Employee Shares.  They are

redeemable at the option of OESPC when there are no members of OESPC who are employed by the

Optiscan Group or on the winding up of OESPC. 

(f) Transactions within the wholly owned group

During the year the parent entity loaned $3,035,911 (1999, $1,360,114) to Optiscan Pty Ltd.  At year end,

the parent entity was owed $5,149,268 (1999, $2,113,357) by Optiscan Pty Ltd. The loans are interest

free, with no fixed terms of repayment.

Note 23:  Earnings Per Share 

2000 1999

Basic earnings per share ( cents per share ) (4.98) (2.79)

Diluted earnings per share ( cents per share ) (3.45) (1.84)

Weighted average number of ordinary shares 

on issue used in the calculation of basic 

earnings per share 53,668,256 48,209,652

All potential ordinary shares, being options to 

acquire ordinary shares, are considered dilutive.

Note 24:  Segment Information

The consolidated entity operates predominantly in one industry and one geographical segment, those being

the medical technology and health care industry and Australia respectively.  Revenue is derived from the

manufacture and sale of research grade benchtop confocal microscope systems.

Note 25:  Details of Options

Movements this year
Option Issue Expiry Opening New Closing
Class/Type Date Price Date Balance Issues Exercised Balance

Originating Options (Unlisted) 01.08.98 0.20 28.02.02 4,909,200 - (338,008) 4,571,192

Subscriber and Entitlement

Options  (Listed) 01.08.98 0.20 28.02.02 13,747,655 - (3,398,101) 10,349,554

Employee Options (Unlisted)

Initial issue to existing employees 08.12.99 0.20 08.12.03 - 960,000 - 960,000

Initial issue to directors 08.12.99 0.55 08.12.03 - 380,000 - 380,000

Initial issue to new employees 13.12.99 0.20 13.12.03 - 25,000 - 25,000

Initial issue to new employees 22.12.99 0.20 22.12.03 - 8,000 - 8,000

Second tranche issue to employees 28.02.00 2.00 28.02.05 - 465,000 - 465,000

TOTALS 18,656,855 1,838,000 (3,736,109) 16,758,746

Notes to and forming part of the financial statements 30 June 2000 Notes to and forming part of the financial statements 30 June 2000
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Directors’ declaration

The Directors declare that:

(a) the financial statements and associated notes comply with the accounting standards and Urgent Issues
Group Consensus Views;

(b) the financial statements and notes give a true and fair view of the financial position as at 30 June 2000
and performance of the Company and consolidated entity for the year then ended; 

(c) in the opinion of Directors:

( i ) there are reasonable grounds to believe that the Company will be able to pay its debts as and when
they become due and payable; and

( ii ) the financial statements and notes are in accordance with the Corporations Law, including Sections
296 and 297.

Made in accordance with a resolution of the Directors.

For and on behalf of the Board

PETER DELANEY

Director

Melbourne

29 September, 2000

Independent audit report
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Substantial Shareholders as at 22 September 2000Corporate Governance

The following information is extracted from the Company’s Register of Substantial Shareholders.

Name Number of ordinary shares Number of options over shares

S W R Harris Pty Ltd 10,434,081 600,000

Axon Instruments Inc 9,647,280 -  

Fibre Optics (Aust) Pty Ltd 6,370,001 -

Peter Maxwell Delaney 2,680,001 249,458

Distribution of Shareholdings as at 22 September 2000

Size of holding Ordinary shareholders Ordinary share option-holders 

1 to 1,000 1,304 260

1,001 to 5,000 2,431 494

5,001 to 10,000 591 157

10,001 to 100,000 392 183

100,001 and over 30 13

Total shareholders 4,748 1,107

Number of ordinary shareholders with less than a marketable parcel 81 69  

Voting Rights

Articles 42 to 51 (incl.) of the Company’s Constitution stipulate the voting rights of members.  In summary, but

without prejudice to the provisions of the Articles, every member present in person or by representative, proxy or

attorney shall have one vote on a show of hands, and on a poll have one vote for each share held. 

The Board of Directors of Optiscan Imaging Limited is responsible for the corporate governance of the
consolidated entity and guides and monitors the business and affairs of the Company on behalf of its
shareholders.  To ensure the Board is proficient in discharging its duties and obligations, it has established
guidelines for the nomination and selection of directors and for the operation of the Board.

Composition of the Board

The Directors’ report contains details of the directors’ skill, experience, education and age.  The Board seeks to
consist of directors with an appropriate range of experience, skill, knowledge and vision to enable it to operate
the Company’s business with excellence.  The Company considers that an appropriate size of its Board is 4
directors with at least 2 resident directors.  The company recognises that non-executive directors play an
important role of supervising executive management.  As such, the company maintains that there must be a
separation between the roles of the Chair and the Managing Director.

The directors in office at the date of this statement are:
Professor Raymond L. Martin Chairman, Non-Executive Director
Mr Peter M. Delaney Managing Director, Executive Director
Professor Martin R. Harris Executive Director
Dr Alan S. Finkel Non-Executive Director

Remuneration Committee

The Remuneration Committee, comprising non-executive directors, is responsible for performance appraisal and
determining and reviewing compensation arrangements for the directors.  The members of the Remuneration
Committee during the year were Professor Raymond Martin and Dr Alan Finkel.

Audit Committee

The principal responsibility of the Audit Committee is to oversee the preparation of financial statements, including
adequate disclosure, maintenance of appropriate accounting records and internal controls, the selection and
application of accounting policies, and the safeguarding of assets.   

This includes the following functions:
• to consider all risk areas and ensure that appropriate safeguards are in place;
• to ensure operating procedures are efficient, with the necessary internal checks and built-in controls;
• to report to the Board, on the foregoing and related issues, from time to time;
• to assist Management as appropriate in relation to risk areas, operating procedures and, if instances arise,

conflicts of interest;
• to liase with the company’s management and Auditor on a continuing basis.

The Audit Committee is also responsible for nomination of the external auditor and reviewing the adequacy of the
scope and quality of the annual statutory audit and half year statutory audit or review.

All members of the Audit Committee are non-executive directors.  The members of the audit committee during
the year were Professor Raymond Martin and Dr Alan Finkel.

Board Responsibilities

The Board will ensure that all regulatory and ethical expectations and obligations will be attended to as required.
The Board will ensure that management’s objectives and activities are aligned with the expectations and risks
identified by the Board.  The Board has procedures to allow directors, in the furtherance of their duties, to seek
independent professional advice at the company’s expense.

Board’s Communication to Shareholders

The Board of Directors aims to ensure that communication to shareholders is provided through:
• the annual report which is distributed to all shareholders;
• the half yearly report provided to the Australian Stock Exchange;
• the annual general meeting and other meetings so called to obtain approval for Board action as appropriate;
• keeping shareholders informed of any major developments through distribution of shareholder update letters.
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Twenty Largest Shareholders as at 22 September 2000

Name Ordinary Shares

Number %

S W R Harris Holdings Pty Ltd 10,434,081 16.64

Axon Instruments Inc 9,647,280 15.39

Fibre Optics (Aust) Pty Ltd 6,370,001 10.16

Mr Peter Maxwell Delaney 2,680,001 4.27

Thorney Holdings Pty Ltd 2,645,000 4.22

Microcaps Limited 1,400,000 2.23

Mr Roger Harold Wallis 995,420 1.59

AMP Nominees Pty Limited 905,800 1.44

Mr David Ian Mitchell 600,001 0.96

AMP Nominees Pty Limited 503,224 0.80

Citicorp Nominees Pty Limited 420,000 0.67

Westpac Custodian Nominees Limited 296,250 0.47

Hochma Development Fund Ltd 227,273 0.36

Chase Manhattan Nominees Limited 213,160 0.34

Keensay Pty Limited 200,000 0.32

National Nominees Limited 195,742 0.31

Equity Trustees Limited <Australian New Horizons A/C> 192,782 0.31

Jagen Nominees Pty Ltd 185,669 0.30

Ms Olivia Chester 160,000 0.26

Transport Accident Commission 146,348 0.23

Total 38,418,032 61.27

Substantial Shareholders as at 22 September 2000
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